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United States Department of the Interior

MINERALS MANAGEMENT SERVICE
WASHINGTON, DC 20240

MEMORANDUM

To: The Secretary

Through: Assistant Secretary -'Lanﬁ and Minerals Manageme/dﬂg"

From: Director, Minerals Management Service /W /
Subject Summary: Adoption of a Proposed Final 5-Year Outer Continental Shelf

(0CS) 011 and Gas Leasing Program for mid-1987 to mid-1992--
Request for Secretarial Action

DISCUSSION

Section 18 of the OCS Lands Act (OCSLA), as amended, requires you to prepare
and maintain an oil and gas leasing program for the U.S. 0CS. It also requires
that, "[t]he lecasing program shall consist of a schedule of proposed lease
sales indicating, as precisely as possible, the size, timing, and location of
leasing activity which [the Secretary] determines will best meet national
energy needs for the five-year period following its approval ., . , ,*

The Minerals Management Service (MMS) has reviewed comments on the Proposed

~ Program which you issued in February 1986, revised the analysis, and
restructured the options for the Proposed Final 5-Year OCS 0i1 and Gas Leasing
Program for the period mid-1987 to mid-19%2. The options analyzed in the
secretarial Issue Document (SID) and the Environmental Impact Statement (EIS)
for the new program were also revised to include those options for 0CS leasing
offshore California specified by Public Law (P.L.) 99-591.

Pursuant to P.L. 99-591, on February 2, 1987, you submitted a draft copy
wmwwoiwthemgifshepeasali#ovn%aﬂe%emeﬂtSWofwthewproposedmfina%mieasfng“prugramﬁfUrW*”m”
the OCS to the cochairmen of the special congressional panel for a 30-day review.
That submission included a comparison of the California portion of your

Proposed Program (updated) with the proposal of the California Governor and

the two proposals developed by the special congressional pane! established by

P.L. 99-190. A summary of comments received on the Draft Proposed Final

Program for the OCS offshore California is attached.

Your selection of a Proposed Final Program will be submitted to the Congress .
and the President. In compliance with section 18 of the OCSLA, that submission
will include copies of letters to Governors with responses to comments on the
Proposed Program from their State and its local governments; and a copy of a
comparable letter to the Attorney General. As required by P.L. 99-591,

the submission will also provide responses concerning specific portions of the
California proposals specified by that law which were not accepted. After a
60-day waiting period, you can give final approval to the new program.

Prepared by: Paul R. Stang Ext.: 343-1072



In connection with the Proposed Final Program, we are asking yau to select
the following:

a configuration of planning areas (including possible deferral or

other treatment of subareas);

- a.leasing schedule; _

- a presale process leading to decisions on the size of individual
lease sales; and

- provisions to assure receipt of fair market value.

Attached for your use in making these selections are:

- two decision sheets: one for 5-year program elements specified by
section 18 of the OCSLA; and one for decision options which go
beyond those elements specified by section 18 (Attachment 1};
three alternative leasing schedules (Attachment 2)s
maps of the proposed OCS pianning areas (Attachment 3);

- the Proposed Final Program SID, Appendices, and Subarea Attachment
(Attachment 4); and :

- a summary of comments on the February 1987 Draft Proposed Program
for 0CS leasing offshore California (Attachment 5).

The final EIS for the 5-Year Program (which includes an environmental analysis
of the California proposals pursuant to P.L. 99-591 as well as an

analysis of alternative energy sources) was transmitted to you on January 28,
1987. The California Analysis which you used in making your February 2, 1987,
decision on the Draft Proposed Final Progam for the 0CS offshore California
has not been revised for this decision because the Proposed Final Program
decision is one for the Nation's whole OCS. Any revisions of analysis
relative to OCS leasing offshore California appear in the SID or this decision
memorandum.

The SID includes an analysis of specific factors which section 18 requires you
to consider in formulating a 5-year leasing program. These factors, most of

which are analyzed and arrayed by OCS planning area in the SID, include, inter
alia: —_

geographical, geologicat, and étﬁTUg+ca%”th&factéréé;;és%:::;:;

equitable sharing of developmental benefits and environmental risks;
relative needs of regionél and national energy markets;

other uses of the sea and seabed;

jnterest of potential oil and gas producers;

laws, goals, and policies of affected States;

relative environmental sensitivity and marine productivity; and

- environmental and predictive information.

You are required to consider these factors and the views of Governors of
affected States and other parties in the selection of the timing and location
of leasing "so as to obtain a proper balance between the potential for



environmental damage, the potential for the discovery of oil and gas, and
the potential for adverse impact on the coastal zone." Furthermore, the
leasing program must be prepared and maintained in a manner consistent with
the principte that leasing activities be conducted to assure receipt of fair
market value for lands leased and rights conveyed.

THE FEBRUARY 1986 DECISION ON THE PROPOSED PROGRAM

As a point of reference, the Proposed Program, which you issued in February 1986,
slows the pace of leasing in comparison with the current program. It contains
the following provisions:

- sales in 21 planning areas, including 27 standard sales, 10 frontier
exploration sales, and 5 small supplemental sales;

- no sales in St, Matthew-Hail, Aleutian Arc, Aleutian Basin,
Bowers Basin, or the Straits of Florida;

- deferral of leasing in 15 subareas and highlighting 13 others for
further analysis and comments; '

- a provision to accelerate sales in up to eight areas of higher value
and/or higher interest (a provision dropped from further consideration
by your decision of September 8, 1986);
a presale process which focuses on promising acreage; and.

- sale-by-sale review of current procedures for assuring the receipt of
fair market value and the basic approach of $150/acre as the minimum bid.

THE VALUE OF FLEXIBILITY

In 1981-62, when the analysis and decision process for the current program were
underway, many analysts predicted that the price of 0il and gas would continue
to climb. Estimates of world ofl prices reaching $60 (1982 dollars) per barrel
or more by the end of the century were common. When this analysis was initiated
in 1984, the price of oil was $29 per barrel (average free on board U.S, import
price weighted by import volume), down from $34 in 1982. Over the last 2 years,
prices have declined. There was a rapid drop to about $9 per barrel in mid-1986
and a subsequent rise to about $17 as of March 1987.

~ It is not clear what price trend can be expected in the future. There is a

far greater sense of uncertainty in perceptions and a far lower range of
projections of future energy prices now than existed in 1981-82. The debate
then was whether real price increases wouid be 1, 2, 3, or more percent per
year. The current debate concerning near-term o0il prices focuses on projections
of moderate increases, stagnant prices, and further deciines. The longer-term
price trend, however, is generally agreed to be upward from the starting point of
the economic analysis for the SID in 1984 (see Figure 1 of the SID). Currently
adequate o1l supplies and relatively low o0il prices can obscure the need to

take steps now to find adequate 0i] supplies through the rest of this century
and the beginning of the next--for that is the period of production from areas
leased in the new 5-year program.



The recent (March 1987} report by the Department of Energy titled Energy
Security--A Report to the President of the United States presents a
comprehensive analysis of the current and projected energy needs of the
United States within the context of our energy and national security interests
in the next decade {see especially pages 29-30). The report analyzes and
projects the supply of and the demand for all our sources of energy--cil,
coal, natural gas, nuclear power, electricity, renewables--as well as the
opportunities for achieving greater efficiency in energy use. It is clear
that oil is and will continue to be a vital component of our energy mix well
beyond the year 2000. U.S. o0il is characterized in the report as our critical

resource at risk. The U.S. economy's use of oil is concentrated in our large

transportation sector, which accounts for over 60 percent of the oil we
consume as a Nation. '

The major source of our increasing oil imports has been and is projected to be
the politically unstable region of the Middle East with its tremendous
reserves and low costs of extraction. The report cautions that despite the
many gains the U.S. has made in building a stronger foundation of energy
security, the enormous toll in our domestic petroleum Sector resulting from .
the recent world oil price declines portends serious problems for the future.

In formulating this leasing program, it is important to recognize that substan-
tial economic benefits may be realized from production of oil and gas found on
0CS acreage that is leased during the 5-year term of the program. Such leases
will come from acreage that is unieased as of mid-1987 or from currently leased
acreage which is surrendered and leased again. Such potential benefits have made
the OCS program one of the most beneficial of the Government's economic

programs. In addition, the potential benefits would be realized largely in

the form of Federal revenues which will help reduce future Government deficits.

The 5-year leasing program can influence the benefits realized because it
controls the availability of investment opportunities in exploratory drilling

on unleased OCS acreage. Thus, in substantial measure, the program controls the
ability of firms to adjust their OCS investments to emerging conditions in the
world oil market. If you choose a leasing program with relatively small sales
at less frequent intervals in fewer areas, the range of possible investments

. will be more limited. Such a choice may permit investors in 0CS exploration to

respond adequately to relatively low and stable world oil prices but might not
permit expanded leasing and exploration in response to higher price expectations.
On the other hand, if you choose a leasing program with relatively large sales
at more frequent intervals in more areas, the range of possible investments

is likely to be greater.

Thus, while a more extensive leasing program could yield the same level of
investment as a more restrictive program assuming Tower price expectations in
the future, a restrictive program would not allow substantial expansion in
leasing and subsequent exploration if world oil prices and expectations were
to rise. This is because the program cannot be scaled up without reinitiating
the multiyear approval process prescribed by section 18. The cost to the
Mation of such delay could be substantial.
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This flexibility principle also applies to consideration given to the California
proposals for the 5-year period mid-1987 to mid-1992 and especially to the
elements of those proposals which extend further into the future. Long-term
restrictions on leasing and subsequent development limit flexibility to respond
to changing national needs for oil and gas, potential increases in the price of
0il, evolving technology, and advances in geological and geophysical information,
Flexibility in the program, however, needs to be balanced with stability to
‘maintain public confidence and to allow affected parties and the oi1 and gas
industry to plan efficiently. '

SECTION 18 ANALYSIS

Both the June 1980 and the July 1982 S-year programs were challenged in the

U.S. Court of Appeals for the District of Columbia Circuit. The court found
that the section 18 analysis performed for the 1980 program did not fully comply
with the statute but that the 1982 program formulation fully complied with the
“statute and the guidance the court had set forth in its opinion on the 1980
program.

The analysis undertaken for the Proposed Final Program is very similar to, but
more extensive than, that conducted for the July 1982 program. For instance,
updated estimates have been made of undiscovered oil and gas resources,
economic benefits to the Nation, and environmental effects for the planning
areas to show more specifically how the potential benefits and costs of
leasing may be affected by changes in the world oil market. In order to
reflect the uncertainty inherent in future oil prices, economic benefits were
projected assuming a range of oil prices from the actual 1984 price of $29 per
barreil to an assumed Tow price of $14 per barrel in conjunction with a real
0i} price incresse of 1 percent and an 8 percent discount rate. These projections
were supplemented with sensitivity analyses using prices of $34 and $9 per
barrel, real oil price increases of 0 and 2 percent per year, and a 6 percent
discount rate. ‘. ' '

Both the per barrel and total estimated economic benefits for unleased,
undiscovered resources are lower than those of the 1982 analysis. These
reductions are attributable, in part, to leasing since 1982 and projected
leasing through mid-1987, as well as the decline in oi? prices and price -
—--expectations,—Disappointing exploration results, especiaTiy on the ATaska
and Atlantic OCS, also contributed to declines in the resource estimates.

Most estimates of potential social costs {envircnmental and other costs not
normally included in the producer's cost of OCS operations) which might result
from production are also lower than those of the 1982 analysis, but the
decrease for most planning areas is much more substantial than the decrease in
economic benefits. This is due not only to a reduction in projected leasable
resources and an improved safety record but also to a revision of the assumptions
used in the 1982 analysis which, in retrospect, greatly overstated potential
social costs.

Whenever production is economic in any planning area, estimated net social
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value (the difference between estimated economic benefits and estimated social
costs) is so large that the social costs would have to be many times larger
than estimated in order to reduce the expected net social value to zero.
Tables 12.1 and 12.4 in the SID show that estimated economic benefits are many

times larger than the estimated social costs in each planning area for which
there are estimated leasable resources.

L OCATION, TIMING, AND SIZE

The following discussion of comments on and options for location, timing, and
size of leasing incorporates the factors which you are required to consider
under section 18 in formulating the new 5-year program. . '

Comments on the February 1987 Draft Proposed Final Program

A detailed summary of comments on the February 1987 Draft Proposed Final
Program for 0CS leasing offshore California is attached to this decision memo.-
Note that comments on the February 1987 Proposal were received from the
Governor of California, Congressman Regula, and Congressman Panetta of the
special congressional panel established pursuant to P.L. 99-190,

other members of Congress, State and Tlocal government entities, and public
interest groups. Generally speaking, comments ranged from those of Governor
Deukmejian, Congressman Regula, Senators Johnston and McClure, and 13 other
members of Congress (which characterized the February 1987 amalgamated proposal
as a major step in addressing the controversial issues surrounding an OCS
leasing program offshore California) to those of Congressman Panetta and

27 other members of Congress (which characterized the proposal as an
abandonment of the attempt to achieve consensus on leasing offshore California).

On one hand, approval of the triennial pace of leasing, dropping the
acceleration provision, and postponing supplemental sales until after
implementing regulations are issued were viewed by the Governor as a

critical reaffirmation of the 0CS Lands Act process and the protection it
provides to State and local government interests. The Governor also
commended the commitment in the proposal to provide environmental protection
comparable to that negotiated for OCS lLease Sales 73 and 80 and specifically
_stated that his recommendations for air quality protection; use of pipeline

transportation, addressing onshore faciTity capacities, and proteéction for
military training and cperating areas reflect the minimum acceptable protection
for leasing offshore California. The Governor also indicated that there are
sti1l many portions off the California coast where sufficient information
exists to justify their deletion from the 5-year program in full accord with
the 0CS Lands Act. Congressman Regula indicated that anything that could be
done to demonstrate the commitment to such stipulations would be helpful and
that the safequards contained in the proposal were considered to form a basis
for further negotiations on remaining areas of disagreement and the development
of additional protection measures unique to specific areas through the lease
planning process. ’



On the other hand, correspondence from Congressman Panetta and numerous

State and local government agencies indicated that the proposal did not
represent a compromise; did not provide adequate protection for the unique
resources of the California coast; ignored the needs of local governments to
plan for development; did not provide for any long term protection of the
resources offshore California; did not contain adequate deferrals; and
represented an exponential increase in the number of tracts to be offered for
lease well beyond the range discussed during congressional discussions with
the Department.

Comments on the February 1986 Proposed Program

More than 3400 comments were received in response to the release of the

Proposed Program in February 1986, 93 percent of which came from Californians.

A brief summary of comments on the Proposed Program appears in the Introduction
to the SID and in the discussion of each of its options, while a detailed '
summary appears in Appendix B. :

Location Comments

Many Governors endorsed the Proposed Program's deferral of specific subareas
from the leasing program. The Governors of Maine, Massachusetts, Connecticut,
New Jersey, Delaware, Maryland, Virginia, North Carolina, Florida, California,
Oregon, Washington, and Alaska also recommended specific additional subareas
for deferra] from the leasing program.

Petroleum industry commenters generally opposed deferral of subareas from
planning areas. Two companies did endorse some of the Proposed Program's .
deferrals, but most industry commenters stated that any deferral decisions
should be made during the presale process conducted for individual sales.

Several commenters addressed. the scheduling of sales in particular planning
areas. The Governor of Fiorida, a number of local governments, members of
Congress representing Florida, and others recommended deferring the entire
Straits of Florida planning area from the leasing program. Requests for the
deferral of leasing below 25° N, latitude in the Eastern Gulf of Mexico were

—_received from the Florida Départment of Environmental Regulation, a member .

of Congress, and a number of environmental groups. Seven industry commenters:
expressed support for scheduling a sale in the southern portion of the Straits
of Florida planning area. The Governor of Alaska recommended deferring the
North Aleutian Basin planning area.

Timing Comments

The Governors made extensive comments concerning the number of sales proposed
and the interval between them, Maine, Rhode Island, New Jersey, Delaware,
North Carolina, and Florida endorsed the pace of leasing proposed for the
Atlantic p]ann1ng areas. Massachusetts expressed opposition to scheduling
two sales in the North Atlantic planning area and a total of four sales in
the Atlantic planning areas.



Florida commented in support of triennial leasing in the Eastern Gulf of Mexico
planning area. Alabama, Louisiana, and Texas expressed opposition to decreasing
the rate of leasing to triennial sales outside the Central and Western Gulf of
Mexico planning areas on the grounds that a slower pace of leasing elsewhere

in conjunction with annual leasing in those Gulf of Mexico areas placed an
unfair burden on them. :

California endorsed triennial Teasing and commented that initiation of the
presale process for Sales 91, Northern California, and 95, Southern California,
should be postponed until after the 5-year program is approved. Washington
requested that Sale 132, Washington-Oregon, scheduled for 1991, be delayed to
allow completion of environmental studies for consideration in the presale
process. '

Alaska reiterated its longstanding request that the lease schedule include a
maximum of three sales per year off Alaska and a total of no more than 12 sales
off Alaska during the 5-year period. They also recommended that Sales 127,
Kodiak, and 129, Shumagin, be removed from the schedule and urged that no sales
be scheduled in the North Aleutian Basin planning area until 1994,

The majority of industry commenters endorsed annual leasing in the Central and
Western Gulf of Mexico planning areas and expressed support for biennial leasing
in other planning areas. Six companies specifically recommended a biennial pace
for the Eastern Gulf of Mexico, and two commented in favor of triennial leasing
in that planning area. Two companies specifically endorsed the triennial pace
proposed for leasing in the Alaska 0CS planning area. _

Options for Location and Timing

Determining the location and timing of leasing requires decisions on the
configuration of planning areas to be offered for lease (including possible
subarea deferrals), the selection of planning areas to be included in the
schedule, and the freguency of sales in each planning area.

Since the February 1986 request for public comments (repfoduced in Appendix M
of the SID), modifications of planning area boundaries have been made

to extend the three Gulf of Mexico planning areas and the Straits of Florida
planning area. This revision would make the added area available for
consideration for leasing in the new 5-year period, given the historic trend
toward drilling in ever-deeper waters in the Gulf of Mexico.

You are requested to: confirm the configuration of planning areas on which the
section 18 analysis has been performed; and determine which subareas will be
deferred from leasing in the 5-year program or highlighted for consideration
during the presale process of individual sales.

The quantitative analyses 1n'the SID provide part of the basis for your
determination as to where sales should be scheduled. If the estimated



benefits of 0il and gas production in an area exceed the estimated costs,

the area should be considered further for inclusion in the 5-year program.
Wherever resources are projected, the net social value calcuiations

for the planning areas show benefits exceeding costs. Simitarly, with respect
to timing, the planning areas are grouped by net social value as a guide in
deciding the frequency of sales in a particular planning area. In general, the
higher the net social value group, the more frequently sales could reasonably be
scheduled in that area, subject to the other considerations discussed below.

The quantitative analysis in the SID has been revised to account for the subarea
deferrals you adopted for the Proposed Program. These deferrals are reflected
in both the net social value calculations for the planning areas (Table 12.1

in the SID) and the valuation of program alternatives discussed below.

You designated other subareas for further analysis and comment. Estimates of
the effect of deferral of these (as modified by the Assistant Secretary - Land
and Minerals Management in fall 1986, based on consideration of comments) and
several other subareas on the planning area values are shown in Tabie 12.4 of
the SID. These estimates include the subarea deferrals of the California
proposals and those recommended in the Institute for Resource Management
proposal for the Bering Sea planning areas. In addition, the description of
subarea deferrals recommended by commenters is. presented in the Subarea
Attachment of the SID. It should be noted on one hand that deferral of one or
more additional subareas within a planning area could change the estimated
resources and net social value group for the remainder of the planning area
(if the subareas include significant prospects). On the other hand, estimated
resources and net social value may not change appreciably if a subarea deferral
is assumed. Given the uncertainty of projecting undiscovered resources and
their future value, however, such a lack of change should not be interpreted
to mean that no resources or value would be foregone. Such matters should be
considered in your decisions on the frequency of leasing in that planning
area. : )

By using the results of the section 18 quantitative analysis and industry
jnterest rankings (see Tables 13.1-13.4 of SID), an updated base schedule
(Option A.2.a) and six possible amendments (Options A.2.b to A.2.g) have been
. developed for your consideration. While many combinations are possible,
three schedules (see Attachment 2} showing all sales in Options A.2.a, A.2.d,
A.2.e, and A.2.¢g have been developed. The other options (A.2.b, A.2.c, and
A.2.f) and combinations thereof are relatively easy to envision and thus are
not shown. The leasing activity which would result for each of these schedules
is as follows: - ' : :




HY

Max imum ' Number of

*
Schedule ~ Number of Sales Planning Areas
Options A.2.a & A.2.e 36 | 21
Options A.2.d & A.2.e 4] ‘ 21
Option A.2.g (revises 34 20
Options A.2.a & A.2.e)

*Note that these schedules exclude St. Matthew-Hall, Aleutian Basin,
Bowers Basin, and Aleutian Arc and do not count supplemental sales.

Option A.2.a2 would schedule annual sales in the two areas in net social
value Group 1 (Central and Western Gulf of Mexicc) where net social value
is by far the highest; triennial sales in all areas in Group II where net
social value is positive at both ends of the assumed price range; and areas
in Group III where net social value is positive at least at the high end

of the assumed price range (see section I1.D. of the SID). '

Option A.2.b would add a sale ir the Straits of Florida planning area below
25° 07' N. latitude in 1892. It should be noted that such a sale has been
strongly opposed in correspondence from the Governor of Florida, a number of
members of Congress, and numerous Floridians.

Option A.2.c would defer leasing in any or all of the following six planning
areas which have been the focus of opposition to leasing: North Atlantic;
Southern California; Central California; Northern California; Washington-Oregon;
and North Aleutian Basin.

Option A.2.d would revise the schedule for Option A.2.a by offering biennial,
sales in up to eight higher value and/or higher interest areas: Southern
California; Central California; Northern California; Eastern Gulf of Mexico;
Beaufort Sea; Navarin Basin; North Aleutian Basin; and St. George Basin.

Generally, these areas are relatively highly ranked by MMS in terms of net
social value (see Table 12.1) and/or by industry (see Tables 13.1, 13.2, and
13.3). Indeed, these eight areas include those ranked highest--after the
__Central and Western Gulf of Mexico--in industry interest as expressed in

summer 1984 and confirmed in spring 1985 and spring 1986. Two exceptions,
however, are worthy of note. First, the Chukchi Sea is not a part of this
option--even though it was ranked ninth in the spring 1986 industry ranking--
because Sale 109 §s the first sale to be held in this area. In such a case,

a triennial schedule is more appropriate than a biennial one, so that the
results of the exploratory drilling efforts following the first sale can be
considered in preparing for the second sale. Second, St. George Basin, which
industry ranked relatively high in summer 1984 has, as of spring 1986, dropped
to 12th, behind North Atlantic {which was designated as a frontier exploration
sale area in the Proposed Program). Indeed, St. George Basin has become a
candidate for such designation, as described below in relation to Option A.2.e.

Option A.2.e would designate nine frontier exploration sales. Suboption A.2.e.i
would parallel your choice for the Proposed Program, while suboption A.2.e.ii
would designate as frontier exploration sales new sales in St. George Basin
and/or Norton Basin. Navarin Basin could also be considered for inclusion in
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this category based on its ranking (10th) in spring 1986 comments by fndustry
and the resuits of surveys of industry interest concerning Sale 107. Frontier
exploration sales in net social value group II and III areas are proposed
triennially, whereas such sales in group IV areas are proposed as single
sales. The presale process for a frontier exploration sale is the same as for
a standard sale once the Call for Information and Nominations is issued.

Prior to issuance of the Call, however, it is highlighted for consideration of
an additional presale step (a Request for Interest scheduled for 4 months
prior to the Call for Information and Nominations, to help determine whether
the rest of the presale process should proceed) that may be added if MMS does
not already possess adequate industry interest data. This represents a change
from the Proposed Program, where frontier exploration sale designation meant
that such a sale would always begin with a Request for Interest. It remains
true, however, that frontier exploration sales would be proposed for areas
where there is greater uncertainty regarding industry interest. In addition,
as part of the annual review of the 5-year program, an assessment would be
made of the utility of continuing with these sales. :

Option A.2.f would schedule annual supplemental sales of combinations of
selected blocks in areas other than the Central and Western Gulf of Mexico.
These sales would offer development blocks and blocks on which bids were
rejected or bid deposits forfeited in a prior period. Consideration of
offering blocks where bids were forfeited as well as rejected represents a
change from the Proposed Program. Another such change is the provision
allowing for the possibility of skipping a supplemental sale in one year while
retaining the ability to offer the blocks that would have been offered in the
next supplemental sale.

Option A.2.9 would result in a schedule of lease sales providing additional
responsiveness to conments of the Governor of Alaska (by deleting Sale 127,
Kodiak) and the Governor of Washington (by delaying Sale 132, Washington-Oregon
until 1992). This option would also reduce the burden on all parties by
delaying Sale 119, Central California, until 1990 and scheduling a combined
Gulf of Alaska/Cook Inlet sale, Sale 114, in 1991. Two other changes in the
schedule of sales not included in this option could also be considered: Sale
114 could be scheduled in 1990 so that no more than three sales per year would
be scheduled offshore Alaska, as requested by the Governor; and a delay of a-

“year for the next two North Atlantic sales for additional presafe consultation.

The schedules were derived on the basis of the ranking of planning areas by

the quantitative results of the analysis of section 18 factors modified by the
expression of industry interest when the two rankings differed significantly.

For example, Beaufort Sea, Navarin Basin, 5t. George Basin, Chukchi Sea, and
North Aleutian Basin, which were in the top half of the 26 areas ranked for
interest by industry, were retained in Option A.2.a even though the leasable
resources and net social value for those areas are estimated by MMS to be
negligible in the low oil price case. Norton Basin, however, fell in industry
interest rankings to 18th--the same relative rank as its net social value. Thus,
while Norton Basin has been retained in the base schedule option, it has been
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added to Option A.2,e for possible designation as a frontier exploration sale
because of its lower industry interest rank as well as in response to the
request of the Governor of Alaska. On the other hand, Gulf of Alaska is
ranked Tow by fndustry and thus was not included in Option A.2.a.
Washington-Oregon is part of the triennial option, but the first sale is
scheduled for late in the 5-year program, 1991, to allow time to generate _
additional environmental information. Also, Sale 91, Northern California, and
Salg 95, Southern California, have been rescheduled to 1989 pursuant te P.L.
99-591.

To assist in selection of the schedule options, net social value estimates
have been made for each option based on estimates of resources expected to
be leased which are comparable to those used in the EIS. Table 17.2 in the
SID shows these estimates for each alternative schedule and the Institute
for Resource Management proposal, along with the corresponding present value
estimate of the unleased, undiscovered oil! and gas remaining at the end of
the leasing period.

Similar estimates were made for five proposals for OCS leasing offshore
California: your February 1986 Proposed Program; Governor Deukmejian's
proposal of May 7, 1986; the two proposals (Congressmen Regula's and
Panetta's) submitted by the cochairmen of the special congressional panel;
and the Amalgamated Proposal you identified in your February 1987 Draft
Proposed Final Program. These estimates (in Table 17.3 and Appendix R of

the SID) show the net social value of the offshore California component of
the 5-year program schedule (mid-1987 to mid-1992) and the value of the
resources remaining thereafter. Appendix R shows a comparison of the
California proposals for the periods 1987-1992, 1992-2000, and beyond 2000,
In this way proposals can be compared by examining results for the 5-year
program or results for the 13~year period specified by Congressmen Regula and
Panetta. The tablies and the balance of the California Analysis document were
developed to help you compare the California proposals on a common ground--the
estimated net benefits to the Nation.

Each of the schedules depicted in Attachment 2, as well as the schedules whidh
would result from selection of other combinations of options, reflect different
approaches to balancing the potential for environmental damage; the potential

~ for the discovery of ¢71 and gas, and the potential for adverse impact on the
coastal zone. This balance is based primarily upcon the guantitative estimates

of economic benefits and social costs as well as industry interest. However,

to determine the timing and location of Tease sales to provide a proper

balance, as required by section 18(a)(3), you should consider, in addition,

all the qualitative information on section 18(a)(2) factors treated in the

SID as well as public comments and the final EIS.

As indicated above, the attached analysis has been structured to be consistent
with the court opinion upholding the 1982 program. However, the analysis

should not be viewed as deterministic in any sense of the word. The framework
for the analysis--planning for an uncertain future with limited information--sets
the tcne of the entire analysis. The estimates of undiscovered, unleased oil
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and gas resources and the economic benefits and costs of those resources are
based on the best data available, but are subject to considerable uncertainty,
as were the estimates in the 1982 analysis. To reflect this uncertainty, a
range of starting oil prices (with a 1 percent real annual price growth and
additional sensitivity analysis at $S and $34 per barrel)} is used in this
analysis rather than point estimates as in the 1982 analysis. 01l prices

used in the economic analysis for the SID are keyed to 1984 prices, so that
the "low" to "high" range of "$14" to "$29" needs to be understcod as
corresponding to a range of approximately $15.75 to $32.50 in 1987 dollars as
of the start of the new program. Of course, the most important prices for
this decision are those which will prevail years in the future, at the time of
production (see Figure 2 in the SID). :

The social cost and marine productivity/environmental sensitivity analyses
invelve even more uncertainty than the economic benefits analysis., The

- rankings of industry interest are simple averages and do not represent the
relative strength of individual company preferences or the size of holdings or
exploration budgets of companies operating on the 0CS., Furthermore, both the
net social value and industry interest rankings are based on geologic data and
economic/environmental assumptions which are highly subject to change as new
information becomes available and analytical assumptions and techniques are
refined. Such changes have the potential to alter the rankings, perhaps
significantly. In light of these uncertainties and the requirement to consider
all the qualitative as well as quantitative information required by section
18, an exercise of judgment is vital to meet the Act's balancing requirements
for timing and location of lease sales. ‘

Size Comments

The Governors submitted several comments regarding the presale process which
determines the size of lease sales. Maine, New Hampshire, Rhode Island,
Virginia, North Carolina, Florida, and Alabama generally endorsed the presale
process of focusing on promising acreage. Comments submitted by Massachusetts,
Delaware, Maryland, Georgia, and California also were favorable but requested
clarificaticn of specific aspects of the proposed process. Louisiana, Texas,
and Alaska expressed opposition to the proposed process and stated a preference
for a tract selecticn process. ‘ C o

The Governors also addressed the possible revisions of presale nomination
procedures which were presented for comment by the Federal Register Notice
announcing the Proposed Program (51 FR 4816). Maine, Massachusetts,

New Jersey, and North Carolina expressed support for requiring submission
of more detailed industry interest information prior to issuance of the Call
for Information and Nominations and again after issuance of the draft EIS.
Maine expressed opposition to requiring that more detailed information be
submitted in making negative nominations.

Most industry commenters stated a preference for areawide leasing and perceived
focusing on promising acreage as a process which would limit exploration
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strategies and opportunities. Some industry commenters did express support

for applying the proposed process of focusing on promising acreage to planning
areas other than the Central and Western Gulf of Mexico. Several comments
expressed opposition to revising nomination procedures to require more detailed
industry interest information prior to the Call and again after the draft EIS.
Most industry commenters endorsed requiring more detailed negative nomination
information, but one company opposed such a requirement.

Options for Size

Under section 18, the size of the sale to be included on the schedule is limited
only by the Secretary's present intentions. In other words, you may include

as much of the area within the planning area as you currently are "genuinely
considering for leasing activity." (712 F.2d at 592) - Ultimately, though,

the size of individual lease sales is determined by the presale process. Part
-1I11.B of the SID presents options for the presale process: focusing on
promising acreage; tract selection; and areawide leasing. Tract selection was

. used until early 1983, areawide in mid- to late 1983, and a more focused

approach roughly comparab]e to the evolving "focus1ng on promising acreage"
concept started in 1984.

For the Proposed Program, you selected focusing on promising acreage for the
presale process. The SID includes a variety of options to further

define the concept of focusing on promising acreage. Some of these were
suggested to the Department in response to the Federal Reg1ster ‘request for
comments on the Proposed Program.

Tract selection as previously practiced differed from areawide leasing in two
key ways: much less acreage was seriously considered for leasing; and more
reliance was placed upon a consensus of Government and industry views in
selecting the tracts to be offered for sale. Areawide leasing procedures
allowed a far wider choice of tracts to be offered, providing opportunities for
investment by firms with unique geological information and exploration strategies.
Focusing on promising acreage identifies and offers acreage likely to lead to
exploration and/cr development of o0il and gas resources. Focusing on promising
acreage also provides for earlier resolution of conflicts than areawide '
leasing, especially for acreage with low resource estimates, lTow industry

“interest, and high use conflicts or high environmental value.

Regardless of which presale process is selected, it is important to note that
size, in terms of acreage offered at a lease sale, is partially determined by
the size of the planning area and its geology. In some planning areas, such as
the Central and Western Gulf of Mexico, there are numerous interesting prospects
scattered over large areas, while in others, such as the North Aleutian Basin,
the most interesting prospects tend to be more concentrated.. Furthermore, even
when the geology is similar in two planning areas, the amount of acreage

offered at a lease sale may be different if the planning areas are of different
total acreage.
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MINIMUM BID AND BID ADEQUACY

The last two sets of options pertain to the minimum bid and bid adequacy.

Minimum Bid and Bid Adequacy Review Comments and Discussions

Some Governors made comments with respect to assuring the receipt of fair
market value for lands leased and rights conveyed. Florida and Texas stated
that areawide leasing results in insufficient competition to assure the return
of fair market value. California recommended retaining the current minimum bid
for 8{g) blocks and stated that the Proposed Program did not present sufficient
information for review of current fair market value procedures.

Industry comments on this topic generally recommended lowering or abolishing
the current minimum bid. Several commenters suggested additional modifications
to the leasing program to address prevailing iow oil and gas prices. Suggestions
were made concerning alternative bidding systems, tax credits, lower rental-and
royalty rates, and longer lease terms,

A number of commenters contend that the current 5-year program lowers the
average bid per acre and thus does not achieve fair market value. As described
in Appendix P, the rates of leasing that result from different presale procedures
may affect the average bid per acre or the average number of bids per tract.

For example, the average number of bids per tract may be less in large sales

than in small sales. However, as noted by the U.S. Court of Appeals and the
General Accounting Office, maximizing bonus bids per acre and assuring receipt

of fair market value are different concepts. As is pointed out in Appendix K,
the MMS bid adequacy procedures focus Government evaluations on tracts with

fewer bids in order to provide added assurances for achieving fair market value.

Large sales tend to offer many lower value tracts (e.g., those in deeper water or
containing smaller prospects) along with the few potentially high value prospects
that tend to be offered in smaller sales. Average bid statistics reflect these
differences and show a decline as areawide and focused sales have proceeded, -
particularly in the Gulf of Mexico where a sizeable unleased inventory of good
prospects {unleased acreage which is estimated to be profitable for lessees to

acquire) had accumulated prior to the start of areawide sales. DecTines in the

average bid due to such effects should therefore not be viewed as an indication
of failure to meet the fair market value requirement. Rather, they are the
natural result of offering less attractive tracts and/or tracts which are

‘more expensive tc explore and develop, such as those in deeper water or where -
operations are remote or hazardous.

It also should be noted that the decline in average bids began in 1980.
Decreases in oil price expectations since 1982 contributed to the decline in
average bids evident in the 1982-86 period. Again, declines caused by such
changes in the economic value of the tracts offered and bid upon are not
indicative of a failure to receive fatr market value but a response to
changing economic and geologic information,
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Minimum Bid Options

The current minimum bid policy--a basic approach of $150 per acre, subject to
reconsideration based on experience--was adopted through Secretarfal decisions
of March 11, 1982, and May 4, 1982, and modified again in 1984 and 1985.
Although the increase to $150 per acre was largely regarded as a means of
helping to assure fair market value at a time when oil prices were more than
twice what they are today, the minimum bid can also be seen as a tool for
providing incentives for leasing. In general, the higher the minimum bid, the
later will be the leasing and exploration on higher cost, higher risk prospects.
Thus, the level of the minimum bid can promote or retard exploration. (See
Appendix F, Part V and Appendix K.)

Option C.1l.a. would maintain the basic approach of a minimum bid of $150/acre
but allow you to determine on a sale-by-sale basis what changes, if any, are
1o be made. The recent Call for Information and Nominations on Sale 96, North
Atlantic (which anticipated use of a $25/acre minimum bid), is representative
of the flexibility which this option provides. In addition, the final Notice
of Sale for Sale 110, Central Gulf of Mexico, announced a return to the
$25/acre mininum bid for deepwater blocks in that sale.

Bid Adequacy Review Procedures Options

In the opinion on the 1982 program, California v. Watt (II}, the court found
that it was reasonable for the Secretary to combine reliance on the competitive
bidding process with the current tract evaluation and bid rejection procedures
in order to satisfy the fair market value principle in section 18{a){4) of the
0CS Lands Act. These procedures are described in Appendix K.

Option C.2.a. maintains current bid adequacy review procedures and allows you
to determine on a sale-by-sale basis what changes, if any, are to be made.

PROPOSALS FOR 0CS LEASING OFFSHMORE CALIFORNIA BEYOND THE CONTEXT OF THE SIZE,
TIMING, AND COCATION OF SALES THROUGH MID-1992 ' '

Your.issuance. of.the Draft Proposed Final Program for OCS leasing offshore

California was based on a consideration of proposals specified by P.L.
99-591. While the amalgamated proposal which you identified in February
1987 has been added to the attached decision sheets, those other proposals
still appear there as well.

A first category of options concerns subarea deferrals. Table 17.3 and

Appendix R of the SID describe the effect which these subarea deferral proposals
would have on the estimated value of resources projected to be leased during

the 5-Year Program and thereafter.

A second category of options concerns stipulations suggested by Governor
Deukmejian for adoption as part of the 5-year program and by Congressmen
Regula and Panetta for adoption until the year 2000. These stipulations
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would be applicable to all sales offshore California but are not intended to
rule out additional sale-specific stipulations which may be recommended during
the presale process for each sale. '

A third category of options presents the phased leasing and development
proposals of Congressmen Regula and Panetta. The Reguia proposal would add &
provision to allow alternate leasing in the northern and southern sectors of
two military operating areas and would limit the number of leases which may be
held for exploration to 250 at any one time. The former constraint parallels -
‘similar agreements with the Department of Defense and was made part of the
February 1987 amalgamated propesal. The latter constraint would likely have
1ittle adverse effect on exploration offshore California.

Paretta's phasing proposal is far more constraining. Relative to the over
700 blocks offshore California which are generally of interest to industry,
the Panetta proposal Timits lease offerings through 1995 to only 173 blocks
which are further offshore and in deeper water. O0f these 173 blocks, only 50
could be offered in the 5-year program for the period mid-1987 to mid-1992,
50 in the next 5-year pericd, and the balance, 73 blocks, thereafter.

The fourth and fifth option categories address the slant (directional) drilling
and litigation protection provisions of the Regula proposal. The directional
drilling concept would permit a lessee to drill directionally into unleased
Federal OCS areas. It would require changes in the OCSLA and regulations.

The litigation protection provision is very limited. It would exempt the
scheduling of sales offshore California from the requirements of section 18
and prevent a challenge of the 5-year leasing program for offshore areas other
than California on the basis of any decision relating to sales offshore
California. The litigation protection, however, would not extend to challenges
to individual sales.

SUMMARY OF OPTIONS FOR DECISION

Section 18 requires you to select a Proposed Final Program, including a

configuration of planning areas, a leasing schedule, and a presale process for
defining the size of sales. The options for your selection of a Proposed

- Final Program for the Nation as a whole and alternatives developed under

P.L. 99-190 and P.L. 99-591 for leasing offshore California are listed on

the attached two decision sheets. These sheets 1ist those options concerning

the size, timing, and location of sales for the period mid-1987 through

mid-1992 and those concerning other proposals including leasing beyond

mid-1992.

Your selection of a Proposed Final Program will be sent to the Congress and
the President for a 60-day waiting period along with responses to specific
recommendations of the Attorney General, a State or local government, and
specific portions of the proposals for leasing offshore California specified
by P.L. 99-591. After the 60-day period, you can give final approval to

the new program.



Attachments: '
1) Two decision sheets: one for 5-year program elements specified by

section 18 of the OCSLA; and one for decision options which go
beyond those elements; '

2) Three alternative leasing schedules;

3) Maps of the proposed OCS planning aveas;

4) The Proposed Final Program Secretarial Issue Document (SID),
Appendices, and Subarea Attachment; and

5) A summary of comments on the February 1987 Draft Proposed Final
Program for OCS leasing offshore California.




Decision

Proposed Final 5-Year Outer Continental Shelf 0il and Gas
Leasing Program for Mid-1987 through Mid-19%2

A.l. Planning Area and Subarea Options:

a. Adopt a modification of the configuration of planning
areas, boundaries, and subarea deferrals adopted for the
Proposed Program. (This option is subject to modification
by the selection of suboption b, ¢, d, e, f, g, or h
below. }

b. Defer leasing in any or all of the following subareas
identified in Alternative 2 of the final EIS:

i. The subareas highlighted for further analysis and
comments in the Proposed Program, revised as
indicated by underlining:

(h) Three subareas extending 15 nautical miles
(n., mi.) offshore, or, where further offshore,
to the limit of low hydrocarbon potential as
estimated by MMS in the North, south, and
Mid-Atlantic planning areas

(B) The Gulf of Maine, north of 42°3C' N. latitude
(Note: this area is included in (A), above,
as revised)

(C} The National Aeronaut1cs and Space Admini-
stration {NASA} Flight Clearance Zone offshore
Cape Canavera! {extending to 195 n. mi. offshore,
south of 31° N. ]at1tudeg '

(D) A subarea extending between 20 and 30 n. mi.
offshore the Florida Gulf Coast from Apalachicola
to State waters north of the Keys. at-approximately.

B W Tongitude; adding-to it 15 blocks in the—— oo

TGainesville" official protraction d?ggram (OPD)
and removing from it 6 blocks in the "Pulley

Ridge™ OPD

(E} Four subareas seaward of approximately the
westernmost continuous 1,000 meter iscbath
in the Washington-Oregon, Northern California,
Central California, and Southern California
planning areas

* Any revision of the 13 subareas highlighted for further analysis and comment
in the February 1986 Proposed Program is underlined.



Other

(F) Two subareas totaling 210 blocks adjacent to

~ Unimak Pass in the St. George Basin and the
North Aleutian Basin planning areas offshore
Alaska

(G) A subarea of 59 blocks offshore Point Barrow,
Alaska, in OPD KR 4-2

ii. The congressional moratorium area in the North
Atlantic

iii. Looe Key National Marine Sanctuary off Florida

iv. Key lLargo National Marine Sanctuary off Florida

V. A subarea from Apalachicola to Panama City, Florida

vi. A subarea 20-30 n. mi. offshore in the Dry Tortugas

OPD, off Florida

vii. A subarea about 10.5 n. mi. (12 statute miles)
offshore the Yukon Delta in the Norton Basin
(101 biocks)

Defer subareas per the California Governor's Proposal

of 5/7/86

Defer subareas per the Regula Proposal re: offshore
California (throuch mid-1992)

Defer subareas per the Panetta Proposal re: - offshore
California (through_mid-1992)

Defer subareas per the Institute for Resource Management
Bering Sea proposal of 5/8/86

Defer subareas per the Draft Proposed Final Program
amalgamated proposal for the OCS offshore California

7'High1ight éomewa;déiiws¥wthe.subareaé considered for

deferral at the 5-year program:stage for consideration
during the presale process



A.Z.’Leasing Schedule Options:

a.

Adopt the Proposed Final Program base schedule of
standard sales, updated to cover mid-1987 through
mid-1992. (This option is subject to medification by

. the selection of suboption b, ¢, d, e, f, g, or h,

below. )

Add a single sale in the Straits of Florida in 1992
(south of 25°07' N. latitude) o

Defer leasing in any or all of the following six
planning areas:

i. North Atlantic

ii. Southern California
jii. Central California
iv. Northern California
V. Washington-Oregon
vi. North Aleutian Basin
vii. A1l six areas

Schedule biennial sales in any or all of eight areas
with higher value and/or higher interest:

i. Southern California
ii. Central California
iii. Northern California
iv. Eastern Gulf of Mexico
V. Beaufort Sea

vi. Navarin Basin

vii. North Aleutian Basin
viii. St. George Basin

ix. A1l eight areas

Designate Frontier Exploration Sales as follows:

1. Confirm designét?éﬁma¥m£5;”foiiﬁwing sales as

frontier exploration sales:

(A) Gulf of Alaska--Sale 114
(B) Kodiak--Sale 127

(C) Cook Inlet--Sale 136

(D) Hope Basin--Sale 133

(E) Shumagin--Sale 129

(F) North Atlantic--Sale 134
(G) Mid-Atlantic--Sale 121

(H) South Atlantic--Sale 108

(1) Washington~Oregon--Sale 132
(d} A1l nine sales :

]
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ji. Add frontier exploration sale designation to all
sales in either or both of the following areas:

{A) St. George Basin
. (B) Norton Basin

f. Hold supplemental sales:

i.  Adopt annual sales of blocks outside of the
Central and Western Gulf of Mexico: rejected
and forfeited bid blocks offered in a prior
period; and development blocks.

ii. Extend the supplemental sale concept to offer all
unleased blocks on the same structure as the
-~ blocks offered.

g. Adopt the schedule for Options A.2.a and A.2.e, revised .
to delete Sale 127, Kodiak; delay Sale 119, Central
California, until 1990; delay Sale 132, Washington-Oregon
until 1992; and schedule a combined Gulf of Alaska/Cook
Inlet sale in 1991.

h. Other

. Size/Presale Process Options:

a. Focus on Promising Acreage

i. Confirm the presale approach of focusing on

promising -acreage--early resolution of conflicts
concerning areas of high environmental concern
and Tow resource potential or industry interest
including:

(A) Larger offerings in the Gulf of Mexico,
~ smaller offerings in most other areas.

(8) Delay deferrals until after the sale-specific
draft EIS ‘ '

(C) Revise nomination procedures so as to request
more detailed information from industry on
areas of interest prior to the issuance of the
Call (to be displayed in the Call) and again
after the issuance of the draft EIS; but do
not require additional proprietary data or,
if required, exempt it from release.



(D)

)

(F)

(6)

(H)

Revise romination procedures so as:

(I)  to request more detailed information
concerning "negative nominations";
and/or :

(I1) to develop minimum criteria for the
consideration of deferral requests.

A sale-by-sale decision on whether to publish
a pre-Call notice in the Federal Register
soliciting industry comments on whether there
should be any deferral of leasing based on
resource potential or interest in portions of
the planning area or -any delay of the sale,
provided that any proprietary information will
be held confidential by the MMS throughout the
S-year period covered by the new program.

Flexible Call for Information: identify a
relatively narrow Call area; accept acreage -
nominations outside of the Call area, if any,
and include that acreage at the Area
Identification stage; request public comments
on any acreage nominated outside the original
Call area, and require that comments opposed

to the addition of such additional acreage be
accompanied by adequate scientific :
Justification; consider all relevant scientific
evidence during the preparation of the EIS
along with a proper assessment of the

benefits of leasing that acreage.

Highlight on a map issued with the Call the
MMS interpretation of the promising acreage

‘area within the Call area. The text of the
-Call-would explain that while primary- ... . .

consideration would be given to the
highlighted area, respondents may nominate

any acreage within the Call area. Conments
would be requested within the entire Call
area. Such nominations and comments would

be considered at the Area Identification stage
for identification of the proposal to be
analyzed in the EIS.

Other



b. Tract Selection Sales

i. Hold sales based on tract-specific nominations
generally offering up to 2 million acres.

ii. Hold sales based on tract-specific nominations
with actual acreage offered dependent on the
magnitude of nominations, hydrocarbon potential,
and environmental and multiple-use considerations.

c. Hold Areawide Sales. For the purpose of this option,
"areawide sales" has the meaning of the initial areawide
approach described in the Proposed Final Program
Secretarial Issue Document.

d. Other
C.1. Minimum Bid Options:
a. Confirm the Proposed Program decision to maintain the
$150/acre mininum bid as the basic approach and

‘determine on a sale-by-sale basis what changes, if any,
are to be made.

b. Other
C.2. Bid Adeguacy Review Options:

a. Confirm the Proposed Program decision to maintain
current bid adequacy review procedures as the basic
approach and determine on a sale-by-sale basis what
changes, if any, are t¢ be made. '

b. Other

Date
Secretary of the Interior



Decision

0CS Leasing Activity Beyond the Size,
Timing, and Location of Sales and Beyond Mid-1992

Subarea deferrals offshore California beyond mid-1992:
a. Regula Pfoposa]

b. Panetta Proposal

c. Other

Adopt stipulations for leases to be awarded

a. California Governor's Proposal re: sales
offshore California through mid-1992 (all
stipulations)

i. Air quality
ii. 0§l spills
1ii. Transportation (pipeline)
iv. Onshore facilities
v. Fisheries
vi. Biclogical resources
vii. Important biological resources
viii. Marine biota
ix. 0il processing
x. Cultural resources
x1. Operations controls
xii., Hold harmless
xiii. Hazardous dumpsites
xiv. Navigation safety
Xv. Water use
: xvi. Timing of operations
- xvity- Protection of military areas
xviii. Discharges

b. Regula Proposal re: sales offshore
California through 2000 (all stipulations)

i. Air quality
. 0il spills
iii. Transportation (pipeline)
iv. Onshore facilities

c. Panetta Proposal re: sales offshore
California through 2000 (a1l stipulations)

i. Air quality

ii. 0i1 spills
i1i. Transportation (pipeline)

iv. Onshore facilities

v. Fisheries/biological resources
vi. Discharges

]
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d. Other: Highlight ail of the above proposed
stipulations for consideration during the
presale process for sales in California OCS areas*

3.  Phased Leasing and/or Development offshore
California through 2000

a. Regula Proposal
b. Panetta Proposal
c. Other
4.  Slant Drilling offshore California
a. Regula ProposéI
b. Other

5. Limited Litigation Protection for Setting the Size, .
Timing, and Location of A1l Sales through 2000

a. Regula Proposal

b. Other

*Also, indicate that it is our intention to include similar levels of
protection to those recommended in Governor Deukmejian's proposal in
individual leases at the time of the sale, but it is premature to settle
upon specific language or its applicability for a variety of reasons,
including 0CS Lands Act consultation considerations.

Date
Secretary of the Interior
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Executive Summary

This revised Secretarial Issue Document {SID} provides the basis for the decisions
by the Secretary of the Interior (Secretary) that will structure a Proposed Firal
5-Year Outer Continental Sheif (0CS) Cil1 and Gas Leasing Program beginning in
1987.

Under the requirements of section 18 of the OCS Lands Act (the Act), as they have
been interpreted by rulings of the U.S. Court of Appeals for the District of
Columbia Circuit, the Secretary must prepare and maintain an ¢il and gas Teasing
program which . . . shall consist of a schedule of proposed lease sales
indicating, as precisely as possible, the size, timing, and location of leasing
activity which he determines will best meet national energy needs for the
five-year period following its approval . . . ." As explained by the court,

. . « The 1978 amendments [to the Act] outlined a five step process for
achieving . . . expeditious but orderly development [of the 0CS]. The

first step is the adoption of a five-year ledasing program which contains

a proposed schedule of lease sales. This is followed by sale of the

leases, exploration, development and production, and ultimately, sale

of the recovered minerals. The five step process is "pyramidic in structure,
proceeding from broad-based planning to an increasingly narrower focus as
actual development grows more imminent." Additional study and consideration
is required before each succeeding step is taken. Thus, while an area
excliuded from the leasing program cannot be leased, explored, or developed,
an area included in the program may be excluded at a later stage.*

In preparing a new program, the Secretary must consider & variety of factors
bearing on the costs and benefits of leasing OCS o1l and gas. The Secretary must
then develop a schedule of lease sales which will "best meet national energy
needs,” balancing the potential benefits of the discovery of 0il and gas against
the potential costs. '

The development of the Proposed Final Program is the third stage in the process

of formulating the new 5-Year OCS Leasing Program. Review copies of the first

- stage--the-Braft Proposed-Program--were issued-to-the-Governors of coastal -Statess
affected Federal Agencies, and the public in March 1985. The second stage--the
Proposed Program--was submitted to those same parties (including the Attorney
General) and to Congress in February 1986, The Proposed Final Program is
scheduled for transmittal to the President and Congress in €arly 1987. Final
approval by the Secretary is permitted by the Act 60 days thereafter.

A draft environmental impact statement (EIS) was issued with the Proposed
Program. The final EIS will be issued prior to the decision on the Proposed
Final Program.

*California v. Watt 712 F.Zd 588 (D.C. Cir. 1983) (hereafter, California v.
Watt (I1)), decided July 5, 1983. o



This SID with its appendices serves a number of functions:

1. It provides information on the various factors which the Secretary
is required to consider, and it documents the sources and methods
used in developing the new program. '

2. It develops a framework and guidelines for balancing costs and
benefits, recognizing the inherent limitations in the information
about them such as estimates of future conditions in the world
oil market.

3. It sets forth options from which choices can be made concerning the
size, timing, and location of lease sales in the Propased Final
Program and assurance of the receipt of fair market value.

The SID for the Proposed Final Program has a number of new features which
distinguish it from the SID for the Proposed Program: it covers -sales beginning
in mid-1987; it provides additional ranges and sensitivity tests for a variety of
quantitative measures; it contains final analyses of benefits and costs; it
summarizes and responds to comments on the Proposed Program; it presents an
estimate of the net social value of schedule options; it provides estimates of
appropriations and staff pursuant to section 18{b); it contains new decision
options; and it contains new quantitative analyses of the amalgamated proposal
jdentified by the Secretary in the February 1987 Draft Proposed Final Program

for the 0CS offshore California. -

Pursuant to P.L. 99-591, the programmatic EIS provides & resource and
" environmental analysis of the three separate proposals of the California
Governor, Congressman Regula, and Congressman Panetta. Those proposals are also
anzlyzed in this SID insofar as they relate to the size, timing, and location of
jeasing over the period of the new 5-year program--for example, the subarea
deferral proposals affecting the period mid-1987 through mid~1992. However,
certain aspects of these proposals either pertain to time periods following the
5-year program for mid-1987 through mid-1992 or address issues beyond the program
elements specified by section 18--the size, timing, and location of sales. For
example, the proposals of Governor Deukmejian and Congressmen Regula and Panetta
provide for the adoption of stipulations for” Teases offshore California at the

5-year program stage. These stipulation proposals are analyzed in the EIS and im
a separate California Analysis document designed to summarize the analysis for
congressional review pursuant to P.L. 99-591. These stipulation proposals,
however, are not analyzed in this 5-year program SID because stipulations are
beyond the scope of the size, timing, and location of sales to which section 18
requirements apply and because this approach provides for a section 18 analysis
of all OCS areas on a comparable basis in this SID.

Somewhat similarly, the subarea deferral element of the Institute for Resource
Management (IRM) Bering Sea proposal is analyzed in this SID; however, the IRM
proposal! for a committee to recommend stipulations on the basis of specified
principles is discussed only in general terms.



I. Introduction

A. Backgrouﬁd
I.A.1. History

The 5-Year OCS 011 and Gas Leasing Proaram for mic-1CE7 thrcveh wid-1692 is
the third program to bte developed under section 18 of the OCS Lards Fct, as
amended (43 U.S.C. 1344), Prior to the OCS Lands Act Amendments of 1978,
which added section 18 in its entirety, 0CS leasing programs had been issued
as a discretionary act of the Secretary of the Interior {hereafter, the

" Secretary}. Regulations implementing section 18 appear at 30 CFR 256.14-20.

The first program prepared under section 18 received final approval in June 1980,
That program scheduled 36 sales in 16 0CS planning areas for the period September

1980 through June 1985. Those sales were to be hald using. the "tract selection"

approach which offered a limited amount of acreage, as described in Part IIL.B

and Appendix P. Sales held under that leasing program resulted in the leasing

of more than 2 million acres in 1981, the first year in which the 2 million acre
level was surpassed since the announcement of the goal of leasing 10 miliion acres
per year in 1974. Bonus bid levels of nearly $5,000 per acre on some tracts in
1981 provided strong signals that there were many good prospects for investment

in exploration for oil and gas in the Government's inventory of unleased tracts.

The 1980 program was challenged in the U.S. Court of Appeals for the District
of Colushia Circuit (hereafter, the court). /1 Tn its 1981 decision, the court
found fault with certain parts of the analysis performed for that program, but
the court allowed leasing to continue and gave guidance for the formuiation

of the second program, then under development. The Secretary's complianca

with the court's guidance was set forth in a SID and a set of appendices dated
March 1982.

In July 1982, the second 5-year program developed under section 18 was given
final approval by the Secretary. This program, currently in effect, scheduled
41 sales in 18 OCS planning areas between August 1982 and June 1987. Of those .

41 sales, virtually all sales to be held after April 1983 were to use 4 new

"areawide" approach to offer much more acreage, as described below in Part I1I1.B
and Appendix P. ’

The 1982 leasing program was also challenged in court. In a July 1983 opinion,
the court upheld the 1982-1987 program formulation as having. fully complied
with the Act and the guidance it had set forth in its 1981 opinion. /2
Appendix A contains a discussion of the compliance of the development of

this new 5-year program with section 18 as interpreted by the court.

/1 California v. Watt, 668 F.2d 1290 (D.C. Cir. 1981) (hereafter, California v.
Watt (1)), decided October 6, 1981,

/2 California v. Watt (II) at 611.




1.A.2. Development of the New Program

The initiation of development of the new program was announced in letters to
the Governcrs of coastal States and to interested Federal Agencies, dated

July 5, 1984, and in a Federal Register Notice published on July 11, 1984 (49
FR 28332). The Secretary's selection of a Draft Proposed Program was announced
in letters to the Governors of coastal States and to interested Federal
Agencies dated March 19, 1985, and in a Federal Register Notice published on
March 22, 1985 (50 FR 11585).

The Draft Proposed'Program (March 1985)

The basic features of the Draft Proposed Program were as follows:
1. Planning Area Boundaries for the Draft Proposed Program

Chief among the planning area boundary changes made by the Draft Proposed Program
were its revision of the July 1984 description by establishing outer boundaries
for planning areas; reconfiguring the 0CS from 24 to 26 planning areas by
‘dividing the South Atlantic into two areas (South Atlantic and Straits of
Florida) to allow a more concentrated review of those areas under the provisions
of section 18; and reconfiguring the planning areas offshore California from

two to three to allow a more concentrated section 18 review of those areas as
well as to respond to public comments.

2. The Leasing Schedule for the Draft Proposed Program

Over the period mid-1986 through mid-1991, the Draft Proposed Program provided
for 33 standard sales, 5 frontier exploration sales, and 5 supplemental sales.

This contrasts with the current program (as approved in July 1982), which
provided for 40 standard sales and 1 reoffering sale. The new draft schedule
proposes the continuation of annual sales in the two highest-value, highest-
interest areas: the Central and Western Gulf of Mexico. The Draft Proposed
Program scheduled triennjal sales in 15 other areas and thus slowed the pace of
leasing in contrast with the biennial pace in the current 5=year program. -

The first 0CS sale for the area offshore Washington and Oregon since 1964 was
proposed for 1991, given the value of that area's resources and industry interest.
The schedule also proposed the first sale in Hope Basin, offshore Alaska, also in
1991. /1 The sales for these areas were proposed late in the 5-year period

to allow time for the necessary environmental studies to be performed.

a. The Base Schedule.

The base schedule proposed 33 standard sales in 17 planning areas. FEleven
of those sales were sales carried over from the current to the new program.

b. Frontier Exploration Sales Offshore Alaska

Five frontier exploraticn sales were proposed offshore Alaska to increase
the flexibility of the schedule to respond to possible future changes in prices:

/1 The June 1980 program had proposed a sale in Hope Basin in May 1985,



and other economic conditions or improved geclogic and geophysical data. These
five sales were proposed for the Gulf of Alaska, Cook Inlet, Shumagin, Hope
Basin, and Kodiak.

These frontier exploration sales would include an additional presale step:
a Request for Interest scheduled for 4 months prior to the Call for Information
and Nominations. Responses to each Request would be used to help determine
whether the approximately Z-year sale process should proceed in those areas.
The scheduling of these sales was designed to provide for flexibility in the
program. Under current conditions, and if these sales were to be held this
year, the Department would not necessarily regard sales in these areas as
viable. Yet conditions could change so that having the option to initiate and
hold these sales could be in the Nation's interest. The annual review of the
program under section 18{e) will also be used to determine whether to proceed
with these saies. -

c. Supplemental Sales

The schedule also included an annual sale for a small number of selected
blocks in areas other than the Central and Western Gulf of Mexico: drainage and
development blocks; and blocks on which bids were rejected in the preceding
year. These sales would provide for: (1) The expeditious offering of
blocks in which serious industry interest can reasonably be anticipated;

(2) orderly development of OCS resources (increasing the potential for actual
development and reducing the time necessary to bring new fields into production);
and (3? reduction of costs of delay. These blocks would only be offered after
compliance with the requirements of the National Environmental Policy Act, the
0CS Lands Act, and other applicable statutes. The environmental assessment
documentation for each of these sales would be released at approximately the

same time as the Proposed Notice of Sale. If it is determined that an EIS is
required for one of these sales, revised presale milestones would be issued.

d. Areas in Which No Sales Were Proposed in the Draft Proposed Program

The schedule proposed no sales in St. Matthew-Hall, Aleutian Arc, Aleutian

. Basin, and Bowers Basin so as to concentraie management resocurces.on other. areas .
with higher resource potential and industry interest. No sale was scheduled

for the Straits of Florida since this area was not yet analyzed as a separate
planning area.

e. Acceleration (Flexibility) Provision

The Draft Proposed Program included a provision to accelerate sales from
triennial to biennial offerings in eight areas of higher value and/or higher
interest (but not so as to increase the total number of sales in any planning
area in the approved program). The areas where such acceleration was to be
considered included: Southern California; Eastern Guif of Mexico:; Central
California; Northern California; Navarin Basin; Beaufort Sea; North Aleutian
Basin; and St. George Basin. Specific guidelines for the impiementaticn of
the acceleration provision were to be developed for the Proposed Program.

3. Size of Lease Sales in the Draft Proposed Program

1t was proposed that the size of lease sales be determined by a presale process
which results in focusing on promising acreage. Promising acreage is that



which is reascnably determined to be likely to lead to exploration and/or develop-
ment of oil and gas resources. That determination would be made by means of a
consultative process which will provide for the early resolution of conflicts
based on information and nominations obtained from affected Federal Agencies,
State and local governments, the public, and potential bidders, as well as
Minerals Management Service analysis. Where strong environmental or other
conflicts exist the focusing on promising acreage concept provides that these
issues be addressed early so that, depending on the merits of each case,

deferral of areas can be considered. :

The offering of promising acreage was designed to give effect to DOI's desire
to make available for lease areas of hydrocarbon potential as identified by
industry and MMS, while remaining cognizant of the particular circumstances
relevant to esach sale. ‘The various OCS areas and the adjacent onshore regions
vary significantly in terms of exploration and development history, onshore
support capability, and possible multiple-use conflicts. In preparing for
leasing activity, regional differences would be taken into account on a
case-by-case, sale-by-sale basis, with the emphasis on consultation, and,
wherever possible, consensus.

4, Assurance of Receipt of Fair Market Value in the Draft Proposed Program

Section 18(a)(4) provides that leasing activities are to be conducted so as to
assure receipt of fair market value for lands leased and rights conveyed. The
policy option selected for the Draft Proposed Program maintained current proce-
dures for assuring the receipt of fair market value. The option seiected also
provided for a review of the question of whether the minimum bid level should

be changed either in general or on a variable basis for different planning areas.

The Proposed Program (February 1986)

Based on a consideration of comments on the Draft Proposed Program and a2 revised
~ section 18 analysis, the Secretary issued a Proposed Program.

The Proposed Program was announced to the Governors of coastal States and to
interested Federal-Agencies—in-letters dated February 4, 1986, and in.a.. .. .
Federal Register Notice published on February 7, 1986 (51 FR 4816). The
Proposed Program retained a number of features of the Draft Proposed Program,
but medified others.,

The Proposed Program schedule contained sales in 21 of the 26 0CS planning
areas for the period 1987-1991: 27 standard sales; 10 frontier expleration
sales (the same 5 as in Draft Proposed Program [Kodiak, Gulf of Alaska,

Hope Basin, Cook Inlet, Shumagin] plus the addition of this designation for
sales in the Washington-Oregon, and North, South, and Mid-Atlantic areas);
and 5 small supplemental sales. The Draft Proposed Program acceleration
provision was retained and a variety of criteria for its implementation were
proposed. Based on a consideration of comments, 15 subareas were proposed
for deferral from the new program and 13 others were highlighted for further
analysis and comments. The presale process continued to be specified as
focusing on promising acreage, emphasizing consultation with coastal States
and other affected parties with a view to the early reselution of conflicts.
Fair market value provisions remained the same, except that sale-by-sale
reconsideration of the minimum bid was specified.



ba
The Draft Proposed Final Program for the OCS Offshcre California (February 1987)

Pursuant to P,L, 99-591, on February 2, 1987, the Secretary issued the Draft
Proposed Final Gil and Gas Leasing Program for the {0CS) offshore California.
The Draft Proposed Final Program covered the 5-year period from mid-1987
through mid-1992 and included the following key features:

SIZE OF SALES--THE PRESALE PRUCESS

The proposed presale process was referred to as "focusing on promising acreage.”
In the case of OCS sales offshore California, the focus will reflect the
geologic character of the OCS offshore California and the results of the
extensive OCS consultation process. The amount of acreage actually offered for
lease offshore California will be restricted not only for ervironmental reasons
but also because of other ocean uses, including military operations offshore.

A phased leasing provision concerning the Camp Pendleton Amphibious Assault
Area and the Encinitas Naval Electronics Testing Area was incorporsted into the
Draft Proposed Final Program. Each of those areas would be divided into two
sectors; active leases would be allowed in only one sector of each at any

one time. Only one of two tracts nearest shore in a sector could be leased at
one time for the Encinitas area.

SCHEDULE OF SALES

The acceleration provision of the Proposed Program was dropped. This
provision contemplated a return from the 3-year cycle of sales to a 2-year
cycle, if activated.

The Draft Proposed Final Program proposed five standard sales at a triennial
pace: 1989 and 1992 sales were proposed for the Northern and Southern California
planning areas: and a 1990 sale was proposed offshore Central California.

Tentatively scheduled to be held in late 1988, the first annual supplemental
sale would offer a small number of blocks from any planning area other than

the Central and Western Gulf of Mexico. Rejected and forfeited bid blocks and
development blocks (including those susceptible to dra1nage) could be considered
for offering. Consideration for offering could be given to blocks on which
bids were rejected or forfeited during the preceding Fiscal year. Should an
annual supplemental sale not occur for any reason, a subsequent supplemental
sale might'incTude rejected and forfeited bid blocks which could have been
included in the sale not held., The development of a modification of existing
Interior regulations governing 0CS sales for the implementation of supplemental

sales was announced.

PROPOSED SUBAREA DEFERRALS

The proposed deferrals in the Draft Proposed Final Program included deep water
areas generally beyond the 900 meter isobath in all three California 0CS
planning areas and, in addition, the following areas:
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Northern California

“Coastal buffers offshore the Redwoods National Park Area of Special Biological
Significance {ASBS), Trinidad Head ASBS, Kings Range National Conservation Area
(the area offshore Cape Mendocino/Punta Gorda), and the Pygmy Forest Ecological
Staircase

Central Ca]aforn1a

%K coastal buffer offshore the Kelp Beds at Saunders Reef ASBS, the Del Mar
Ecological Reserve, and Gerstle Cove ASBS

°The area offshore Point Reyes, the Point Reyes - Farallon Islands National
Marine Sanctuary, offshore San Francisco Bay, and the immediate vicinity

- of Cordell Bank

- °A coastal buffer offshore the James V. Fitzgerald Marine Reserve

°A coastal buffer offshore Point Ano Nuevo Point and Island ASBS and
overlapping the northern portion of the Sea Otter Range

°The large area offshore Monterey Bay and Big Sur

°A coastal buffer south ¢f the Big Sur proposed deferra!, overlapping the
southern portion of the Sea Otter Range and acjacent to the Mouth of
Salton Creek ASBS

Southern California

°The Santa Barbara Federal Ecological Preserve and Buffer Zone

°The Channel Islands National Marine Sanctuary _

°The area offshore Santa Monica from Point Dume to Point Fermin

°A coastal buffer offshore Newport Beach and Irvine Coast Marine Life Refuges
and Heisler Park ASBS

°A coastal buffer offshore San Diego Marine Life Refuge and San D1egu-La Jolla
Ecological Reserve ASBS

°The area offshore San Diego; and the San Nicolas Basin Navy Operating Area

FAIR MARKET VALUE

- The fair market value element of the program would confirm the decision
announced in the Proposed Program. The minimum bid would remain $150/acre as
the basic approach subject to reconsideration on 2 sa1e-by -sale basis.
Likewise, current bid acceptance criteria (as dicussed in Appendix K of the

_Secretarial Issue Document) would be retained as the basic approach, S“bJ?C‘W”WM(l_mm

to sale-by-sale reconsideration

STIPULATIONS

Interior announced the intention to include levels of protection similar to
those recommended in Governor Deukmejian's proposal in individual leases at
the time of the sale. The Draft Proposed Final Program highlighted all
proposed stipulations for consideration during the sale-specific

consultation process (in particular, the EIS scoping process pursuant to the
National Environmental Policy Act and the consultations with the Governor at
the time of issuance of the Proposed Notice of Sale required by section 19 of
the 0CS Lands Act) for OCS sales offshore California.



New Features of the SID for the Proposed Final Program

The new 5-year program is now planned to cover the period mid-1987 through
mid-1992. The Proposed Program covered the period 1987 through 1991. The
period covered by the new program has moved by 6 months because of various
administrative considerations, including additional time allotted for the
study of subareas which are potential candidates for deferral from the new
program and timing of the release of the Proposed Final Program so that
Congress would be in session during the 60-day congressional notification
period. The assumptions of the section 18 analyses have been made consistent
with the new period to be covered by the program.

The SID for the Proposed Program contained updated and revised analyses
required by section 18. In response to the DOI's February 1986 request for
comments, many commenters provided helpful comments and criticism of the
analysis. This SID contains the final version of those analyses and decision
options. The final section 18 analyses and the final EIS will be a part of
the decision materials for the Proposed Final Program.

The Proposed Final Program will contain a schedule of proposed lease sales .
"indicating, as precisely as possible, the size, timing, and location of
leasing activity" and program policies selected by the Secretary. The schedule
will indicate the proposed timing of presale steps for sales to be held beyond
the current schedule. Sales will continue to be held in accordance with the
current schedule until the new program receives final approval.

The_Consultatien Process

An extensive consultation process for the development of the new program is
prescribed by the 0CS Lands Act. Under section 18(d)(2) of the OCS Lands Act
and 30 CFR 256, the Proposed Final Program and the analyses on which it is
based will be transmitted to the President and the Congress. Copies of or
citations for all Federal Register Notices regquesting comments on the new
program appear in Appendix M,

Comments weré received from Governors, State and Federal Agencies, State
legislators, local government entities, ¢il and gas industry members and
associations, and from the general public. Responses are briefly summarized
below and all are detailed in Appendix B of this SID. Summaries of comments
relevant to decision options also appear in Part III of this SID.

Development of the new program has also been the subject of consultation under

the auspices of the OCS Advisory Board's Policy Committee, pursuant to regulations
at 30 CFR 256.19.- Development of the new 5-year program was discussed at
meetings of the Policy Committee on April 10-11, 1985, November 6~7, 1985,

March 12-13, 1986, and October 29-30, 1986,

Nine public hearings held pursuant to the National Environmental Policy Act are
described in the EIS. -

Furthermore, development of the new program has been the subject of testimony
before the House Merchant Marine and Fisheries Subcommittee on the Panama '

‘Canal/0CS on April 3, 1985, by Secretary Hodel and on May 13, 1986, by MMS

Director Bettenberg.



The development of the new program has alsc overlapped with discussions

mandated by Public Law 99-190 "...to resolve the outstanding conflicts with
respect to the future leasing and protection of lands on the California outer
continental shelf for oil and gas exploration and development." Bimonthly
reports to Congress summarized the prugress of those discussions., The

relevant requirements of Public Law 99-591, which resulted from the consultation
process, are set forth in detail in the California Analysis document.

Comments on the February 1987 Draft Proposed Final Program for the OCS offshore
California are summarized in an attachment to the Decision Memorandum.

1.A.3 General Summary of Comments on the Proposed Program

Over 3,400 comments were received on the Proposed Program, including

some 1,500 received directly by the Department of the Interior and some 1,800
received as enclosures to letters from the Governors of California, Florida,
North Carolina, Oregon, and Texas. The comments came from Federal Agencies:
Governors of 20 coastal States; agencies and legislators of 9 coastal States; -
local governments in 4 coastal States; petroleum and related industries and
associations; environmental and cther interest organizations; members of
Congress; and private citizens. These comments are summarized by topic in
Appendix B and in Part III of this SID as they relate to decision options.

Overview of Comments

-Comments on Section 18(a)(2) Factors Exclusive of Industry Rankings

Respondents frequently cited potential impacts that could result from OCS
development, including potential effects un navigation and shipping, especially
off California; effects on environmentally sensitive areas; potential conflicts
with other uses of the sea and seabed including military uses; and potential
fishing conflicts. Governors commented on onshore impacts on air quality,
coastal infrastructure and the potential environmental and long-term economic
impacts that could result from a disregard for equitable sharing. The States
also expressed concern over potential conflicts with local coastal management

“plans. The biological significance and productivity of Tisheries and their
roele in the Nation's food supply were identified as possible confiicts.

Coastal tourism and recreation were cited as concerns by several States and
local governments. Among the many cuncerns expressed in comments fiom environ-
mental and other interest organizations, the following issues were most frequently
cited: cumulative impacts; air quality; environmental sensitivity; deep water
technology; public involvement; pace of leasing; fiscal impacts; other uses of
the seabed and coasts; vessel traffic Tanes; vil spill risks and response;
effects of discharged drilling muds and cuttings and formation waters;
infrastructure burdens; effects on coastal dependent economies; oil and gas
transportation strategies; and effects on whales and other marine animals.

Numerous comments focused on the need for equitable sharing of developmental
benefits and environmental risks. Louisiana commented that the 5-year program
would place an even greater burden on the Guif Coast, citing scheduling conces~
sions to all areas of the country except the Central and Western Gulf of Mexico.
The high risks of exploration and low hydrocarbon potential were frequently

cited as reasons in support of removing California's north coast from leasing
consideration. Local governments, especially in California, frequently commented
that developmental benefits and environmental risks were inadeguately considered
in the Proposed Program. :



With respect to relative marine productivity and environmental sensitivity,
California, Georgia, and Massachusetts questioned specific assumptions on
which the Proposed Program's analysis of these factors is based. Numerous
State and local government agencies in California and several environmental
organizations stated that the Proposed Program does not adequately consider
the relative marine productivity and environmental sensitivity of planning
areas.

With regard to oil and gas transportation networks and strategies, several
commenters cited navigation concerns and shipping safety. The California
Coastal Commission recommended that oil transportation by pipeline be required
for alil areas of the Pacific coast. Numerous local governments in California
“called for adequate consideration of navigation and sealanes. Ventura County
recommended that navigational hazards posed by offshore platforms be addressed
by stipulation in future lease sales. The City of Santa Rarbara recommendad
deleting tracts Tocated in Santa Barbara Channel shipping lanes from the
leasing program. Where mentioned in comments, pipeline transportation was
generally favored over tankers, _

Most comments on the topic of relevant environmental and predictive information
recommended continuation of the environmental studies program, and several
specific suggestions were made regarding this program. Florida endorsad
development of a 5-Year Environmental Studies Program Management Plan and
requested that areas with ongoing studies needed for management decisions be
deferred from the leasing program. Louisiana recommended that environmental
studies be focused on areas of most promising acreage where saleés are held
more frequently. Oregon expressed concern that there is insufficient lead
time to plan and execute necessary environmental studies before conducting a
lease sale in the Washington-Oregon planning area. The National Oceanic and
Atmospheric Administration made suggestions for aligning the 5-Year
Environmental Studies Program Management Plan with the leasing schedule

to ensure that sufficient data are acquired prior to the Request for
Interest step for frontier exploration sales in Alaska 0CS planning areas.

-Comments on Possible Changes. to the Leasing Process.

Many commenters expressed strong support for the Secretary's emphasis on
consultation and consensus, the focusing on promising acreaqe concept, and the
triennial pace of leasing in most areas outside the Central and Western Gulf of
Mexico.

The presale process was the focus of numerous comments. The Governors of

Maine, New Hampshire, Massachusetts, Rhode Island, Delaware, Maryland, Virginia,
North Carolina, Florida, and California expressed general agreement with the
proposed presale process. Texas and Alaska, several local governments, and

most environmental organizations called for a return to a tract selection
process. Indusiry continued to favor the areawide approach.

Comments on the presale process also addressed proposed modifications which
would entail submitting more detailed industry interest information, submitting
more detailed negative nomination information (i.e., information requesting
deletion of an area from a sale), and announcing the proposed Call area in the
Federal Register prior to issuance of a Call for Information and Nominations.
Maine, Massachusetts, New Jersey, and North Carolina recommended that nomination
procedures be revised to request more detailed information from industry
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concerning areas of interest. Industry commenters opposed such a revision,
citing concerns about disclosure of proprietary data. Most industry commenters
did endorse the proposal to revise negative nomination information requirements.
Maine opposed this proposal. Maine and a majority of industry commenters aiso
opposed announcement of the Call area before issuance of the Call for Iinformation
and Nominations. The American Petroleum Institute, National Ocean Industries
Association, and Exxon suggested several modifications to the presale process,
the most notable of which is a flexible Call for Information and Nominations
which would allow nomination of areas outside the Call area.

The proposed means for pursuing flexibility in the leasing process drew
numerous and various responses. The Environmental Protection Agency (EPA)
and Maine, New Hampshire, Massachusetts, Rhode Island, Connecticut, New
Jersey, Delaware, Maryland and North Carolina endorsed the addition of a
Request for Interest as an early pre-sale step for frontier exploration sales.
Oregon and Washington and several environmental organizations commented that
frontier exploration sales would introduce uncertainty to the lease schedule
contrary to the requirements of the OCS Lands Act, as amended. Chevron and
Shell expressed some support for frontier exploration saies, and Exxon noted
that the Reguest for Interest step for such sales might invite additional
1legal challenge. '

Several commenters questioned the iegal authority for scheduling supplemental
sales and expressed concern about the environmental assessment process for
such sales. EPA and Florida, California, and Alaska endorsed supplemental
sales provided that pertinent regulations are promulgated and environmental
cafeguards are established. Connecticut, Alabama, and many industry
commenters gave a general endorsement of supplemental sales. Several State
and local government agencies and environmental organizations expressed
opposition to this fiexibility provision. '

The majority of comments concerning the acceleration provision either flatly
opposed the concept or quastioned the adequacy of the criteria proposed to

be considered as a basis for accelerating lease sales. Some respondents,
including Conoco and Sun, expressed doubt that the acceleration provision

would be an effective means for providing necessary flexibility to the b-year

-3 e—a—s--i—ng---p—rog’f‘am?. e - ; — - _—

-Commenters’ Timing and Location Recommendations

Opinions on the size of sales as determined by the prelease process were
divided. Areawide leasing was generally advocated by industry and opposed by
others. Those opposed frequently called for a return to tract selection proce-
dures. The concept of focusing on promising acreage was generally well received,
but many commenters called for further definition and refinement of the process.

On the topic of location, EPA specifically recommended that leasing be deferred
in the North Atlantic, Straits of Florida, and North Aleutian Basin planning
areas. The Governor of Florida and several State and local government agencies
expressed opposition to leasing in the Straits of Florida planning area. Gulf
Coast States genmerally indicated that more sales should be held outside the
Central and Western Gulf of Mexico.



The Governor of California agreed with the reconfiquration of planning areas
offshore California, but recommended substantial additional subarea deferrals
beyond those incorporated in the Proposed Program. California State agencies
and local governments generally opposed leasing in the Central and Northern
California planning areas. The City of Eureka, however, endorsed leasing in
the Northern California planning area. Two congressional proposals calling
for substantial subarea deferrals offshore California were submitted as a
result of the negotiating process initiated under P.L. 99-190.

Industry stated general agreement with the location of proposed sales. Some
industry commenters called for renewed emphasis on leasing in Alaska and
California OCS regions, citing the potential for new resources that exists
there. Citizen comments generally opposed leasing off California. Alaska
recommended that leasing be deferred in the North Aleutian Basin planning area.

The t{riennial pace of leasing was generally viewed favorably. Exceptions
included the following: Louisiana and Texas commented that siowing the pace

of leasing outside the Central and Western Gulf of Mexico planning areas would
result in an unbalanced program; Alabama stated that the pace of leasing outside
the Central and Western Gulf is insufficient; and Massachusetis expressed
reservaticns over the timing of sales in the North Atlantic planrning area and
stated that only one sale there during the 5-year period is warranted.

Certain California State and local government agencies commented that the
raconfiguration, coupled with the introduction of supplemental sales, would
accelerate, rather than slow, the pace in some areas. Several California

"~ respondents alleged there is no slowing of the sale pace, since the number of
planning areas has been increased from 2 to 3. Numercus industry respondents
expressed a preference for biennial leasing in most areas outside the Central
and Western Gulf of Mexico. Alaska requested specific 1imits on the number of
sales scheduled off the State's coast per year and during the S5-year period
covered by the leasing program.

-General and Miscellaneous Comments

Topics most commonly addressed apart from section 18 considerations and those
requested in the February 1986 Federai Register Notice included the following:
expressions of support for OCS revenue sharing; calls for speedy and efficient
implementation of 8(g) revenue distribution procedures; requests for reinstatement
. of a Congressional moratorium and negotiation of a long-term agreement to
protect environmentally sensitive areas off California; the need for alternative
energy strategies based on renewable energy sources and conservation; and
concern for the onshore impacts on coastal-dependent economies. State and
Tocal governments suggested that 0CS revenue be shared to fund their participation
in the Teasing program. Heavy citizen response {mostly from California) called
for reinstatement of the moratorium off California. Local governments in
California frequentiy called for a leasing moratorium unless a long-term
agreement on the status of sensitive areas can be achieved. Elements of
congressional proposals beyond the size, timing, and location of sales during
mid-1987 through mid-1992 are discussed in the California Analysis document.
The IRM Bering Sea proposal inciuded not only a substantial subarea deferral
element but also called for the creation of a Bering Sea Advisory Committes to
recommend sale-specific stipulations in accordance with specified principles.

The following pages contain a copy of section 18 and a copy of maps depicting
the 26 planning areas of the 0CS pursuant to the decision on the Proposed Program.



Section 18 of the OCS Lands Act

“Src. 18. Ovrer CoNTINENTAL SHELY LEAsiNG PRooram.—(a) The 43 USC 1344.
Secretary, pursuant to procedures set forth in subsections (¢) and (d)
of this section, shell prepare and periodically revise, and maintain an
oil and gas leasing program to implement the policies of this Act. The
leasing prograin shall consist of a schedule of proposed lesse sales indi-
cating, as precisely as poesible, the size, timing; and location of leasing
activity wgi'ch he determines will best meet national energy needs for
the five-year period following its approval or reapproval. Such leasin,
program _al:v.'nlge be prepared and maintained in a manner consistent wit
the following principles:

“(1) Management of the outer Continental Shelf shall be
conducted in a manner whick considers economie, social, and
environmental values of the renewable and rionrenewsble resources
contained in the outar Continental Shelf, and the potential impact
of cil and gas exploration on other resource values of the outer
Continental Shelf and the marine, coastal, and human
environments, _

“(2) 'I‘imi.nF and location of exploration, develo&ment, and pro-
duction of oil and gas among the oil- and gas-bearing physio-
graphic regions of the outer Continental Shelf shall be besed on &
consideration of— _

“(A) existing information concerning the geographical,
geolegical, and ecological characteristics of such regions;
- %(B). an equitable sharing of developmental benefits and
environmental risks among the various regions;

#(C) the location of such regions with respect to, and the
reiative needs of, regional and national energy markets:

“(D) the location of such regions with respect to other
uses of the sea and seabed, including fisheries, navigation,
existing or tgmpoaed sealanes, potential sites of deepwater
ports, and other anticipated uses of the resources and space of
the outer Continental Shelf: :

“(E) the interest of potential oil and gas producers in the
development of oil and gas resources as indicated by explora-

tien or nomination;

been specifically identified by the Governérs of such States as
relevant matters for the Secretary’s. consideration ;
“‘;SG) the relative environmental semsitivity and marine
P x uctivity of different aress of the outer Continental Shelf;
&I

“(H) relevant environmental and predictive information
for different areas of the outer Continental Shelf.

“(3) The Secretary shall select the timing snd location of leas-
ing, to the maximum extent practicable, 0 as to obtain a proper
balance between the potentis] for environmental demsige, the
potential for the discovery of oil and gas, and the potential for
sdyerse impact on the coastal zone.

“(4) I;ea.sm? activities shall be conducted to sssure receipt of
fair market value for the lands leased and the rights conveyed by
the Federsl Government. )

(continued)



Appropriations “(b) The leasing program shall include estimates of the appropria-
and suff, tions and staff required to-— .
estimates. “(1) obtain resource information and any other information

needed to prepare the leasing program required by this section;
“(2) analyze and intergeret the exploratory data and any other
information which may be compiled under the authority of this

Act;
Eavironmental “ (’3) conduct environmentsl studies and prepare any environ-
studies and mental impact statement required in accordance with this Act and
impact statement. with section 102(2}(C) of the National Environmental Policy

Act of 1969 (42 U.8.C. 4332(2)(C)); and
“(4) supervise operations conducted pursuant to each lease in
the mannér necessary to assure due diligence in the exploration

. and development of the lease area and compliance with the require-

ments of applicable law and regulations, and with the terms of the
lease.

“(¢) (1) During the preparation of any proposed leasing program
under this section, the Secretary shall invité and consider suggestions
for such program from any interested Federal agency, incliding the
Attorney General, in consultation with the Federa] Trade Commission,
and from the Governor of any State which may become an affected
State under such proposed program. The Secretary may also invite
or consider any suggestions from the éexecutive of any affected local
government in such an affected State, which have beén previously sub-
mitted to the Governor of such State, and from any other person.

“(2} After such preparation and at least sixty days prior to publi-
cation of a proposed leasing program in the Federal Register pursuant
to paragraph (3) of this subsection, the Secretary shall submit a copy
of such proposed program to the Governor of each affécted State for
review and comment. The Governor may solicit comments from those
executives of local governments in his State which he, in his discretion,
determines will be affected by the proposed program. If any comment
by such Governor is received by the Secretary at least fifteen days prior
to submission to the Congress pursuant to such paragraph (3) and
includes a request for any modification of such pro_po_se’c_l program, the
Secretary shall reply in writing, granting or denyn(x;g such request in
whole or in. part, or granting such request in such modified form as the
Secretary considers appropriate, and stating his reasons therefor, All
such correspondence Eetw;aen‘ the Secretary and the Governor of any
affected State, bo?ether with any additional information and data relat-
ing thereto, shall accompany such proposed program when it is sub-
mitted to the Congrs _ .

“(3) Within nine ménths after the date of enactment of this section,
the Seeretary shall submit & proposed leasing program to the Congress,
the Attorney General; and the Governors of affected States, and shall

- publish-such-propesed-pregram in the Federal Register;-Each-Gover—
nor shall, upon request, submit a copy of the proposed leasing program
to the executive of any local government affected by the proposed

program.

“{d)(1) Within ninety days after the date of publication of a pro-
posed leasing pregram, the Attorney General may, after consultation
with the Federal Trade Commission, submit comments on the antici-
Fated effects of such proposed program upon competition. Any State,
ocal government, or other person may submit comments and recom-
‘mendations as to any aspect of such proposed program.

. “(2) At least sixty days prior to approving a proposed leasing pro-
gram, the Secretary shall submit it to the President and the Congress,
together with any comments received. Such submission shall indicate
why any specific recommendation of the Attorney General or a State
or local government was not accepted. ,

“(3) After the leasing program has been approved by the Secre-
tary, or after eighteen months following the date of enactment of this
section, whichever first oceurs, ne lease shall be issued unless it is for an
area included in the approved leasing program &nd unless it contains

rovisions consistent with the approved leasing program, except that

easing shall be permitted to continue until such program is approved
and for so long thereafter as such program is under judicial or admin-
istrative review pursuant to the provisions of this Act.

(continued)
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“(e) The Secretary shall review the leasing program spproved
under this section at least once each year. He may revise and reapprove
such program, at any time, end such revision and reapgeroval, except
in the case of a revision which is ot significant, shall be in the same
manner as originally developed. ( _

“(£) The Secretary shall, by regulation, establish procedures for—

“(1) receipt and considersation of nominations for any area to
be offered for lease or to be excluded from lea.s'_i.nf';

“(2) public notice of and participation in development of the
leasing program;

“(3) review by State and local governments which may be
impacted by the proposed leasing ;

*(4) periodic consultation with State and local governments,
oil and gas lessees and permittees; and representatives of other
individuals or organizations en‘gn_.ge_d in activity in or on the outer
Continental Shelf, including thoss involved in fish and shellfish
recovery, and recreational activities; and

“(5) consideration of the coastal zone management pre
being developed or administered by an affected coastal gtate

~ pursuant to section 305 or section 308 of the Coastal Zone Man-
agement Act of 1972 (16 U.S5.C, 1454, 1455).
Such procedures shall be applicable to any significant revision or
reapproval of the leasing program. ' :

“(g) The Secretary may obtain from public sources, or purchase
from private sources, any survey, data, report, or other information
(including interpretations of such dats, survey, report, or other infor-
mation) which may be riecessary to assist him in prefwa.r_ing any envi-
ronmental impact statement and in making other evaluations required
by this Aect. %ﬂta‘. of a classified nature provided to the Secretary
under the provisions of this subsection shall remain confidential for
such period of time as agreed to by the head of the department or
sgency from whom the information is requested. The Secretary shall
maintain the confidentiality of all privileged or c{m:)|‘Jt'it'et;a.x'y g;ta or
information for such period of time as is provided for in this Act,
established by regulation, or agreed to by the parties.

“(h) The heads of all Federal departments and agencies shall pro-
vide the Secretary with any nonpriviledged or nonproprietary infor-
mation he iequests to assist him in preparing the leasing program and
may provide the Sacretary with any privileged or proprietary infor-

mation he requests to assist him in preparing the leasing" program.
" Priviléged or proprietary information provided tothe Secretary under

the provisions of thiz subsection shall remain confidential for such
period of time as agreed to by the head of the department or dgency
from whom the information 1s requested, In addition, the Seéretary
shall utilize the existing capabilities and resources of such Federal
departments and agencies by appropriate agreement,

14



Map 1
0CS Planning Areas per The Proposed Program

15

s

(1] ! . (1 141
=04 .nh 09 L 08 18 »001 ...n_ , W .o.: o) | ;
| _ . A *Aem fue up uoLydipstanf $83e3§ pajtun
mne \EM l |
s ooman 29 f [ 308340 40 @otpnfaud jou op pue ALuo sasodund
U | _ futuueid [erjLuL 404 ade ‘seade HBuiuueyd
X | o] .au:m;_,rf// UDIMI3G UMOYS SUDLSLALP pue ‘sdew 3y} uo..|
\ wissava | L 4 pa121dap SILWL| PUR SILJBPUNOY BuiL}lJBK
ot % . . w |
Tema U _ .|
| B y
_ _ S T N O o
0% . # . l..lrul _ Ok._._fu .
1“\-‘11_. . |
, f.t_t 7
_ _ - ..\lﬁw T . L e,
| ¢ IR )
b ”m .2&0&3?0 "
| .. | . - too,uwo
SVIUV ONINNVId S00 _ y

«Q r— +80F -0-\— 11 +0ft




16

Map 2
O0CS Planning Areas per the Proposed Program
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1.B. Framework for Analysis: Planning for an Uncertain Future with
Limited Information

Past court rulings (California v. Watt (I) and (I1I}) have interpreted the
provisions of section 18 as requiring the consideration and weighing of the
costs and benefits of 0CS oil and gas exploration, development, and preduction
through an area-by-ares comparison. The benefits are primarily the net economic
and energy security benefits from the additional supply of energy to the country
from production of 0CS oil and gas, as well as the assessment of the oil and gas
resources of the GCS. The costs to be considered are a variety of social costs
such as potential damages to environmental resources or conflicts with other
uses of marine resources. The social costs considered here are those which are
generally not included in the economic costs which lessees pay for exploration,
development, and production. An analysis of marine productivity and environmental
sensitivity has been prepared to serve both as an input and as a complement to
the analysis of social costs.

1.B.1. Pctential Benefits and Costs

The. new OCS Leasing Program, proposed for 1987 through 1992, can achieve
substantial net benefits through preduction of the o1l and gas deposits that

may be discovered on the portions of the 0CS that are not leased as of the start
of the mew program. The detailed analysis of benefits and costs and the summation
of the net social value (net economic value minus social costs) of Teasing appear
in Part II of this SID. ' :

The MMS estimates that as of mid-1987, unleased undiscovered risked 0CS

. 011 and gas resources in Teasable prospects will have a net economic value

of between about $20 billion and $84 billion ($1987), over the range of

assumed starting oil prices {see Appendix F). The potential net benefits
actually realized will depend on many factors: how much oil and gas are
actually discovered in 0CS acreage leased in the new program; their resource

and economic characteristics; future conditions in world éenergy markets; the
ways in which c¢il and gas companies respond in making investments in 0CS
resources ; and the actual effects of 0CS 61l and gas activities on the- - :
environment.  The potential benefits fromunieased acreage can—aisu change—— -
in response to changes in the amount of unleased acreage in the national
inventory, the size of the private Tease inventory, and the amcunt of

available resource informaticn. Estimates of net benefits projected to be
realized are presented in the valuation of program alternatives which

appears in Part 111 below and in Appendix K. .

Since section 18 reauires that the Secretary's selection of a lTeasing program
be based on a consideration of the required technical analyses, it is impertant
t¢ indicate the limitations and implications of the assumptions made in those
analyses. Appendix S describes this subject in detail.

A recognition of those limitations has important implications for the formulation
of a leasing program, especially with respect tv the issue of flexibility.

1.B.Z2.  Limitations on Assessing the Effects of 0CS Leasing

It is important in reviewing the materials in this document to recognize the
Timitations inherent in assessing the effects of CCS Teasing and subsequent
0CS activities. Because of such Timitations, the information assembled for
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the Secretary’'s consideration required the development of new methods of
analysis, the projecticn of numerous future events and conditions, and
professional judgments on a wide variety of technical issues.

Section 18(a}(2) speaks in terms of the "Timing and location of exploration,
development, and production of oil and gas . . . ." One fundamental limita-

tion on planning for those activities is that the Federal Government can only
offer 0CS oil and gas leases for purchase by private firms. In OCS lease sales,
qualified bidders are given the opportunity to bid on the clearly defined and
limited rights to explore, develop, and produce oil and gas which are set forth
in the lease, the applicable stipulations, and the large body of applicable laws,
regulations, and operating orders. Firms issued leases may then make the addi-
tional investments needed to seek, find, and produce oil and gas. The limits of
predicting firms' investment decisions thus become, in turn, limits on predicting
0CS activities. ’

The offering of OCS blocks for bids does not in itself cause bids to be
submitted or leases to be issued on blocks which are bid upon. In fact, it
is very difficult to predict the patterns of bidding and leasing which will
occur at a given lease sale. For oil and gas exploration, firms have
alternatives to U.S. OCS oil and gas leasing. Firms can lease in the U.S.
and foreign onshore markets and in the State and foreign offshore markets.
Additionally, the issuance of leases does not necessarily cause investments
in exploratory drilling and development. Such investments occur in response
to continually changing perceptions about the potential payoffs that might
result. In fact, many leased blocks are not drilled because of information
cbtained after leasing.

A1l of the subsequent effects--both costs and benefits--of OCS exploration,
development, and production depend upon the patterns of leasing and invest-
ment in combination with the actual location, quantity, and value of the
hydrocarbons discovered--if any. Those quantities and values, in turn, can
only be estimated in probabilistic terms in advance of lease sales and explo-
ratory investments. Further, discovery of new fields and the amount discovered
often bear little relation to the level of leasing and exploration costs,
especially in frontier areas. Thus, the very nature of the activity of ‘

- offering. leases and. awaiting the results of subsequent invesiment-and explora-
tory drilling severely limits the precision possible in the prediction of the
resultant effects. ' -

1.8.3 Recognition of the Limitations of the Technical Analyses

The precision with which future OCS oil and gas activities can be planned is
further limited by the kinds of considerations on which the 5-year program

is to be based, pursuant to section 18 as interpreted by the court. The

factors which section 18(a)(2) requires the Secretary to consider and the
balancing which section 18(a)(3) requires the Secretary to perform are the

legal bases for the technical analyses which appear in Part II.B of this
document. These analyses serve as a key basis for the development of

the 5-year program. Notwithstanding the sound technical basis of those analyses,
the exercise of judgment not reducible to technigue is a crucial element in
every one of them. This fssue is examined in greater detail in Appendix S.



II.
A.

Section 18 Analyses

National Energy Needs and the OCS 0il and Gas Leasing Program

Section 18(a) of the OCS Lands Act mandates that the OCS 031 and Gas
Leasing Program prepared by the Secretary shall be one "which he
determines will best meet national energy needs for the five-year
period following its approval or reapproval . . . ." The provision
that the 5-year program be keyed to national energy needs reflects
the first purpose of the OCS Lands Act Amendments:

Section 102. The purposes of this Act are to--

(1) establish policies and procedures for managing the oil and
natural gas resources of the Outer Continental Shelf which
are intended to result in expedited exploration and develop-
ment of the Outer Continental Shelf im order to achieve
national economic and energy policy goals, assure national
security, reduce dependence on foreign sources, and maintain
a favorable balance of payments in world trade. . . .

It is also relevant to note hers that the Mining and Minerals Policy Act
of 1970 (30 U.S.C. 21a) provides that:

The Congress declares that it is the continuing policy of the
Federal Government in the national interest to foster and
encourage private enterprise in

(1) the development of economically sound and stable
. domestic mining, minerals [defined to include oil-
?nd %as], metal and mineral reclamation industries,
Land

- (2) the orderly and economic development of domestic
mineral resources, reserves, and reclamation of
metals and-minerals to help assure satisfaction 6F
industrial, security, and environmental needs . . . .

National Economic and Energy Goals

The 1985 National Energy Policy Plan issued by the Department of Energy states

that

For the rest of this century, o0il and gas are likely to remain the principal
energy sources of the American people. They now provide about two-thirds of
the commercial energy used in the United States, and they are projected
still to be furnishing more than half in the year 2000.

In addition to promoting a free-market economy and 11 deregulation of

‘natural gas, the most vital component of Federal action is the timely

development of 0il and gas resources on federally managed areas of the Outer
Continental Shelf . , . .

19
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While U.S. production of oil has recovered from the lows of a few years ago,
the Nation's oil and gas reserves have not risen. In response to the price
rises of the 1970's and very early 1980's, they have only stopped falling
sharply--0il reserves have fallen by less than 5 percent and gas reserves by
less than 1 percent from 1980 to 1984. If this country fails to find and
develop new 0il and gas fields--and to squeeze every economical drop from
existing reservoirs--it stands a chance of letting the progress of the past .
few years slip away. At the same time, the Interior Department's estimated
(not proved) reserves on the OCS have been greatly diminished because the
experience in the frontier areas of Alaska and the Atlantic coast has been
disappointing. In spite of all the past optimism, there is not a single
producing well in Federal waters off Alaska at present, and it is not clear
to what extent there will be.

Because of the foregoing, the Administration opposes any moratorium on 0CS
leasing. By preventing development of domestic rescurces that are known to
be available, delaying work on the OCS only strengthens QPEC's efforts to
control production and raise prices. The Nation's dependence on imported
oil increases, its energy security is lessened, and the pace of economic
growth is inevitably slowed (pp. 4-5).

Need for the Long-Term Perspective

Our perspective on 0CS leasing must be long-term because the lead-times needed
to bring new offshore fields intc production are substantial. Once a sale is
scheduled on a 5-year program, the presale process leading up to holding the
sale can take over 2 years. Several more years are needed by industry to
evaluate leases, determine whether drilling is warranted, and drill exploratory
and delineation wells. The time elapsed from leasing to initial production can
- extend from about 4 to 13 years, depending on infrastructure needs, proximity to
markets, transportation problems, and operating conditions in the different
regions.

Another constraint on OCS leasing is the extensive exploration and development
permitting process, which often requires operators to obtain multiple Federal,
State, and Tocal permits. o oo : S e

Thus, the new 5-year 0CS leasing program is designed to help meet domestic ~
energy supply requirements during the 1990s and the first quarter of the 2ist
century. 1t is therefore not today's market conditions that should dominate our
planning, but conditions anticipated in 10 to 30 years. :

In 1985, imports of crude oil and petroleum products represented about

33 percent of the petroleum products consumed in the United States. Even
before recent price declines and attendant increases in 01l imports, the
Annual Eneragy Outlook 1985, issued in early 1986 by the Energy Information
Administratton, projected that in 1995, imports of crude oil and refined
products could range between 47 and 65 percent of the petroleum products
consumed in the United States, with 55 percent as the base case projection.

The consequence of the long-term character of OCS development is that
decisionmaking about it should not be guided by the trend of the day.
Leasing of OCS acreage is urusually vulnerable to short-term phenomena which
can disrupt it in ways that can be made up only at substantial cost in time
and opportunity. Public policy concerning 0C5 leasing should, therefore, be
quided by a steady, long-term perspective on the potential seriousness of
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the risks involved in oil supply disruptions, their unpredictability, and
the long lead-times recessary to make OCS production availabie for use.
Without the assurance that 0CS leasing policy will remain firm, industry
would likely be re]uctant to invest the huge sums required to deve]op 0cs
resources.

What this means can be illustrated by examining the argument that potential

-0i11 and gas resources be withdrawn from leasing in certain areas and saved

as a "reserve" for use in a national emergency. Given the years of lead time
needed to bring 0CS resources to market, the only way in which potential o0il and
gas resources can constitute a useful reserve in case of an emergency is if they
are not withdrawn from the normal course of exploration and development through
which drilling can locate and delineate the reserve and the necessary production
infrastructure can be put in place.

Contribution of OCS Leasing to Meeting National Economic and Energy Goals

0CS production provides a great source of national wealth and nationwide
employment. OCS oil and gas produced at a cost lower than prices found in the
world oil market contribute to the Nation's economic productivity. The greater
the amount of OCS o011 and gas produced at costs less than world oil prices, the
greater is that contribution. Economic productivity is increased by allowing
firms a range and sequence of opportunities that will encourage an economically
efficient path of investments in OCS expioration and production. In general,
this will increase the available knowledge concerning potential OCS hydrocarbon
resources and, hopefully, the amount of o1l and gas discovered and produced, thus
benefiting the economy.

In addition, domestic OCS production has the potential to contribute to the
reduction of other payments to foreign nations. The Nation's production of oil
and natural gas liquids peaked in 1970 and dry natural gas production peaked in
1973. The lower levels of production since the 1970s paraliel the lower levels
of oil and gas reserves which have resulted because America has not been finding
enough new petroleum reserves to replace the oil and gas we have been using.
Since onshore resources are declining, it is expected that the-retative contribution
 from OCS production will incréase.  Econcimically Fecoverable reserves From
existing OCS leases are estimated at over 13 billion barrels of oil equivalent
(BOE)}. 1In addition, the potential for future discoveries on the 0CS is still
significant (see Appendix F).

In 1985, the United States spent over $52 billion to purchase foreign crude oil

and petroleum products. If the United States did not need to import those
hydrocarbons, our 1985 balance of trade deficit could have been reduced by over

35 percent, 0il and gas from the OCS represented about one-eighth of our domestic
0il production and over one-fourth of our domestic natural gas production in

FY 1985. On a BOE basis, OCS production provided about 3.29 million BOE per day in
FY 1985, of which about 67 percent came from natural gas and about 33 percent

came from oil and natural gas liquids. Importing an equal amount of oil in 1685
would have added roughly $40 billion to the balance of payments deficit.



In addition to benefiting from the use of domestic oil and gas to fuel the
general level of economic activity, the American people benefit in their

roles as owrers, through the Federal Government, of the resources of the :
0CS. The benefits came from production of any 0CS resource costing less to find
and produce than the price at which it can be sold (see Appendix F.)

In addition, OCS 0il and gas production heTps to ensure natioral prosperity and
energy security by providing a secure supply of the fuels essential to the
production and distribution of virtually all other products.

Means of Pursuing Natibna] Energy and Economic Goals

The Nation's dependence on imported oil for the pursuit of national energy and
economic geals makes it vulnerable to the damaging effects of oil supply
disruptions. UDisruption of supplies of oil from abroad causes disruption in

the production and consumpt1an of goods and reduces economic productivity. This
causes decreases in income and increases in consumer price levels. The 1984
Office of Technology Assessment {OTA) Report, U.S. Vulnerability to an 0il Import
Curtailment, estimates that a significant disvuption of cil imports could result
in 2 reduction of the Gross National Product of 3.5 to 6.2 percent, accompanied
by increased unemployment of 1.7 to 2.3 percent (pp. 146-147; see also Appendix F
of this SID).

However, most measures to assure that our national energy needs will be met
have economic costs. Thus, the economy needs to adjust continually, balancing
the costs of those measures against their economic benefits. The 0CS leasing
program can contribute to meeting both national energy and economic needs by
helping to reduce oil imports and providing a source of domest1c supply in
periods of future disruptions and higher prices.

Over the Tong run, 0CS oil and gas resources will make a contr1but10n to economic
productivity if investment and production decisions can adjust quickly to, changing
vorld energy markets. An GCS leasing program can help meet the Nation's energy
and economic needs by providing opportunities for investments in exploration and
development when_they are economically. timely. Such a. pmmy&mmwnu]dnallow_rap1d
increases in leasing and investment if world oil prices were to increase to

higher plateaus while allowing a lower investment and production rate during
periods of Tower prices. On the one hand, it is possible that world oil prices

in the 1990s will be sufficiently low to render uneconomic many of the oil and

gas prospects remaining to be leased on the 0CS. On the other hand, o0il prices
may not decline further or remain low for very long. Higher o0il prices would
increase the number of good prospects for discovery of 0il and gas on the 0CS.

The rate of leasing and investment in exploration would be higher. The resulting -
production would help the economy use Tess high cost imported oil, thus increasing
its economic productivity (see Part 11.B.1).

Allowing a quicker shift from imported to domestic oil when 0il prices increase
reduces the economic costs of abrupt changes in the world oil supply. Ensuring
such flexibility in the 0CS leasing program can contribute to meeting our
national energy needs--but the Tong Tead time for the development of 0CS o0il and
gas resources requires that flexibility be ensured throughout the program and
well in advance of emergency situations. This point is discussed further at the
end of this section. '
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Hetional Security Concerns Relevant to 0CS Leasing

The actuai disruptions in oil imports which the United States has suffered make
clear the nexus of national security policy and economic policy with respect to
the oil import issue. The disruptions of 1973 and 1979 both arose in the
international arena and both had substantial recessionary effects on the United
States economy. Thus, planning for the future involves consideration of both the
national economy and the national security policy aspects of the oil import issue.

National security considerations clearly point to the need for flexibility in the
0CS leasing program. The continuing dependence of the United States on oil imports
for a substantial part of our ¢il consumption creates a number of national security
concerns. This is especially so because of the dependence of the world ¢il

market on 01l supplies concentrated in-Middle East OPEC nations.

The potentizl for an oil supply disruption imposes political limits on the
flexibility of our national security policy, including our ebility to respond to
foreign security threats.

Our dependence on foreign nat1ons'f0r so essential a commod1ty'as 0il creates the
potential for the United States to be drawn into dangerous political and military
situations involving those nations. '

Dependence on 0il imports entails dependence on extended supply lines (tanker
routes) which present a target for attack and thus add to our defense burden.
This added defense burden involves both the deterrence of attacks as well as

actual defense in the event of an attack. :

Many other nations, including our allies, are faced with the same set of problems,

The restraints on them indirectly but effect1ve1y pose further limits on our own
national secur1ty flexibility. Thus, any 1mprovement in our ability to assist

them in meeting their energy needs in turn improves cur ability to pursue our cwn
national security goals and -fulfill our role as leader of the Western alliance

and as a participant in the energy security program of the International Energy Agency

Furthermore, if there were a world oil shortfall, all of our suppliers, including
non-0PEC suppliers, might reduce oil shipments to us in order to honor all of
their export contracts equitably. Thus, our oil import vulnerability is not
Timited to the amount of our OPEC imports,

In normal times, oil can be obtained through the international marketpiace, where
consideraiions are primarily economic. In times of hostilities, however, production
and transportation of oil can be significantly affected by non-economic forces
and the physical control of o1l becomes more important. In contemplating such a
possible state of affairs, it is important to recognize that key weapons systems
in the Nation's current arsenal and under development for future use are designed
to use liquid hydrocarbon fuel. In Fiscal Year 1983, for example, the armed
forces used over 177 million barrels of oil, which was the equivalent of over 58%
of OCS o0il production in that year. The most secure sources of supply for such
fuel are, clearly, domestic sources. Given the Tegal tie between leasing and
exploration/development and the long lead-time involved in finding and developing
0CS 0il1 and gas, the only way that 0CS resources could be made readily available
for this purpose is to allow leasing and development to be pursued in peacetime.



This consideration is reflected in section 12(b) of the or%gina] 0CS Lands Act:

In time of war, or when the President shall so prescribe, the
United States shall have the right of first refusal to purchase
at the market price all or any portion of any mineral [including
oil and gas] produced from the outer Cont1nenta1 Shelf.

National security concerns over dependence on imported cil are h1gh11ghted
by the effect of recent price declines. That decline has led to a
contraction within the oil and gas industry which reduces its ability to
respond quickly to sudden price increases that could result if there were a
disruption of o1l imports.

0CS Leasing in Perspective

The question of how to control our reliance on imported 0i1 over coming decades
can be seen as a question of balancing the economic productivity gained by using
cheaper imported oil during times when world prices are lower against the
potential costs of supply d1srupt1ons. Furthermore, it is quite possible that
the total U.S. endowment of oil and gas resources will not be sufficient in
amount and Tow enough in cost for production to keep pace with demand through
the coming decades during which relatively low cost reserves in the Middle East
and elsewhere are depleted. Nonetheless, the OCS oil and gas leasing program

can continue to make a significant contr1but1on to meeting national energy needs.

In order to understand the contribution which OCS oil and gas Teasing can
make to long-term energy supplies, it is useful to review some of the other
efforts and proposals which have been made to reduce our vuinerability to

- oi1 supply disruptions. While these approaches have a greai deal to offer,

they nonetheless have limitations which call for the kind of contribution
which the OCS leasing prograem can make to the pursuit of national enerqy
goals. These appruaches inciude: conservation; the creation of the Strategic
Petroleum Reserve; the diversification of supply; the concept of developing

an 011 replacement capability; and reliance on alternative energy sources.

-—Conservat1on

The 1985 Nat1ona1 Energy P911cy Plan 1dent3f1es conservation as ". . . the most
expeditious way to reduce the need for new or imported enérgy resources; and in
fact it contributes more to balancing our national energy ledger than does any
single fuel source” (p. 5). Even taking conservation effects into consideration,

however, DOE projects the need to import substantial amounts of petroleum products

over the next decades. In addition, one unfortunate side-effect of the recent
decline in o031 prices is that the economic incentive to incur the costs of
energy conservation investments is likely to be reduced.

--The Strategic Petroleum Reserve

At its current level of about 500 million barrels, the Strategic Petroleum
Reserve {SPR) can substitute for several months of oil imported at current
rates of supply anc demand. The SPR's greatest usefulness is in blunting
supply cuts and the resultant price spikes in the short-run. In the case of
a disastrous reduction of oil supply over & sustained period, the SPR--even
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if filled to its ultimate capacity, once envisioned as one billion barrels,
but now set at three-quarters of a biilion barrels--would prove of limited
usefulness. While such a disaster is not currently anticipated it cannot

be dismissed as a possibitity. After all, the West's supply of oil is dis-
proportionately dependent on the oil product1on of a handfu] of nations whese
political future cannot be said to be assured.

--Diversification of Sources of Supply

The diversification of sources of supply which the United States and, to a
lesser extent, its allies, have beer able to achieve presents the prospect of
significant protection against the disruption of 0il supplies from the Middle
East. Yet its potential to insulate the United States from vulnerability to
such disruptions also has limits. First, it could well be that during a
significant supply disruption, remaining suppliers might ration the added
supplies which they are capable of providing in ways that may not be
particularly favorable to the United States. Second, under the auspices of

the International Energy Agency, the United States and many of its allies are
obliged to share oil in the event of a major disruption of oil supplies. That
sharing system has never been put to a real test, however. Furthermore, by
relying on other nations to share their limited supplies with us in order to meet
our great oil consumption demands, we could well strain our relations with the
nations on which we reljed for such sharing and with those with whom we would be
competing for supplies. Thus, the less we need to depend on such sharing
agreements, the better off we would be in terms of both certainty of supply

and relations with other nations.

--0i1 Replacement Capability

Another useful concept is investment in oil replacement'capacjty——i.e., incurring'_

the costs of developing the capacity to deploy technologies and strategies which
minimize the effects of a long-term oil supply shortfall. Examples of oil

replacement capacity include fuel switching and increased efficiency of fuel use.
The development and maintenance of o0il replacement capacity., however, can be

more costly. -than the-reduction . in- 1mports-ach1eved by increased.0CS.oi) . ...

production., Furthermore, an 0il replacement strategy does not exhaust the range
of useful responses tc the problem posed by our vuilnerability to the disruption
of oil supplies from abroad. An oblique confirmation of the continuing
importance of increased domestic supplies of hydrocarbon fuel is implicit in the
OTA oil replacement study's discussion of the desirability of the deregilation
of the price of natural gas so as to increase its supply (at pp. 27-28, 30).

--Alternative Energy Sources

~ Several energy sources other than oil and gas are expected to be used in this
Nation during the remainder of this century and the fTirst quarter of the next.
These sources include coal, hydroelectric, -nuciear, 0il shaie, tar sands, and
geothermal energy. Nonconventioral forms such as wind, solar, and converted
biomass energy may also be used to a much lesser extent. Coal will probably be
the most heavily used alternative source of ehergy, followed, in order, by
hydroelectric, nuclear, and geothermal energy (see Appendix F).

Notwithstanding use of the severail alternative forms of energy discussed above,
the U.S. Department of Energy pro1ects that over 46 percent of the Nation's
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energy demand in the year 2010 will be met by 0il and gas. About 40 percent
of this needed oil and gas is projected tec be imported. /1

By providing opportunities to increase our domestic supplies of o0il and gas,
the 0CS leasing program makes an important--and less costly--contribution to
energy security, in addition to the three strategies described above. Leasing
of the 0CS also provides supplies which are available over the Tong-term.

Information Benefits

Information benefits are another type ¢f benefit frcm‘OCS leasing, exploration,
and development. Information benefits are the berefits to the Nation--beyond
economic benefits--of greater knowledge about the extent of oil and gas resources
on the 0CS. :

The generation of information benefits is one of the specified purposes of the
1978 0CS Lands Act Amendments. Section 102(8) of the Amendments states that one
of the purposes of that act is to "insure that the extent of 031 and natural gas
resources of the Outer Continental Shelf is assessed at the earliest practicable
time"(43 U.5.C. 1802 (9)). It is the nature of oil and gas resource assessment
that only drilling can confirm the existence and size of an ¢il and gas
accumulation. On the OCS, drilling for 01l and gas is essentially tied to
teasing and thus to the 5-year leasing program.

As in the case of production, the contribution to the overall picture made by
any particular lease may be small, but without the small pieces, the overall
picture cannot be created. Of all the small pieces, the first wells in an area
generally provide the most information. Where the existence of commercial
accumuiations of hydrocarbons has nct been demonstrated, there is usually s high
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degree of dependence among estimates of rescurces on prospects. In these cases,

the information generated by exploration on a given prospect generally sheds a
great deal of Tight on the resource potential of the surrounding acreage. /2

The estimated size of the resource base of the 0CS has major implications for

the country's energy and nationzl security policies. _Clearly, if U.S. oil and .

gasS resources were very great or very limited, the implications for our foreign
policy would be very different. While the resource potential of the U.S. is
estimated to be somewhere between those two extremes, it is very useful for

the Netion to know better where it stands. '

The Department of State is also particularly concerned with estimates of OCS oil
and gas resources regarding international boundary negotiations with neighboring
nation-states concerning Jurisdiction over those resources. Such negoetiations
are ongoing concerning several planning areas. ’ '

The Department of Energy has made explicit use of estimates of undiscovered

CCS o171 and gas resources in developing its report, Replacement Costs of

Comestic Crude 011 (1985}, which is designed to aid in planning for fossil energy
research and development.

/1T U.S. Departient of Energy, National Energy Policy Pian Projections tu 2010,
1985, Tables 3-4 and 3-5.

/2 See, for example, MMS, Estimates of Undiscoveréd,'Economicall Recoverabie 0il
MMS 85-001

“and Gas Resources for the 0CS as of July 1984, (0OCS Report 2Y, p. 22.
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The OTA Report on Qi1 and Technologies for the Arctic and Deepwater (May 1985)
provides a useful summary of this issue in stating that

If Congress wishes to pursue the objectives of the OCS Lands Act, it
is important that the 01l and gas industry have access to Federal
offshore lands to more accurately determine the resource potential of
frontier areas. A "second-round" leasing strategy may also be needed
to assess the extent of smaller offshore reservoirs that could
cumulatively contribute to the Nation's energy security [p. 5].

The OTA report also states that

Accurate knowledge of the resource potential of the Nation's offshore
areas is critical to overall emergy planning -and to making decisions
about the offshore leasing program and alternative energy programs [p. 11].

That report highlighted the decline from previous levels of the most recent MMS
0CS estimates of oil and gas rescurces offshore Alaska and in the Atlantic and
examined its implications for U.S. energy policy. Some interpretations of the
latest data have focused on that decline as supporting policies of energy .
conservation and alternative energy research. Others have gone so far as to
suggest that somehow the new data mean that OCS leasing, exploration, and
development are not worth pursuing--even for the substantial economically recoverable
resources which are still estimated to exist. The Department of the Interior--
compTementing the first view and opposing the second--emphasizes the substantial:
contribution which 0CS leasing, exploration, and development will continue to
make in terms of net social value, national security, and information benefits.
For only through actual exploratory drilling can more knowledge be obtained
about the extent of our remaining oil and gas resources.

Consideration of Revision of OCS Leasing Policies

In response to the recent decline in oil prices, on June 6, 1986, the President
announced-an- initiative to preserve-the Nation's energy resources. On . - -
October 31, 1986, MMS-pubiished-a notice in the Federal Register-requesting -
comments on policies under consideration to encourage leasing, exploration,

and production on the 0CS (51 FR 39810). In particular, comments were

requested on: returning to the former minimum bid Tevel of $25 per acre;

using some form of a work commitment bidding system; employing variable rentals;
offering larger sized tracts; and deferring payment of 80 percent of the bonus

on Teased tracts. These policies are being censidered for adoption on a
sale~specific rather than a programmatic basis.

Consideration of the March 1987 Report on Energy Security .

The March 1987 report by the Department of Energy entitied Energy Security--A
Report to the President of the United States presents a comprehensive analysis
of the current and projected energy needs ot the United States within the
context of our energy and national security interests in the next decade. The
report analyzes and projects the supply cf and the demand for all our sources
of energy - 0il, coal, ratural gas nuclear power, electricity, renewables - as
well as the opportunities for achieving greater efficiency in energy use. It
is clear that oil is and will continue to be a vital component of our energy
mix well beyond the year 2000. Domestic oil is characterized in the report as
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our critical resource at risk. Our economy's use of 0il is concentrated in our
targe transportation sector, which accounts for over 60 percent of the oil we
consume as a Nation.

Because of the precipitous drop in oil prices in the first half of 1986, U.S.
domestic oil production has fallen sharply by almost one million barrels of

0il a day. Imports rose to approximately one-third of our domestic consumption
in 1986. 1In the 1990's, imported 0il is expected to increase to approximately
50 percent of our oil consumption. The major source of our increasing oil
imperts has been and is projected to be the politically unstable region of the
Middle East with its tremendous reserves and low costs of extraction.

The report cautions that despite the many gains the U.S, has made in building

a stronger foundation of energy security, the enormous. toll in our domestic
petroleum sector resulting from the recent world oil price declines portends
serious problems for the future. Decontrol of oil prices and the large strategic
petroleum reserves that have been established in the U.S. will make it possible
to respond more effectively to any future supply disruptions than has been the
case in the past. If adequate supplies of oil and other energy resources
continue to be available at reasonable prices, the importation of low-cost

crude oil will provide a boost to the U,S. economy. At the same time,

howﬁver, increased reliance on relatively few oil suppliers implies certain
risks: :

° If a small group of leading o0il producers can dominate the world's energy
markets, this can result in artificially high prices (or just sharp upward
and downward price swings), which would necessitate difficult economic
adjustments and cause hardships to all consumers.

Revalutions, regional wars, or aggression from outside powers could disrupt
a large volume of oil supplies from the Persian Gulf, inflicting severe
damage on the economies of the United States and allied nations. 031 price
increases precipitated by the 1978-79 Iranian revolution contributed to the
largest economic recession since the 1930's. Similar or larger events in

. the future could have far-reaching economic, geopelitical, or even military
__ 1mp] bW ol E . I oY 1 S e i R S

The price declines of 1986, uncertainty about future prices, and disappointing
domestic drilling results have resulted in a precipitous decrease in exploration
for oil in the U.S. The high cost of exploration in the U.S. relative to the
Middle East will direct future drilling efforts to those areas with a chance

of yielding large finds. The report indicates that some offshore regions and
North Alaska now offer the best chance of yielding large new oil fields. The
coastal plain of the Arctic National Wildlife Refuge is considered to have the
potential for o011 reserves the size of those in Prudhoe Bay. In addition, in the
high case, about 4 billion barrels of recoverable undiscovered 0il rescurces are
estimated to be in the Quter Continental Shelf off the California coast. It may
be incongruocus to restrict access toc areas offshore which have high potential to
contribute to our domestic energy production in a way that benefits the taxpayer
and the economy and in an environmentally safe manner, at a time when other
options to increase energy security have the potential to impose substantial
costs to the taxpayer, the eccnomy, and the environment. -
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I1.B. Planning Area Analyses

Pursuant to California v. Watt (I1), the Secretary is provided with both
quantitative estimates and qualitative information indicating the benefits of
01l dnd gas dévelopment and its various costs for all of the acreage that is
expected to be unleased in each planning area at the beginning of the new
5-Year Program. The results of these statutorily required comparisons of
planning areas provide a basis for determining the timing and location of
lease sales in the program. It also indicates whether there is a basis to
exclude any planning area from leasing during the 1987-1992 period. These
analyses also provide input for the discussion of the equitable sharing of

~ developmental benefits and env1ronmenta1 risks in Part II.C. and the discussion
of balancing in Part [I.D.

“In the July 1984 request for comments on the development of the new 5-year
program, the entire 0CS was divided into 24 planning areas. For the March 1985
Draft Proposed Program, the OCS was reconfigured into 26 planning areas.
First, the area offshore California was reconfigured from two planning areas
(Southern California and Central/Northern California) to three planning areas
(Southern California, Central California, and Northern California). Second,
the southern part of the South Atlantic planning area and the Florida Keys out
to the Dry Tortugas were made the Straits of Florida planning area. This
reconfiguration was used as the basis for the section 18 analyses and the
schedule options for Secretarial decision on both the Proposed Program and the
Proposed Final! Program.

The planning areas analyzed are described in Appendix N, The planning areas
as s6 described are for planning purposes only and should have no application
or effect whatsoever as to the possibie extent of present or future

U.S. jurisdictional claims. For the Proposed Final Program, Option A.l.a
would extend the seaward boundaries of the three Gulf of Mexico planning areas
and the Straits of Florida planning area. Note that four planning areas
{Aleutian Basin, Bowers Basin, St. Matthew-Hall, and Aleutian Arc? have been
deleted from further consideration because they were estimated to contain
negITgibJe resources and have very low 1ndustry~1nterest.nwm e

This SID includes ref1ned section 18 analyses for the Proposed Final Program.
For analyses in this final stage, the estimates of resource values for certain
planning areas have been revised tc account for 15 subareas which were proposed
for deferral in the Proposed Program (see discussion in part III}. Subarea
deferrals at the 5-year program stage can affect not only the acreage available
for 1easing but also its estimated value. A1l estimates of resources and net
economic value in this part are for the remainder of affected planning areas,
assuming the exclusion of the 15 subareas proposed for deferral as part of the
Proposed Program. The estimates are revised to show the remainder of the '
planning area because the Section 18 analysis and decision requirements apply
to the area to be scheduled for Tease sale, as distinguished from the areas
deferred from leasing. Other subareas which the Secretary may consider for
pessible deferral are treated independently and the results are displayed in
the Subarea Attachment. Results are shown for resources remaining in a planning
area after individual subarea candidates are assumed to be deferred as well as
a cumulative case which shows remaining resources and net economic value (NEV)
if all candidates in the area were selected for deferral.
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In a number of cases, deferral of subareas does not materially change the
conditional mean estimate of resources remaining in a planning area. However,
it should not necessarily be concluded that the subarea being considered
therefore has no resource potential. Even if there appears to be no material
change in the estimates, the uncertainties inherent in projections of
undiscovered resources make it imprudent to conclude that the subarea is
without resource potential. Until an area has been leased and explored, no
definitive conclusions should be drawn. The results of the quantitative
assessment of remaining resources (after the 15 subareas deferrals) will help
to indicate a planning area's revised resource potential for comparison with
other planning areas for the purpose of designinrg a lease sale schedule.

The area-by-area analysis of relative values based on estimates of costs and
benefits exclude the effects of lease sale timing by assuming that all resources
are leased at the beginning of the 5-year program. This approach was upheid by
the court-in California v. Watt (II). (The Court agreed that Tease sale timing
for an area within the program was to be some function of its relative value.
Since there are numerous times and frequencies possible for lease sales within
each area, it was determined to be reasonable to assess relative value in a
manner that did not first require the specification of the outcomes that the
assessment was to yield, namely the timing of sales in each area).

To provide for comparability of value estimates among the planning areas the
following general approach was employed: :

1. A1l 0CS oil and gas resources estimated to be worth acquiring by
private industry under specified economic conditions were assumed to
be leased as of mid=1987 in each planning area. Exploration,
development, and production would then follow according to scenarios
characteristic of the planning area.

2. Net present value estimates were calculated for more than 2400
geological prospects., A base case economic scenario was stipulated
having July 1984 starting prices of oil of between $14 and $29 per
barrel, a l-percent real annual price growth rate; a 5-percent annual -

" {nfTation rate and an 8 percént real discount rate (equal to a 13.4
percent nominal discount rate). Sensitivity analyses were conducted
around the base case estimates which allowed for variations in the
assumptions for the range of starting prices of oil, the ratio of oil
to gas prices on a BTU-adjusted basis, the annual average growth in
0il prices, and the discount rate. The results for the low and high
starting prices {i.e., $14/bbl. and $29/bbl1.) are displayed in Part II
of the SID. The remaining sensitivity calculations are included in
Appendix F. '
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It is important to note that the MMS aggregate estimates of resources and net
social value, as well as industry rankings for various planning areas, do not
distinguish between areas in which high-valued resources and industry interest
are concentrated in a portion of a planning area and those in which low-valued
resources and industry interest are widely distributed throughout the planning
area. It should also be noted that the presale process provides ways of adjust-
ing the size of the area offered in lease sales in order to accommodate these
differences within areas. The presale process is discussed further in Part 111
and Appendix P.

For the Proposed Program and the Proposed Final Program, once the options for
schedules were developed, an analysis was made of value which incorporates the
costs and benefits of leasing given the Tease sale timing options. (See

Part TII.A and Appendix R.) For analyses of alternative schedule options, such
as appears in the SID, EIS and Appendix R, resource estimates reflect the range
of values resulting from potential subarea deferrals (ranging from no deferrals .
to the cumulative deferral case). . :

I1.B.1. Estimates of Hydrocarbon Resources and Economic Benefits

Estimates of the oil and gas resources and their net economic values were made
to facilitate the Secretary's consideration of the potential for oil and gas
discovery and the contribution to the Nation's energy and economic needs that
could result from leasing in each of the OCS planning areas. Three major
improvements were made over the estimating procedures used in the formulation

of the 1982 program:

1. The estimate of o0il and gas rescurces in each area was based upon
an extensive evaluation of an inventory of identified unleased
prospects rather than upon calculations employing the aggregate
volumes of o0il and gas likely to be found (used in the 1982

- analysis). o

2. The estimates of resources and net economic values in each area were
based upon a wider range of characteristics (e.g., variation im - - —

————-prices-and discount-rates)-that-influence-the-economics—of various——~ = -

prospects than was the case in the 1982 analysis.

3. Three different categories of undiscovered hydrocarbon rescurce
estimates were developed for use in the 5-year program analyses.
Each type of resource estimate provides important information
about the OCS planning areas for use in scheduling decisions:

- conditional economically recoverable oil and gas resources;
- risked economically recoverable il and gas resources; and
- leasable 0il and gas resources.

These improvements make it possible for the Secretary to consider in more

detail the asSpects of each planning area that characterize its potential for
yielding oil and gas discoveries and economic benefits. The economic measure
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of the benefits which the Nation can realize from OCS oil and gas exploration
and development is the net economic value of the hydrocarbon resources. The
net economic value of an oil and gas accumulation measures the difference
hetween the revenues from the sale of oil and gas produced and the costs of
exploration, development, production, and transportation--both costs and
revenues being appropriately discounted to present value. Estimates of net
economic value take into account the probabilities of the various events that
affect the resource and economic outcomes of investment in an unexpiored
prospect. Net economic value is also & measure of the benefits to the economy
in the form of cash bonuses, royalties, rental fees, incremental taxes, and
after-tax business profits. The sum of the amounts expected to be captured

in these forms is equal to the difference between expected production revenues
and costs (see introduction in Appendix F). ‘

Hydrocarbon Resources

In selecting the size, timing and Tocation for leasing, one factor which the
Secretary is directed by the Act to consider is the potential for hydrocarbon
occurrences in each planning area. Since the location and extent of undiscovered
hydrocarbon resources are, of course, unknown, the MMS has adopted an analytical
methodology which will yield estimates based on current knowledge of the geology
of each planning area with consideration of existing engineering and economic
constraints. In some planning areas, such as those in the Gulf of Mexico,

there is extensive geological and geophysical information on which to base
projections about potential resources. Cther areas, especially in Alaska,

are considered frontier areas because there has been little or no exploration
activity and therefore less is known about their potential, It is noteworthy
that the possibility of discovering a very large field is greater in frontier
areas than in areas where exploration has already located most of the large
accumulations. The extent of geological and geophysical data for each planning
area is discussed in Appendix E and in Part IL.D.

The methodology employed for estimating hydrocarbon resources /1 and economic
benefits begins with a detailed assessment of jdentified hydrocarbon prospects
in all OCS planning areas.

There are many uncertainties surrounding the variables used to estimate potential
resources- associated- with these geclogic basins.  .For this reason, a statistical
sampling technique is used which allows a wide range of possible inputs for
variables such as prospect area extent, zone thickness, 0il recovery factor,

etc. .Use of this methodology results in a range of possible resource values
with an associated probability of occurrence.

/1 A description of this methodology, which uses a computer model known as PRESTO,
can be found in a 1985 MMS report, "Estimates of Undiscovered, Economically
Recoverable 0il and Gas Resourcesrfor the 0CS as of July 1984".

/2 March 1985 estimates include changes from July 1984 estimates to reflect
resources expected to be leased in intervening lease sales and changes
associated with minor boundary revisions.



-Conditional Economically Recoverable Resources

The estimates of resource potential, such as in Table 1 (estimated as of

March 1985), and in Table 6 of Appendix F are called "conditional estimates."/2
This means that the resource estimate results hinge upon the condition that the
area is hydrocarbon-prone --that is, at least one prospect in the basin contains

_economically recoverable hydrocarbons. The term "economically recoverable oil

and gas resources” refers to the amount of recoverable resources in accumulations
sufficiently Jarge that they can be produced at a profit; that is, the revenues -
from the oil and gas produced cover the costs of development and production, as
well as royalties and taxes, while allowing a normal rate of return. Table 6

in Appendix F shows conditional estimates as of Mid-1987 to account for the
reduction in resource availability from the Proposed Program 15 subarea deferrals
and from resources expected to be leased in sales scheduled to be held between
the time that conditional resources were estimated and the beginning of the
5-year program.

Due to inherent uncertainty of estimating undiscovered resources, especially
in frontier areas, a range of estimates has been used. To represent the low
end of the range, an estimate is given for which there is a 95 percent
probability of that amount or more occurring. The high estimate reflects a 5
percent probability of that amount or more occurring. A conditional mean.
estimate is the average amount one would expect to find if at least one of the
prospects in the area contained economically recoverable accumulations of
hydrocarboiis. .

The conditional estimates are important to understanding the ultimate potential
of an individual area should future drilling prove that the identified basins
contain hydrocarbons. These conditional resource estimates help explain why
certain companies are at times willing to take seemingly extraordinary risks by
investing in unexplored or high-cost areas. These companies are projecting

that sufficient resources exist in the tracts evaluated to provide economic
returns which will justify the risks of investing in that area. The conditional
estimates are also useful for analyzing potential environmental consequences =
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associated with hydrocarbon development (as was done for the EIS prepared for._ ..

this 5~Year Program) since the environmental risks are non-existent if the area
is not hydrocarbon-prone. In other words, if industry invests in a planning
area which proves to contain no hydrocarbons, there will be no environmental
consequences of development and the only loss would be the opportunity costs
associated with the exploration investments and lease sale planning.

/1 Note that this risk factor is related to hydrocarbon potential of the entire

" planning area and is not the same as geologic basin and prospect risk (dry
hole risk), which is taken into account in the determination of the conditional
resource estimates. (See 1985 MMS report, "Estimates of Undiscovered,
Economically Recoverable 0il and Gas Resources for the 0CS as of July 1984".)



Table 1

Ranges of Conditional Estimates of Unleased Undiscovered
Economically Recoverable 0il and Gas Resources as of March 1985/1

Conditional 011 (BB0O)LZ

Conditional Gas (TCF)L3

Lot

Planning Area 95% Case Mean Case 5% Case/4 95% Case Mean Case 5% Case/4
Central Gulf of Mexice .95 2.66 4.97 7.57 20.64 36.53
Western Gulf of Mexico .45 1.69 3.31 7.23 22.61 41.05
Eastern Gulf of Mexico 03 .36 1.48 .04 1.63 8.88
Southern California A4 .89 1.46 .64 1.30 2.00
Northern California . .15 .42 .76 1.17 1.86 2.48
Central California - .08 - .30 .59 .16 .56 1.08
Washington-0Oregon .04 .18 .54 2.20 3.26 3.62
South Atlantic .36 .87 1.51 6.62 16.22 28.18
Mid-Atlantic .07 .24 .51 1.39 - 4,21 8.18
North Atlantic .10 .26 .43 1.98 5.06 9.03
Straits of Florida .01 .11 .50 .27 1.13 2.88
Navarin Basin 1.81 3.28 5.09 2.34 4.26 6.75
Beaufort Sea /5 .11 .65 1.66 - % * *
St. George Basin .37 1.12 1.98 3.42 9,24 18.04
Chukchi Sea /5 .96 2.68 - 4.88 * * *
Gulf of Alaska .12 .49 .86 1.60 - 8.00 18.26
North Aleutian Basin .08 .36 - 76 7 .56 2.62 5.25
Norton Basin .05 .28 1.02 B | 1.55 4.26
Kodiak 04 .15 . .26 .58 2.92 7.13
Hope Basin A .13 .17 .40 .53 1.81 4.12 -
Shumagin- .05 .05 .09 .49 1.42 2.65 |
Cook Inlet 03 .18 .40 .04 .32 .69
* Negligible _
/1 Source: "Estimates of Undiscovered, Economically Recoverable 0il1 and Gas

Resources for the 0CS as of July 1984", MMS 1985. These estimates were
updated (te March 1985) to reflect resources sold in intervening sales.

"RévisiﬁﬁS“tO“thé“March“1985“est%mates'werefmadentewreﬁlee%m%he~l5ﬂ9¥09953dmm¥¥¥~w

/2
/3
/&

Program subarea deferrals plus corrections associated with minor boundary
changes in the South Atlantic and Straits of Florida planning areas. See
Appendix F Table 6, for further revisions in conditional estimates to account
for resources expected to be leased in sales scheduled before the beginning
of the 5-Year Program.

BBO = Billion barrels of oil

TCF = Trillion cubic feet of gas ) _

Due to the inherent uncertainty of estimating undiscovered resources, a

range of estimates has been used. To represent the low end of the range,

an estimate is given for which there is a 95 percent probability of that
amount or more occurring. The high estimate reflects a 5 percent probability
of that amount or more occurring. The conditional mean estimate is the
average amount oné would expect to find if at least one of the prospects in
the area contained economically recoverable hydrocarbons.

In the Chukchi Sea and Beaufort Sea planning areas, water depth of 200 feet
is considered to be the limit of current arctic production and development
technology. Based on current cost/price relationships and foreseeable
technological advances, the conditional mean gas resources estimated to-exist
are assumed to be noneconomic.



Note that the estimates of the conditional resources for the Proposed Final
Program (See Table 1 of SID and Table 6 of Appendix F) reflect resources
remaining in planning areas after excluding the 15 subareas proposed for
deferral in the Proposed Program,

that an area contains hydrocarbons is known as the marginal probability and
should only be applied directly to the conditional mean estimate. The marginal
probability varies by planning area and is based on a quantitative assessment
of relevant factors by the senior staff of MMS geologists, geophysicists, and
engineers,

The estimates of risked economically recoverable estimates for each planning
area are displayed in Appendix F, Table 6. ' :

The impact on resource estimates of factoring in the marginal probability

of hydrocarbon occurrence is te greatly reduce the estimates for frontier
areas. This is appropriate when analyzing "expected" values for the economic
analysis that will be used to make relative comparisons among the very diverse
0CS planning areas. The risked numbers therefore provide the better guide for
determining the timing and frequency of leasing in one area compared to other
planning areas.

In deciding if leasing would be economically appropriate in any particular
planning area, however, the conditional numbers--along with the assessment of
industry interest--provide an important signal. This is the case because the
conditional numbers reflect potential, which reflects the fundamental purpose
for leasing--to Tocate undiscovered resources. If industry drills and explores
an entire area and discovers oil and gas, the potential recoverable resource is
best measured by the range of conditional values, not the "risked” estimate
(i.e., the marginal probability becomes 1.00 and therefore no lohger deflates
the conditional estimate). This is the reason for using conditional estimates
when discussing potential environmental consequences in the EIS.

~-Leasable Resources

The estimates of both conditional and risked economically recoverable resources
do not take into account costs incurred in searching for oil and gas, primarily
exploratory drilling and Tease acquisition expenses. As a consequence, some
unexpliored prospects with estimated small amounts of economically developable
resources will be uneconomical to explore. The potential payoff will be
insufficient to warrant the investment in exploratory drilling, given the risk
of finding no oil or gas. Such prospects would not receive a bid based on this
assessment of their value. In order to provide the Secretary with aggregate
“estimates of these oil and gas resources and net economic values likely to be
influenced by decisions relating to the new 5-Year Program, a new category of
resources called "leasable resources" has been defined. Leasable resources are
those in prospects that are sufficiently attractive economically to be leased
and explored by private firms.

Leasable resdurces are estimated as follows. An assessment is conducted of each
prospect to determine its (risked) economic value at the time of sale to both the
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lessee and to the Nation as a whole. If the private value {after tax net present
value to the lessee), as estimated by MMS, is found to be greater than zero, then
the economically recoverable resources associated with the prospect are considered
leasable. If the private value of the prospect is zero or less, then the

entire -amount of the prospect's economically recoverable resources are deemed

to be unleasable at the time of sale for the given economic assumptions.

Thus, the estimate of leasable resources in a planning area is the sum of
economically recoverable resources associated with prospects calculated by MMS
to be worth acquiring, i.e., those with positive private values. /1

The estimates of leasable resources as of mid-1987, are somewhat understated
because resources which may become leasable after mid-1987, due to possible
- real oil price growth, are not factored into the estimates. /2

Table 2 contains the estimates of leasable resources for each of the planning
areas. The basic analysis is framed by a low and high case. In the low case,
the price of oil in 1984 (at the start of the analysis for this program) is
assumed to be $14 per barrel. In the high cases, the comparable price is
assumed to be $29 per- barrel. Theé variations in prices were analyzed for their
effects on the risked mean economically recoverable resource estimates from
March 1985. The leasable resource estimates reflect resources remaining in the
planning area after accounting for 1) projected leasing in sales appearing on
the current 0CS sale schedule through mid-1987, and 2} 15 subarea deferrals
specified in.the Proposed.Program./3 As Table 2 shows, the Central and Western
Gulf of Mexico areas are estimated to have more resource potential in acreage
unleased as of 1987 than all the other planning areas combined. The Southern
California planning area ranks next with considerably more resources than any
other planning area. Significant changes in the resources occur in certain

/1 The resource estimates were prepared using assumptions {prices, price growth,
- discount rates, etc.) developed for the 5-Year Program analyses. These .
estimates may not reflect the economic parameters and assumptions used for
upcoming. sale-specific avnalyses, and may not be appropriate for sales scheduled
prior to the beginning of the new 5-Year Program (i.e., prior to mid-1987}.

/2 Estimates of leasable resources obviously may differ among evaluators
because of different expectations of resources, prices, and costs. Moreover,
an evaluator's conclusion that a prospect contains leasable resources does
not ensure that the evaluator will bid on those resources. The reason could
be due to capital constraints, a large inventory of undrilled tracts, or
simply that the Government's minimum bid requirement exceeded the evaluator's
estimate of private value.

/3 These further refinements in resource estimates serve to exacerbate the
inherent uncertainty of resource projections. The estimates will vary not
only with different geologic and economic assumptions, but also with different
assumptions about upcoming sales, resources projected to be Teased in these
sales, and which subareas will be deferred from the program.



Table 2
Sensitivity of Leasable Resource Estimates to the Starting 0i1 Price /1

Leasable Resources {MMBOE)/3

n

Planning Area /2 : Low Price  High Price
Western Gulf of Mexico 3,790 4,630
Central Gulf of Mexico 3,930 4,110
Southern California : 389 820
Navarin Basin * 790
South Atlantic ' 250 770
Eastern Gulf of Mexico , 180 470
Northern California - 180 410
Beaufort Sea /4 * 310
Mid-Atlantic 90 230
Central California 120 230
St. George Basin ' : * 260
Washington-Oregon 50 60
North Atlantic ' ' 10 70
Straits of Florida F 10
Chukchi Sea /4 * 400
Gulf of Alaska * 30
North Aleutian Basin * 20
Horton Basin * 20
Kodiak * *
Hope Basin * *
Shumagin * *
Cook Inlet * *
%*

NegTigible Testimated To be Tess than 0.5 miTTion BOET.

Variation in risked estimates of unleased undiscovered c¢il and gas resources
projected to be in Teasable prospects {"leasable resources") as of mid-1987.
Leasable resources are those which, prior to exploration, are expected to
bring positive net benefits to the lessees after deducting royalties, rentals,
and taxes. The 1984 starting oil prices were varied from a low price of

$14 per barrel to a high price of $29 per barrel. These 1984 prices equate

to about-$15.76 and $32.50; expressed-in 1987 dollars. (Note-that prices -
actually vsed—itn the-analysis-varted by Region to reflrect differences
in expected quality of OCS crude and transportation costs--see Appendix F).
The price estimates used in the analyses were computed from the starting
prices assuming a real annual oil price increase of 1 percent per year (and

a 5 percent annual inflation rate). An annual real discount rate of 8 percent
(13.4 percent nominal) was used to determine 1987 discounted value of all
costs and benefits. All calculations of leasable resources, net economic
value, and social costs in this SID and its appendices were based on these
assumptions unless otherwise specified (see Appendix F).

The planning areas are ordered by "leasable resources" for the $24/bbl.
starting price case.

MMBOE = Millions of Barrels of 0il Equivalent. Risked 0il and gas resource
estimates are obtained by multiplying the conditional mean resource estimate
by the marginal probability of the presence of commercial accumulations of
hydrocarbons. Resource estimates exclude projections of resources expected
to be leased in sales scheduled to be held before the start of this 5-year
program, and excludes the potential associated with the 15 subareas proposed
for deferral by the Secretary's Proposed Program.

Calculations exclude Beaufort Sea and Chukchi Sea natural gas (see Appendix F).

36
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frontier planning areas as the starting oil price assumption moves from $29 to
$14 per barrel because of the high development costs in these areas.

Past and projected leasing in the 1982-1987 period, unpromising exploration
results in many areas to date, and lower price expectations have substantially
reduced the resource potential remaining to be leased, as compared to the
situation anticipated in 1982. This is especially the case in areas such as
the Beaufort Sea and the North and Mid-Atlantic areas which were ranked
relatively higher in the 1982-1987 program. Most of these areas could show
increased potential assuming higher price expectations or positive results from
exploration. This is also true of areas where there has been littie or no
exploration.

Economic Benefits

For each planning area, estimates were made of the net economic value of the
prospects containing leasable resources. As explained above, these estimates
were based on the hypothetical assumption that all leasable prospects were
acquired by private industry in mid-1987 and subsequently explored, developed,
and produced over time periods typical of each area and water depth. '

In the Proposed Program, the base case estimates of net economic value for each
of the planning areas' leasable 0il and gas resources assumed a $24 per barrel
starting price of oil. Price sensitivity results were incorporated into the net
economic value estimates to reflect the great uncertainty in projecting future
0i) prices. This sensitivity analysis showed how estimates of potential benefits
from 0CS development will vary depending upon assumptions about future prices.

About the time that the Proposed Program was completed, events in the world
crude o1l market were driving the market price of oil down to levels not seen
since the mid-1970's. Consequently, many commenters recommended that the SID
price assumptions be revised downward (see Appendix B, Section B(3)). To
provide rescurce and net economic value information that will reflect an
appropriate range of future price scenarios over the development timetable of
 expected production, the Proposed Final Program analysis was prepared for a
wider range in the low and high starting price cases. /1 :

Additional sensitivity analyses of the net economic value estimates are presented

/1 Initially, the starting price ranged from $24 to $34 per barrel in the Draft
Proposed Program and from $19 to $29 per barrel for the Proposed Program.
For the Proposed Final Program, the low and high starting oil price cases
used were $14 and $29 per barrel--with further sensitivity analyses at $9 and
$34 per barrel. The $14 and $29 per barrel starting prices of oil are expressed
in July 1984 dollars, which was when this analysis began. For the analysis,
starting prices were escalated for inflation (at 5% annually) and real price
growth ?at 14 annually) to arrive at future prices for the expected period of
production in each planning area. Note that prices used in the analysis
varied by Region to reflect differences in expected quality of 0CS crude
0il and differences in transportation costs--see Appendix F, section VII.D.
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in Table 13 of Appendix F to demonstrate the varijability of the estimates to
changes in assumptions of real price growth (at a O percent and 2 percent annual
rate) and to changes in assumptions for the real discount rate (to 6 percent
from the base case of 8 percent). As can be seen from the sensitivity analysis,
the variation in net economic value estimates is much greater when considering
- these further changes in assumptions.

It should be noted that while this analysis reflects the sensitivity of net
economic value to changes in price assumptions it does not incorporate the
effects of geologic and economic resource uncertainty conveyed by the ranges

of resource estimates. Such a combined range would be even broader than the
one presented--so broad, in fact, to be of questionable use for the primary
decision options that emerge from this document. It should also be noted that
while the variation in net economic value is keyed to alternative starting oil
prices, the resulting variation of net economic value is an indication of the
variety of uncertainties affecting the leasing program for which quantitative
sensitivity measures are not provided (e.g., with respect to resource estimates
and the variability of oil and gas prices within the range depicted in Figure 1).
Figure 1 graphically approximates the variation in prices which were used in
the development of the leasable resources and net economic value estimates

(the graph shows real price growth after 1987 and ends in the year 2010

for ease of display). /1 As can be seen from this graph, actual prices
(yearly averages) from 1984 to 1986 have been declining (Department of Energy
(DOE), refiner acquisition cost of imported crude oil). :

These price paths are not projections of future prices, but were chosen

to present an appropriate range of possible future prices for consideration by
the Secretary. For example, published price projections from a sample of
forecasting groups, including those price projections from the DOE National
Energy Policy Plan (NEPP), are included in Figure 1 to display how the results
of the SID price assumptions track with various price forecasts. Note that

some projections were made to 1995, others to 2010. In the years beyond 1995,
forecasts from DOE and Data Resources Inc. (DRI) show a sharper rise in expected
- prices than is assumed in the SID. Obviously, the SID estimates of leasable
resources and net economic value are somewhat conservative retative to the
results which would be obtained by using assumptions of higher real price

growth in later years.

As can be seen with the various price projections shown in Figure 1, there is

no clear agreement among forecasting groups as to future price paths. However,
it seems that many experts contend that the longer current prices stay relatively
low, the more 1ikely it is that real future prices will rebound faster and to
higher levels, due primarily to the increased consumer demand for o0il brought
about by the Tower prices. On the other hand, the lesson of the 1980's may

well be that the Tonger o0il prices are held at relatively high levels by

/1 Note that prices actually used in the analyses varied by region to reflect
differences in expected quality of OCS crude and differences in transportation.
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restricted production of OPEC resources, the more likely it is that prices
will fall,

The OPEC producers with massive amounts of low-cost resocurces set prices in the
1970's that were so high that the resulting increases in other sources of oil
production and decreases in demand reduced their market share and sales.
Recently, they have been trying to regain their share of world production

by underpricing other producers and expanding their production to meet the
demand for oil.

Once a substantial share of world demand is being met by production from Tow-
cost producers, any cutback in their production could well cause oil prices

to rise rapidly unless there are sufficient Tow-cost substitutes readily
available,

An important point to note when thinking about these price scenarios is that
production revenues from most 5-year program leasing will not be realized
until many years in the future. For this reason, future prices assumed in the
analyses will be the major influence on how much resource is projected to be
leasable and the associated net economic value of those resources. The
stipulated starting prices are simply a convenient way to index the entire
vector of relevant future pr1ces

The lead-times needed to bring new offshore fields into productien are
substantial and will vary by region. Once a sale is scheduled in a 5-year
_program, the pre-sale process leading up to holding the sale can take over

2 years. Several more years are needed by industry to evaluate leases,
determine whether drilling is warranted, and drill exploratory and delineation
welils. The time elapsed from leasing to initial production can extend from
about 4 to 12 years, depending on operating conditions in the different regions.
Figure 2 inciudes a graph of representative regional production profiles showing
the "earliest" years of production, the number of years for production build-up,
and years of poss1b]e production. khen comparing the preoduction prof11es to

the price scenarios for the timeframe of production in the different regions,

it can be seen that future price expectat10ns are the relevant component of

the economic analyses.

A further comparison with Figure 1 will reveal that some forecasting groups are
predicting future price paths that greatly exceed our high price case for the
relevant timeframes. Therefore, a range of scenarios should be considered
when interpreting the quantitative analyses over the entire range of prices.
Depending upon the future price scenario that one expects, even the quantitative
results using the high price case may be viewed as too conservative. The
resource and economic benefits results for the "high price sensitivity" case,
or for the case of higher real price growth assumptions, may be more appropriate.
(See Appendix F, Table 13.)

The low price case assumptions, when considering the current projections, may
well underestimate future prices. In the Department of Energy's most recent
short-term energy outlook (July 1986), the refiner acquisition cost of crude
0il for 1987 is projected to average $16.30 per barrel, up from the average of
$14.70 projected for 1986. Longer term price projections (see Figure 1) are
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for continued increases in the rate of real price growth, resulting in a price
path diverging widely from the low price case scenario of this analysis.

Results of Economic Benefits Analysis

Table 3 shows the variation of net economic value estimates (1987 dollars)
indicating the great variability in the values over a $15 starting price spread.
Table 4 shows these same results on a per barrel basis. The sum of the net
economic value estimates for all planming areas show a range of potential
economic benefits to the economy from $19 to $84 billion as one moves from the
Tow case to the high case (hypothetically assuming that all leasable resources
are sold in mid-1987). See Part III.A. for discussion of vaJue for Program
Alternatives. :

The high case estimates for certain Alaska areas in Table 3 indicate the potential
profitability of oil and gas with the higher price scenario in these locations.
Results for the low starting oil price case show that the Gulf of Mexico and
California OCS areas continue to have leasable rescurces. Additionally, certain
other planning areas--in the Atlantic, and Washington-Oregon planning areas--were
found to contain some leasable resources when accounting for lower production
cost estimates from reduced demand for drilling services associated with
declining oil prices. '

In addition to the total net economic value estimates for leasable resources in
each planning area, estimates were prepared showing the distribution of these
undiscovered resources in each area by dollar categories of the net economic
value. Table 5 shows the leasable oil and gas resources in each of three net
economic value categories: $0.00 to $3.00; $3.00 to $6.00; and $6.00 to $10.00
per barrel for the low ($14 per barrel} and high ($29 per barrel) starting
price cases. These disaggregated estimates of resources allow more detailed
consideration of the economic characteristics of the 01 and gas resources
within each area. For example, in the high price case, the results indicate that
the Western and Central Gulf have substantial resource potential in the highest
net economic value categories. This means that there will be a substantial

_number of good investment Opportunities to be found there even with a large

drop in the price of oil.

Similarly, the three California areas, and the Eastern Gulf of Mexico and the
Washington-Oregon planning areas, also have significant resource potential in
the highest value categories for the high price case. The estimates of resoyrce
potential in the upper value categories means that some leasing and investment
in exploration will likely be worthwhile over the entire range of prices
examined. On the other hand, the large proportion of resources in the low -
value category in planning areas such as the Navarin Basin, St. George, and
Beaufort Sea make these areas highly sensitive to a drop in oil prices.

Estimates were also made of the effect of delaying leasing and the investments
leading to production in each area. As explained in Appendix F, if 0il prices
are expected to increase at a constant annual rate, the highest-cost, lowest-
valued prospects are expected to increase in net economic value enough to yjeld
benefits from delays while the Towest-cost, highest-valued prospects are



Table 3

Sensitivity of Net Economic Value Estimates to the Starting 0il1 Price /1

Estimated Net Economic Value
(Millions of 1987 Dollars)

Planning Area /2 Low Price High Price
Central Gulf of Mexico $ 9,432 § 31,236
Western Gulf of Mexico ) 7,201 31,484
Southern California 1,566 6,336
South Atlantic 400 3,157
Northern California _ 390 2,460
-Eastern Gulf of Mexico 180 2,397
Navarin Basin _ * 2,054
Central California _ o 187 1,430
Mid-Atlantic : , 90 897
St. George Basin * 754
Washington-Oregon ' 130 486
Beaufort Sea /3 * 682
North Atlantic 17 245
Straits of Florida * 55
Chukchi Sea /3 * 600
Gulf of Alaska * 36
North Aleutian Basin * 26
Norton Basin * 34
Kodiak * *
Hope Basin * *
Shumagin * *
Cook Inlet * *

* Negligible (estimated to be less than 0.5 million of $1987)

/1 Variation in estimated net economic value of unleased undiscovered.oil and..
~ gas resources in leasable prospects as of mid-1987.- -The-1984-starting-oil--- -

prices were varied from a low price of $14 per barrel to a high price of
$29 per barrel. (See text and footnote 1 of Table 2 for further explanation
of price assumptions). Net economic value is the revenue obtained by the
sale of 0il and gas less the exploration, development, production, and
transportation costs necessary to bring the oil and gas to market. Estimates
of net economic value for resources projected to be leased in sales scheduled
to be held before the start of this 5-year program are not included in these
estimates. :

/2 The planning areas are ordered by net economic value for the $24/bb1,

starting price case.

/3 Net economic value calculations exclude Beaufort Sea and Chukchi Sea natural
gas (see Appendix F).



Table 4

Range of Average Net Economic Value Per BOE For Leasable Resources /1

Average Net Economic Value ($/BOE)

Planning Area Low Price High Price
Central Gulf of Mexico $§ 2.40 $ 7.60
Western Gulf of Mexico 1.90 6.80
Southern California 2.60 6.10
South Atlantic 1.60 4,10
Northern California 2.60 ‘ 6.60
Eastern Gulf of Mexico 1.00 5.10
Navarin Basin _ * 2.60
Central California 2.00 6.90
Mid-Atlantic 1.00 3.90
St. George Basin * 2.90
Washington-Oregon 2.60 8.10
Beaufort Sea * " 2.20
North Atlantic : 1.70 3.50
Straits of Florida * 5.50
Chukchi Sea * 1.50
Gulf of Alaska * 1.20
North Aleutian Basin * 1.30
Norton Basin * 1.70
Kodiak * *
Hope Basin * *
Shumagin * *
Cook Inlet * *

* Negligible
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/1 BOE - Barrels of 0il Equivalent
See footnote 1, Table 2, for price and discount rate assumptions.
Data taken from Appendix F, Table 8.



Table 5 o : 45
Distribution of Risked Economically Recoverable Resources
by Net Economic Value Per Barrel Category
for the Low and High Price Cases

(Millions of barrels of oil equivalent (BOE))

Recoverable but/1 : Leasable Resources /2
not Leasable Net Economic value per barrel Category /3
Below $3.00 $3.00 to $6.00 $6.00 to $10.00
Planning Area Low High Low = High Low High Low High
Central Gulf

of Mexico 640 460 2,450 * 1,480 110 * 4,000
Western Gulf

of Mexico 840 * 3,790 * % 540 * 4,090
Southern ' _

California 740 300 180 * 200 440 * 380
South Atlantic 690 170 250 290 * 480 * *
Northern

California 270 40 180 * * 180 * 230
Eastern Gulf 7

of Mexico 400 110 180 50 * 210 o * 210
Navarin Basin 1,090 300 * 270 * 520 ‘ * *
Central ‘

California - 130 20 120 * * 120 * 110
Mid-Atlantic 500 760 90 120 * 110 * *
St. George o

Basin 610 350 * - 260 * * * *
Washington- K

Oregon 100 g0 10 * 40 10 * 50
Beaufort

Sea 460 150 * 310 * * _ * *
North Atlantic = 340 280 10 40 * 20 . * 10
Straits of

Florida 20 10 * * * 10 ' * *
Chukchi Sea 540 140 * 400 * * * *
Gulf of Alaska 156 120 * 30 * * * *
North Aleutian e e T e e

Basin 90 70 * 20 * * * *
Norton Basin 70 50 * 20 * * * *
Kodiak 30 30 * * * * * *
Hope Basin 10 10 * * * * * *
Shumagin 10 10 * * * * * *
Cook Inlet 10 10 * * * * * *

* Negligible (estimated to be less than 0.5 million BOE).

/1 Recoverable resources are those that would be profitable for a lessee to produce,

given that they have already been discovered.

/2 See definition in footnote 1 to Table 2. The data in Table 4 are taken from
Table 7 in Appendix F.

/3 Note that where leasable resource estimates'appear to decline at higher prices,
the resources have actually been reclassified into higher ret economic value

categories.
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expected to decrease in net economic value if investments are delayed.
Estimates of the simple average annual dollar changes in net economic value
per barrel were calculated assuming that real oil prices increase at 1 percent
per year. It is important to note that these are average figures for an
entire planning area which do not display the range of values which would be
seen if individual prospects were examined.

Tabie 6 of the SID displays the results of applying the per barrel delay costs
for the $14 and $29 per barrel price cases to the leasable resources estimated
for each planning area. The results yield estimates of the average (NEV per
barrel) annual costs of delaying leasing for all leasable resources in each
planning area. For most cases, in most planning areas, a delay in leasing
would be expected to result in an overall decline in net economic value for

the planning area. Comparing the results in Table 6 with those in Table 4
demonstrates that areas with more low cost, high-valued resource prospects such
as the Gulf of Mexico and Pacific areas tend to have higher costs of delay.
Areas with predominantly Tower valued resource prospects have lower delay costs.

To test the sensitivity of the delay cost analyses to changes in the assumptions
about real price growth and the discount rate, a 2 percent real price growth

and a 6 percent discount rate assumption, were also examined. The results are
displayed in Table 9 of Appendix F.

.Assessing the Results of the Resource Estimates and Net Economic Value Analysis
for Decision Options ' '

Decision options on scheduling sales and subarea deferrals will be treated
further in Part III. While the 5-year program decisions call for a
consideration of all section 18 factors, it is worth focusing on how resource
and net economic value data can contribute to that process. A

As explained above, a low or negligible rescurce or economic value estimate should
not necessarily lead to the conclusion that the planning area has no resource
potential. Rather, the area should be viewed as likely to have relatively less
potential compared to certain other planning areas for that particular set of
price and cost assumptions.

For example, in the Chukchi Sea planning area, in the Tow price case, the

estimate of leasable resources is negligible. This is one piece of information

to consider in comparing planning areas for the decision on sale scheduling but

is not the entire picture. Resource estimates for the higher price cases are
substantially larger. It is also important to note that the Chukchi Sea planning
area has a sizable mean conditional resource estimate and a wide range of potential
resources. Results for the economically recoverable resources for the 5 percent
probability case indicate that there is a 1 in 20 chance that the planning area
could contain up to 5 billion barrels of oil, if the area proves to be
hydrocarbon-prone (See Table 1}, Additionally, industry interest rankings show
that this planning area rates fairly high in interest and potential relative to
many other planning areas. Thus, the Secretary needs to consider the range of
estimates reflecting various future price expectations and the range of conditional
resource estimates which indicates the hydrocarbon potential of the planning areas
(see Table 13.3).
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Table 6

Average Dollar Change in Net Economic Value Per Barrel for Leasable
Resources from a One-Year Delay in Leasing, Showing Variation by Starting
011 Price /1

Change in
Net Economic Value
(per barrel)

Planning Area Low Price High Price
Central Gulf of Mexico . % -.13 $ -.46
Western Gulf of Mexico -.09 _ -.40
Southern California -.14 , -.34
South Atlantic -.07 ‘ -.21
Northern California -.14 _ -.37
Eastern Gulf of Mexico -.01 -.29
Navarin Basin * -.11
Central California -.09 ‘ -.40
Mid-Atlantic -.02 -.19
St. George Basin * -.12
Washington-Oregon -.13 -.40
Beaufort Sea * -.10
North Atlantic : -.08 .16
Straits of Florida * -.31
Chukchi Sea * -.09
Gulf of Alaska * ~.02
North Aleutian Basin * -.02
Norton Basin * -.04
Kodiak * *
Hope Basin * *
Shumagin * *
Cook Inlet * *

* These planning areas are estimated to have neglible amounts of leasable
resources for the subject price case, Cost of delay for these areas
has been analyzed further in Appendix F.

/1 See footnote 1, Table 2, for pricé and discount rate assumptions.
Data taken from Appendix F, Table 9.

The average dollar change estimates above reflect the potential loss in net
economic value per barrel from a one-year delay in leasing., The same
estimates for subsequent one-year delays could be inferred to be approximately
the same. However, due to the effects of discounting, the analysis for dollar
changes associated with multiple year delays would result in lower average
annual values.
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The results of the analysis are an important indication of Tower economic
potential in the OCS under lower price assumptions. Nonetheless, it must be
remembered that the 5-Year Program analysis and the options developed for
scheduling lease sales covers a wide range of future price uncertainty and
primarily a qualitative assessment of other considerations, such as national
security, industry interest, and equitable sharing of development costs and
benefits. Moreover, the 5-year program scheduling decisions will be made in
1987 for sales to be held in 1987 through 1992. Hence, it would be unwise to
Timit our planning for leasing in the period 1987 through 1992, and the
associated exploration and development for the ensuing 30 years, by _
concentrating only on the current state of economic and geologic variables,
e.g., by structuring a program based on the low price scenarios. '

If the program were based on lower prices, and prices subsequently rose more
than expected, it would take two or more years to revise the schedule to add
sales. On the other hand, it is a relatively simple matter to cancel a sale if
prices cause industry interest to wane. (This was done recently for sales in
Alaska and in the Atiantic.) The costs associated with canceling a sale are
those costs of proceeding with the initial steps in the leasing process, such
as contracts for studies and Environmental Impact Statement preparation, and -

geological and geophysical data acquisition.

After the economic analysis for the SID was completed, the President signed
into law the Tax Reform Act of 1986, which includes changes in the tax laws
which would affect taxes paid by 0il and gas producers. The major features of
the new law, as they relate to the oil and gas industry, are a reduction in
the marginal tax rate from 46 to 34 percent; repeal of the investment tax
credit; lengthening of the average time required to depreciate capital items;
and a Timitation on the use of expensing intangible drilling costs.

For purposes of assessing net economic value to the Nation of 0CS oil and gas
production, changes in taxes are not treated as causing changes in public
benefits unless they promote changes in private decisiommaking. Otherwise,
changes in taxes merely redistribute the project benefits between the private
and public sector. '

Typically, changes in corporate taxes primarily influence private decisions on
marginal projects even though the profitability of all other ventures may be
affected. Accordingly, it can be inferred that the new tax act may somewhat
change the magnitude of leasable resources without substantially affecting the
public value of the original set of leasable prospects. In order to assess,
these effects, a preliminary evaluation was made for selected prospects.
Conclusions from this assessment are discussed in Part VII.D. of Appendix F.

In assessing the results of the analysis, it should be recalled that there is a high
degree of uncertainty surrounding resource estimates, cests, technology, economic
parameters, and therefore each area's net economic value. These estimates reflect
a detailed, thorough, quantitative analysis by MMS professionals, but the estimates
are subject to significant limitations. (See Appendix F and Appendix S.)

Prudent use of these estimates should be Timited to drawing general distinctions
among planning areas.



49

11.E.2 Estimated Social Costs

Background

In compliance with California v. Watt (I) and (II), a quantitative analysis

was made of some of the potential social costs which might be associated with
development of the reccverable hydrocarbon resources in each of the 0CS planning
areas. While the estimated social costs are calculated on the basis of the
development of the resources of each of the planning areas, in the aggregate they
should be viewed as costs to the Nation as a whole. This is so since not all of
the costs resulting from development of the resources in a planning area are
necessarily borne by the residents living near the area.

Focusing on costs to the Nation as a whole is also necessary to provide the
comparability among areas necessary to the performance of the required cost-
benefit analysis since the net economic value estimates measure benefits to the
Nation as a whole. The comparability of costs and benefits is also achieved by
basing the social cost analysis on the leasablie resource estimates used in the net
economic value analysis (see Table 2). It should be noted that Teasable resources
are calculated on a “risked" basis--i.e., incorporating an estimate of the
probability of occurrence of potential effects as well as their magnitude. The
EIS, on the other hand, is based on "conditional” rescurce estimates, which are
not modified by a risk factor.:

A vitally important reason that the estimates of social costs are likely over-
stated is that development of the United States' OCS oil and gas resources 1is
conducted in an increasingly safe and environmentally sound manner. The program
has an excellent record of few personnel and mechanical failures which have
resulted in environmental damage or adverse coastal zone impacts (see Appendix Q).
While the calculations are based on historical data, advances in technology have
lowered and can be expected to continue to lower the chance of such damage and
impacts. However, if there were an increase in activities in areas with harsh
operating conditions, that trend might change. The substantial OCS oil and gas
environmental studies program of the Department of the Interior (DOI) is
continuing to shed Tight on where and how damages may occur and how they can be
prevented. The regulatory and operating procedures of the DOT have mitigated
and will continue to mitigate many of the potential damages (see Appendix Q).

Furthermore, the 0CS Lands Act Amendments of 1978 established funds tc compensate
those who are adversely affected in the event that 0CS oil spili-related damage

or commercial fishing gear losses occur. While not taken intc account in the .
computaticn of social costs, those compensation payments have been used to compute
the distribution of costs discussed in Part I1.C. Finally, when uncertainty was
encountered in making individual social cost estimates, & decision was

made to adopt conservative assumptions that may tend to result in an
overestimation of those costs.

A full description of all the potential costs estimated for this analysis is
presented in Appendix G. The introduction and summary to Appendix G also provides
a more detailed explanation of the analytical approach, the meaning of social
costs, the method of calculation, the data sources used, and the reliability of
estimates.
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Social Costs

Social costs are market and non-market valued environmental and sccioeconomic
costs which are not normally included in the costs of cperations involved in
0CS 011 and gas exploration, development, production, and transportation,

In this analysis, social cost estimates are computed for potential large oil
spills (1,000 barrels or more), small spills {under 1,000 barrels), spill

control and cleanup costs, commercial fishing losses, recreation losses,
potential ecological damages, real property losses, legal expenses, subsistence
losses, the value of o0il spilled, research expenses, and other costs. Estimates
were also made for the following potential non-oil spill costs: potential air
quality Tosses; wetlands losses: lesses resuylting from physical conflicts between

commercial fishing and OCS oil and gas operations; and infrastructure costs.

Since social costs are costs to the Nation as a whole, they are measured net of
the social costs avoided because 0CS oil reduces the quantity of oil imported
and hence reduces spills of imported oil. Thus, Appendix G first calculates
gross social costs and then subtracts from that figure the costs avoided because
oil imports are reduced in order to calculate the net social costs displayed in
Table 7. g

Of the potential 0CS 0l and gas damages that could occur, the quantitative
analysis was restricted to those for which cost data (in dollars) exist and, in
the professional judgment of the staff of the MMS could be adapted to the
analysis. Additional information about these potential damages as well as
information about other potential guantifiable damages and unquantifiable damages
which were not included in this analysis will be described in the EIS and
elsewhere in the SID. These descriptions, along with this social cost analysis,
will allow consideration of variations in potential environmental damage and
adverse coastal zone impacts from pianning area to planning area in selecting the
timing and location of leasing.

Comparison of the New Analysis and the 1882 Analysis

The analysis of social costs updates, refines, and extends a similar analysis =~
- undertaken in-formotating the 1982 5-Year OCS [€asing Program. The current
analysis reflects threé major improvements: {1} updated and considerably lower
estimates of unleased 011 and natural gas resources: (2) substantially lower
tanker 01l spillage rates in general, and especially in U.S. waters; and

(3) refinements in the analysis. The net effect of these changes is to increase
the new estimated potential social costs of developing 011 and gas resources in
the Central and Western Gulf of Mexico and to decrease the estimated costs of
developing hydrocarbon resources in other areas as compared to the 1982 program
analysis.

Appendix G demonstrates a number of fundamental differences between the total
and per-barrel social costs estimated in connection with the 1982 proposed 5-year
Teasing program and the social costs estimated for consideration in the formulation
of the new program. Estimated oil spill and non-spill costs per unit of produc-
ticn in general are considerably less in this analysis than those estimated in
1982. Lower 0i) spillage rates because of improved tanker and pipeline safety
records, as well as lower resource estimates and the use of refined economic
concepts explain the Tower costs in this analysis as compared to the 1982 resuits.
The major differences between this analysis and the 1982 analysis are explained
~in section H of Appendix G.
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The Social Cost Analysis

Social cost estimates are a measure of the total costs accruing to the Nation
that may be expected from the proposea 0CS 01l and gas development in each
planning area. The social cost estimates encompass environmental or external
costs and private costs not considered in the analysis of the net benefits of
developing OCS 0il and gas resources. The most importart private costs
considered are oil spill cleanup and control costs. Whether these costs will
actually occur is uncertain and, therefore, they should be regarded as potential
costs. : :

Estimates of the potential costs in each category of damage were based on data
and judgments derived from the resuits of a literature search, the analysis of
relative environmental sensitivity and relative marine productivity (see Part
11.5.3 and Appendix 1), knowledge of the value of other uses of the sea, the
estimated amount of oil and gas production, the chance of spilis reaching shore,
the Tikelihood of resulting damage in each area, information received in response
t0 requests for comments (sunmarized in Appendix B), and a number of other
factors.

The social cost estimates are summarized in Table 7. Table 7 shows that the
estimates associated with the development of all the leasable resources in each
planning area range from a total estimated social cost of $32.5 million for

the Central Gulf of Mexico to a total social cost of less than $0.5 million for
ceveral Alaskan OCS areas, the Straits of Florida, and Washington-Oregon.

Estimatad social costs vary considerably depending on the planning area. For
instance, recreation losses caused by oil spills are estimated to be relatively
low in the Alaskan areas but higher elsewhere. Based on an analysis of
commercial fishing landings statistics published by the National Marine
Fisheries Service and the State of Alaska, commercial fishing losses per barrel
of o0il spilled are estimated to be high in the North Atlantic and Central Guif
of Mexicc and moderate to low for other areas. Also, it is estimated that
per-barrel subsistence losses may be significant in some areas of Alaska, but

. theyare projected to_be negligible outside Alaska. The estimated unit cost of

0il spill control and cleanup is considerably higher for Alaskan areas vs. thé
"Jower 48" (see Appendix G).

Losses per billion barrels of 0il equivalent (BBOE) due to air pollution were
judged to be negligible in a1l the Alaskan areas except Cook Inlet, where they
were estimated to be low. Air pollution losses without mitigation in areas of
the contiguous 48 States are negligible except for the Southern Catifornia area
and the Central Gulf of Mexico area, where they are estimated to be low, due in
large part to the concentrated coastal population and the topographical features
and climate of these areas. {see Appendix G).

Generally speaking, there is a direct relationship between a planning area's
total sccial cost and the total hydrocarbon resources estimated to be produced in
the area. However, the oil-gas resource composition, the probability of a spill
reaching shore, the value of each area's marine resources, and socioeconomic
characteristics influence estimated social costs. The relative marine
productivity/environmental sensitivity analysis also provides an input

to the estimation of social costs while serving as a separate consideration in
itself.



Table 7

Range of Estimated Potential Net Discounted Social Costs
Associated with Production of the Estimated Leasable Resources
in Each Planning Area
(In Millions of § 1987) /1

52

Central Gulf of Mexico ' $ 41.8 - 42.3
Western Gulf of Mexico - ~30.4 - 35.8
Southern California 6.0 - 12.3
South Atlantic - 2.1 - 5.0
Northern California 3.6 - 6.3
Eastern Gulf of Mexico 2.8 - 5.6
Navarin Basin ' - * . . 15,7
Central California 2.2 - 3.6
Mid-Atlantic 1.1 - 2.0
'St. George Basin I W'
Washington-Oregon * - 5
Beaufort Sea ) * - '4.4
North AtTantic ' Do~ L7
Straits of Florida * .

Chukchi Sea * - 3.2
Gulf of Alaska ' * - .5
North Aleutian Basin ) T T

Norton Basin _ ' - * - b
Kodiak * - ¥

Hope Basin * . ¥

Shumagin ' ' ' * - %

Cook Inlet _ * - %

/1 Present value of net discounted social costs is calculated using a discount
rate of 8 percent (see Appendix G). The numbers in the range correspond to
resource estimates based on a low starting oil price case and a high starting
o1l price case. The planning areas are ordered for net economic value
@ $24/bbl starting oil price for consistency with other tables in this SID. .
Compare Table 7 with Table 12.1.

* Estimated to be less than $0.5 million.
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The social cost per billion barrels of oil equivalent (BBOE) produced is .
shown in Table 8. The rankings of the areas in terms of costs per BBOE differ
from their total cost rankings. In several cases, areas with relatively low
estimated recoverable resources have relatively high social costs per BBOE. This
result reflects a combination of factors including environmental sensitivity and
productivity, high valued commercial fisheries, recreation losses and cleanup
costs, particularly for areas where there is a high chance that any spills which
occur will reach the shore. ' ,

vetland losses from onshore development related to OCS production, aithough
considerably lower than similar esiimates made in 1982, are estimated to be
highest for the Central /1 and Western Gulf of Mexico. The key determinants of
these estimates are the additional activity estimated to take place in each area,
the extent to which existing facilities can accommodate the additional activity,
and the effectiveness of governmental permitting requirements in mitigating these
potential losses (see Appendix Q).

While social costs measure the estimated cost of producing the area's unleased

leasable resources to the Nation as a whole, the estimate does not indicate the

distribution of costs among the population. The distribution of such costs is

treated in Part 11.C, in the discussion of the equitable sharing of developmental
benefits and environmental risks.

Because of the uncertainty and difficulties associated with estimating several
categories of cost, a sensitivity analysis was carried out to determine the
social cost that would be estimated if specific unit costs are presumed to be
even higher than the overstated costs used to develop the estimates of social
costs presented in Table 7. The results ¢f the sensitivity analysis in Appendix
G indicate that while the costs in each planning area are greater than the
results presented in Table 7, the ranking of OCS areas by their net social value
(see Fart 11.D of this SID) does not change. This is because: {1} only a subset
of all costs {i.e., the largest and most uncertain costs) s assumed to increase;
and (2) when individual 0il1 spill costs increase, the social cost savings from
backing out imported oil also increase, thereby moderating the net increase in

- social costs. .. o . ' ' S

In assessing the results of the analysis shown in Table 7, it is important to
keep in mind the high degree of uncertainty associated with the estimates. Given
the uncertainty of the data on which the analysis was based, and the necessity of
heavy reliance on judgment, the social cost estimates should be considered, at
best, as an order of magnitude approximaticn. As such, prudent use of these
estimates would make distinctions between differences from area to area only if
they are-substantially more than an order of magnitude in size {that is, if one
estimate is substantially more than 10 times the other).

/1 The loss of coastal wetlands has been most pronounced in the Central Gulf of
Mexico. Current information on the processes causing wetland loss implicates
large-scale geologic and oceanographic processes along the Louisiana coast.
In comparison to these other forces, 0CS-related activities do not appear to
have been a significant contributor to the loss of coastal wetlands in this
area. (See Appendix G). '
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Table 8

Estimated Potential Social Costs Per Biliion Barrels of
011 Equivalent (BBOE) Associated With Total Production of
Leasable Resources Estimated to be in Each Planning Area

(In Killions of § 1987) /1

Area " Net Costs Per BBOE

Straits of Florida $37
Norton Basin _ 30
Cook Inlet /2 . 21
Navarin Basin 20
North Aleutian Basin 1¢
St. George Basin L 17
Gulf of Alaska 16
Central California o 16
Kodiak /2 15
Northern California 15
Southern Calfornia ‘ 15
Beaufort Sea : ' 14
Hope Basin /2 , : 13
Shumagin /2 13
Eastern Gulf of Mexico 12
North Atlantic ' 11
Central Gulf of Mexico 10
Mid-Atlantic Q
Chukchi Sea 8
Washington-Cregon ' 8
Western Gult of Mexico 8
South Atlantic 7

Present value of net social costs is calculated with a discount rate of
8 percent for both the low anc high starting oil price cases. Results for
the high price case are presented because 1Z planning areas are estimated

_ntgfhﬁte]nQmlﬁﬁseableﬁresnurceswfntmxhemlow;ppicewcase@LseeMtext«anderetno%em}~

of Table 2 for a discussion of price assumptions). The variation of the BBOE
social costs for most planning areas is quite constant across the low price .
to high price cases for resource estimates. See Appendix G for net social
tosts per BBOE for planning areas where subarea deferral proposals are being
considered, '

The Straits of Florida has the highest net social costs per BBOE across all
planning areas even though its total social costs are among the lowest

{Tess than $0.5 million). The very high costs per BBCE result from dividing
the estimated total net social costs for the Straits of Florida by the esti-
mated leasable resources and then expressing the costs on a per BBOE basis
(see Appendix G). The estimated social costs for the Straits of Florida are
nearly all fixed costs (wetland loss due to pipeline installation), which
would not increase proportionately if the resource estimate increased. Thus,
the BBOE cost for the Straits of Florida would be Tower if the resource
estimate were higher.

The BBOE net social cost estimateé for the Cook Inlet, Hope Basin, Kodiak,
and Shumagin planning areas were calculated using estimates of developable
resources for the high price case {see Appendix G). ' :
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1I.B.3. Relative Marine Productivity and Environmental Sensitivity

Section 18(a)(2)(8) of the OCS Lands Act, as amended, requires that the
Secretary of the Interior consider the relative marine productivity and
environmental sensitivity of the various oil and gas bearing physiographic
regions of the OCS in determining the timing and Tocation of oil and gas
activities. Analyses of relative marine productivity and environmental
sensitivity were conducted to aid in the development of the 1982 0OCS
leasing schedule (Part II.B and Appendix 10 of the SID for the 1982
program). Those.analyses demonstrated the complexity of collecting,
analyzing, and interpreting scientific information to satisfy the
requirements of section 18(a)(2)(G}. In spite of the difficulties
described in the 1982 analyses, the .approaches to those analyses were
upheld as reasonable by the U.S. Court of Appeals for the District of
Columbia on July 5, 1983. ‘

In preparation for current analyses, analytical approaches were discussed
with the OCS Advisory Board Policy Committee (October 1984) and Scientific
Committee (November 1984). The present analysis incorporates the advice
and guidance received. Suggestions from these advisory groups were also
considered during the preparation of- the environmental impact statement
(EIS) for the Proposed Final Program. Almost all parties who- provided
advice agreed that both the productivity and sensitivity analyses required
by section 18(a){2)(G) are complex and difficuit. In addition, the
Department has received or developed more information on the habitats and
biota of the OCS than was available in 1982. The principal mechanism for
the Department to develop such information is the 0CS Environmental Studies
Program administered by the Minerals Management Service.

Appendix I contains a more detailed explanation of the relative marine
productivity and environmental sensitivity analyses summarized here. The
information developed in the present analyses will be considered in and
of itself as well as an input to the social costs analysis in Part I1.B.2
and Appendix G of this SID. The assumptions used to determine the '
environmental sensitivity of ‘a habitat or resource differ from those. used

" in the analysis of social costs—in the following ways:

1. The probability of the occurrence of an oil spill is an integral
part of the calculation of social costs. This probability is a
function of the estimate of 0il and gas resources in the planning
areas. The environmental sensitivity analysis is based upon the
assumption that an oil spill has occurred and that the spilled oil
has contacted habitats or biota of the planning area. The environ-
mental sensitivity analysis does not rely upon resource estimates
or consider the probability of the occurrence of an oil spill.

2. The calculation of social costs includes potential costs from air
pollutant emissions and the loss of coastal wetlands. These
impacts are not included in the environmental sensitivity analysis.
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3. The analysis of social costs includes losses of commercial and/or
subsistence fish resources. The environmental sensitivity analysis
includes evaluations of the sensitivity of juvenile and adult fish
and shellfish to crude 0il. The social use of these resources is
not considered in the environmental sensitivity analysis.

Relative Marine Productivity

The term “"productivity" has a distinct meaning to marine biologists. It
means the "primary productivity" of marine plants. Primary productivity
is the amount of plant tissue produced through photosynthetic fixation of
carbon during a standard period of time. Both phytoplankton, microscopic
marine plants, and fixed or rooted plants contribute to the primary
productivity of most OCS planning areas. However, phytoplankton are the
most important primary producers because of their large numbers and their
wide distribution. Rooted or fixed plants are generally confined to the
shallow portions of the planning areas. Phytoplankton can occupy all

- surface waters of a planning area and can fix carbon as long as sufficient
light and nutrients are available. Riley (1970) estimated the normal
range of marine primary productivity to be between 50 and 150 grams of
carbon per square meter of ocean surface per year. Productivity in inshore
areas and areas of upwelling can be as much as ten times greater than
oceanic productivity.

The primary productivity of phytoplankton was used to rank the various
planning areas in the 1982 analysis of relative marine productivity.
Measurements of phytoplankton productivity have been made in almost all of
the planning areas. The methods. for measuring phytoplankton productivity
are relatively standard. Most of the data used in the present analysis,
except that provided by Smith and Kalber (1974), is based on carbon-14
assimilation measurements of phytoplankton productivity. Results of

- phytoplankton productivity studies are expressed in terms of the amount

of carbon fixed during photosynthesis per unit area in a specified time.
The figures used in the present analysis are expressed as grams_of carbon
fixed per square meter per year (gC/mZ/yr). By using a period of one year
for reporting primary productivity, periods of extremely high or Tow
productivity are incorporated in their appropriate importance in terms

of their contribution to the annual productivity. This is especially
important in areas where productivity is highly seasonal.

Phytoplankton productivity can vary more significantly within a planning
area than between planning areas. For example, O0'Reilley and Busch (1984)
reported that productivity jn the shallow areas of Georges Bank (North
Atlantic) averaged 470 gC/mZ/yr while_in deeper waters landward of the shelf
break, productivity averaged 370 gC/mzlyr. Productivity in the deeper
waters of the North Atlantic averaged 230 gC/mZ/yr. Determining an
appropriate range or average productivity rate for the North Atlantic or

any other planning area requires careful attention to the temporal and
spatial significance of reported observations.

The 1982 analysis of marine productivity relied upon the "Estimation of
organic production in the oceans" (Figure 1.1-5) presented by Smith and
Kalber (1974). The productivity ranges provided in that undocumented map



were used to rank the 0CS planning areas. In the present analysis, the
estimates of Smith and Kalber (1974) were compared with more current
estimates based upon documented measurements (Table 9.1). In the 1982
analysis, the planning areas were grouped into four productivity

classes: highest, next-to-highest, next-to-Towest, and lowest. The North
Aleutian Basin and the St. George Basin were the only planning areas in the
"highest" class. Based upon the data of Goering and McRoy (1981), the average
annual productivity of these planning areas is substantially lower than

the values reported by Smith and Kalber (1974). Only three productivity
classes (high, moderate, and Tow) were distinguished in the present analysis
(Table 9.2).

‘Twelve planning areas are included -in the "high productivity" class.

Further differentiation within this group must await more precise definition
of the appropriate ranges or other statistical descriptions. The principal
difference between the present analysis and the 1982 analysis is the
elimination of the "highest” productivity class from the 1982 analysis and
the inclusion of the North Aleutian Basin and the 5t. George Basin in the
"high" productivity class of the present analysis.

In the present analysis, the planning areas designated as having
"moderate" productivity are those with reported observations ranging from
50 to 200 gC/mZ/yr. Seven planning areas occur in this class. Although
some high observations are reported for some of these areas, the overall
annual productivity of these areas appears to be in the "moderate" range.

Finally, the three planning areas in the Arctic (Hope Basin, Chukchi Sea,
and Beaufort Sea) are the least productive of the OCS planning areas.
Information from Carey (1978) and Schell and Horner (1981) confirms the
Tow productivity of these areas.

Additional Measures of Marine Productivity

The phytoplankton productivity data discussed in the present analysis is
some of the most consistently expressed data in biological oceanography.
Even. so,..comparisons among observed productivities are tenuous for the
reasons described in the preceding discussion. Even with the additional
data collected since 1982, available information is not sufficient to sup-
port a rigorous evaluation of the relative abundance of various organisms
in the OCS planning areas. In many instances, gquantitative information on
some biota is unavailable, while for others, the development of
“planning-area representative” information is not practical.

Nevertheless, information on the relative abundance of eight additional
categories of biota was compiled, reviewed, and used in the matrix
exemplified in Table 9.3 to complete the environmental sensitivity analysis.
Available information on standing stocks and distributions was used to
determine whether the "abundance" of the biota in a planning area relative
to all other planning areas was high, moderate, or Tow. Making such
determinations generally required extrapolations of existing data and
simplifying assumptions. Some of these extrapolations and assumptions are
described in the following sections.
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Marine Phytoplankton Productivity by Planning Area ,
Expressed as Grams of Carbon Fixed per Square Meter per Year

Range of Values
Used in the 1982

Analysis More Recent Observations
Planning Area (g€/me/yr)* (gC/m</yr) Reference
North Atlantic 200-400 230-470 0'Reilly & Busch (1984)
Mid-Atlantic 200-400 260-370 0'Reilly & Busch (1984)
South Atlantic 50-200 130-360 Haines & Dunstan (1975)
Yoder et al., (1983)
Straits of Florida 50-100
Eastern Gulf of Mexico 50-100 10-110 UMES (1985)
Central Guif of Mexico 50-100 10-220 ET-Sayed & Turner (1977)
Western Gulf of Mexico 50-100 15-70 E1-Sayed & Turner (1977)
Southern California 200-400 180-360 Eppley et al. (1379)
Central California 200-400 10-470 Riznyk (1977)
Northern California 200-400 10-470 Riznyk (1977)
Washington/Oregon 200-400 35-350 Small et al. (1972)
Gulf of Alaska 200-400 - _
Cook Inlet 200-400 Griffiths et al. (1982)
Kodiak 200-400
Shumagin 200-400
North Aleutian Basin 400-7300 120-400 Goering & McRoy (1981)
St. George Basin ~400-7300
Navarin Basin 50-200
Norton Basin 50-100
Hope Basin <50 ‘
Chukchi Sea <50 18-28 Carey (1978)
- Beaufort Sea <50 16-20 Schell & Horner (1981)

* Data from Smith and Kalber(1974)






TABLE 9.2

ReTative Phytoplankton Productivity of the OCS Planning Areas
Expressed as Grams of Carbon Fixed per Square Meter per Year

High Productivity (200 to 500 gC/m2/yr)

North Atlantic
Mid-Atlantic

North Aleutian Basin
St. George Basin
Southern California
Central California
Northérn California
Washington and Oregon
Gulf of Alaska

Cook Inlet

Kodiak .

Shumagin

Moderate Productivity (50 to 200 gC/m2/yr)

South Atlantic

Straits of Florida
Eastern Gulf of Mexico
Central Guif of Mexico
‘Western Gulf of Mexico
Navarin Basin '
Norton Basin

Low Productivity (<50 gC/m2/yr)

Hope Basin
Chukchi Sea -

59

- Beaufort Sea
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Relative Environmental Sensitivity

The concept of environmental sensitivity is even more complex than the con-
cept of marine productivity. The 1982 analysis clearly demonstrated this
complexity.

The 1982 analysis of environmental sensitivity was based, in large part, on
an evaluation of the sensitivity of various coastal and marine habitats

and biota to spilled crude oil. Limiting the analysis to spilled crude oil
provided the following advantages:

1. Different areas of the 0CS could be evaluated against a common fac-
tor, in this case, spilled crude oil.

2. Effects from overlapping factors could be avoided.

3. 0il spills, although rare, would cause the largest, most visible,
and measurable effects of OCS activities.

The present analysis of environmental sensitivity also concentrates on the
effects of spilled oil. However, some other factors are also evaluated in
‘Appendix I-2 which is included in the Administrative Record. These factors
include the following: :

1. Operational discharges from OCS activities (dri1ling muds, cuttings,
and formation waters). :
2. Noise generated by OCS activities.

3. Habitat alteration from the 1nsta11atibn of 0CS facilities.
4. Air emissions from OCS operations.

These factors are not included in the calculations because of the dif-
ficulty of measuring their effects on the same basis as the effects of oil
spills. In addition, information on the effects of these factors on habi-
tats and biota throughout the entire OCS is not available. The effects of
operational discharges, noise, habitat alteration, and air emissions are
considered in environmental analyses prepared for the 5-Year Program and in
subsequent sale-specific EIS's. while the cumulative effects of these four
factors may UE'more-extens%ve-and~1eﬂg—1astingmthanwtheueffectswnf.aA1arge
0il spill, the Department of the Interior and other Federal, State, and
local agencies have means available to control some of the adverse effects
of these factors.

For the present analysis, environmental sensitivity is defined in terms of
the following variables:

1. the severity of damage resulting from the contact of spilled oil
with various coastal and marine habitats and biota {(this was |
designated as the persistence of 0il in the 1982 analysis), and

2. the time required for the habitat or population to recover from the
effects of contact with spilled oil.

The following assumptions are also included in the present environmental
sensitivity analysis:



1. Spilted 0il has not weathered significantly when it contacts the
habitat or population. This assumption is conservative and
provides an assessment of the most severe effects of spilled o0il by
eliminating the mitigating effects of weathering in the analysis.
It also eliminates consideration of the distance between sensitive
resources and potential oil fields or transportation routes and
the mitigating effects of weathering on spilled oil moving from
the site of production or transportation to the sensitive
resource.

2. A1l of the biological populations in a planning area are contacted -
by spilled 0il. Migratory species, which may inhabit the planning
area for only a short period, are assumed to be present and con-
tacted by spilled oil. Resources with seasonal sensitivities are
assumed to be in their most sensitive stage when they are contacted
by oil. :

Performing an accurate analysis of environmental sensitivity requires a
substantial amount of information on the spatial and temporal distribution
of resources and the variations in their sensitivities to spiltled oil.

This is especially true where seasonal phenomena such as changes in produc-
tivity or the presence of migratory species would significantly increase or
decrease the overall sensitivity of a planning area. If sufficient data
were avialable, the overall environmental sensitivity of a planning area
would be the sum of the sensitivities of its components integrated over
time. This concept was reviewed during the preparation of the present analy-
sis. It was abandoned because the minimum necessary information to conduct
such an analysis is not available. Some information on some resources in
some planning areas is available, but the data are neither consistent nor
available for all planning areas. As a result, the present analysis con-
tains the simplifying assumptions described above. If adequate information
were available, it would be possible to develop both expected and worst-case
sensitivities. The reliance of the present analysis on conservative assump-
tions is, nonetheless, appropriate for the purpose of comparing the

relative environmental sensitivities of the OCS planning areas.
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Relative Marine Productivity/Environmental Sensitivity

In the present analysis, the distributions and environmental sensitivities
of the three ecological components within and/or on the adjacent coast of
each OCS planning area are evaluated. These three components are coastal
habitats, marine habitats, and biota. Table 9.3 is .an example of the
calculations performed for each of these components. The calculations

for each planning area are included in Appendix I-1.

The relative marine productivity and environmental sensitivity of the 0CS
planning areas are shown in Table 9.4. Alaskan OCS planning areas occupy
the extremes of this table. The Navarin Basin has the lowest score because
it has no coastal habitats. The planning areas with the highest scores
are Hope Basin, North Aleutian Basin, St. George Basin, and Norton Basin.
Since much of the information used in the calculation of relative marine
productivity and environmental sensitivity is qualitative, each assigned
value in the calculation has some degree of uncertainty. Thus, the scores
provided in Table 9.4 should be viewed as estimates surrounded by some
undefined variance. Scores with small differences between them should be
viewed as relatively equal.



TABLE 9.3

Relative Marine Productivity/Environmental Sensitivity Analysis
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0i1 Spills
Planning Area: Hypothetical ‘ Total Score: 290
Distribution Sensitivity
of Resource Coefficient Score
' (1) (2) (3) (4) {5}
Coastal Habitats Miles &
Estuaries/Wetlands 200 33 | High 225 74.25
Sandy Beaches _ 300 50 | Low 45 22.50
Rocky Beaches 100 17 | Moderate | 135 22.95
TOTAL 600 119.70
Marine Habitats Acres
Submerged Vegetation 1,200,000 ] 5.3 Moderate | 135 7.16
Submarine Canyons None 0.0} Low 45 0.00
Coral Reefs 5,000 0.04 High 225 0.05
Hard Bottoms 600,000 2.6 Low 45 1.17
Shelf Break Zone ' 850,000 | 3.7 Low 45 1.67
“Mud/Sand Bottom 20,000,000 | 88.2 | Low 45 39.69
TOTAL 22,655,000 49,74
dicta -
Phytoplankton High 5 | Low 1 5
Juvenile Fish/Shellfish High 5 High 5 25
Adult Fish/Shellfish Moderate 3 Moderate{ 3 15
Mud/Sand Benthos Low 1 | Low 1 1
Coastal Birds ‘ I Moderate 3 High 5 15
 Marine Rirds | High  |.5 High 5 25
Marine Turtles None 0 Low 1 0
Marine Mammals ' High -5 { High 5 25
Whales | Moderate 3 High- 5 15
TOTAL ' - 120

(1) Linear or areal extent of habitat; relative abundance of biota.

(2) Percentage of total coastal or marine habitat in the planning area;
abundance of biota in planning area in relation to abundance in all
other OCS planning areas. Rated as high=5, moderate=3, low=l, and
none or negligible=0. :

(3) Adjective describing sensitivity in terms of the severity of impact
from spilled oil and recovery time as high, moderate or low.

(4) Numerical value associated with the adjective under (3) as high=225,
moderate=135 or low=45 for coastal and marine habitats, and high=5,
moderate=3 or low=1l for biota. Thus, the maximum possible total score
for each ecological component is 225. :

(5) Product of (2) and (4) divided by 100 for coastal and marine habitats.
Product of (2) and (4) for marine biota. '



- TABLE 9.4.

Relative Marine Productivity and Environmental Sensitivity:

of the 0CS Planning Areas

Planning Area

Hope Basin

North Aleutian Basin

St. George Basin

Norton Basin

Kodiak

Cook Inlet

Shumagin

Beaufort Sea

Washington-Oregon

Central Gulf of Mexico

Straits of Florida

Central California

Gulf of Alaska

South Atlantic

Northern California

Southern California

North Atlantic

Chukchi Sea

Eastern Gulf of Mexico

Mid-Atlantic

Western Gulf of Mexico
Navarin Basin

Overall Total Score

338
326
287
262
262
261
260
257
256
254
238
236
231
230
222
219
209
200
198
198
180
141
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The results of this analysis are generally consistent with available infor-
mation on the relative sensitivity of coastal and marine resources to
spilled 0il. The results are also consistent with the current concepts of
the relative sensitivity of coastal and marine habitats (COPRDM, 1981; NRC,
1985). This is most clearly shown for the Navarin Basin where coastal

‘habitats are negligible. In addition, the presence of high populations of

sensitive biota (coastal and marine birds, marine mammals, whales, juvenile
fish and shellfish) are the major factors supporting the high total scores
of the Alaskan planning areas. The ecological component which has the
least effect on the total scores is marine habitats. This results from the
assumption that spilled oil cannot be transported in significant amounts
from the surface of the ocean to most benthic communities. The most sen-
sitive marine habitats that could be affected are submerged vegetation and
coral reefs, but these habitats do not occupy a significant portion of any
planning area. '

Several commentors on the Draft Proposed Program criticized the analysis of
relative marine productivity and environmental sensitivity because of their
dissatisfaction with the results. In particular, the scores for marine-
habitats were criticized because the sensitivities of marine habitats in
many diverse planning areas were given equal scores due to lack of data.
However, this lack of data on areal extent and sensitivity of marine habi-
tats is not considered critical because most marine habitats are judged to
have relatively low sensitivity to spilled oil (Appendix 1-2) and there-
fore, are scored equally. :

The method used to generate Total Scores was modified to assess the signi-
ficance of having equal scores for marine habitats in diverse planning
areas. The ranking of planning areas as to their relative marine produc-
tivity and environmental sensitivity was determined both as a composite of
the individual scores for coastal habitats, marine habitats, and biota
(Table 9.4) and for coastal habitats and biota without marine habitats
(Table 9.5). The final order of planning areas is practically identical
whether marine habitats are considered or not. As stated previously,

_scores with .small differences between them should be viewed as relatively

equal. Thus, the model is not sensitive to the lack of data on areal
extent of low sensitivity marine habitats.

The results of this analysis should not be construed as indicating the level
of impacts expected as a result of 0CS development. In this analysis, sen-
sitivity is determined from the Tikely response of the resource to the
environmental perturbation without consideration of risk, likelihood of
adverse impact, or vulnerability. Thus, the sensitivity ratings represent a
conservative analysis. Additional factors would need to be considered to
determine the expected level of impacts in a planning area from OCS oil and
gas operations. These factors include the projected amount of hydrocarbon
resources, their probable location within the planning area, the number and
trajectory of hypothetical oil spills, and the location of possible spiil
sites, among others.

A high total score or the presence of many sensitive resources in a
planning area does not necessarily imply a high level of adverse effects
from 0CS development. Even those areas ranked with relatively low scores
possess sensitive resources which will require consideration of specific
environmental impacts at the sale stage and evaluation to determine the
need for special protective measures.



-TABLE 9.5

Relative Marine Productivity and Environmental Sensitivity
of the OCS Planning Areas Calculated as the Sum of the
Scores for Coastal Habitats and Biota

Planning Area Score
Hope Basin 293
North Aleutian Basin 281
St. George Basin 242
Norton Basin ‘ 217
Kodiak . 217
Cook Inlet 216
Shumagin ' 215
Beaufort Sea 212
Washington-Oregon 211
Central Gulf of Mexico 209
Central California 190
Gulf of Alaska 186
South Atlantic - 184
Straits of Florida 183
Northern California 177
Southern California 173
North Atlantic 164
Chukchi Sea 155
- Mid-Atlantic 153
Fastern Gulf of Mexico 147
Western Gulf of Mexico. 135

Navarin Basin 96




Effects of Subarea Deferrals

Relative marine productivity and environmental sensitivity rankings of the
0CS planning areas have been recalculated for the Proposed Final Program
based on the Secretary's proposals in the Proposed Program to defer some
subareas and to highlight others for further analysis. Appendix I-3 inclu-
des calculations for each candidate deferral area and cumulatively for all
deferral candidates by planning area. The scores in Table 9.6 are the
cumulative scores for the reconfigured planning areas after candidate
deferral areas identified by the Secretary or proposed by others have been
removed. The number of potential individual subarea deferrals makes it
jmpractical to produce tables for all possible deferral combinations within
each planning area. :

For several reasons, the calculation of social costs (Appendix G) is based
on the relative rankings of the entire planning areas provided in the
Proposed Program, rather than from a ranking of planning areas with
subareas deferred. First, deferral of a subarea may actually reduce the

level of relative risk to living resources, but deferral does not eliminate

the risk because other portions of the planning area or adjacent planning
areas may be leased for oil and gas development. Thus, with the assumption
that an o0il spill will occur and that the spilled oil will contact all
resources, the score for the entire planning area remains the most con-
sistent basis for ranking relative environmental sensitivity.

Second, the ranking of the areas remaining after subareas are deferred
involves an assessment of the relative risk that oil spills will contact
the living resources of the subareas. The results of that ranking are
inconsistent with those used in the original ranking which were based on
the assumption that all Tiving resources within a pTanning area would be
contacted by an 0il spill. The assumption used in the original ranking is
more appropriate for purposes of measuring relative environmental sen-
sitivity. :

Third, the Secretary has already announced his proposal to defer some

66

© subareas but the question of which;—+fany, additional-subareas-may-be———--- -

deferred will not be resolved until the Secretary decides on the Final
Program. Hence, given the large number of possible combinations of
subareas, ranking of planning areas with subareas omitted cannot be applied
to the calculation of social costs prior to his decision. In view of these
analytical considerations, it was decided that the appropriate scores for
use in Appendix G should continue to be the scores for the entire planning
areas.

Nevertheless, the results provided in Table 9.6 and Appendix I-3 are
available for the Secretary's consideration as a sensitivity test in .con-
sidering the effect of subarea deferrals on the relative marine produc-
tivity and environmental sensitivity of the OCS planning areas. Each of
the three ecological components used to compute relative environmental sen-
sitivity (coastal habitats, marine habitats, and biota) has a different
effect on the total score for the planning area. Subarea deferrals which
remove extensive areas of sensitive coastal habitats from probable contact
by 0il spilled on the OCS generally produce the most significant
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Tabie 9.6

Relative Marine Productivity and Environmental Sensitivity
of OCS Planning Areas Following the Cumulative Deferral of Subareas

Planning Area ‘Score
‘Hope Basin 338
Morth Aleutian Basin 326
Kodiak 262
Cook Inlet 261
Shumagin 260
Beaufort Sea , 257
Central Gulf of Mexico 254
Straits of Florida 246
Gulf of Alaska 231
Washington/Oregon 216
Chukchi Sea 200
Western Gulf of Mexico 180
~Southern California 178
St. George Basin 143
Navarin Basin 141
Eastern Guif of Mexico 137
Norton Basin ‘ 137
South Atlantic 124
Mid-AtTantic 118
North Atlantic g8
Central California 80

Northern California 80



68

reductions in overall relative environmental sensitivity. In contrast,
marine habitat subarea deferrals generally result in a relatively small
effect on the total score. Subarea deferrals have widely varying effects
on the scores for biota. The effects range from relatively significant to
nearly none depending on the area deferred and the sensitivities and
distributions of the different groups or types of species. Subarea
deferrals have no significant effect on the ranking of planning areas for
relative marine productivity. Marine productivity is an expression of pri-
mary productivity in grams of carbon per unit area. The size of the area,
therefore, does not affect the expression of productivity. Moreover, the
data from which primary productivity has been computed include samples
from stations which vary in location and time such that results would be
compromised if subsets of samples were used as relative measures of produc-
tivity. This variation is especially critical because samples taken at
different times may yield a gredter range in results than samples taken
from different locations and only locational differences are relevant for
purposes of subarea analysis.
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I1.C. Equitable Sharing of Developmental Benefits and Environmental Risks

Secticn 18(a}(2)(B) requires that the Secretary base the timing and location of
0CS exploration, development, and production on a consideration of, among other
things, an

". . . equitable sharing of developmental benefits and environmental
risks among the various regions.”

Compliance with this requirement involves four key elements which will be
addressed in this section: 1) the identification and presentation of develop-
mental benefits and environmental risks; 2) the descriptien of their actual
sharing among the various regions; 3) the discussion of the concept of equitable
~ sharing; and 4) the discussion of how the "consideration of ., . . an equitable
sharing. . ." is to be reflected in the scheduling of OCS lease sales.

In California v. Watt (II) (at 594-95}, the court upheld the sufficiency of
the analysis under section 18(a)(2)(B} which was presented in the SID for the
1982 leasing program., The analysis presented here uses the same approach, but
is somewhat expanded.

Distribution of Benefits and Costs to Regions

The developmental benefits analyzed in this section are the economic benefits
of production as described in Part T1.B.1 and Appendix F. The environmental
risks discussed in this section are the social costs which are. analyzed in
Part I1.B.2 and Appendix G. : :

Estimates of both economic benefits and social costs have been calculated on a
planning area basis. Tables 3 and 7 show how the estimated economic benefits

and social costs are distributed among the planning areas. While we can attribute -
certain benefits and costs to activity in a particular planning area of the OCS,
how these benefits and costs are shared by the population onshore is not as
obvious. " :

The court upheld the Secretary's consideration of the equitable sharing of the
developmental benefits and environmental risks among the people of seven regions
comprised of one or more coastal States in additicn to the sharing among 0CS
planning areas. For this analysis, basically the same seven regional units

are also used, as follows:

Maine, New Hampshire, Massachusetts, Rhode Island, Connecticut,

Region I -
New York, New Jersey, Pennsylvania, Delaware, Maryland, Virginia
Region 11 -~ North Carolina, South Carolina, Georgia

Florida

Reagicn 111

Region IV - Texas, Louisiana, Mississippi, Alabama
Region V- California
Region VI -  Washington, Oregon

Region VII Alaska
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The alternative of 1imiting regions to individual coastal States in all cases
would make the analysis less informative. Because there is wmore uncertainty in
estimating the environmental risks borne by individual States as opposed to

those borne by the regional grouping in Regions I, 11, IV, and VI, the regional
approach has been retained in those cases. Where that 1imitation does not apply,
however, single States have been treated as regions--as in the 1962 analysis
(e.g., Regions IIT, V, and VII}. It should be noted that Regions V and VI share
some of the environmental risks arising from production offshore Alaska (see

~ Appendix G). It should also be noted that Pennsylvania has been added to Region I.
While Pennsylvania has no coastline directly. adjacent to the 0CS, Pennsylvania

js defined as an "affected State" under 43 USC 1331 and 30 CFR 256.14.

Equitable Sharing and the Scheduling of OCS Lease Sales

Further discussion of equitable sharing occurred in the court's review of
whether the 1982 leasing program was based on the factors listed in section
18(a){2). It should be noted that the court did not set a specific standard of
equitable sharing of deveiopmental benefits and environmental risks which the
Secretary was to achieve. Rather, the court sanctioned the Secretary's choice
of a program in 1982 which scheduled sales based on & consideration of equitable
sharing of environmental risks amcng OCS regions pursuant to section 18.

In its opinion, the court held that in some circumstances it was appropriate to
determine the location of sales in various planning areas on a basis other than
relative net social value. Net social value is the measure of the overall value
of 0il and gas production to the Nation calculated by subtracting the social
costs of such production (analyzed in Part I1.B.2 and Appendix G) from its net
economic value {analyzed in Part I1,B.1 and Appendix F).

In particular, the court found that it was appropriate to schedule sales so as

to expedite exploration in frontier areas {California v. Watt (I1) at 599). Thus,
leasing need not be scheduled in a manner that strictly reflects the projections
of high value and potential for discovery in higher net social value areas in con-
trast to frontier areas. One basis for such an approach is the reccgnition that
net social value estimates are only approximate indicators of what will result
from 0CS Teasing. As was discussed 1n Pavt T, maiy effects are not quantifiabte———
and thus cannot be inciuded in the net social value calculation. In addition,
actual hydrocarbon deposits may well prove to be distributec quite differently

than as predicted by today's best estimates. Indeed, the court also recognized in
a different but still relevant context that ". . . the Secretary realized that the
cost-benefit analysis [i.e., the calculation of the net social value of planning
areas and alternative schedules] should be used only for generalized conclusions.
He did not think that the analysis would provide an adequate basis for making
distinctions between planning areas" (California v. Watt (II) at 605).

In Tight of the court's opinion, the factors which need to be considered in making

a determination about the equitable sharing of developmental benefits and environ-
mental risks include numerous significant factors not under the control of the MMS
to wit: the natural distribution of oil and gas resources among the areas of the
0CS; the history of development of technology for oil and gas exploration, develop-
ment, and production; the history of industry exploration and production strategies
in State waters as well as the OCS; and the congressional and injunctive constraints
which have been imposed on 0CS leasing. The MMS's estimates of the natural dis-
tribution of economically recoverable oil and gas can be found in Appendix E.

A brief summary of the history of leasing offshore can be found in Appendix F.
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The court sanctioned the scheduling of more sales in frontier zreas than would
result from relative net social value alone. This fact has to be interpreted

in 1ight of the overall purpeses of the OCS Lands Act Amendments (OCSLAA), the
first of which is "to achieve national economic and energy policy goals, assure
national security, reduce dependence on foreign sources, and maintain a favorable
balance of payments in world trade" (OCSLAA section 102(1)). 1In this context, the
court explicitly upheid "...the Secretary's 1nterpretdt1on of the congress1ond1
intent to expedite offshore lease sales, particularly in frontier areas"
{California v. Watt {II} at 599), (emphas1s in the original). The Secretary is
required to consider equitable sharing in addition to all the other factors and
objectives he must consider. :

Thus, the court upheld the grouping of OCS planning areas by their relative
net social value as the general basis for scheduling 0CS lease sales. The
court also provided, however, for the modification of the net sccial value
basis of scheduling sales with respect to frontier areas so that the regional
contribution to the achievement of the overall purposes of the OCSLAA could be
made more equitable. The full discussion of the scheduling of sales in

Part 111 of this SID reflects the court’s interpretation cited just above.

Comments concerning equitable sharing were received on the Proposed Program from
State Governors, State Agencies, local governments, industry, and public interest
groups. A few commenters, especially the Governor of Louisiana and the Louisiana
Asseciation of Business and Industry, stated that the Proposed Program does not
treat areas with high resource potential and high industry interest equally and
that the Proposed Program fosters dependence on the Gulf of Mexico's reserves
while deferring exploration in other p]anr1ng areas. On the other hand, the
California legislature and California's Lieutenant Governor asserted that
California produces a large amount of 0CS 011 and gas and therefore should have
certain areas placed off limits to Teasing. Local governments and interest
groups in California expressed concern aver the uneven burden of environmental
risk that the region would bear under the Proposed Program. The comments
received on both sides of the issue were to the effect that the overall objective
of equitable sharing of deveTopmenta1 benef1ts and env1ronmental rasks wou]d not
be met.

In eva]uat1ng these comments, it should be kept in m1nd that equitable sharing
should be viewed from a national perspective, taking inte account the benefits
that would occur as well as the risks te individual areads. Further, in balancing
objectives the statute requires as one consideration focusing on acreage with

the highest economic value and industry interest among the planning areas. But
this is not without full regard for environmental risks and the need to explore
frontier areas.

Developmenta] Benefits and their Distribution

Developmental benefits are largely captured for subsequent distribution in the
form of Federal revenues and to a lesser extent in the form of corporate profits..
Within each region, some individuals and firms whose labor, land, materials,
equipment, or other factors of production are used in 0CS development regard the
purchase of those resources as a benefit. In this respect, 0CS production can
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result in development of the kinc¢ that States and localities often seek under a
variety of local, State, and Federal development programs. From the viewpoint
of the Nation, however, the costs of these inputs are subtracted from production
revenues in estimating net economic value.

In the context of equitable sharing of benefits among regjons, it is worth noting
that the States and localities can use tax policies and user fees to capture some
of these developmental benefits to pay for the additional public services which
may be required by any additional population attributable to OCS development. In
fact, it was in.this context, with particular regard to perceived infrastructure
costs burdening local governments as a result of OCS activities off their juris-
dictions that numerous comments were received from local governments and public
interest groups. This issue is treated in Appendix G and in Part II of the SID,
where infrastructure costs are included in sccial costs. However, while these
costs may be real, they do not come without benefits. Indeed, the demands for
additional public services as a result of OCS activity comes from increased
economic activity and employment that increase the output and income of the
locality and are subject to the taxing decisions of the Stete and the affected
Tocalities. While it is recognized that the incidence of costs and benefits may
not be perfectly matched, the same may be said of the impact of other major
economic or institutional changes, such as the opening of a new automobile plant.
The net effect, regionally and nationally, is that economic benefits usuaily
exceed social costs. In Alaska, however, benefits may be lower than in other
regions because fewer OCS workers may take up residence in local communities,

The sharing of benefits among the populations of coastal States varies depending
upon the form of the benefit, For example, approximately $1.5 billion in revenues
was recently distributed, as specified by the OCS Lands Act Amendments of 196%, to
seven coastal States having Federal oil and gas leases adjacent to State waters.
These monies consisted of $1.4 billion of funds deposited in a special account
plus 27 percent of royalties and accrued interest. Revenues were distributed in
the following amounts: Louisiana, $616 million; Texas, $425 willion; California,
$338 million; Alabama, $66 million; Alaska, $51 million; Mississippi, $14

million; and Florida, $.03 miilion. Further, in California, coastal communities
receive a portion of the State's share of Federal offshore revenues. These

_ funds_are specifically earmarked to help local governments offset the
environmental and economic costs imposed by growth in offshore oil and gas
development. ‘

The distribution of revenues provided by the 0CS Lands Act Amendments of 1985
resolved a Tong-stanaing dispute between the States and Federal government
regarding receipts held in special accounts established pursuant to section 8(g)
of the OCSLA. In acdition to the accumulated receipts from past leases, the
April 1986 amendments to the OCSLA require that 27 percent of bonuses, rents, and
royalties, derived from Federal leases which lie within 3 nautical miles of the
seaward boundary of any coastal State is transmitted on a monthly basis to the
State along with any interest accrued thereon, The Congress noted that the '
payment authorized by the 1986 amendments would "... provide affected coastal
States and localities with funds which may be used for the mitigation of adverse
economic and environmental effects related to the development of [o0il and gas]
resources.”

Most developmental benefits. however, are captured for subsequent distribution in
the form of Federal revenues from lessees' cash bonus payments, rentals, rcyalties,
jncome taxes, and other sources. There are a variety of ways to view how the
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benefits derived from increased Federal revenues would be shared. From one
perspective, they would be distributed in about the same way Federal tax payments
are collected because without OCS revenues the Federal Government would have to
collect equivalent receipts through more taxes to sustain a given level of

Federal expenditures. From another perspective, the distribution would be
proportional to population because Federal programs benefit the public in general.
A third perspective would distribute the benefits in proportion to Federal funds
provided to State and Tocal governments. A1l three ways of sharing benefits
could be considered to be equitable because the revenues from the 0CS are
appropriated by law on behalf of the public as a whole.

Benefits that arise in the form of corporate profits are distributed to people
airectly or indirectly in the form of stock dividends or the value.of company
stock. This distribution tends to be quite wide nationally speaking--it is
certainly not likely to be concentrated in coastal areas. Thus, the distri-
bution of company benefits is not unlike the distribution of Federal benefits.
On the other hand, many of the perceived benefits from the purchase of factors
of production used in OCS development tend to fall within the coastal areas
providing the labor and materials used offshore. However, neither of these
forms of benefit is likely to be large in comparison to the increases in
Federal revenues. For these reasons, consideration of an equitable sharing

of developmental benefits in this section is based primarily on the distribu-
tion to the various regions of benefits that are captured in the form of
~Federal revenues. :

Table 10 shows how the total ret economic value of the OCS oil and gas resources
woula be distributed under each of the three perspectives suggested above.

Table 10.1 shows the distributjon of total net economic value refliecting subarea
deferrals. There are relatively few differences among the three. The one
exception is that Alaska's share of Federal grants to State and local governments
is two to three times greater than its share of tax payments and population.

Environmental Risks and their Distribution

As stated-earlier in this section; environmental risks are-based-on the analysis -
otsoctatTosts in Appendisx 6o White net soctal costs measure the estimated fion-
development costs of producing an area's leasable resources to the MNation as a
whole, they do not indicate the distribution of costs and in particular what the
costs are to residenis of each onshore area adjacent to the planning area.

The distribution of costs among the population tends to'be skewed toward residents
of coastal States. These people are more likely to be adversely affected by 0CS.
development thar inland residents.

To assess the costs borne by residents of coastal States adjacent to OCS areas
resulting from the production of the leasable resources unleased as of Mid-1987,
estimates were developed of regional cost. Regional cost as defined in Appendix G
is a measure of the costs borne by the users of and onshore residents adjacent

to an OCS planning area from OCS production in that area. The regional costs in
Table 11 have been estimated by subtracting from the gross social cost associated
with OCS production in an area, the compensation payments paid to residents for
¢il spill damages {assumed to be 50 percent of 0il spill losses), and for
commercial gear conflict losses (assumed to be 60 percent of all losses), Also
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deducted from the gross social cost associated with OCS production in an area
are the costs avoided because 0CS oil production in an area reduces oil imports
into that area, and hence imported oil-related spilis.

The production of OCS oil, though it may result in 0il spills, also reduces the
amount of oil imported and thus reduces the spills that would occur from tankers
carrying mports in U.S. coastal waters. While the social cost analysis does not
assume the backing out of imported oil by domestic natural gas production, it
should be noted that OCS exploration and development more often leads to the
production of natural gas resources rather than oil. In FY 1985 about 25
percent of domestic production of natural gas was from the OCS and, on a barrel
of 0il equivalent basis, natural gas accounted for approximately two-thirds of
the hydrocarbons produced on the 0CS. - The discovery of natural gas resources
can increase the beneficial economic and environmental effects of backing out
imported ¢4l or can result in additional benefits for two reasons: (1) 0CS gas
production can displace some imported oil thereby reducing imported oil-related
spills; and (2) the greater availability of more OCS natural gas may lead to
fuel switching from oil to natural gas, which is a cleaner-burning fuel. This
effect can in turn be enhanced by the fact that the rollover of capital stock
which often occurs during fuel switching results in a general upgrading of the
level of efficiency with which fuel is used. '

1t should be pointed out that Table 11 indicates that the Gulf of Mexico Region

is estimated to incur higher costs in this analysis than was estimated toc be the
‘case in the 1982 analysis. However, Table 10 indicates that the benefits which
accrue to the Gulf of Mexico Region far outweigh those costs--as is the case for
all Regions. In addition, as discussed above in this section, consideration of
the scheduling of OCS lease sales in frontier areas further addresses the require-
ments of section 18(a)(2)(B) with respect to the consideration of equitable sharing
of costs vis-a-vis mature production areas such as the Gulf of Mexico. Finally,
in the context of the benefits to the Nation as a whole, Tables 1, 2, and 3 make
clear the loss to the Nation which could result from unduly restricting oil and
gas leasing in the Gulf of Mexico.

1In conclusion, the develapmental benefits of 0CS leasing are shared widely while
the environmental risks are concentrated in regions adjacenti to the areas of the
0CS in which most of the unleased oil and gas resources are expected to be leased
and produced. The uneven burden of environmental risk should be reducec
substantially by compensation that will be provided to those suffering damages
from oil spills and commercial fishing gear losses. Further reductions in the -
unevenness of environmental risk could be achieved by increasing compensation,

by imposing stricter controls or stipulations, or by restricting leasing in areas
of higher environmental risk. As noted above, however, the court found that
restricting Teasing in frontier areas can lead to an inequitabie sharing of
environmental risks {California v. Watt (I1) at 599). In addition, restrictions
would need to-be substantial in order to change markedly the distribution of
environmental risk. Such restricted leasing would, however, substantially reduce
benefits to the Nation as a whole. .
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Table 11. Distribution of Range of Social Costs by Region from Production of Al}
Estimated Leasable Resources Unleased as of Mid-1987 (Millions of 1987 Dollars}
Fegional Costs Reflecting

Regions Regional Costs/a Cumulative Subarea Deferrals/a
Low High Low figh

I. Maine, New Hampshire
Massachusetts, Rhode
Island, Connecticut,
New York, Mew Jersey,
Pennsyivania, Delaware,

Maryland, Virginia .5 | e .5 ' .3/c
IT. North Carolina,

South Carolina, Georgia .9 2.0 .8 1.7
111. Florida 3 5.0 8.9 3.9 8.5
I¥. Texas, Louisiana, '

Mississippi, Alabama 59.0 49.6/c 59.0 _ 49.6/c
V. (C&lifornia 14.2 28.6 _ 7;119 16.2/d
VI. Washington, Oregon .5 1.2 ' .5 1.2
VII. Alaska /b * k 25.8 * o 25,2

{8 The regional cost is estimated on a planning area basis as the gross social cost
estimated to result from the production of that area's resources minus compensation
pursuant to provisions ¢f the 0CS Lands Act Amendments of 1978 for potentially
resultant oil spill and commercial fishing gear conflict losses, and minus the social
cest avoided when oil production in the area backs out ofil imports to the area {see
Appendix G). Regional costs are calculated to include the costs associated with
transshipment of o1 produced in other OCS areas to or through that one OCS area.
These planning area figures are allocated as follows: where a Region's coastline
corresponds to one or nore planning areas, for example, California, the total costs
from the adjacent planning areas are allocated to the Region by adding them together;
where adjacent plarning areas do not coincide with State offshore boundary extensions,
costs are allocated to Regions in proportion to their State coastline mileages.

/b The wide variability in regional costs for Alaska occurs becaugg_ngﬂemﬂfﬂtbe%ﬁlanﬂing,

areas has Teasable rescurces at the $i4 per barrel starting price. See Table 8 in
Appendix F,

/€ Regions I and IV incur higher regional social costs under the low ¢il price
scenario versus the high oil price scenario. Net regional costs are higher for
the North and Mid-Atlantic and the Central ard Western Gulf of Mexico planning
areas at the $14 starting o0il price compared to net regional costs for these areas
at $29. Regional costs for the Mid-Atlantic planning area are negative at the $29
starting oil price. Negative net regional costs occur when oil spill and
non-oil-spill costs are more than offset by compensation payments and by reduced
011 spill damages from foreign tankers when imports are replaced by 0CS ¢il and
gas production. Higher net regional costs in the Central and Western Gulf of
Mexico at $14 starting oil price occurs because the amount of natural gas leasable
in the Western Gulf of Mexico, and in general the amount of resources available in
a11 areas, drops as the initial 011 price is decreased from $2% to $14. As a
result, more oil is imported and spillage from foreign tankers is greater.

/d Regional costs based on the Panetta Proposal

* NegTigible (estimated to be less than 0.5 million of $1987)



11.D. Balancing Considerations
Section 18(a)(3) requires that:

"The Secretary shall select the timing and location of leasing, to the
maximum extent practicable, so as to obtain a proper balance between the
potential fcr environmental damage, the potential for the discovery of
oil and gas, and the poteritial for adverse impact on the coastal zone."

In California v. Watt (1I) (at 606), the court upheld the cost-benefit analysis
used in the formulation of the July 1982 5-Year 0CS (i1 and Gas leasing Program
as a means of compiiance with section 18. In that 1982 analysis, as in the
current analysis, the general interpretation of this requirement is that there
is a presumption that an area should be included on the schedule if the expected
benefits of 0i1 and gas activities there exceed the expected costs, and that the
most valuable areas should be offered first and most frequently. Estimates of the
benefits from discovery and preduction of ¢il and gas and of the social costs,
including a consideration of the factors listed in section 18(a)(2), have been
calculated as discussed in Part II.B and Appendices F and G. These estimates
have been used to calculate estimates of the net social value by planning area.

Net social value is the difference between the net economic value and the social
cost estimated for total production of an area's unleased leasable resources,
assuming that all are leased as of mid-1987 and developed in the normal .
timeframe thereafter. Table 17.1 displays the variation of estimated net social
value by planning areas for the assumed range of starting oil prices. Table 12.2
balances benefits and costs on a per barrel basis for low value areas for which
the method used for Table 12.1 was not applicable.

The presumption that areas with positive net social value estimates are to be
included on the schedule is subject to modification based on the qualitative
information not included in the net social value calculations. Such qualitative
information appears in Part I1I.A, Part 11.B.3, and Appendices B, C, H, I, and C.
Further qualitative information is contained in the EIS,

“Careful examination of section 18{a)}{3) and the methods usedin-the calculation— - .
of net social value indicates that the three considerations to be balanced

("the potential for environmental damage, the potential for the discovery of

0il and gas, and the potential for adverse impact on the coastal zone") are not
mutually exclusive. For example, there is an overlap between the potential for
adverse impact on the coestal zone and the potential for environmental damage.
Also, increased domestic production of OCS 0il and gas can cause environmental
damage and adverse impacts on the coastal zone--but can also reduce tankered
imports of 01 and thus reduce the potential for environmental damage and

adverse impact on the coastal zone. The discovery of 005 natural gas in
particular has the added potential for environmental and economic efficiency
improvements, as discussed above with respect 1o equitable sharing. Furthermore,
the beneficial effects which rigs can have as fishing reefs in some areas also
shows that there can be gains which can offset to some extent the potential
social costs of production. '

It is worth reiterating that the section 18 analyses have been conducted such
that the net economic benefits of leasing tend to be understated and the

social costs of leasing tend to be overstated. In addition, it is noteworthy
that even if all social cost figures were 59 times greater, the net social value
of leasing and production would remain positive for all the areas where it is
not negligibie.



Table 12.1 &

Range of Estimated Net Social Value of Total Production of Unleased, Undiscovered
OCS 011 and Gas Leasable Rescurces as of Mid-1987 by Planning Area
Showing Variation by Starting 04l Price Cases /1

Column 1 : Column 2 : Column 3
Variation of Variation of
Estimated Net Estimated Social Variation of
Economic Value Cost of Producing Estimated
of Leasable Leasable Net Social
: Resources Resources Value
Planning Area {$ 1987 Millions) ($ 1987 Millions) {$ 1987 Millions)
, (1A) (1B) (2A} (2B) {1A-2R)  (1B-ZB)
Low High Low High Low High
Price Price Price Price Price Price
Case Case Case Case Case Case
Central Gulf of Mexico (E)/2 - 9,432 $31,236 42 42 9,390 31,194
Western Gulf of Mexico (E) 7,201 321,484 30 36 7,173 31,448
Southern California (F-E) 988 5,002 6 12 082 4,990
South Atlantic (P-F) 400 3,157 2 5 398 3,152
Northern California (P-G) 468 2,706 4 6 464 2,700
Eastern Gulf of Mexico (G) 180 2,397 3 6 177 2,391
Navarin Basin (F-G) * 2,054 * 16 * 2,038
Central California {(P-G) 240 1,587 2 4 238 1,583
Mid-Atlantic (G) . a0 897 1 2 89 ‘895
St. George Basin (G) * 754 * 4 * 750
Washington-Oregon (P} 130 486 * 1 130 485
‘eaufort Sea (F-G) * 682 * 4 * 678
North Atlantic (G) 17 245 1 1 16 244
Straits of Florida (VP) * 55 * * * ER
Chukchi Sea (P) * 600 * 3 * 597
Gulf of Alaska (F-G) * 36 * 1 * 35
North Aleutian Basin (G) * 26 * * * 26
Morton Basin (F-G) , * 34 *. 1 * 33
Kodiak (G) Fok *% *% .. ke *d
Hope Basin (F) R *h % *% *k P
Shumagin (VP) - ROk AR O KR R Wk
T *E *k %k, *x *k %

Cook Inlet ™ (BY

*Estimated to be less than 0.5 wmillion $1987.

**Resources for these areas are estimated to be negligible (see Table 2), thus no
production is expected, and social costs are estimated to be less than 0.5 miliion $1987.
(See Table 12.2 for the balancing of benefits and costs of 0CS leasing and production for
these areas). ,

/1 See Figure 1 of this SID and Appendix F for the basic assumptions and results of the
" net economic value analysis and Appendix G for the basic assumptions and results of the
social cost analysis. The planning areas are ordered in this table by net economic
~ value @ $24/bb1 starting oil price. The high price case uses the $25/bbl starting
reference 0il price and the low price case uses the $14/bbl starting reference oil
price. The $14 and $29 per barrel starting prices are expressed in 1984 dollars, as
of the start of this analysis. That range corresponds to a reference price range from
- $15.75 to $32.50 per barrel as of the start of the new program in mid-1987
(see Table 2).

/2 In parentheses after each planning area is the evaluation of the grid coverage/quality
of geclogic and geophysical deta for regional resource estimates for that planning
area: E = Excellent; G = Good; F = Fair; P = Poor; and VP = Very Poor (see Appendix E}.
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Table 12.2

Balancing of Benefits and Costs
in Low Value Planning Areas /1

(§ 1987)
Fstimated Net Economic Value : Estimated Social Costs
. Per Barrel Per Barvel
Cook Inlet $2.13 _ , $0.02
Shumagin 2.52 0.01
Kodiak 2.16 - | 0.01

Hope Basin 1.98 G.01

T

This table indicates the estimated balance of costs and benefits for
planning areas estimated to have some developable resources, but only
negligible leasable resources. Since the balancing analysis presented
in Table 12.1 depends on the presence of estimated leasable resources
in a planning area, a different method had to be used to estimate the
balance of costs and benefits of 0CS leasing and production for these
four areas.

This table is based on the assumptions that if some or-ail of the e e
developable resources in these areas were leased, their expected

private value (the after-tax net present value for the bidder) would

have to be equal to or greater than zero; that--on the low side--private

value is equal to zero for each of those planning areas; and that the

starting oil price is $29/bbl.
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Furthermore, both the total benefits and the costs are the result primarily of

the resource potential of an area. There are no areas in which the estimated
resource potential is substantial while the estimated costs of environmental
damages and adverse impacts on the coastal zone are greater than the estimated
leasable resources. Areas estimated to have low resource potential have low
benefits and even lower costs. Should such areas turn out tc have more oi]

and gas than estimated, the benefits and the costs would both be higher, but :
the benefits would exceed the costs. Thus, areas in which the estimated resource
potential and estimated economic benefits are low to negligible should not be
regarded as areas in which the costs exceed the benefits. :

The timing and location of sales in the alternative schedules presented as
opticns in this 51D depends on numerous considerations which are discussed in
connection with the decision options in Part I11 of the SID.

The court in California v. Watt (II) (at 599) specifically upheld the

scheduling of lease sales on the basis of section 18 interests other than

relative net social value alone. Indeed, in this context it should be noted

that section 18(a)(3) specifies that one of the three elements to be balanced

is "the potential for the discovery of 0il and gas” (emphasis added). The

great dependence of knowledge about the location and size of oil and gas
accumulations on drilling information needs to be recognized in the use of

the net social value rankings which are in turn based on resource estipates,
Resource estimates generated by the Government and by private parties are

subject to substantial uncertainty especially where there is a paucity of

seismic and arilling information available for an area (see Appendix E).

This makes resource estimates about frontier areas especially uncertain and

makes particularly appropriate the use of ranges of data. The collection of seismic
data is the first step in the process leading to discovery of oil and gas. It
results primarily from investments by tirms planning te bid in scheduled lease
sales. The scheduling of a sale for a low potential frontier area for which little
data are available is one way to expedite a more intensive evaluation of its
resource potential. Indeed, one of the purposes of the 1978 0OCS Lands Act
Amendments is to "insure that the extent of o1l and natural gas resources of the 0CS
15 assessec at the earliest practicable time” (section 102(9}). Consequently,
although resource estimates are our-best indieator -of where the search for-ofl and
gas should be focused, it is reasonable not to rely on the resulting net social
value caiculations alone in scheduling sales in frontier areas.

Planning areas have also been analyzed in terms of relative environmental
sensitivity and marine productivity (see Part 11.B.3 and Appendix I). These
considerations are reflected in the net social value rankings in that they are
factored into the social cost estimates. However, since environmental conside-
rations entering into the environmental sensitivity and marine productivity
analysis have significant qualitative elements, they need to be reviewed on
their own terms as well as insofar as they provide an input to the estimation
of net social value.

In addition to being used in the context of the factors discussed above, the net
social value estimates are not used directly, but are used as a basis for the



formation of groups of areas within a range of estimated net social values, as
appears below. Such an approach further guards against overreliance on the
absolute values of the net social value estimates, whose Timitations have been
described above in Part 1 and in Appendices F, G, and S,

The relative net social value estimates displayed in Table 12.1 can be used to
divide the planning areas into the following four groups:

Group 1: Lreas with the highest NSV across the range of starting cil
price cases: Central and Western Gulf of Mexico.

Group 1I:  hAreas with positive NSV across the range of starting oil
- pricé cases: Southern California; South Atlantic; Mid-
Atlantic; Eastern Gulf of Mexico; Central Californiaj _
Northern California; North Atlantic; and Washington-Oregon.

Group 1I1: Areas with positive NSV in at least the high starting ¢i}
orice case: Navarin Basing Chukchi Sea; Beaufort Sea;
St. George Basin; Gulf of Alaska; North Aleutian Basing
Norton Basin; and Straits of Florida, ‘

Group 1V: Afeas with no positive NSV at the high oil brice case but
sastimated to have some developable resources: Kodiak; Hope
Basin; Shumagin; and Cook Imlet.

Part 111 combines considerations based on net social value calculations with

the numerous other considerations which bear on the timing and location of sales.

The Secretary will need to consider the conclusions which can be drawn from
the net social value estimates collectively with the explanations of those
estimates provided in this SID and the qualitative information presented in
the SID and the final EIS. ' :

82
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IT.E. Minimum Bid and Bid Adequacy Review Considerations

Fair Market Value

Section 18(a)(4) of the 0CS Lands Act requires the formulation of an OCS oil
and gas leasing program consistent with the following principle:

Leésing activities shall be conducted to assure receipt of fair market
value for the lands Teases and the rights conveyed by the Federai
Governwent,

The structure of the lease market for the exchange of these rights between
buyers and sellers is established by the 0CS Lands Act. The act provides that
oil and gas leases are to be sold by competitive sealed bidding and thus
establishes a competitive market process which determines the value of 0CS

0il and gas leases. The decision to accept the high bid is based only on
whether it meets MMS bid adequacy requirements, given that the high bidder

is qualified to conduct OCS operations. (See Appendix K for a detailed
discussion of fair market value.) ‘

In litigation on the 1982 5-year program document, the U.S. Court of Appeals for
the District of Columbia Circuit was asked to determine whether the Secretary
could meet the statutory requirement "to assure receipt of fair market value for
the lands leased and the rights conveyed" by 0CS ¢il and gas leases, in light of
the fact that the "accelerated rate of leasing might ordinarily result in less
intense competition and lower bids for some tracts." The court ruled that
despite the lower bids expected, "the proposed evaluation process, coupled

with the Secretary's reasonable reliance on the integrity of the competitive

bid process, is sufficient to assure that the fair market value is received.

The statute requires nothing more.” (See California v. Watt (II} at 608.)

A variety of comments received on .the Proposed Program focused-on fair market
value issues and generally reiterated positions expressed on the Draft Proposed
Program.- These comments are discussed:-below and summarized in Appendix E,
section B.(7).

._.° Some commenters.. representing State and local governments or environmental
groups, believe that fair market value will not be received for leases
unless competition is fostered by using a nomination process or by reducing
the amount of acreage offered for sale. However, three commenters stated
that the Proposed Program procedures are appropriate to assure receipt of
fair market value, Several commenters suggested that fair market value for
jeases would not be received for leases while 0il and gas prices are Tow.

° The Natural Resources Defense Council {NRDC) and others in their comments
on the Proposed Program and Draft Proposed Program included concerns about
fajir market value issues. Specifically, NRDC contends that areawide
leasing is not likely to lead to an efficient allocation of resources
or the attainment of fair market value for the resources leased. They
believe that the decline in bonuses indicates that the Government did
not receive fair market value for the rescurces leased. They attribute
this decline to a decrease in competition with areawide leasing, Timited
resources available to bid and to formulate bids, and the limited infor-
mation about the tracts offered. Another factor which NRDC believes
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contributes to the failure to attain fair market value is the Government's
use of the cash bonus bid form of auction. NRDC proposes that alternative
bidding systems be considered for their roles in ensuring the receipt of
fair market value. -

NRDC's and others' concerns regarding the revenue effects of past areawide
leasing are addressed in Part III.B. (size option) and in Appendix P, which
analyzes the tract selection, focused, and areawide leasing approaches,

Based on recent analysis, the Department has found that the effects on
competition of alternative bidding systems which were analyzed have been
negligible. {See: DOI, MMS: "Outer Continental Shelf Lease Sales Fiscal
Years 1978 through 1983, Evaluation of Alternative Bidding Systems,”
March 20, 1987.)

Minimum Bid and Bid Adequacy Review

A1l OCS Tease sale bids must exceed a minimum level as outlined in the sale
announcements. The minimum bid, currently set at $150 per acre (with an
opportunity for review on a sale-by-sale basis) represents an across-the-board
Government evaluation standard with which all 0CS high bids are compared--it
provides the initial step in the overall bid adequacy screening process. The
competitive sealed bidding process of the 0CS lease market is the mechanism
which is used to interpret market value at a specific point in time {i.e., a
sale}. There are circumstances in the OCS lease market which could allow bids
to be submitted which, without the exercise of & prudent assessment by the
Government, could result in receipt of less than fair market value. Where
information asymmetry exists, such as on drainage and development tracts where
the adjacent owner has privileged information, or on wildcat and proven tracts
that involve development technologies unique or limited to selected companies,
the corresponding bid may be skewed and other parties may choose not to bid.
In order to assure fair market value as the law requires and the courts have
interpreted, the Secretary has developed a set of procedures which reflect an
understanding of the workings of the OCS lease market in generating values and
bids. The Secretary has structured the procedures to assure receipt of fair
market value by relying on the market to generate value and by relying on ,

- Government evaluations to.assure.that market values being generated for certain
categories of tracts are indeed fair; otherwise, the high bids are rejected and
the tracts reoffered at a later date.

In July 1982, a Departmentwide task force was established to develop and test
various methods for determining bid adequacy in light of the Secretary's legal
requirement to assure receipt of fair market value in conjunction with the
leasing program proposed at that time. In February 1983, the Department adopted
the recommernded procedures of the task force. The procedures consisted of a
two-phase bid adequacy review process which uses tract classification and actual
bid data to determine which tracts require detailed analysis. Phase 1 includes
market-oriented evaluation criteria for accepting some bids on some blocks and
determining which other bids will receive further evaluation in Phase 2. Phase 2
uses tract value estimates from a discounted cash flow model as an important
determinant for accepting or rejecting bids,
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In 1987, the Department increased the minimum bid from $25 to $150 per acre and
provided for reconsideration of the minimum bid level based upcn experience.
In conjunction with the two-phased bid adequacy review procedures, the minimun
bid may help to assure fair market value by substantially ircreasing the bonus
amounts bid on many one-bid tracts.

In 1984 and 1985, modifications were made to the OCS bid adequacy procedures to
incorporate knowledge gained from their actual use in areawide lease sales. On
the surface, there has been an observahle overall decrease in the average bonus
bid per acre in recent years. This trend actually began in 1980 in tract
selection sales. There has also been an increase in the number of one-bid
tracts. Analysis of these observations was made to assess their cause. HWhile
the per acre bonus declines have been due to a myriad of factors, the most
significant ones appear to be the decrease in the expected price of cil and the
overall quality and location of tracts being offered for lease. A 50 percent
drop in the world price of oil, along with projections of Tower rates of future
price growth, have significantly influenced the present value of tracts being
offered. Further, the sale and leasing of tracts in and subsequent focused
leasecfferings have seen industry moving into deepwater, high-cost areas of
mature OCS planning areas and into high-cost frontier areas--a trend which had
barely begun when nomination-type sales were held. Market forces are operating
to reflect these conditions.

There were numerous comments on the Proposed Program which addressed the minimum
bid. The most important are discussed below and summarized in Appendix B.

® Five industry commenters recommended lowering the minimum bid to reflect
tower 0il and gas price expectations and/or to encourage leasing and
development. NRDC commented against reduc1ng the minimum bid. The State
of California favors retaining the current minimum bid level at 1east
for tracts in the 8{g) area.

® In comments on the Proposed Program as well as on the Draft Proposed
Program, NRDC expressed concern about the-Department's ability to do
an effective job of evaluating tracts for bid adequacy. They cited
and agreed with General Accounting Office (GAOG) reports questioning the
methodo}ogy and ex1st1ng data bases used jin pnrt of the bid screen1ng

ra1¢ed by NRBC are 1nc]uded in papers c1ted be]ow which are part of the
administrative record for the development of the new 5-year program. 2/

/1 Improvements Needed in the Department of the xnter1or s Acguisition of Geophysical

Data (GAO/RCED-85-9, Nov. 20, 1984)

Interior Has Taken Steps to Improve The Adequacy of Data Used for Making OCS
Leasing Decisions {GAO/RCED-85-86, March 26, 1985)

Views on Interjor's Comments to GAC Reports on lLeasing (ffshore Lands
(GAO/RCED-86-/8 BR)

/2 Interior's responses to Congressman John Dingell (Chairman, Subcommittee on
Oversight and Investigations, Committee on Energy and Commerce, House of
Representatives) on GAO reports (cited above): June 3, 1986; November 25,
1985; August 1, 1985; June 28, 1985; June 11, 1985; May 17, 1985; May 10,
1985; March 26, 1985; and March 1, 1985.

Response to Selected Topics Raised by NRDC on the Proposed 5-Year OCS
Leasing Program, Branch of Economic Stuaies, Offshore Resource Evaluation
Division, December 24, 1986.
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Bid adequancy procedures originally adopted in conjunction with areawide
leasing have been modified as a result of cngoing analysis of their use.

As a result of these modifications, the percentage of tracts passed to

"Phase 2" {of the bid adequacy procedures) for detailed evaluation, has
increased from 33 percent to about 50 percent. In its March 26, 1985, report,
“Interior Has Taken Steps to Improve the Adequacy of Data Used for Making (OCS)
Leasing Decisions,” the GAQ recognized MMS's continuing improvement of its
procedures and data for tract evaluation purposes and made no further
recommendations. Appendix K includes a complete descripticn of the current
bid ‘adequacy review procedures with an explanation of how these procedures
help to ensure the receipt of fair market value.

Part of the decision on the Draft Proposed Program was to review the question of
whether the minimum bid should be changed either in general or specifically

for different planning areas. Alternatively, the question was raised whether
enlargement of the maximum tract size would achieve effects comparable to
varying the minimum bid. Two of the eight topics presented for comment in

the Federal Register Notice of March 22, 1985, pertained to these questions.
Comments on the minimum bid question varied: ' :

° There were some gereral objections to lowering the bid level from the
current $150 per acre level, Others recommended that the minimum bid
level be adjusted on a planning area basis, to take care of any contin-
nencies that may arise, such as changes in price expectations. Industry

smmenters generally recommended lowering the minimum bid--especially
for high-risk frontier areas or high-cost deepwater areas,

There was general agreement among commenters concerning the issue of

iarger tract size., Most commenters favored maintaining the current tract
size, A few noted that tract size could be tailored for specific prospects,
such as in deepwater or in areas where exploration and development costs

are high, A detailed summary of these comments appears in Appendix B of

the Proposed Program.

The larger tract size guestion focuses on the possibility of modifying the current
maximum tract size of 5760 acres as a means to stimulate industry activity in
high-risk 0CS areas by providing a new incentive for industry to explore these
areas. The reasoning here is that, in high-risk, high-cost areas;-the present-
tract size may rot be appropriate to support investment costs even if a discovery
were made. The Secretary has the authority, under section 8(b)(1) of the OCS
Lands Act, to increase the maximum tract size (beyond 5760 acres) if a larger
area is necessary to comprise a reasonable economic production unit. In general,
benefits of larger tract sizes include: a decrease in discovery risk; economies
of scale; greater information value; and a reduction in production risk, if a
discovery is made. However, there are significant problems associated with
increasing tract size, including interpretation and satisfaction of the legal
requirement that the additional acreage be employed to obtain a "reasonable
economic production unit.” Defining a "reasonable economic production unit"
could be a complex task.

Another important factor to consider regarding the benefits of offering larger
tracts is that what is perceived to be a "reasonable economic production unit,"
even for a given geologic prospect, is Tikely to differ among lessees. Therefore,
even if the Goverrment could identify a specific structure and define a reasonable |
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economic production unit, Tessees may not share the same view. Additionally,
the acquisition of the information to assess a unit's economic V1ab111ty might
be time-consuming and costly.

In any case, increasing tract size may not be the most efficient policy
instrument with which to provide exploration incentives because unitization is
available to help lessees achieve economies of scale in exploration, development,
and production. Given the preceding cbservations and the significant number of
public comments (including industry? indicating a preference for tracts no larger
than 5760 acres, an option to increase tract size is not presented in this SID.
However, as part of MMS' current review of OCS o0il and gas leasing policies

(as announced in the Federal Register Notice of October 31, 1986), the use of
larger tract sizes will zcain be considered as & pcssible incentive to |
encourage leasing expleration and production. If a change in tract size is

found to be necessary to comprise reascnable economic production units, MMS
would issue a Notice of Sale and offer for lease a selected number of larger
tracts.

Additional discussion of minimum bid policy is contained in Part III.C.,
where decision options are presented for minimum bid and bid adequacy review
policy. That section provides a discussion of the effects of the minimum bid
Tevel on: : ,

1. bidding and Government recefpts;

2. the appropriate timing for the leasing and deveTopment of prospects
in different 0CS areas; and

3. promoting exploration in hiah-risk/high cost areas.



Part III Options for the Proposed Final Program

Section 18 provides for three successive stages of development of a new 5-year
0CS leasing program prior to final approval.. This Proposed Final Program stage
is the third of those three.

I11.A. Location and Timing Options for the Proposed Final Program

In the formulation of a leasing program, mary location and timing considerations
merge. Consequently, this section of the SID presents a number of location and
timing 1ssues in combined form.

The first category of location considerations in formulating the Proposed Final
Program concerns the selection of a configuration of planning areas, boundaries,
and subareas where leasing will not be pursued in the new program. The second
cateqory deals with the scheduling of sales in the various planning areas.

The treatment of each major option category will be divided into three sections:
options; discussion; and comments.

A.1. Planning Area Configuration Qptions for the Proposed Final Program

Options

Based on furtheyr review of planning area configuration and boundaryrissues,
including a review of the comments on the Proposed¢ Program, the following
decision options are presented for consideration.

OPTION A.l.a Adopt a modification of the configuration of planning areas,
boundaries, and subarea deferrals adopted for the Proposed Program,

(This option is subject to modification by the selection of suboption b, c, d,
e, f, g, or h below.) " .

OPTION A.1.b Defer leasing in any or all of the foliowing subareas identified
in Alternative 2 of the final EIS:

i. The subareas highlighted for further analysis and comments in
the Proposed Program, revised as indicated by underlining:

(A) Three subareas extending 15 nautical miles {n. mi.)
offshore, or, where further offshore, to the limit of low
hydrocarbon potent1a¥ as estimated by MMS in the North South,
and Mid-Atiantic planning areas

(B) The Gulf of Maine, north of 42°30' N. latitude

(C) The Hational Aeronautics and Space Administration Flight
Clearance Zone offshore Cape Canaveral (extending to
195 n. mi. offshore), south of 31° N. latitude

(D) A subarea extending between 20 and 30 n, mi. offshore the
Florida Gulf Coast from Apalachicola to State waters north of
the Keys at approximately 82° W. longitude, adding to it
15 blocks in the "Gainesville" official protraction diagram
(OPD) and removing from it 6 blocks in the "Pulley Ridge"™ QFD
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(E)  Four subareas seaward of approximately the westernmost continuous
1,000 meter isobath in the Washington-Oregon, Northern California
(seaward of the Sale 91 area), Central California, and Southern
California planning areas

(F)  Two subareas totaling 210 blocks adjacent to Unimak Pass in
the St. George Basin and the North Aleutian Basin planning
areas offshore Alaska

(6) A subarea of 59 blocks offshore Point Barrow, Alaska,
in OPD NR 4-2

ii. The,congréésional moratorium area in the North Atlantic

i1i.  Looce Key Natjonal Marine Sanctuary
iv. Key Largo National Marine Sanctuary
v. A subarea from Apalachicola to Panama City
vi. A subarea 20-30 n. mi, offshore in the Dry Tortugas OPD
vii. A subarea approximately 10.5 n. mi. (12 statute miles) offshore the
Yukon Delta in the Norton Basin (101 bTocks] '
c. Defer subareas per the Ca1iforniarﬁovernor's Proposal of 5/7/86

d. Defer subareas per the Regula Proposal re: offshore California

{through mid-1997)

e. Defer subareas per the Panetta Proposal re: offshore California

(through mid-1997)

f. Defer subareas per the Institute for Resource Management Bering

Sea Proposal of 2/8/86

g. Defer subareas per the Draft Proposed Final Program amalgamated

proposal for the OCS offshore California

h. Highlight some or all of the subareas considered for deferral at the
- b-year program stage-fcr-consideratian_dqring_thgmgrgﬁg}e_ggqcesst

Discussion of Planning Areas and Subareas

-Planning Areas

~-General

The development of a new 5-year program calls for the consideration afresh of

the whole 0CS.
considerations:

The configuration of planning areas rests on a number of
geological and geophysical data; leasing, exploration,

development, and production history; environmental data; coordination with
coastal goverrmental entities; mapping considerations; jurisdictional claims to
the OCS and the Exclusive Economic Zone (EEZ); and administrative factors.

The U.S. Circuit Court of Appeals for the D.C. Circuit has upheld the phased
nature of 0CS decisionmaking, with the broadest decisions affecting whole
planning areas to be made at the 5-year program stage and more specific
decisions within planning areas to be made in the presale process,
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This "pyramidic" process was recoghized by the court in the following terms:

. . The 1978 amendments [to the Act] outlined a five step process for
achieving . . . expeditious but orderly development [of the 0CS1. The
first step is the adoption of a five-year leasing program which contains a
proposed schedule of lease sales. This is followed by sale of the leases,
exploration, development and production, and ultimately, sale of the
recovered minerals. The five step process is "pyramidic in structure,
proceeding from broad-based planning to an increasingly narrower focus &s
actual development grows more imminent." Additional study and
consideration is required before each succeeding step is taken. Thus,
while an area excluded from the leasing program cannot be leased,
explored, or developed, an area included in the program may be excluded at
a later stage. /1 *

“while several commenters stated that too much acreage is contained in planning
areas, the size of the planning areas needs to be seen in the perspective of
the pyramidic nature of the 0CS leasing process.

This SID presents examples of progressive reductions in the size of areas under
consideration for leasing through the presale process (see Part 1II.B and
Appendix 0). In addition te the presale process, the deferral of leasing in
portions of planning areas ("subareas") at the 5-year program stage can reduce
the size of acreage available for leasing.
A further consideration concerning the proper size of planning areas relates

to Interior's ability to perform an adequate environmental assessment of

lease sales proposed within them, This jssue was examined in the GAC Report,
"Early Assessment of Interior's Area-Wide program for Leasing Offshore Lands."”

The GAQ there summarized the results of a survey of oil and gas companies,

coastal States, and national environmental and fishery groups. The GAC
concluded that wost regarded Interior's planning documents for presaie decisions
as accurate and complete. Furthermore, most of those questioned believed that

the time for review and comments was adequate. This keport thus supports the
point that a planning area need not be limited to one kind of environmental
regime in order to be analyzed adequately im an EIS. This issue, and others
related to sale size, are discussed further in Part IIL.B.

In terms of environmental analysis, both the programmatic and sale-specific E1S
processes are capable of analyzing the environmental effects of leasing in both
shallow and deep water areas. For the decision on the Proposed Final Program,
the Secretary will have the benefit of the analysis in the programmatic EIS.
Likewise, it is not necessary to 1imit a planning area by water depth. The
economric analysis in Appendix F of the SID explains how different water depths
are considered with respect to sale-specific bidding systems and lease terms,

1t alsc needs to be considered that if 0CS acreage were divided into more
planning areas and offered at the same rate, more separatle sales would be
required, The result could be an increase in the 0CS sale document review
burden of affected States and localities. ,

/1 California v. Watt (11} 712 F.2d at 588

T



--Planning Area Options

Option A.l.a provides for the confirmation of the planning areas, boundaries,
and subarea deferrals adcpted for the Proposed Program, except that it would
extend the boundaries of four planning areas: Western, Central, and Eastern
Gulf of Mexico; and Straits of Florida (see Map 3). This revision would make
the added area avaliable for consideration for leasing in the new 5-year period,
given the historic trend toward drilling in ever deeper waters in the Guif of
Mexico. In addition, the Department of State has made minor revisions to
planning area outer boundary descriptions (final planning area boundaries are
described in Appendix N). The other elements of this option are unchanged from
the decision of the Secretary on the Proposed Program. These elements include
the division of the entire OCS into 26 planning areas which are basically
similar to the aress adopted for the 1982 program, except for the following new
features: the planning areas offshore California were reconfigured from two to
three; a separate planning area was established for the Straits of Florida; 2
newly-approved official protraction diagrams (OPDs NH 18-4 and NH 18-7) were
added to the South Atlantic; the Beaufort Sea planning area was extended to
include OPD NS 7-8; the Eastern Gulf of Mexico planning area was extended to
include -OPD NG 16-5 and OPDs south of -26° N. latitude ?NG 17-8 ["Miami"], NG
17-10 ["Dry Tortugas"], NG 16-12, and the northwest corner of NG 17-11 [“Key
West"]}; and 128° W. longitude was proposed as the seaward boundary for the new
Northern California and Washington-Oregon planning areas.

The reconfiguration of planning areas offshore California adopted in the Draft
Proposed Program (March 1985) and confirmed in the Proposed Program (February 1986)
resulted in the following boundaraes

1.  Southern California--the offshore area from the provisioral boundary
with Mexico north to the San Luis Obispo County/Monterey County line,
between block rows N825 and N826. This would merge the Santa Maria
portion of the 1982 program's Central/Northern California area into
the present Southern California area. This new area would border
approximately 436 miles of mainland coastlinre. '

-2+ - Central Lalifernia--The offshore area north of the San Luis Obispe— - -
County/Monterey County line to the Sonoma County/Mendocino County line,
between block rows N894 and N895. This new area would include two
basins and would border approximately 350 miles of mainland coastline.

3. Northern California-~the offshore area north of the Central
California area to the California/Oregon border. This new area would
include the two northernmost basins and would border approximately
286 miles of mainiand coastline.

The March 1985 California planning area reconfiguration responded io
several concerns noted in comments received in response to the July 1984
request for comments on the development of a new 5-year program. The
reconfiguration into three areas combines all existing OCS oil and gas
operations within the Southern California planning area. This combination
facilitates a more realistic and accurate cumulative analysis of environmental
effects of OCS activities, including air quality and transportation of oil and
gas. In conjunction with the leasing schedule proposed in March 1985, this
change facilitated the reduction of the frequency of 0CS lease sales in each
new planning area from one sale every other year to one sale every third year.
The reconfiguration responds in part to recommendations from the State of
California and local governments to divide the OCS planning areas into more



saLAep

-.Oﬂﬂ . bﬁ—’. .
001X3W 40 4700

_ nm__. 1
Kem

Aue UL UOLIOLPSLUNG S3}RLS PRgLup 30830

| 10 B0tpnlfaud j0u op pue ALuo sasodund
;BuLuue|d |etytut 404 o4e ‘seaue Buiuueld
U3BM]3G UMOYS SUOLSLALp pue “sdew ayz uo
pa31oLdsp SPLWL] pue S2LJABPUNOY SWLLJey

]
2@0...:.5(9 m

rzliuon

v
2¢0k310 ‘5

/

3?@
Oury
L
N

0

/

ZOOMQO

:tmx&

SVYIUV DNINNVId S50

UNog 02LX3 40 4LNY JO UOLSEASY ®

¢ dey

1

|

| :
b1 _ bely

y uoi3do



93

manageable areas than the two in the 1982 program (Central/Northern and Southern
California). Those two areas contained approximately 780 and 292 miles of
mainland coastline, respectively.

In the Draft Proposed Program end the Proposed Program. the seaward boundary of
the Northern California and Washington-Oregon planning areas was set at 128° W
longitude so as to include the official production ciagrams comprising-the full
area of hydrocarbon potential as estimated by MMS. The addition of the Fastern
Gulf of Mexico area in the vicinity of the Flcerida Keys, south of 25° N latitude
and east of 82° W longitude, adds to the program an ares ¢f hydrocarbon potential.
While comments raised questions about these areas, they are retsined in the baesic
configuration of planning arveas for thic option. Both the subarea deferral option
and the presale process for specific sales provide ways of addressing objections
to offering for lease acreage of concern to commenters.

~-Subareas

Section 18(f)(1) of the OCS Lands Act provides the basis for the Secretary's
consideration of "nominations for any area to be offered for Tease or to be
excluded from leasing.” Requests for deferral of about 100 specific

geographic subareas or categories of subareas as part of the new 5-year program
have come from a variety cf parties. Appendix B lists all requests for deferral
by States, localities, and other parties received in comments on the Proposed
Program. Tn addition, an attachment to this SID describes individually or in
combined form virtually all subareas nominated for deferral in response to
either the July 1984, March 1985, or February 1986 Federal Register Notices on
the new 5-year program as well as a number of Department of Defense and National
Aercnautics and Space Administration use areas. That attachment describes the
environment of each subarea, its resource potential, data on Teasing history
and industry interest, and the impacts which might be avoided were the subarea
to be deferred from leasing in the new program.

_——Advantages and Disadvantages of Subarea Deferrals at the 5-Year Program Stage

On one hand, removing high conflict areas at the earliest stage of the leasing
process coutd rediuce controversy and Titigation over them:- -In-additions-
deferral of portions of planning areas could reduce the analysis burden in the
presale process for all parties.

On the other hand, the Secretary has discretion to defer the decision on whether
to exclude subareas from leasing to the presale process stage for particular sales.
That approach would conform to the pyramidic nature of the Teasing process in
which only the broadest decisions are made at the programmatic stage.

The fundamental approach to the resolution of conflicts over which areas should
he offered for lease has been and will continue tc be the processes specified
in section 19 of the 0CS Lands Act, the National Environmental Policy Act, and
other applicable Taws and regulaticns. These precesses provide for detailed
analysis and consultation undertaken in the presale process for individual
lease sales. Appendix L describes this process in detail.

Subarea deferrals can short-circuit the extensive presale planning process--
including environmental analysis and consultation--and can remove the
possibility of reaching sale-specific accommodations and safeguards that could
"~ allow offering areas of concern,



Deferrals may be premature and may unduly Timit flexibility if made before the
availability of the geological and environmental information usually gdthered
during the presale process for a sale.

Subarea deferrals made at the 5-year program stage cannot be reconsidered for
leasing for 5 years (unless a new 5-year program is developed--a mu1t1~year
process). This could have a dampening effect on informatjon-gathering in areas
which are deferred. Thus, subarea deferrals may, effectively, become
permanent.

Section 18 is basically designed to compare whole planning areas., HNo subarea
deferrals from the midst of planning areas were made in the 1980 or 1982
programs. However, as a result of the consultation process prescribed by
section 18 of the 0CS Lands Act, the Secretary determined that a departure from
the practices of the past was warranted in certain locations.

--Criteria for the Secretary‘s.Decisions on Subarea Deferrals

Subsections 18(c), (d¢), and {f) of the OCS Lands Act provide a basis for
Secretarial discretion in responding to subarea deferral recommendations by
public commenters. The criteria for Secretarial decisions on such
recommendations are those set forth by section 18 of the Act. Section 18
provides for the exercise of judgment by the Secretary based on a consideration
of the following: national energy needs; o0il and gas resource potential; the
potential for environmental harm; the equitable sharing of developmental
benefits and environmental risks among the various regions; other uses of the
sea ana seabed; the interest of potential oil and gas preducers; laws, goals,
and policies of affected States; and relatwve environmental sensitivity and
marine productivity.

In making his decision concerning subarea deferrals, the Secretary determined
that the uniqueness of the subareas required the exercise of judgment on a
case-by-case basis rather than the application of an abstract formula or
inflexible guidelines. In making his decision on the Proposed Program, the
Secretary was provided with. the key characteristics of over 100 subareas
requested by commenters for deferral from leasing and a number of areas

with other uses identified by MMS. Those characteristics included the
disposition of the subarea in past OCS lease sales, 01l and gas resocurce
potential, description of the environment, and description of the potential
impacts avoided by the deferral of leasing.

Making a judgment based on those considerations, the Secretary proposed the
deferral of Teasing in 15 subareas as part of the Proposed Program and selected
13 other subareas to be highlighted for further comments and analysis. The
final decision on subarea deferrals will be made only when final approval is
given to the new program.

Based on a consideration of comments on the Proposed Program and the other
considerations identified above, in Fall 1986, the Assistant Secretary for
Land and Minerals Manavement made adjustments to SID options and EIS
alternatives, including the 13 highlighted subareas. Table 12.3 displays the
subareas deferred or highlighted in the Proposed Program and the Fall 1986
adjustments to the options.
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Table 12.3

Subarea Deferral Options

Subareas with Federal legal restrictions affecting
0CS o011 and gas activities

A. Statutory:

1. OCS Lands Act section 11(h) re:
offshore Point Reyes Wilderness Area
2. North Atlantic Moratorium Area

B. Federal regulations and orders:
1. Mational Marine Sanctuaries on the 0CS

a. Point Reyes - Faralion Islands
National Marine Sanctuary

b. - Charinel Islands National Marine

Sanctuary

Gray's Reef National Marine Sanctuary

U.S.S, Monitor National Marine

Sanctuary and Buffer Zone

2. Loce Key National Marine Sanctuary

f. Key Largo National Marine Sanctuary

[~ ¥ e
e e

2. Santa Barbara'Federa1 Ecological Preserve
and Buffer Zone

Subareas comprising large contiguous areas estimated
by MMS to have negligible hydrocarbon potential

Was h"i"n'g ton=0 regon

Northern California
Central California
Soutnern California

COome

E. Gulf of Maine

Subareas with some estimated hydrocarbon potential
where environmental concerns have been expressed

A, Corde11 Bank
B. Offshore Monterey Bay
€. Offshore Big Sur

Proposed
Program

Proposal

Defer

Defer

Defer

Defer

Defer

. Defer

© HighTight

Highlight
Highlight

Highlight

Defer
Defer
Defer
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Proposed
Final
Program

Option

Defer
Defer

Defer

Defer
Daefer

Defer

To be
deferred if
a sale is
scheduled
in Straits
of Florida

Defer.

Dafer subarsas ~ -
expanded to sea-
ward of approx.
the westernmost
continuous 1,000
meter 150bath in
all four Pacific
planning areas
Defer

Defer
Defer
Defer



Iv.

Proposed
Program
Proposal
D. Seagrass Beds Defer
E. Florida Middle Ground Defer
F. Atlantic Coast portion of Straits of Florida Defer
G. Flower Garden Banks Defer
H. Atlantic Coast subareas (15 nautical [n.] miles) Highlight
I. 20-30 nautical mile subarea off the Florida
Gulf Coast Highlight
J. "Miami* OPD area off the Florida Guif Coast Highlight
K. Offshore Unimak Pass, Alaska _ Highlight
L. 59 blocks offshore Point Barrow, Alaska: Highlight

Subarea from Apalachicola to Panama City
Subarea 20-30 n. miigs north and west of the

96

Proposed
Final
Program

Option

Defer

Defer

Defer

Defer

Defer subarea
extended to
include
certain low
potential
areas beyond
15 n. miles

Defer subarea,

revised to add
15 blocks in the
*Gafnesville"
OPD, merge with
"Miami® GPD,
remove 6 blocks
in the "Pulley
Ridge" OPD, and
extended south
to State waters
at approx.

82° W. longitude

Defer
Defer subarea
{clarify that
59 blocks all
in OPD NR 4-2)
Defer

M
N » .
o Dry Tortugas— R Pefer o
0. Califoraia Governor's Proposal of 5/7/86 - Defer
P. Regula deferral proposal re: offshore California - Defer
Q. Panetta deferral proposal re: offshore Californfa - Defer
R. Amalgamated proposal re: offshore California - Defer
S. IRM Bering Sea proposal of 5/8/86 - Defer
T. 12 miles off Yukon Delta - Defer
Subareas with some estimated hydrocarbon potential
where concerns have been expressed about other ocean uses
A. Offshore San Francisco Bay Defer Defer
* B, San Nicolas Navy Operating Area Defer Defer
€. NASA Flight Clearance Zone off Cape Canaveral Highlight Defer subarea

extended to

195 n, miles,
n. boundary
clarified as
31° N. latitude
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The Fall 1986 adjustment of the Tist of highlighted subareas reflects the
consideration of comments in a way that provides for consistent treatment of
subareas recommended for deferral--insofar as possible, considering the unique
characteristics of each area. Two proposals submitted by the members of

the special Congressional panel concerning the California 0CS, as well as the
recommendation of the Governor of California, have been included among the
potential subarea deferral areas analyzed quantitatively in the SID insofar as
they affect leasing through mid-1992.

With the addition of Looe Key and Key Largo National Marine Sanctuaries, and

the Horth Atlantic Moratorium Area, Category I ircludes all subareas on the GCS
with Federal legal restrictions affecting oi) and gas activities. The option
added for the PFP (deferral of the two national marine sanctuaries in case a
Straits of Florida sale is.scheduled) would provide for consistent treatment of
all such areas on the 0CS.

- Category II has been revised so that all large, contiguous areas estimated by

MMS to have negligible potential for o0il and gas resources can be considered

for deferral. The adjustment of the subarea line to approximately the westernmost
continuous 1,000 meter isobath reflects an accommodation of MMS's estimates of

. negligible potential beyond that line and the recommendations of the Governors

of the Pacific coast States. The extension of the 1,000 meter isobath line
through the Southerrn California planning area provides for consistericy in treatment -
along the entire west coast. Small, scattered areas estimated to have negligible
hydrocarbon potential, however, (such as in the Shumagin planning area) are not
included in this category because they are interspersed with areas estimated to
have potential., The basis for this approach is the pyramidic structure of the
Teasing process upheld by the court which allows further consideration of whether
to defer leasing in particular subareas in the individual presale process.

Categories 1II and 1V call for the greatest exercise of judgment on the part of
the Secretary. Analyses to be considered for the decision on the 5-year
program are found in the EIS and the Subarea Attachment. The latter contains a
quantitative analysis of the deferral of leasing in SID option subareas in
aadition to the qualitative analysis given to virtually all subareas recommended

- for deferral. - :

In order that the Secretary's decision be based on a consideration of the
balancing of costs and benefits of leasing and exploration in a way that
reflects the potential deferral of subareas from leasing, the quantitative
analysis has been augmented in the following way. Leasable resources were
recalculated for the remainder of each planning area assuming the deferral of
the 15 subareas whose deferral was adopted in the Proposed Program. This
resulted in a new base against which to compare the possible deferral of other
subareas. For each planning area, a calculation was done of the leasable '
resources remaining available for leasing assuming the deferral of each subarea.
A cumulative figure reflecting the deferral of all subareas within a planning
area is also provided in order to refiect the range of possible effects of
deferrais. A separate cumulative figure is necessary because, given the nature
of the resource estimating model, the cumulative effect of deferrals cannot be
estimated by simply adding the effects of the individual deferrals. In order
to keep the analysis within reasonable bounds, computations of the effect of
the other numerous possible combinations of deferrals within a planning area
have been omitted. In the case of California planning areas, a lowest figure
is given instead of a cumulative one because the deferral proposals are
alternative rather than additive. ,
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The basic calculations are those done for the estimates of leasable oil and gas
resources and their net economic value. Social costs are adjusted by multiplying
leasable resources by the planning area per-barrel social cost coefficients (see
Appendix G). The social cost coefficients were revised for these calculations
only to reflect the change in resources available for leasing in the remainder

of the planning area after deferrals. For example, even though coastal deferrals
would put a minimum distance between potential platform oil spills and sensitive
coastal resources, the social cost coefficients have not heen reduced on this
account. This is because the whole planning area {even the deferred portion)
still has the potential for being affected by production which could occur in
that part of the planning area which remains available for leasing, It should
be. noted that this procedure can be interpreted to result in an overstatement of
social costs. Similarly, marine productivity/environmental sensitivity rankings
for whole planning areas continue to be used in computing social costs. In order
to shed more 1ight on the implications of subarea deferrals for the Secretary,
however, alternative analyses have been added in Appendices G and I on the
potential effects on those analyses of various subarea deferral alternatives.

Net social value estimates for whole planning areas and the remainder of planning
areas reflecting subarea deferrals appear in Table 12.4. For the purpose of
estimating the effects of subarea deferrals on net social value calculations

for the Proposed Final Program decision, technical data have been further
reviewed and refined. The equitable sharing analysis (Part II.C) has also been
revised to show a range corresponding to the subarea deferral options.

In a number of cases, deferral of leasing in subareas does not materially
change the estimates of resources available for leasing or the net social
value of leasing and production of the resources in the remainder of the
planning area. However, because of the uncertainties inherent in the
projection of undiscovered resources and their future value, it should not
necessarily be concluded that leasing in such subareas has no potential value
(see Appendices F and S).

Comments on PIanning Areas and Subareas

° State Governors: Alabama and Maine recommended that subarea deferral decisions
be governed by a set process based on scientific and economic criteria.
Massachusetts stated that economic and environmental analyses conducted in the
development of the 5-year program should eliminate portions of planning areas
from leasing. Rhode Island recommended that the option to defer subareas other
than marine sanctuaries be exercised with a measure of restraint.

° State Agencies: The California Department of Justice stated that the Secretary's

criteria for making deferrals are too vague. The New York Department of
Environmental Conservation expressed concern that the Secretary did not use a
consistent process for considering subarea deferrals. The Georgia Departiment of
Natural Resources stated that the concept of subarea deferrals is acceptable for
the protection of sensitive areas as long as serious consideration is given to
other environmentally sensitive areas during the presale process..

° Federal Agencies: The Environmental Protection Agency (EPA) endorsed the
proposed deferral of 15 subareas and recommended the deferral of the 13
highlighted subareas. The Department of Energy (DOE) stated that decisions to
delete or defer consideration of particular subareas should be made during the
presale process rather than at the program stage. :

.

Py
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Table 12.4

Range of Estimated Net Social Value of Total Production of

Unleased, Undiscovered 0CS 0il and Gac Leasable Resources as of Mid-1987
by Planning Area, Reflecting Subarea Deferrals through Mid-1992 /1

Net Social Value

($MM1987)
Low High
Price Price
Planning Area Case Case
I.  North Atlantic ,
A. Whole Planning Area ...coviierennrenennnncsnssncansenanens 16 244
B. Remainder (No Subareas Were Proposed for Deferral
in the Proposed Program) ..veveveceeesesecocacasnaanenns N/A N/A
C. Whole Area Minus
(1) 15 n. miles plus Tow potential APBAS .+ evrernnennonnnns 14 . 228
r (2) Gulf of MAaine c.veevrevennernesannnas Cereraann R 1 244
or (3) Congressional morator1um BT€8 cevnceresosan Ceeesenenan g 164
or {4) Cumulative of 1, 2, and 3 ..covieenennnn eetceenes ereas 9 158
IT. Mid-Atlantic :
A. Whole P1anning Area ...ceevineeceseonsaceonaacsoscosnenons 89 895
B. Remainder (Whole Planning Area Minus U.S.S.
Monitor National Marine Sanctuary and Buffer Zone} ..oee.. ~--Same as [I.A--~
C. Remainder Minus _
(1) 15 n. miles plus Tow potential areas ...eovevevee-eesa~~~Same as JI Avew
III. South Atlantic , o _ '
A. Whole P1anning Ared ..cceeeeeviveceesernnasans cesreciehns .. 436 3,439
B. Remainder (Whole Pianning Area M1nus _
- Gray's Reef National Marine Sanctuary) ........ e emascesans 398 3,152
€. Remainder Minus
, {1) 15 n. miles plus low potential areas ......icea.. veo..398 3,152
or (2) NASA Flight Clearance Zone (South of
21° N. Tatitude, to 195 n. mi ) (. iiiiienrnnnnnnnnn 241 2,148
OT' (3) Cumu'l at] ve Of 1 and 2 sssosassrsareeecnnee’s -',9, LN N ---241 e 29148
IV. Straits of Florida
A. Whole Planning Area .....cccieincennsuansnasscncsnnas sees ¥ 110
B. Remainder (Whole Planning Area Minus n
Atlantic coast SubBrea) ...eeveceveeervecnanncennasosansas * 55
C. Remainder Minus

{1) Love Key and Key Largo Mational Marire Sanctuaries ...---Same as IV.B---

/1 For each p1ann1ng area, item "B," "Remainder," reflects deferrals from 1easzng
included in the Secretary's February 1986 Proposed Program. Item "C" reflects

the further deferral of subareas highlighted for analys1= in the Proposed Program,
as revised by the Assistant Secretary for Land and Minerals Management in

Fall 1986. The net social value figures are estimates of the net present

value of all Teasable resources available for leasing based on the assumption

that all are leased in mid-1987 and produced over timeframes typical for each
region. For the effects of the phasing provisions of California proposals,

see Table 17.3 and the California Analysis document.

Negligible (less than $0.5 million in $1987)



Table 12.4 (continued)
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. Net Social Value

($MM1987)
Low High
Price: Price
Planning Area Case Case
V. Eastern Gulf of Mexico
&, Whole Planning Area ...eievecerevesesnsscnnnennnns veeees 177 2,391
B. Remainder (Whole Planning Area Minus
Seagrass Beds and the Florida Middle Ground) ..... eevevo===Same as V,A---
C. Remainder Minus _ _
(1) Revised 20-30 n. mi. subarea {including Miami OPD)..---Same as V.A---
or (2) Apalachicola to Panama City subarea ................ -=-Same as V.,A---
or (3) Dry Tortugas OPD SubDarea@ .......veoveessovscasconces ~==Same as V.A---
or (4) Cumulative of 1, 2, and 3 ..eeveieveencnnsnensnnnsens ~-~-Same as V.A«-~
VI. Western Gulf of Mexico
A. Whole Planning Area ...... tehesesassaseresasseacssasnns 7,171 31,448
B. Remainder (Whole Planning Area Minus
Fiower Garden Banks) ....ccceviveivenarascnnces sevcaaane ---Same as VI.A---
VII. Southern California
A. Whole Planning Area ........ st esesseraensenseansenee 2,221 9,053
8, Remainder (Whole Planning Area Minus
Barbara Federal Ecological Preserve and Buffer
Zone; Channel Islands National Marine Sanctuary:
and the Coordinated Anti-submarine Warfare Area
(San Nicolas Basin)) .......... ceneas teeesrene ereessees 882 4,990
C. Remainder Minus
(1) 1,000 meter iscbath subarea ........cceevevoenene .. 978 4,932
or {2) Amalgamated Proposal of 2/87....cceveunncrennenass. . 850 4,548
or (3) California Governor's Proposal ......... eernceee ves 623 . 3,066
or (4) Regula Deferral Proposal ..eeveveceveninsciecnnsans 846 °~ 4,530
or (5) Pahétta_DeferraT'P?Obb§§]"I.;I.;..JIJI??if;;;T;;.};””710W[T“ -
VIII. Central California .
A. Whole Planning Area ....ccevevevecicacorananes veassess 353 2,659
B. Remainder {Whole Planning Area Minus the area
off Pt. Reyes Wilderness, the Pt. Reyes~Farallon
Islands National Marine Sanctuary, the area
offshore San Francisco Bay, the area in the
immediate vicinity of Cordell Bank, the area
cffshore Monterey Bay, and the area offshore ,
Big Sur) ...... cesassssannan ehedesssesiisnanssasanasen 238 1,583
C. Remainder Minus '
(1) 1,000 meter isobath subarea ...... ceenenrenns eeese. 235 1,543
or (2) Amalgamated Proposal of 2/87...ciuveeiraneccnnnnnn. 230 1,542
or (3) California Governor's Proposal .......... cerereeass. 150 1,035
or (4) Regula Deferral Proposal .......cveveens tesacesanae 222 1,501
or {5) Panetta Deferral Proposal ......eiveeeniecnaannnnns 45 /1 308 /1

/1 WhiTe these estimates for the Panetta Proposal reflect resources in al] areas
available for leasing under it, the phasing element of the Panetta proposal

would restrict access to them.

3800 /1
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Table 12.4 (continued)

- Net Social Value

{$MM1987)
Low High
Price Price
Planning Area . Case Case
IX. Northern California
A. Whole Planning Area .....veeeeeennnn therestenescnncnenne 464 2,700
B. Remainder (No Subareas Were Proposed for Deferral '
in the Proposed Program) .......cevevvvceans tevevesiens . N/A N/A
C. Whoie Area Minus : _
(1} 1,000 meter isobath subarea .......... teressvcnsanne 467 2,573
or (2) Amalgamated Proposal of 2/87 . eevecennnnen. cemereress 399 2,246
or (3) California Governor's Prgposal .......... cvesnesaees 342 2,163
or {4) Regula Deferral Proposal ...eeeeereeresreconocens ... 289 1,652
or {5) Paretta Deferral Proposal .....oveeeeeececveennannens 31 /1 439 /1
X. washington-Oregon _ '
A. Whole Planning Ared ...vvevveveenrecnnnnes sesesrrennanes 130 485
B. Remainder (No Subareas Were Preposed for Deferral '
in the Proposed Program) ............ ceesesreacns ceseees N/A N/A
C. Whole Area Minus :
(1) 1,000 meter isobath SuUbared .....eeeevececeenns ceos.——=Same as X.A---
XI. St. George Basin
A. Whole PTanning Ared .ueeeeeeeesecesnsocnocesasnsesaaanss * . . 750
B. Remainder (No Subareas Were Proposed for Deferral
in the Proposed Program) ..........ec.ue.. ctecsaseenenes N/A N/A
C. Whole Area Minus
(1) Unimak Pass Subared ....eocececess erasecereneasaeas ~~=Same as XI.A---
or (2) Institute for Resource Management Proposal ......... * 663
or (3) Cumulative of 1 and 2 .....oveennnnun. Ceteserreeneas ~==-Same as XI1.C{2)---
XIT. North ATeutian Basin - ’ ' .
A. Whole Planning Area ....... teseraesasansteacasnnas cases * 26
B. Remainder {No Subareas Were Proposed for Deferral
in the Proposed Program) .....eceeeveenncannss fheeenean N/A N/A
C. Whole Area Minus
(1) Unimak Pass Subarea ...eevececececescnens tettieneae ~-~-Same as XII.A---
XIII, Norton Basin :
A. Whole Planning Aread ..o..viciesinnerecenensesnnannns fene . % 33
- B. Remainder (No Subareas Were Proposed for Deferrai
in the Proposed Program) .....c.ccevevecenennnass R | P71 N/A
C. whole Area Minus
(1) Offshore Yukon Delta (101 blocks) .ovveveuunnn. -....---Same as XIII.A---
or (2} Institute for Reseurce Management Proposal ........ .17
r (3) Cumulative of 1 and 2 .oveeirrnnnnrinonnnn ........—--Same as XIII.c{(2)

/1 HWhile these estimates for the Panetta Proposal reflect resources in all areas
available for leasing under it, the phasing element of the Panetta proposal would
restrict access to them,
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Table 12.4 (continued)

Net Social Value

{$MM1087)
Low High
Price . Price
Planning Area Case - Case
XIV., Navarin Basin :
A. Whole Planning Area ........... teevesseavsnecns PN * 2,038
B. Remainder (No Subareas Were Proposed for Deferral '
in the Proposed Program) ....... Cisesessesensanenen Cenee N/A N/A
C. Whole Area Minus '
(1) Institute for Resource Management Proposal .........-~~Same as X1V A---
XV. Beaufort Sea

A.

'B.
C.

Whole Planning Ared ...cvivcrnencnceccns serssianesanrnes * 678
Remainder (No Subareas Were Proposed for Deferra]

in the Proposed Program) ......ccceveeeae Credreresssecaes N/A N/A
Whole Area Minus -

(1) Point Barrow subarea ........eeo.. tesessessecenesonan -~-Same as XV.A---
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° Industry: A majority of commenters endorsed the proposed configuration of
the 26 planning areas. Several commenters expressed opposition to the concept
of deferring subareas at the 5-year program stage, stating that such decisions
should be made during the presale process conducted for individual saYes

° Environmental and Other Organizations: . The Natural Resources Defence Council
(NRDC) and Maine Audubon Society endorsed the concept of deferring subareas at
the 5-year program stage, but noted a lack of set criteria to govern deferral
decisions. NRDC also stated that the subarea deferrals proposed are far too
limited. Manasota 88 called for the estdb11shment of exp11c1t criteria to
guide selection of subarea deferrals.

-Atlantic

° State Governors: Maine recommended deferral of the Gulf of Maine subarea.
Maine also stated it was not reguesting deferral of Georges Bank; but, if high
conflict is a criterion for deferring subareas, then Georges Bank would

gualify. Massachusetts recommended that the Gu]f of Maine, the Georges Bank
region to 400 meters, and submarine canyon areas be deferred. Rhode Island
recommended establishment of an administratively flexible boundary between the
North and Mid-Atlantic planning areas to allow States involved in both areas to
participate fully in the OCS program. PRhode Island also commented that 15
miles is the lowest distance requestied by Atlantic States for a coastal deferral
and may not be sufficient, Connecticut recommended that the proposed subarea
within 15 nautical miles of the Atlantic coast be expandéd to 50 miles with
specific industry nominations evaluated on a tract-by-tract basis within the
subarea. New Jersey commented that deferral of a subarea within 40-50 miles of
the coast might be nore appropriate than deferral within 15 miles. Delaware
commented that a boundary conforming to the geological division between the
Baltimore Canyon trough and the Georges Bank basin would form a move appropriate
border between the Mid-Atlantic and North Atlantic planning areas than that
proposed; and endorsed deferral of the subarez extending 15 nautical miles from
the coast. Virginia requested deferral of areas within 50 miles of the coast
and areas in offshore canyon heads. Maryland commented that a more reasonable
alternative to the 15 nautical-mile subarea would be an arbitrary distance of
30 miles from shore. Morth Caroling endorsed the proposed deferral of the o
U.S.S. Monitor Marine Sanctuary and adjacent buffer zone. North Carolina also
requested deferral of the area extending seaward to the 200-meter isobath.
Florida expressed support for the proposed deferral of the Atlantic portion of
the Straits of Florida planning area. Florida alsc cormented that deferral of

a buffer subarea off the Atlantic coast should be based on considerztion of
biological and current regimes, and no informed decision can be made until
environmental data are acquired. Florida further recommended deletion of the
subarea below 30° N. latitude. ' '

° State Acencies: The Georgia Department of Natural Resources endorsed
deferral of the subareaz within 15 nautical miles of the coast as Tong as
proposals for alterations of this subarea ere evaluated on a case-by-case
basis. The Florida Department of Natural Resources endorsed deferral of the
Kennedy Space Center Flight Clearance Zone, the subarea within 15 nautical
miles of the coast, and the southern portion of the Straits of Florida planning
area. The Florida Department of Environmental Regulation endorsed deferral of
the Kennedy Space Center Flight Clearance Zone and the subarea within

15 nautical wmiles of the coast, but noted that the latter may not be



sufficient. They also urged permanent deietion of the entire Straits of
Florida planning area. The Florida Coastal Resources Citizens Advisory
Committee commented in favor of deferring the entire Straits of Florida
planning area. The New York Department of Environmental Conservation requested
deferral of the area within 50 miles of shore, canyon areas., and the area north
of 40° 15" N. latitude. The North Carolina Division of Marine Fisheries and
Division of Coastal Management recommended deferral of the area shoreward of
the 200 meter isobath. The Virginia Council on the Environment requested that
Teasing be prohibited within 50 mites of shore and in canyon heads.

° lLocal Governments: Brevard County (FL) adopted a resolution which endorsed
the proposed deferral of the Atlantic coast portion of the Straits of Florida
planning area. Brevard County (FL) and Volusia County (FL) endorsed deferral
of the Kennedy Space Center Flight Clearance Zone. Brevard also endorsed
deferral of the area within 15 miles of the coast. The South Florida Regional
Planning Council commented that deferral of the entire Straits of Florida
planning area is imperative, The City of Wilmington (NC) adopted a resolution
which endorsed the propesed deferral of the U.S.S. Monitor Marine Sanctuary and
buffer zone. ' '

° Industry: Chevron commented that it would be appropr1ate to defer the
Atlantic portion of the Straits of Florida planning area, the Gray's Reef
Marine Sanctuary, and the U.S5.S. Monitor Marine Sanctuary and buffer zone.
Murphy 0i1 commented that the subarea of the Straits of Florida proposed for
deferral i1s excessive and should be reduced to the area within 15 miles of the
coast, but that deferral of the other Atlantic, Guif of Mexico, OCS subareas
h1gh]1ghted for further analysis would be acceptab?e API, Phillips, and Exxon
expressed opposition to establishment of a separate and dast1nct Straits of
Florida planning area and recommended that it be included in the South
Atlantic p1ann1ng area. Tenneco stated that if a major portion of the Straits
of Florida is to be deferred, the remaining area should be included in the
Eastern Gulf of Mexico plann1ng area.

® Environmental and Other Organizations: Carteret County €rossroads (NC)
endorsed the proposed deferral of the U.S.5. Monitor Marine Sanctuary and
buffer zone.. Carteret County Crossroads (NC} and Georgia Conservancy requested
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deferral of the-area-extending- seaward-to the200-meter—isebath:—The-Florida— -

Public Interest Research Group (PIRG) expressed confusion over whether the west
coast of the Florida Keys is included in the Eastern Gulf of Mexico or the
Straits of Florida planning area. The Association for the Preservation of Cape
Cod, Inc. commented that Georges Bank should be deleted from all leasing plans.
The Maine Audubon Society requested deferral of the Gulf of Maine.

The Massachusetts Audubon Society requested deferral of Georges Bank and areas
shallower than 400 meters, submarine canyons, areas within 50 miles of the
coast, and the Gulf of Maine. The lLeague of Women Voters of Massachusetts
commented that Georges Bank, the shelf/slope break, and the areas 400 meters or
shallower off the Massachusetts coast should be deferred. NRDC recommended
deferral of Georges Bank and areas shallower than 400 meters and areas within
50 miles of the Atlantic coast. National Audubon Society (Florida Office),
Sierra Club (Florida Chapter), and Friends of Canaveral recommended deferral of
the area with 15 miles of the Atlantic coast. Friends of Canaveral also
recommended deferral of the Kennedy Space Center Flight Clearance Zone.

Florida Defenders of the Environment, Inc. adopted a resolution supporting
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permanent deletion of ithe area in and around the Florida Keys and the Straits
of Fiorida. Florida PIRG recommended deferral of a 30-mile buffer Zone around
the entire Florida coast.

_° Private Citizens: A number of commenters requested deferral of an area
‘ranging within 15 to 50 miles of the coast.

® Congress: Senator Lawton Chiles endorsed deferral of the subareas which the
State of Florida requested to be deferred.

~Guif of Mexico

° State Governors: Florida expressed support for the proposed deferral of

186 blocks in Seagrass Beds and 23 blocks in the Florida Middle Ground. Florida
also requested deferral of the subarea between 20 to 30 miles off the Gulf coast
from Naples to Apalachicola and asked that 15 blocks in the Gainesville Map area
and 97 blocks off Apalachicola Bay, all of which were deleted from Sale 94, be
included in this deferral. Floriga also stated opposition to leasing in the
area south of 26° N. latitude and east of 82° W. longitude.

° State Agencies: Florida Department of Environmental Regulation expressed
support for the proposed deferral of blocks in the vicinity of the Florida
Middie Ground: Florida Department of Natural Resources requested deferral

- of the subarea between 20-30 miles off the Gulf coast from Naples to
Apalachicola and the Florida Bay area. Florida Department of Environmental
Regulation recommended deferral of the subarea between 20-30 miles off the Gulf
coast from Naples to Apalachicola and asked that 15 blocks in the Gainesville
Map area and 97 blocks off Apalachicola Bay be included in this deferral. They
also requested permanent deletion of all areas south of 25° N. latitude and
east of 82° W. longitude. Florida Coastal Resources Advisory Committee requested
that the area of the Gulf south of 26° N. latitude be deferred. Texas General
Land Office expressed support for the proposed deferral of the Flower Garden
Banks subarea.

° Local Governments: South Florida Regicnal Planning Council and Sarasota _
County recommended deferral of the subarea within 20 to 30 mites of the Gulf
coast'and“thE'SUbareHVSOGth”Uf”ZB°*N;TT3tifﬁdé"an67ééﬁf“ﬁ?“SZUWWYf1ongitude.
North Central Florida Regional Planning Council recommended permanent deletion
of the subarea within 30 miles of the Gulf coast from Naples to Apalachicola.
Southwest Florida Regional Planning Council recommended deferral of the subarea
within 30 mites of the Gulf cuast from Naples to Apalachicola and the subarea
south of 26° N. Tatitude and east of 82° W, longitude.

¢ Industry: Tenneco specifically expressed opposition to deferral of the
subarea extending 20 to 30 nautical miles offshore from Naples to Apalachicola
and the subarea south of 26° N. latitude and east of 82° W. longitude.

° Environmental and Other Organizations: Florida Defenders of the Environment,
Inc., adopted a resolution supporting permanent deferral of the subarea south
of 26° N. latitude and east of 82° Y. longitude and areas in and around the
Florida Keys and the Straits of Florida. Izaak Walton League (Region V),
Sierra Club (Florida Chapter), and Manasota 88 recommended deferral of the area
south of 26° N. latitude. The latter two also recommended deferral of a
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subarea within 30 miles of the Gulf coast, and Manasota 88 expressed opposition
to Teasing in Apalachicola Bay. The New Smyrna Beach (FL) Audubon Society and
Florica Nationa! High Adventure Sea Base recommended deferral of the subarea
within 30 miles of the Gulf coast. Greenpeace recommended deferval of the
subarea within 50 miles of Florida's Gulf coast and the subarea south of 26° N.
~ latitude. National Audubon Society (Florida Office) called for deferral of the

subarea within 20 to 30 miles of the Gulf coast and the area south of 26° N,
latitude and 82° W. Tongitude. NRDC expressed support for deferral of the area
within 30 miles of the Florida Middle Ground, the area within 30 miles of the
Florida coast from Apalachicola to the Alabama border, and the area south of
26° N. latitude and east of 84° W. Tongitude. National Audubon Society
(Southeast Florida Office) expressed opposition to drilling operations in the
0CS between Naples and Key West and within 30 miles of the Gulf of Florida.
Seminole Audubon Society requested deferral of the area adjacent to Everglades
National Park south of Naples and the area within 15 miles of the Florida Gulf
coast from Naples to Apalachicela. Florida PIRG recommended deferral of the
subarea within 30 miles of the entire coast of Florida (including 112 Gulf
blocks deferred from previous sales) and the area south of 26° N. latitude and
east of 82° W. longitude.

° private Citizens: Several commmenters requested deferral of a subarea
ranging from 20-50 miles off Florida's Gulf Coast and. deferral of areas of
the OCS between Naples and the Keys.

° Congress: Senator Lawton Chiles endorsed deferral of the subareas which

the State of Florida requested .to be deferred. Congressman C. W. Bill Young
endorsed the establishment of a coastal buffer zone identical to the one
applied tc Sale 94. Congressman William Lehman expressed opposition to
leasing in the area south of 25° N, latitude and east of 82° W. longitude.
Congressman Dante B. Fascell expressed opposition to leasing around the Florida
Keys or in. the Straits of Florida. '

-Pacific

° Gtate Governors: California endorsed the proposed configuration of the Southern,
Central, and Northern California planning areas and added that subarea deferrals
would further define these areas and improve the lease sale planning process.
They also endorsed deferral of the nine subareas off the State which were
identified for deferral in the Proposed Program. California also endorsed
deferral of the two subareas off the State which were highlighted for further
analysis in the Proposed Program and requested deterral of the following
additional subareas: subareas offshore State Areas of Special Biologicai
Significance; all blocks within 3 miles cf the seaward boundary of California

oil and gas-sanctuaries offshore; subareas identified for deferral through

prior lease sale analyses (re; Sale 48; Sale 53; Sale 6&; Sdle 73; and Sale 80);
subareas with other resources (the Sea Otter Range, Santa Monica Bay, and off

San Diego County)}; and vessel traffic areas. :

Oregon and Washington commented that the proposed Washington-Oregon planning
area is toc large because it includes areas of no hydrocarbon potential.
Oregon also commented that the proposed plamning area includes waters which
are too deep for leasing. Oregon commented that even if the subarea estimated
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to be beyond the area of hydrocarbon potential is deferred, the Washington-Oregon
planning area still will be too large and will include excessively deep waters.
Also, the following areas were requested to be deferred: :

-- Heceta Bank, Stonewall Bank, and Perpetua Bank;

-- Coquille Banks, southwest of the mouth of the Coquille River;

-- Oregon Isiands National Wildlife Refuge and a 6-mile buffer;

-- the mouth of the Coos Bay and 6-mile radius buffer;

-- the mouths of the Columbia River and Yaquina Bay and 6-mile radius
buffers; and ‘ _

-- Cascade Head and Salmon River Estuary Scenic Research Area and a 6-mile
radius buffer. -

Washington requested deferral of the area north of the 47th parallel; the areas
within 12 nautical miles of the Grays Harbor, Willapa Bay, and Columbia River
estuaries; and deepwater areas beyond the continental shelf itself.

° State Agencies: California Department of Justice and Water Resources Control
Board endorsed the proposed deferrals of subareas off California. The

California Department of Justice also requested deferral of Santa Barbara

Channel, Santa Monica Bay, and areas adjacent to Southern Orange County

and San Diego County. They also stated that a number of other areas

should be deferred, citing the areas off Mendocino County and San Mateo _

as examples. California Department of Parks and Recreation recommended deferral
of State seashores, Areas of Special Biological Significance, the Point Dume-Malibu
area, the Bolsa Chica-Huntington Beach area, Crystal Cove State Park Underwater
Preserve, and the Carlsbad-International Boundary area.

California Department of Fish and Gane recommended that the Santa Maria Basin
be included in the Central California planning area or be treated as a separate
planning area. They also endorsed the proposed deferral of subareas in the
Central California planning area and .recommended deferral of areas in the
Southern California Bight which have been delineated as heavy species use areas
or critical habitat of endangered species or unique populations: blocks within
iZ miles of the Sea Otter Game Refuge and Point Esterv; the areass off Santa
Cruz, San Mateo and San Francisco Counties tc the 500 fathom contour; the area
from Bodega Head to the northern boundary of the Central California planning
area; and an additional 40 blocks in the vicinity of Cordell Bank. California
Department of Conservation, Division of 0i1 and Gas, recommended deferral of
the areas near San Diego and Orange Counties and the offshore area extending
from Morro Bay to the northern boundary of Monterey Bay. California State
Water Resources Control Board recommended deferral of the areas within 6 miles
of Areas of Special Biological Significance.

A letter signed by 22 members of the Califorrnia legislature objected to expansion
of the Southern California planning area. The letter also commented (as did

the California Lieutenant Governor? that the proposed subarea deferrals are
insignificant deletions of areas already protected by law or established as

being of no interest to industry and requested the following further deferrals:
the areas within a 12-mile buffer zone from the San Diego County/Mexico

boundary to Newport Beach in Orange County; the area within the access routes

to the Ports of Los Angeles, Long Beach, and San Luis; the area within-and
immediately adjacent to.Santa Monica Bay; the areas off San Mateo and Santa

Cruz Counties; and the area north of the Santa Maria River. California‘s
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Lieutenant Governor recommended deletion of the four Northern California
basins, the areas near Santa Monica Bay and Orange and San Diego Counties, and
the offshore area between Santa Barbara Channel and the Mexican Border. One
assemblyman commented that the proposed subarea deferrals are nect equitably
distributed among the three California planning areas and that protection must
he provided for areas which have been under moratorium in the past. California
Coastal Commission expressed opposition to arny leasing off the State and
specifically requested deferral of the northern Santa Maria Basin and the
offshore area between Santa Barbara Channel and the Mexican border.

Oregon Department of Geology and Mineral Industries comnented that the proposed
Washington-Oregon planning area includes areas which cannot be safely or
econcmically drilled and that Heceta and Stonewall Banks areas should be -
delineated and deleted.

° {ocal Governments: City of Oxnard endorsed the proposed deferral of nine
California OCS subareas. City of Monterey and Association of Monterey Bay

Area Governments {AMBAG) endorsed the proposed deferral of the Monterey Bay and -
Big Sur subareas. City of Monterey alsc asked that these two subareas be expanded.
Ventura County endorsed creation of the Central California planning area as
allowing for a more precise definition of problems and issues for each of

the geographic regions of California. City of Santa Barbara and Ventura County
endorsed the proposed deferral of the Channel Islands Marine Sanctuary and the
Santa Barbara Federal Ecological Preserve and Buffer Zone. City of Carmel-by-the-Sea
endorsed the proposed deferral of the Big Sur subares but stated that the

subarea is technologically off limits tc industry anyway. The City of San Luis
Obispo expressed support for the reconfigured California ptanning areas with the
exception of the present seaward boundary 1imits. Laguna Beach and Newport

Beach expressed opposition to reconfiguring the California OCS from two to

three planning areas.

AMBAG stated that a balanced leasing program would defer the Santa Cruz Basin.
City of Carlsbad adopted a resolution requesting deletion of the area off San
Diego County. City of Coronado requested deferral of areas included in
previous Congressional moratoria, blocks which have not received bids in
previous sales, blocks requested to be deleted from Sale 80 by the Defense
Depariment, and blocks in waters deeper than 200 meters.  City of Huntington
Beach recommended deletion of areas adjacent to State Waters, City of. Lompoc
requested that leasing in Santa Monica Basin be deferred until compliance with
proper air quality standards can be assured. City of Irvine requested deferral
of all areas south of Point Conception. City of Laguna Beach recommended
ceferral of the area off Orange County extending to Catalina Island. Monterey
County recommended deferral of the offshore areas north of the Santa Maria
River, blocks within 6 nautical miles of Catalina Island, biocks in Santa -
Monica Bay and the area off Orange and San Diego Counties. They aiso
recommended deferral of blocks within Santa Barbara Channel until cumulative
impact problems are resolved and stated that the Eel River, Bodega, Point Arena,
and Santa Cruz basins are biological and scenic resource areas which contain
relatively small potential hydrocarbon resources. City of Newport Beach
recommended deferral of local marine environmentalily sensitive areas such as
Newport Beach Marine Life Refuge. City of Oceanside and San Diego Association
of Governments recommended deletion of blocks deleted from previous sales;



blocks which have not been bid upon by industry; blocks which the Department of

Defense requested be deferred from Sale 80; biocks in waters deeper than 400
meters; nearshore blocks that would adversely impect the air gquality of the San
Diego region; and nearshore blocks adjacent to sensitive biological resources
off the San Diego coastline, including the Santa Margarita River, Oceanside
Harber, the San Luis Rey River, and Buena Vista Lagoon. They also recommended
deletion of areas previously covered by Congressional meratoria.

The City and County of San Franciso commented that reconfiguring the California
OCS into three planning areas would increase opportunities for oil and gas
leasing activity. They also stated that many areas proposed for deferral
already are protected by law and the total acreage proposed for deferral
represents just a fraction of the California 0CS. Marin County and Santa Cruz
County stated that the California OCS planning areas are too large.

Several Tocal governments commented on this topic by noting the proposed
reconfiguration of California OCS planning areas in resolutions stating general
opposition to the Proposed Program. These include Mendocino County, Monterey
County, San Luis Obispo County, San Mateo County, and Santa Cruz County.
Orange County recommended deletion of the entire .area off the county to
Catalina Island, City of Oxnard commented that additional areas of special
biological or scenic significance should be identified and deferred.

City of Palos Verdes Estates expressed opposition to leasing any blocks

off the Palos Verdes coast. City of Redondo Beach, City of Torrance, and City
of Santa Monica recommended deletion of Santa Momica Bay. Santa Monica also
recommended deletion of shipping lanes west of the bay. San Diego County
recommended deletion of blocks within 3 to 27 miles of the coast. City of

San Diego requested deferral of blocks offered but not bid on in previous
sales off San Diego, blocks deleted from previous sales, areas covered by
previous Congressional moratoria, and blocks in waters deeper than 400 meters
{(until proven production technology is developed for such depths).

City of San Luis Cbispo and San Luis Obispo County recommended deferral of a

~12-mile buffer around the sea otter range and a 20-mile buffer around Morro

Bay. Santa Barbara County requested that leasing in Santa Barbara Channel and
Santa Maria Basin be deferred until the cumulative aspects of existing
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can accommodate further development. South Coast Air Quality Management
District recommended deferral of leasing off Southern California pending the
outcome of negotiated rulemaking concerning air quality. Ventura County
recommended deferral of the Santa Barbara Channel and Santa Maria Basin until
compliance with air quality standards can be assured.

® Federal Agencies: NASA noted that the offshore launch range at Yandenberg.
Air Force Base (AFB) California is an area of concern. DOD %Navy) stated that
it will seek deferral of the Vandenberg AFB offshore launch area and endorsed
the proposed deferral of the Southern California Coordinated Anti-Submarine
Warfare Training Area.

® Industry: Several commenters specifically endorsed the proposed
configuration of Caiifornia OCS planning areas. These include: National Ocean
Industries Association (NOIA), American Petroleum Institute (API), Western 0il
and Gas Association (WOGA), Amoco, ARCO, BP Alaska, Chevron, Exxcn, Texaco, and
Unocal. Chevron commented that it would be appropriate to defer the subarea
off Big Sur. Conoco expressed disappointment with the proposed deferral of the
subarea off Point Reyes Wilderness, the Santa Barbara Ecological Preserve and
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Buffer Zone, and the Coordinated Anti-Submarine Warfare Training Area. Murphy

0i1 expressed opposition to the proposed deferral of the Santa Barbara Ecological
Preserve and Buffer Zone and the Channel Islands National Marine Sanctuary.

Shell expressed concern over the proposed deferral of the subareas off Point

Reyes Wilderness and off Big Sur and requested that specific portions of these
subareas be offered for lease. API and NOIA expressed support for the proposed
extension of the outer boundaries of the Northern California and Washington-Oregon
planning areas. Murphy 0i1 commented that deferral of the California 0CS

subareas highlighted for further analysis would be acceptable.

° Environmental and Other Organizations: NRDC and Get 011 Out, Inc. endorsed -
the subarea deferrals proposed off California and stated there should be more.
The League of Women Voters of Santa Barbara and League of Women Voters of
Ventura County stated that subareas protected by laws, regulations, and
administrative orders must be permanently deleted from leasing rather than
deferred. NRDC, Friends of the Sea Otter, and Oceanic Society (San Francisco
Bay Chapter) commented that subareas proposed for deferral represent a small
fraction of the total size of California OCS planning areas. They also noted
that several of the subareas proposed for deferral are protected to some extent
by existing laws, regulations, and orders. Sierra Club- {Santa Lucia Chapter)
commented that the boundary between the Central California and Southern
California planning areas shculd be located at the same latitude as the Santa-
Maria River. Friends of the Irvine Coast recommended deferral of the offshore
-area between Corona Del Mar and Laguna Beach. Friends of the Coast expressed
opposition to leasing the offshore area from Morro Bay to the Oregon border.
Friends of the Sea Otter requested deletion of all waters north of Santa

Maria River, as well as areas in southern California previously protected

by Congressional moratoria. Get 0il1 Out, Inc., League of Women Voters Northern
California Coalition, and League of Women Voters of Sacramento recommerided deferral .
of the offshore areas north of Santa Maria River including Eel River, Bodega,
Point Arena, Santa Cruz, and northern Santa Maria Basin. Get il Out, Inc.
also recommended deferral of blocks within 6 nautical miles of Catalina o
island and blocks off Santa Monica Bay and San Diego. League of Women Voters
of San Luis Obispo recommended deletion of areas where onshore topography would
necessitate tankering of crude oil, areas with uneconomical reserves, areas of
biological significance to-fisheries—as-identified-by-the California Coastal . ... .
Commission, and the area 3 to 15 miles off the coast between Point Sal and
Point Arguello. League of Women Voters of Santa Barbara recommended deferral
of leasing in Santa Barbara Channel and Santa Maria Basin until MMS air quality
regulations are modified to require that OCS emissions be subject to the same
controls as onshore emissions. League of Women Voters South Central Regional
Task Force and League of Women Voters of Ventura County recommended deferral of
certain blocks off Point Mugu and adjacent to the State designated Area of
Special Biological Significance. League of HWomen Voters of Santa Cruz
recommended deferral of Santa Cruz Basin., Monterey Peninsula Chamber of
Commerce expressed opposition to leasing in Monterey Bay and along the

coast to the San Luis Obispo County line. Newpert Heights Community
Asscciation recommended deferral of Catalina Channel and nearshore blocks.
Pacific Coast Federation of Fishermen's Associations recommended deferral _
of the areas surrounding Monterey Canyon and San Nicolas Island. Sierra Club
(Santa Lucia Chapter) recommended deferral of the offshore area between Santa
Maria River and Monterey Bay. Desomount Club urged deletion of the 0CS5 area
adjacent to the Orange County ccastline. California Native Plant Society



111

recommended deferral of the 70-mile strip of coastline from the Sinkyone State
Wilderness Park, along the proposed King Range Wilderness Area, and up to the
mouth of the Eel River. NRDC endorsed California Coastal Commission's
recommendations concerning subarea deferrals.

° Private Citizens: A number of commenters stated that the proposed subarea
deferrals comprise too small an area and already are protected by existing

laws, regulations, and orders. ~Several commenters recommended deferral of one

or more of the subareas described above by other commenters addressing this topic.

° Congress: Congressman Robert Badham recommended deferral of the entire Orange
County coast. Under the auspices of P.L. 99-190, two congressional proposals
incorporating subarea deferrals were developed--the Regula Proposai

and the Panetta Proposal.

-Alaska

° State Governor: Alaska commented that efforts must continue to deterimine

the boundary between State and Federal Tands. Alaska also recommended deferral
of blocks within 35 miles of Unimak Pass, 39 miles of the Pribilof Isiands,

12 miles of the Yukon Delta, and traditional subsistence hunting areas in
close proximity to Point Barrow, '

® Local Governments: Bristol Bay Coastal Rescurce Area recommended establishing
buffers around Unimak Pass, the Pribilof Islands, and other documented environmentally
sensitive areas. North Slope Borough recommended deferral of the 59 blocks off

Point Barrow which the Proposed Program highlighted for further analysis.

° Federal Agencies: The National Oceanic and Atmospheric Administration {NOAA)-
commented that several planning areas include vast areas of continental sliope
and deep ocean basin which should be delimited as separate planning areas.

They suggested that there be continental shelf planning areas (Tess than 200m)
and off-shelf planning areas (greater than 200m). St. George Basin, Beaufort
Sea, Guif of Alaska, Kodiak, and Shumagin were cited specifically for such
treatment. EPA recommended deferral of all blocks within a 50-mile radius of
Unimak Pass, thereby expanding the subarea defined by the MMS in the Proposed
Program to include blocks in the Shumdgin planning avea. =~ 7

¢ Industry: Alaska 0il and Gas Association (AOGA), BP Alaska, and Texaco
specifically endorsed the proposed configuration of Alaska OCS planning areas.
API and NOIA expressed support for the addition of (Official Protraction Diagram
NS 7-8 to the Beaufort Sea planning area, Murphy 011 expressed opposition teo
deferral of the 59-bliock area off Point Barrow, stating that the area may have
some hydrocarbon potential. _

® Environmental and Other Organizations: Institute for Resource Management (IRM)
comments addressed all Bering Sea planning areas except the North Aleutian

Basin and recommended deferral of subareas within the Norton Basin, -
Navarin Basin, and St. George Basin. NRDC endorsed these recommerdations.
Signatories of the IRM agreement, as of August 11, 1986, include representatives
of: Chevron Corporation; Standard 0i1 Production Company:; Pennzoil Exploration
and Production Company; Phillips Petroleum Company; Texaco USA; Conoco, Inc.:
Pogo Producing Company; Benton and Associates; MHatural Resources Defense Council;
Conservation lLaw Foundation of New England; Environmental Policy Institute;
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Friends of the Earth; Trustees for Alaska; Sierra Club; Coast Alliance;

The ¥ilderness Society; Northern Alaskd Environmental Center; Alaska Center for

the Environment; Bering Sea Fishermen's Association; United Fishermen of Alaska;
Cenaliuriit Coastal Management District; Nunam Kitlutsisti; Village of Alakanuk;
Village of Chefornak; Village of Chevak; Village of Emmonak; Village of Hooper Bay:
Village of Kotlik; Village of Newtok; Village of Nightmule; Village of Scammorn Bay;
Village of Sheldon's Point; Village of Toksook Bay; Village of Tunvak; and

Bristol Bay Coastal Resource Service Area.

A.2. Leasing Schedule Options for the Proposed Final Program

Basic Leasing Schedule Options

OPTION A.2.a Adopt the Proposed Final Program base schedule of standafd sales,
updated to cover mid-1987 through mid-1992. (This option is subject to modification
by the selection of suboptions b, ¢, d, e, f, g, or h, below.)

OPTION A.2.b Add a single sale in the Straits of Florida in 1992 (south of
25°077 N. latitude).

OPTION A.2.c Defer leasing in any or all of the following six planning areas:

i. North Atlantic

ii. Scuthern California
iii. Central California
iv. Northern California
v. Washington-Oregon
vi. MNorth Aleutian Basin
vii. All six areas

OPTION A.2.d Schedule biennial sales in any or all of eight areas with higher
value and/or higher interest:

i. Southern California

ii. Central California

iii. Northern California

iv.  Eastern Gulf of Mexico _

V. B’Eﬁﬂfor‘t‘" Se,a.... [ S
vi. Navarin Basin :

vii. North Aleutian Basin

viii. St. George Basin

ix. A1l eight areas

Discussion of Basic Schedule Options

-Section 18 Considerations

The location and timing of lease sales which comprise a 5-year 0CS leasing program
must be based on consideration of the factors specified in section 18(a)(2) and the
balancing requivement of section 18(a)(3). The text of those sections appears in
Part I, above. Part II and the supporting appendices provide the required analysis.

For those factors that were quantified, the resulting net social value estimates are
shown in Table 12.1. As Table 12.1 shows, the social costs of OCS oil and gas

activity make the net social value in each area somewhat lower than the net economic ™

At



113

value, but do not change the ranking of the various areas by net economic value.
These estimates, plus other quantitative and qualitative information and the economic
guidelines set forth in Appendix F, provide a starting point for determining the
location and timing of Tease sales in each area (see Part I11.D, above),

Other considerations are also relevant to the scheduling of sales:

~Judgments about the degree of precision of and weight which should be attributed
to estimates of relative net social value, based on such factors as:

-- The sensitivity of net economic value estimates to changes din
assumptions which correspond to the possibility of changes in the
vorid o1l market, including those that could result from an oil
supply disruption. This consideration relates to the net social
value quantitative balancing of costs and berefits pursuant to
section 18(a)(3). The variation in starting cil prices (from $14 to
£29 per barrel) and further oil price sensitivity cases assuming
starting prices of $9 and $34 per barrel result in an oil price ,
range depicted in Figure 1. Table 12.1 reflects only the basic $14 -
$29 variation in starting oil prices. Tables 9 and 13 in Appendix F
reflect the variation of the real oil price growth rates (0 to 2
percent) and variation in discount rates {6 percent and 8 percent).

-~ An evaluation of the available geclogical and geophysical data on.
which the resource estimates are based (see Appendix E}. This
consideration relates to section 18(a)(2)(A) both in itself and
insofar as it constitutes part of the data base for the net social
value gquantitative balancing of costs and benefits pursuant to
section 18{a)(3).

~The results of leasing and exploration in an area (see Appendix H). Those results

are the source of the information which the Secretary is required to consider under

- section 18(a){(2)}(A) and a necessary consideration for making.a decision on a Teasing

program under section 18(a);

~The relative marine productivity/environmental sensitivity analysis considered in

itself, in addition to its use as an nput to the social cost analysis {see Part
I1.B.3 and Appendix I). This consideration is required by section 18{a){2}{G}.

-The desirability of acquiring new geoTogical and geophysical data through
exploratory work, including the driiling attendant on leasing. This consideration
is specified as one of the purposes of the 0CS Lands Act Amendments, which

also added section 18 (see OCS Lands Act Amendments section 102(9)). This
consideration is 2lso a crucial element in complying with the section 18({a)
standard that the program meet naticnal energy needs.

~The desi%abi]ity of follow-up sales in areas with scheduled sales and/or existing
leases. This consideration is based on the provisiun of section 18(a) that the
leasing program be one which the Secretary determires will best meet national energy
needs. :

-The avoidance of drainage of unleased blocks. This consideration is based on the
requirement of section 18(a)(4) that DOI obtain fair market value for lands leased
and rights conveyed.



114

-The time necessary to acquire useful data from blocks leased in the preceding
sale in an area. This consideration is related to the requirement that the
leasing program meet national energy needs and the requirement of section

18(a)(4) that DOI obtain fair market value for lands leased and rights conveyed.
In areas where there is an ongoing exploration effort, new exploratory information
and ideas are generated at a faster pace and leasing at a faster pace can be
appropriate. : ‘

-The time necessary tc acquire environmental studies data for use in the sale
decision process, pursuant to section 20 of the 0CS Lands Act.

~Administrative considerations, including the cost of offering an area in a sale.
1f an area is being offered for the first time or after a long hiatus in leasing,
the cost of holding a sale, including environmental studies, woulc be higher than in
the case where funds have already been expended for studies and other presale
analysis. The marginal cost of holding an additicnal sale. in an area is estimated
to be approximately $1 million. This consideration reflects the section 18(b)
requirement that the Secretary include in the leasing program estimates of
-appropriations and staff for carrying it out. Section 18 b) makes clear the
congressional view of the relevance of administrative resources and limitations to
the formulation of a leasing program under section 18(a). Estimates of
appropriations and staff appear below in this Part and in Appendix T,

-Comments in response to Federal Register notices including comments of States and
industry rankings of areas by resource potential and by exploration interest (see ,
Tables 13.1, 13.2, and 13.3 on the following pages and Appendices B and D). {
Public comments are called for by sections 18{c) and {d). Industry interest is )
specifically mentioned in section 18(a){2)(E). o

~-Scheduling Sales in Group I Net Social Value Areas

As can be seen- from Table 12.1, the Central and Western Gulf of Mexico areas are
clearly those with the highest net social value. Each of them has over four

times the potential net social value of the next best areas over the range of
price assumptions. . Industry has also ranked these twe areas most highly. The
ongoing exploration effort in these areas aiso provides a continuous stream of new
geclogic and geophysical information which can serve as the basis for frequent
sales thevre. '

Drainage and field development considerations also figure strongly in the timing of
lease sales in the Central and Western Gulf of Mexice. The. MMS estimates that
because of the level ¢f activity in the Central and Western Gulf of Mexico, there
could be about 75-100 unleased blocks susceptible to drainage of hydrocarbons in
each of those iwo areas each year. Failure to lease these blocks once drainage
begins reduces Federal revenues and could provide unwarranted profits to adjacent
leaseholders. Failure to offer development blocks subsequent to nearby discoveries
can lead to production delays or less than optimal field development. These two
planning areas have by far the greatest cost of delay of leasing, considering

‘the per-barrel cost of delay in Table 6 and the resource potential in Table 2.
Thus, 1 is appropriate to hold sales as often as annually in the Central and
Western Gulf of Mexico, continuing the same timing in those areas as in the 1982
b-year leasing program. '
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Industry Interest in OCS Planning Areas Based on the July 1984 Request /1
, {Not all companies ranked all areas)

Range of
Overall Ranking /2 Companies' Rankings /3
1 Central Gulf of Mexico 1 tob
2 MWestern Gulf of Mexico 1to7
3 Beaufort Sea 1 to 7
4 (tie) Southern California 1 to 11
4 {tie) Central & Northern California 3 to 14
6 Eastern Gulf of Mexico 3 to 12
7 Navarin Basin 2 to 11
8 North Aleutian Basin 3 to 14
9 St. George Basin 3 to 15
10 Chukchi Sea 2 to 13
11 North Atlantic 7 to 22
12 Norton Basin 8 to 18
13 Washington-Oregon 5 to 21
14 Mid-Atlantic 9. to 23
15 Hope Basin _ - 10 to 19
16 Cook Iniet 9 to 20
17 Shumagin 12 to 22
18 Scuth Atlantic 10 to 24
19 Gulf of Alaska , 12 to 21 .
20 St. Matthew-Hall ‘ ' 14 to 23
21 Kodiak 13 to 24
22 Bowers Basin 16 to 24
23 (tie) Aleutian Arc 12 to 24
23 (tie) Aleutian Basin - 15 to 23

/1 This table is included for historic purposes. See cautionary note in the
last two paragraphs of p. D-11.

/2 Rank ordér of mean (average) ranks of companies ranking the OCS planning area
on the basis of interest in exploration and development.

/3 Reflects highest and lowest ranking by companies ranking the particular 0CS
planning area on the basis of interest in exploration and developnent,



Industry Interest in OCS Planning Areas Based on the March 1985 Regquest /1

Table 13.2

(Mot all companies ranked all areas)

Overall Ranking /2

Central Gulf of Mexico
Western Gulf of Mexico
Beaufort Sea

Southern California
Fastern Gulf of Mexico
North Aleutian Basin
Central California
Navarin Basin

Northern California

10 Chukchi Sea

11 St. George Basin

12 Norton Basin

13 Hope Basin

14 North Atlantic

15 Mid-Aflantic

16 Cook Inlet

17 South Atlantic

18 Washington-~Oregon

19 Straits of Florida

20 Gulf of Alaska.

21 Shumagin

27 Kodiak

23 St. Matthew-Hall /4
24 Aleutian Basin /4

25 Bowers Basin /4 '
26 Aleutian Arc /4

LOCO‘-JO'\U‘I-&O.‘I‘\)H

Range of

Companies' Rankings l§..

to 2
to 5
to 6
to 8
to 10
to 9
to 11
to 10
to 11
to 20
to 17
to 18
to 19
to 17
to 21
to 21
12 to 22
to 22
14 to 24
15 to 22
14 to 25
18 to 25 -
16 to 26
14 to0 25
21 to 26
20 to 26

H
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/1 This table is included for historic purpcoses. See cautionary note in

the last two paragraphs of p. D-11.

/2 Rank order of mean (average) ranks of companies ranking the 0CS planning area
on the basic of interest in exploration and development.

/3 Reflects highest and lowest ranking by companies ranking the particular 0CS

~~ planning area on the basis of interest in exploration and development.

/4 These four areas were deleted from the Draft Proposed 5-Year Program.
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Table 13.3
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Industry Interest in OCS Planning Areas Based on the February 1986 Reduest

(Not all companies ranked all areas)

Overall Rank /1

= .

O 00 L ON LT P ) N
i .

*

Central Gulf of Mexico
Western Gulf of Mexico
Eastern Guif of Mexico
Beaufort Sea

Southern California
Central California
North Aleutian Basin
Northern California
Chukchi Sea

Navarin Basin

North Atlantic

St. George Basin
Mid-Atlantic

Hope Basin
Washington-Cregon

Cook Inlet

South Atlantic

Norton Basin

Gulf of Alaska

Straits of Florida
Shumagin

St. Matthew-Hall /3
Kodiak

Aleutian Basin /3
Bowers Basin /3
Aleutian Arc /3

Range of
Companies' Rankings /2
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12-22

/1 Rank order of mean (average) ranks of companies ranking the 0CS planning area

on the basis of interest in exploration and development.

/2 Reflects highest and lowest ranking by companies ranking the particular 0CS

planning area on the basis of interest in exploration and development.

/3 These four areas were deferred at the Draft Proposed 5-Year Program stage,
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-Scheduling Sales in Group I1 and ITI Net Social Value Areas ¢

Group 1T areas are those where leasing is projected to have a positive net social
value across the basic range of starting oil price assumptions ($14 to $29/bb1.):
Southern California; South Atlantic; Mid-Atlantic; Eastern Gulf of Mexico; '
Central California; Northern California; North Atlantic; and Washington-Cregon.
Group 111 areas are those with a positive net social value at the high end of
that range, but with a negligible net social value figure in the Tower oil

price case(s): Navarin Basin; Chukchi Sea; Beaufort Sea; St. George Basin;

Gulf of Alaska; North Aleutian Basin; Norton Basin; and Straits of Florida.

Put another way, Group Il areas are those where OCS Tease sales could be expected to
attract bidders even at lower levels of oil price expectations. Sales in these areas
could be scheduled with greater confidence that there will be bidding interest

and that a net gain in social value will be realized as a result of leasing there.
Less confidence in a comparable result is appropriate for Group 111 areas, where

a lower level of oil price expectaticns could substantially reduce its attractiveness
to potential bidders. Given the volatility of oil prices and the limits on
‘predicting them, it may still be reasonable to schedule saies in Group IlI.

The b-year procram schedule has great flexibility in terms of the Secretary's

ability to cancel or delay sales, but it has great inflexibility in that sales

can be added to the schedule only through a repetition of the process by which

the schedule was originally approved. , _

The net social value figures can also be used to consider distinctions among

areas, such as the following. The Eastern Gulf of Mexico has more resource potential /
in the high value category than Navarin Basin and at least twice the per barrel .
cost of delay in all oil price cases (see Appendix F, Tables 7 and 9). This would
suggest that, in general, leasing in the Eastern Gulf of Mexico should have priority
over leasing in the Mavarin Basin. However, the substantial gain in resource
potential in higher 01l price cases in the Navarin Rasin area contributes to

making it reasoriable to schedule lease sales there more frequently than in

other areas which do not show such substantial gains {see Appendix F, Table 8).

In interpreting MMS net social value estimates for the purpose of fermulating a
5-year leasing program, it should be noted that section 18(a)(2){E) specificalty -
requires consideration of the interest of potential producers of oil and gas.
Of particular significance are those cases in which industry ranks an area
differently from MMS {see Table 13.4 and Appendices B, D, and F). For example,
industry ranked the Beaufort Sea in the top four of all areas, whereas MMS
rasource estimates show Beaufort Sea (not counting estimated gas resources) in
the middie rank of all areas. This strengthens the case for triennial or even
biennial sales in the Beaufort Sea, although other considerations also figure
jnto this question. Ancther example concerns the South Atlantic, which MMS
ranked high whereas industry ranked it Tow. It is on this basis that the South
Atlantic planning area is not included in the biennial sales option.

There are a number of factors which can cause industry interest rankings to differ
from ¥MS net social value rankings. The MMS net social value ranking is computed

from the risked mean rescurce estimate. Industry commenters may have different
estimates of risk or may weigh conditional (unrisked) estimates more highly. ;
Tndustry interest rankings mey also inciude considerations not reflected in MMS L
resource estimetes, such as ease of operations. Finally, some companies may reflect
in their rankings perceptions of potential legal and regulatory hurdles which are

not accounted for in net sccial value rankings.



Table 13.4

Comparison of Spring 1986 Industry Tnterest and Net Social Value

Rankings for the Proposed Final Program

Planning Area

Central Guif of Mexico
Western Gulf of Mexico
Eastern Gulf of Mexico
Beaufort Sea

Southern California
Central California
North Aleutian Basin
Northern California
Chukchi Sea

Navarin Basin

North Atlantic

St. George Basin
Mid-Atlantic

Hope Basin

wéshington—Oregon

Cook Inlet

South Atlantic
Norton Basin

Gulf of Alaska
Straits of Florida
Shumagin

Kodiak

* See Table 12.1

** Kodiak ranked below #22, St. Matthew-Hall (see Table 13.3).
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Industry Interest Net Social

(Spring 1986) Vajue*
1 1
2 2
2 6
4 12
5 3
6 8

7 17
8 5
9 15
10 7
11 13
12 10
13 9
- 14 -:29
15 .11
16 22
17 4
18 18
19 16
<0 14
21 21
23%* 1%
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Especially in the case of areas that have not yet been offered for lease, the MMS
rasource estimating process 1s limited by the availability of drilling data.
Mcre data could lead to & significant revision of resource estimates.

Five areas have never had a compiete Tease sale actually held: North Rleutian
Pasin; Chukchi Sea; Hope Basin; Shumagin; and Kodiak. Four other areas have
rot had a Tease sale for 20 cr more years: the new Central and Northern
California planning areas; Washington-Oregon; and the Straits of Florida.

Considerable discretion within section 18 recuirements is appropriate in scheduling
sales in these areas. It would be reasonsble to schedule sales in various Group II
and Group 111 areas in a variety of ways, including biennially or triennially, based
 on a consideration of net social value figures, oil price expectations, industry
interest, and other section 18 factors. Further distinctions with respect te
scheduling sales in Group 11 and II1 areas could be made by means of the frontier
exploration sale request for interest process. -

Tt is alsc worth recalling that the option in question deals with scheduling sales
in & planning area. The net social value figures are planning arez estimates and do
not reflect the geographic distribution of prospects within a planning area. It is
during the presale process that that question is usually addressed. During the
presale process, the balancing of resource, environmental, and multiple-use ,
considerations is performed. For example, in the presale process for Sale 92, North
Aleutian Basin, a relatively small part of the planning srea was rated as highly
prospective by industry. The presale process for Sale 92 reduced the size of that
sale to about 17 percent of the planning area. The discussion of subareas, above,
also bears on this issue.

-Scheduling Sales in Group IV Ket Social Value Areas

These planning areas (Kodiak, Hope Basin, Shumagin, and Cook Intet) include areas
estimated to have negligible leasable resources and thus negligible net economic
value throughout the range of oil price cases. A1l of the arveas in this group,
however, are estimated to have resources which are developable (i.e., profitablie to
develop once found) but not leasable {i.e., not prefitable fer a firm to bid on,
given risk and exploration costs) (see Table 4)., .

The balancing of benefits and costs for areas estimated to have no leasable
resources must proceed on a per-barrel basis rather than on total planning area
estimates. The comparison can proceed by making the assumption--not made by

the net economic value analysis whose results are displayed in Tables 1, 2, and
12.1 in the SID--that if some or all of the developable resources in these

areas were leased, their expected private value {the after-tax net present

value for the bidder--see Appendix F) would have to be equal to or greater than
zerc. Assuming--or the low side--that private value is equal to zerc for each

of those planning areas, it is pcssible to compute the estimates of net

econicmic value per barrel for those areas {see Table 12.2, above). In all of
these areas, the net sconomic value projection exceeds the social cost projection.
As indicated in Part I1.B and Appendix F, one consideration involves the possible
increases in leasable resource potential and net economic value that could result
from increases in oil prices, new geologic and geophysical cata, or cther factors
affecting costs and risk. One such factor which could change the attractiveness of
low-valued Alaska areas would be the 1ifting of the legal limitation on the export
of 0i1 to Japan in section 28 of the 0CS Lands Act. The reduced costs of
transporting certain Alaskan oil to Japar could cause the net social value of
Alaska OCS o011 and cas to rise. '



121

An evaluation of the available geophysical and geclogical data on which MMS resource
estimates are based appears in Table 12.1 and Appendix E., The limitations of the
available data as well as the specific mandate of section 18(a)(2){E) call for
consideration of the judgment of potential oil and gas producers as expressed in
comments and nominations as well as exploration as an important source of _
additioral information (see Tables 13.1, 13.2, and 13.3 and Appendices B, D, E,

ard H}. This is particularly so since potential bidders are under no constraints

to submit bids. The scheduling of lease sales, therefore, must give considerable
weight to expressions of industry interest in order to avoid wasting the

planning resources of all parties.

~Providing Incentive for the Collection of More Geological and Geophysical Data

In addition to MMS and industry rankings, another consideration with respect to
scheduling a sale in an area is that it could create or sustain an incentive for
firms to collect additional data. Section 102{9) of the 0CS Lands Act Amendments of
1978 provides a mandate for the early assessment of the oil and gas resources of the
0CS. That consideration is a salient one for areas where there is a paucity of
geological and geophysical data {see Appendix E). If additional data resulted in
changes in current interpretations of the hydrocarbon potential of low value area,
leasing there could be pursued; if not, leasing there could be deferred. In:

any event, uncertainty concerning an area's resource potential would be reduced.

-Effects of Deferring Leasing in a Planning Area

It should be noted that the deferral of an area from inclusion in the leasing
program means that, barring a significant revision of the new program, it will not
be offered for lease through mia-1992. As a result, the incentive to gather

new geological and geophysical data on such an arez could be reduced, so that

the data available for deciding whether to include that area in the formulation

of future programs could be no better than at present.

In addition, foregoing potential oil and gas development by nct scheduling a lease
-sale is not without potential social costs for an area. If increased oil imports -
via foreign tankers result, potential social costs could well be fncurred from oil

. spills.associated with such-tankering. —-Such-costs would be incurred-in-additiop— - -

to the opportunity cost of the value of production foregone or deferred. These .
costs are included in those calculated for the various program alternatives (see .
below). .

~Sale Schedules

It is important to stress that the deferral of leasing in any planning area in the
program for 1987 through 1992 in no way affects any United States claims to
Jurisdiction and control over submerged lands under the 0CS Lands Act or the EEZ
Proclamation of 1983. Changes in MMS's rescurce estimates, economic conditions,
and/or industry interest may lead, under future 5-year programs, to the offering of
blocks located in any planning area not included in the 5-year program for 1987
through 1992. A1l maps of the new program will continue to show all OCS planning
areas, whether leasing is scheduled there in the new program or not.

The schedule options presented here specify only the year in which a sale would be
held. A description of presale steps is set forth in Appendix L. It should be
noted that the number of sales in an area in the new program is not an independent
element. Rather, & "triennial" sale, as such, is scheduled for the third calendar
year after the last scheduled sale in the area. Because of administrative
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considerations—-for example, balancing worklouad at the FMS regional and
_headquarters offices--the interval between triennial sales may be somewhat more
or less than 3€ months. A schedule showing the option selected and presale
steps by month will be issued as part of the public announcement of the Proposed
Firnal Program.

The scheduling of'California sales in all options is consistent with the
requirements of P.L. 99-591.

Location and Timing Comments

-General

° State Governors: New Hampshire commented that the location of proposed seles is
appropriate. Re: timing, New Hampshire, New Jersey, Rhode Isliand and Virginia
endorsed the overall pace of leasing proposed. -Alabama commented that the pace

of leasing in planning areas other than Central and Western Gulf of Mexico is
insufficient. Louisiana and Texas commented that slowing the pace of leasing in
all planning areas other than Central and Western Gulf of Mexico results in an
unbalanced program. . ‘

-® Federal Agencies: EPA commented that an environmentally preferable proposal for
leasing would combine deferral of 28 subareas and deferral of leasing in any or
all of the following six planning areas: North Atlantic, Southern California,
Central California, Northern California, Washington-Oregon, and North Aleutian
Basin. Re: timing, EPA endorsed the proposed scheduling of annual sales in the
Central and Western Gulf of Mexico planning areas and triennial sales elsewhere.
DOD endcrsed the proposed pace of leasing for allowing a more deliberate

process and additional time for conflict resolution. DOE stated that they are
pleased that the pace of the Proposed Program is similar to that anncunced in

the Draft Proposed Program {March 1985).

° Industry: ARCO, BP Ajzska, Chevren, Conoco, Mobil, Murphy 0il, Shell, and WOGA
endorsed the location of proposed sales. Re: timing, Several commenters
stressed the importence of reliability and predictability in the leasing
schedule. BP Alaska stated that the total number of sales on the proposed
schedule is acceptable. Chevron, Unocal, and Standard expressed agreement with
the overall proposed schedule. Standard also noted that the acceleration
provision is expected to step up the pace of Teasing in frontier areas of
encouragement. Murphy 031 and ARCO commented that the proposed pace of leasing
would be acceptable if fiexibility provisions are instituted and prove effective.
Amoco, Mubil, Tennecc, and Texaco commented that triennial leasing is not
compatible with regulations requiring public release of well information

2 years after its date of submission. Amoco, ODECO, Phillips, Zapata, API,

NOTA, WCGA, and Offshore Operators Committee (00C) expressed support for

biennial leasing in planning areas other than Central and Western Gulf of
Mexico. Amoco stated that biennial leasing would be appropriate in all planning
areas except those in the Atlantic. Cencco stated that trienrial sales would

be preferable in most frontier areas. Tennecc expressed opposition to triennial
leasing and support for a biennial pace. Dixilyn-Field and Pogo expressed
concern about the overall slower pace of leasing proposed.
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° Environmental and Other Organizations: NRDC commented that given existing
Tow 011 prices, several Tocations proposed for leasing are not economically

viabTe and should not be offered. Whale Center stated that the pace of the

proposed schedule is too fast. NRDC commented that the proposed schedule is
based on flawed eccnomic assumptions (e.g., those concerning oil prices and

discount rate} and an inadequate samplirig of industry interest.

® Private Citizens: Several commenters stated that tog many sales are proposed
and the interval between them is too short.

-Abbreviated Summary of Selected Additional Location and Timing Comments*

Commenters re: Atlantic Areas Comments
1. EPA | - 1. Supports deferring the

North Atlantic planning
area from leasing

2. Murphy 041 USA 2. Supports leasing in the
entire Straits of Florida
area {excluding a 15-mil
coastal buffer) '

3. Amoco, Conoco, Mobil, Phillips 3. Support scheduling a sale
Shell, and Standard in the Straits of Florida

' pianning area south of
25° 7' N latitude in 1991

4. EPA, Governor of FL, Sarasote 4. Suppert deferring
Co. (FL), South FL Regional Planning the Straits of Florida
Council, Sierra Club 3FL planning area from
Chapter), Florida PIRG, leasing

Greenpeace, NRDC, Senator
Lawton Chiles, Congressinen
William Lehman and Dante B. Fascell

5. Governors of ME; RI, NJ; bE:MNE:HM' 5. Support triennial pace

Volusia Co. (FL}, Florida PIRG
6. MA League of Women Voters {LWV) 6. Supports slower than
triennial pace
7. Friends of Canaveral (FL), 7. Recommend completion of
Sierra Club (FL), National studies before leasing in
Audubon Society (FL), _ the Scuth Atlantic

Senator Lawton Chiles

TR full summary of comments appears in AppendixrB.



Commenters ve: Gulf of Mexico Areas

1-

Governor of FL, Sarasota Co. (FL),
S.W. Florida Regional Planning
Council, Exxon, Mgbil, Florida PIRG

Offshore Operators Committee

(00C), Shell, Standard, Murphy,

Anadarko, Conoco

o Sierra Club (FL), National

Audubon Society (FL), Senator
Lawton Chiles

. Governor of LA

. 00C, NOIA, WOGA, Chevron,

Conoco, Exxon, ODECO, Phillips,
Poge, Shell, Texaco

Commenters re: Pacific Areas

1.

2.

Farth First! (Samta Cruz)

CA Coastal Commission

CA Departnent of Justice,

" Marin Co. (CA), Mendocino Co.

(CAY, Monterey Co. (CA}, Orange.
Co. {CA), San Luis Obispo Co.
(CA), San Mateo Co. (CA), Santa
Cruz Co. (CA), Friends of the
Coast, Friends of the Sea Otter,
LWV of Sonoma Co. {CA)

Environmental Allergies
Organization, Pacific

Coast Federation of
Fishermen's Associations,
Wildlife Society (Humbolt, CA
Chapter)

Comments

1.

Support triennial
leasing in Eastern GOM

. Support biennial pace of -

leasing in Eastern GOM

Recommend completion of
studies before leasing in
Eastern GOM

. Expresses concern over

long-term economic and

‘environmental impacts of

annual leasing in Central
and Western GOM

. Support annual leasing in

Central and Westevrn GOM

Comments

1.

Supports deferring
all Pacific planning
areas from leasing

Supports deferrirg
all California OCS
planning areas from
leasing

the Central California
planning area from
leasing

Support deferring

the Northern California
planning area from
leasing
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Governor of CA, Ventura Co. (CA)

CA Coastal Commission, CA Dept.
of Justice, San Francisco (CA},
Huntington Beach (CA), Orange
Co. (CA), Coronado {CA),
Oceanside {CA), SANDAG {CA),
Carmel by the Sea (CA), Newport
Reach (CA), Monterey (CA), San
Luis Obispo Co. (CA), San
Francisco Co. (CA), Orange
Co. (CA), San Mateo Co. ?CA),

- Santa Cruz Co. {CA), Get 0i1

Out, Inc., Sierra Ciub (Santa
Lucia, (CA)), Friends of the
Sea Otter, LWV's of Santa Cruz,
Ventura and Berkeley (CA)

Governor of CA; CA Department of
Justice, Huntington Beach (CA},
Coronado (CA), Sar Luis Obispo (CA)"
Earth First! (Santa Cruz, CA),
Wildlife Society (Humboldt, CA
Chapter), LWY of Santa Barbara (CA),
LWV Northern California Coalition

NOIA, OOC, BP Alaska, Shell,
Exxon, Combustion Engineering,
Conoce, Chevron, Standard

Friends of the Earth (N¥
Office), Washington

C Trollers Association ..o o

Commenters re: Alaska Areas

1.

EPA,'Governor'of AK, Bristol
Bay (AK) Ccastal Resource
Service Area, MRDC

North Slope Borough (AK)

1.
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Support triennial pace
(but concerned about total
number of sales proposed
off California)

Support slower than triennial
pace and fewer sales

Recommend postponing action
on Sales 91 and 95 until
final approval of the 5-year
program ‘

Support faster than iriennial
pace

. Support deferring

the Washington-Qregon

~-planning-areafrom-leasing—

Comments

Support deferring
the North Aleutian
Basin planning area
from leasing

Supports deferring
the Beaufort Sea and
Chukchi Sea planning
areas from leasing.
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3. NOAA, BP Alaska, Exxon 3. Support triennial pace

4, Governor of AK 4. Expresses concern about

: total number of sales
proposed off Alaska,
recommends dropping Sales
127, Kodiak, and 129,
Shumagin, from the schedule,
and opposes leasing in the
North Aleutian Basin
planning area unti1l 1994

5. Concco, Shell , 5. Support faster than triennial

pace
6. North Slope Borough (AK) 6. Recommends completion of

studies before leasing and

recommends postponing Sales
97, Beaufort Sea; and 109,

Chukchi :

-Basic Schedule Options

The following schedule options are based on the considerations discussed above.
Options proposing leasing in a number of planning areas are analyzed in the
cection on valuation of program alternatives, below in this SID, and in the EIS.

OPTION A.2.a - The Base Schedule of Standard Sales

The revised base schedule {see Table 14) adjusts the comparable option selected
for the Proposed Program for the new timeframe mid-1987 through mid-1992 and
extends the triennial frequency selected for the new program fo the added
half-year. The revised base schedule contains 27 standard sales over 5 years

jn 13 planning areas. It schedules anrnual sales in the two areas in the Group I
net social value group {the Central and Western Gulf of Mexico) and triennial
sales—in-11 other areas- in-Groups 11 and I1I (see Part II.D). Other triennial
sales originally proposed as part of the base schedule option for the Propcsed
Program decisjon were designated as frontier exploration sales and are discussed
below in that category. Scheduling a sale in the Straits of Florida is discussed
in Option A.2.b. '

The triennial pace of leasing is designed tu help meet national energy needs
while reducing the review burden of affected parties and the level of conflicx
over OCS lease sales. As indicated in the comment summary above and 1in
Appendix B, this change from the basic biennial pace of leasing in the 1982
program has been endorsed by most commenters other than industry. One concern
expressed by industry relates to the regulatory 2-year limit on the protection
of proprietary data. Extension of that period of protection for proprietary
data would require a change in Intericr's regulations.

OPTION A.2.b - Schedule a Sale in the Straits ¢f Florida

The Straits of Florida had been described as a separate planning area in the
October 26, 1978, request for comments on development of the first 5-year program
following the 1978 Amendments to the OCSLA (43 FR 50057). No sales were
scheduled in that area in either the 1980 or the 1982 program. As part of the
decision on the Draft Proposed Program, the area scuth of 28°17'10" N. latitude
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Current Leasing Schedule Overlap with Update of Standard and
Frontier Exploration Sales in the Proposed Program

Eo.
. . Mid- of
1983 1984 1985 1986 1987 1988 1989 1960 1991 1992 Sales
KT AN [ S r etk T TR T T T A R TR R R R R TR T T A F T R TR R TR T A E R R F PR R AR e F FE R F R 4
North 82 96 134+
Mid- 76 ri11} 121+
South 78 : [90] , 108+
EU' F “F EEXICU ****ﬂ*****mii***i*ﬂ****'.l'*******'l_'**************_****************i’*****x**i'** 12
Western 74 84 102 105 112 115 122 125 135
Central 72 81 98 104 110 | 113 118 123 131§
Eastern 69{11) 79 g4 116 137 _
FERFE R AT TR T A R R TR AR R AR AT TR RE
Southern CA 80 35 138
Central CA 73 | 119
Northern CA_ 91 128
Washington-
Oregon - ‘ _ 132+
A A a2 T g T T I TR E T T IRE R TR 4R R R T B IO T T R T I s F IR B 2 R T R T E TR T T T T T 14
Beautort ' ‘
Sea 87 97 124
Chukchi
Sea 169 126
Norton _ }
__Basin 57 [100] 120
Navarin '
Basin - 83 107 130
5t. George ,
Basin 70 [89] . 101
¥ Ateutian— - - —- ~ B
Basin 92 117
Shumagin [861 129+
Kodiak 127+
Laok
Inlet 136+
Guif of
Alaska (381 114+
Hope _
Basin 133+
Total 36

Sales to the left of the vertical line include the current 5-year leasing schedule.

Sales to the right of the vertical iine are part
% = Sale not yet numbered.

E+ Frontier ExpToration Sale.
]

L S |

Sale cancelled

of this gption for the Proposed Final Program.

Sale numbers are those in the Proposed Program.
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was made the new Straits of Florida planning area. The creation of this new
planning area responded to comments from Florida by concentrating section 18
analyses on that area. As indicated in the summary of comments above and
Appendix B, this sale is opposed by the Governor of Florida and a variety of
other parties; although a number of companies favor it. Industry overall
ranked the Straits of Florida as 20th out of 26 planning areas in response to-
the February 1986 request for comments on the Proposed Program.

As part of the decision on the Proposed Program, lTeasing would be deferred in the
Atlantic coast portion of the Straits of Florida planning area (north of 25° 07' N.
latitude). The net social value for leasing in the remaining portion of the
Straits of Florida is estimated to range from negligible to $55 million ($1987).

Option A.2.b would add a single sale in the Straits of Florida in 1992, so that
the necessary environmental studies could be performed if this option were chosen.

A decision not to schedule a sale in the Straits of Florida'area is comparable
to the deferral of leasing as discussed just below concerning Optien A.2.c.

OPTION A.2.c - Deferral of Leasing in Any or All of Six P]anning Areas

Option A.2.c would defer from leasing up te six whole planning areas scheduled for
leasing in the Proposed Program which were requested for deferral by various
comments on the Draft Proposed Program and the Proposed Program: North Atlantic;
Southern California; Central California; Northern California; Washington-Oregon; and
North Aleutian Basin. This option provides for an exception to the scheduling
formula for the base schedule on the basis of comments submitted as provided by
subsections 18(c), 18(d), and 18(f)(1) [see the summary of comments above and

in Appendix B]..

Some of the decision considerations applicable to this option discussed with
respect to subarea deferrals above also apply to the deferral of whole
planning areas. For example, on one hand, removing high conflict areas at the
earliest stage of the leasing process could reduce controversy and Titigation
over them. In addition, deferrals of portions of planning areas could reduce. ... .
the anatysis burden in the presale process for-ait parties. - - e

On the other hand, deferrals may be premature and may limit flexibility if made
before the availability of the geological, geophysical, and environmental
information usually gathered during the presale process for a sale. In addition,
deferrals made at the 5-year program stage cannot be reconsidered for leasing
for 5 years (unless a new 5-year program is developed--a multi-year process}.
This could have a dampening effect on information-gathering concerning areas
which are deferred. Thus, deferrals may, effectively, become permanent. The
benefits foregone by this option can be seen by reviewing the cost of delay of
leasing (Table 6 in conjunction with Table 2} and the valuation of program
alternatives, below. ' o

OPTION A.2.d ~ Biennial Sales

Option A.2.d provides for scheduling biennial sales in up to eight planning

areas. This option schedules up to 32 sales in the same planning areas

included in Option A.2.a. It differs from Option A.2.a by amending it to schedule
biennial sales in up to eight areas with higher value and/or higher interest:
Southern California; Eastern Gulf of Mexico; Central California; Northern California;
Navarin Basin; Beaufort Sea; North Aleutian Basin; and St. George Basin.
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Generally, these areas are relatively highly ranked by MMS in terms of

net social value (see Table 12.1) and/or by industry (see Tables 13.1, 13.2,

and 13.3)., Indeed, these eight areas include those ranked highest--after the
Central and Western Gulf of Mexico--in industry interest as expressed in

Summer 1984 and confirmed in Spring 1985 and Spring 1986. Two exceptions,
however, are worthy of note. First, the Chukchi Sea has been omitted from this
option--even though it was ranked ninth in the Spring 1986 industry ranking--
because Sale 109 is the first sale to be held in this area. In such a case, a
triennial schedule is more appropriate than a biennial one for this new program,
so that the results of the exploratory drilling efforts following the first sale
can be considered in preparing for the second sale. Second, St. George Basin

has been retained in this option for the sake of consistency with the Proposed
Program version of it; although as of Spring 1986, indusiry ranked the St. George
Basin 12th--behind North Atlantic, which was designated as a frontier exploration
.sale area 1n the Proposed Program. Indeed, S5t. George Basin has become a
candidate for such designation, as described below in relation to Option A.2.e.

The benefit of scheduling these'sa1es“biennia1iy instead of triennially is
indicated by the cost of delay of developing the resources estimated to be

in them {see Table 6 in conjunction with Table 2, above; and the section on the
valuation of program alternatives, below).

The selection of this option wou]drincrease the workload of MMS.

Table 15 displays all sales which could be chosen in Option A.2.d.

Flexibility Options

~-Frontier Exploration Sales

:_-__'Etions

OPTION A.2.e.i - Confirm designation of the following sales as frontier
exploration sales: Sale 114, Guif of Alaska; Sale 127, Kodiak; Sale 136, Cook
Inlet; Sale 133, Hope Basin; Sele 129, Shumagin; Sales 96 and 134, North.. ... ..
Atlantic; Sale- 121, Mid-Atlanticy Sale 108y South-Attantici—and-Sale 1325 '
‘Washington-Oregon,

OPTION A.2.e.ii - Add frontier exploration sale designation to all sales in
either or both of the following areas: St. George Basin; and Norton Basin.

--Discussion of Frontier Exploration Sales

A frontier exploration sale is one for which industry interest is highlighted
for re-examination before the start of the presale process. In those cases
where new information on industry interest is needed, this re-examination will

be based on responses to a Request for Interest published in the Federal Register
several months prior to the Call, in addition to the annual review of the
program under section 18(e). If interest is determined to be insufficient to
justify proceeding with the sale, the sale can be delayed and a Request for
Interest reissued on an annual or less frequent basis until interest is
determined to be sufficient to hold the sale or the sale 1is cancelled,
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Current Leasing Schedule Overlap with the Biennial Leasing Option
and Frontier Exploration Sales for the Proposed F1na7 Program

- Mid- ve

1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 Sales
BTLANTIC TR FFIR T TR TR R TR R AT TR IR T T IR TR R F TR AR AR R R R ERRRFRFRERRARFFFF LRI RRRRRERFF KA RARRFRFERER ]
North a2 96 134+
Mid- 76 [111] 121+
N T
Western 74 84 102 105 112 115 122 125 135
Central 712 81 98 104 110 | 113 118 123 131 S
Eastern 69(11) 79 94 11% 137

pACIFIC ****************i***********************

********************************************* 7

Southern CA 80

95 138

Central CA 73

119 S

Northern CA

51 128

Washington-
QOregon

132+

ALASKA AR ARRERFERAEREFRERRARARRERKRERRERRR R IR *

Beaufort

Sea 87

************f*****************i*w************ 18

97 1724 S

Chukchi
Sea

109 126

Norton

Basin 57 [100]

Havarin

.Basin &3

120

107_ 130

St. George
70

[89]7

Basin

101

N. Aleutian
Basin

117 e e §

Shumagin

Kodiak

{86l

Cook
Inlet

Gutif of

Alaska [88]

Hope
Basin

~ 133+

Sales to the Teft of the vertical Tine include t
Sales to the right of the vertical line are part
S = Sale not yet numbered. Sale numbers are th
Frontier Exploration Sale.
[1 = Sale canceliled

noun

Total 41
he current 5-year Teasing schedule.
of this option for the Proposed Final Program

ose in the Proposed Program,
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This approach is designed to add flexibility to the program by providing for

the reasonable possibility that changes in geologic data and economic or other
conditions could create bidding interest in the future in areas which now
appear unattractive. For example, a substantial oil price increase {such as
might result from an oil supply disruption), if anticipated to be relatively
long-term, could make an area now unattractive to potential bidders into one .
which could be of interest to them. Other information of interest would

include new geophysical data; new drilling data; new interpretations of existing
data; and new estimates of costs of production. By requesting information and
acting on it prior to the issuance of the Call, the risk of inappropriate
expenditures for such sales would be reduced. One possible drawback of frontier
expioration sales, however, is that the additional uncertainty as to whether
they will be held might lead firms to avoid investing in data collection for them.

These sales would include those in frontier areas about which there are very
inconclusive assessments of potential oil and gas rescurces based on exploration
results (see Appendix E). Ensuring the early assessment of OCS oil and gas
resources is one of the purposes of the OCS Lands Act Amendments (section 102(9)).
Finally, the scheduling of frontier sales has been interpreted by the court to

have beneficial effects concerning the consideration of equitable sharing _
required in section 18(a){2)(B) (see California v. Watt (II} at 599 and Part 11.C).

The frontier exploration sales proposed by the Draft Proposed Program were five
single sales in Alaska areas (Gulf of Alaska, Cook Inlet, Hope Basin, Kodiak,
and Shumagin). This proposal was designed to increase the flexibility of the
schedule to respond to changes in eccnomic conditions or new geolegic and
geophysical data. Sales in the latter four areas are proposed as single saies
because they are in net social value Group 1Y and rank low in industry
interest., Gulf of Alaska is also scheduled for a single sale even though it

is in Group lII because of low industry interest, reflected in the cancellation
of Sale 88. In the Proposed Program, frontier exploration sale designation was
also proposed for triennial sales in the North, South, and Mid-Atlantic and
offshore Washington and Oregon, where the re-evaluation of industry interest
prior to proceeding with the standard presale process was deemed appropriate.
Triennial scheduling of these sales reflects their net social value Group 11 -
ranking . . . ) .

The first sale offshore Washington and Oregon since 1964 would be scheduled,
given that area's net social value ranking and industry interest. The sale for
this area is scheduled late in the 5-year period in order to allow time for the
necessary environmental studies to be performed. The time allotted for studies.
exceeds that required by section 20 of the 0CS Lands Act and regulations at

30 CFR 256.82(c), which provide that a study for an area be commenced at least
6 months prior to hoiding a lease sale for that area. Studies planned for this
or any other area are described in the MMS Regionai Studies Plan prepared for
each region.

For the Proposed Final Program, in response to the request of the Governor of

Alaska, a new suboption has been added to extend the frontier exploration sale
designation to St. Gecrge Basin and Norton Basin sales. St. George Basin ranked 12th
in industry interest in Spring 1686, although its ret social value ranking @$24/bbl.
starting oil price is 10th. Norton Basin ranks 18th in both respects.

Navarin Basin could also be considered for inclusion in this category based on

its ranking (10th) in Spring 1986 comments by industry and the results of surveys

of industry interest concerning Sale 107.



-Comments on Frontier Exploration Sales

° ‘State Governors: Maine, New Hampshire, Massachusetts, Rhode Isiand, Cennecticut,
New Jersey, Delaware, Maryland, and North Carolina endorsed the scheduling of
frontier exploration sales. Massachusetts recommended that States be notified
whern MMS issues a Request for Interest, and they requested that the interest
level necessary to justify a sale be defined. They also requested that States
be provided a summary of MMS/industry consultations. Alabama endorsea the
concept of frontier exploration sales but requested increasing the number of
such sales on the schedule. Oregon and ¥ashington commented that the concept
of frontier exploration sales confounds the intent of the OCS Lands Act, as
amended, which calls for a precise descripticn of timing and location. Alaska’
endorsed the frontier exploration sales proposed off Alaska and requested that
such sales be scheduled in the St. George Basin and Norton Basin planning .areas.

° State Agencies: New York Department of Environmental Conservation and Georgia
Department of Natural Resources endorsed the concept of frontier explorations sales.
The former also requested that a second request for industry interest be issued prior
to the Proposed Notice of Sale.

° Local Governments: Bristol Bay Coastal Resource Service Area recommended that the -

Bering Sea 0CS planning areas be designated as frontier exploration sales.

° Federal Agencies: EPA endorsed the concept of frontier exploration sales and
recommended that such sales be scheduled in &1l planning areas where triennial
leasing is proposed other than Southern California. NOAA commented that the
uncertainty of frontier exploration sales could affect adversely the Environmental
Studies program for Alaska planning areas. They also stated their intention to work
ciosely with the MMS tc ensure that the 5-Year Environmental Studies Management Plan
is designed tc make sufficient preliminary data available prior to the Request for
Interest for each sale.

° Industry: Chevron endorsed the proposed frontier exploration sales. Shell
expressed support for scheduling frontier exploration sales but objected to their
tentative status and stated that the Request for Interest step 1S unnecessary.

Hewever, they recommended that if this step is adopted, it be reissued.annually for.. .

areas in which industry interest has previously been found to be insufficient for
proceeding with a sale. Exxon expressed concern that ddding the Request for Interest
step to the presale process may invite additional legal challenge. They recommended
that industry interest instead be determined during annual review of the program.

° Environmental and Other Organizations: Massachusetts Audubor Society commented
that frontier exploration sales are preferable to standard sales but stated that if
such a sale is cancelled it should never be rescheduled. NRDC expressed opposition
to the concept of frontier exploration sales, stating that their tentetive status
urdermines State planming and MMS's commitment of money to environmental studies.
They recommended thut these sales not be scheduled initially but added in formal
revisions of the program should circumstances change to make leasing in frontier
areas viable.

132



133

-Supplemental Sales

--Options

OPTION A.2.f.i. Adopt annual sales of blocks outside of the Central and
Western GuTf of Mexico: rejected and forfeited bid blocks offered in a prior
period; and development blocks. ,

OPTION A.2.f.ii. Extend the supplemental sale concept to offer all unleased blocks
on the same structure as the blocks offered.

~-Discussion of Supplemental Sales

This option would add an annual sale to offer a small number of selected blocks in
areas other than the Central and Western Gulf of Mexico: development blocks; and
. blocks on which bids were rejected or forfeited as a result of a sale in a prior
period. _

~--Rejected and Forfeited Bid Blocks

The small annual reoffering of blocks which received bids which were rejected or
forfeited as a result of a sale in a prior period would diminish any delay cost
associated with offering the blocks 1 or more years later in a triennial sale. It

would also provide for the timely offering of blocks based on evolving geological and

geophysical information and would assure receipt of a fair return to the public for
blocks on which the Government possesses the latest data.

Adding the ability to reoffer forfeited bid blocks adds to supplemental sales the
potential for reoffering an additional type of high interest block. In the case of a
forfeited bid block, industry interest was high enough to result in an acceptable
bid, even if the deposit was subsequently forfeited by the high bidder. It needs to
be cons1dered that the reasons for that forfe1ture may not be shared by other
potential bidders.

Supplemental sales would continue to be scheduled as annual sales. . Changing the

PropesedeFegFam~a¥ev4s4onm%ema440mvthem%eeiﬁer1ng—efm¥e3ee%edweFwierﬁeited—b4dn«—mm_m_mm

blocks resulting from a sale in a prior period rather than the preceding year
could help ensure that all otherwise eligible blocks can be reoffered even if a
supplemental sale Call were delayed for some reason.

--Pevelopment Blocks

A development block is one which is lTocated on the same general geologic

structure as an existing lease having a well with indicated hydrocarbons;

the reservoir may or may not be interpreted to extend onto the block. One kind of
development block is a block which is susceptible to drainage of hydrocarbons.



Failure to offer development blocks expeditiously could adversely affect the
efficient production of the prospect's resources. For example, the expeditious
identification and offering of development blocks susceptible to drainage would
minimize potential losses in their sale value because as drainage continues, the net
present value of the block being drained diminishes. In areas other than the Central
and Western Gulf of Mexico {where annual sales provide for the expeditiocus offering
of development blocks), the time intervals between sales could result in substantial
Tosses in bonuses and royalties to the Government on development blocks.

This option would, in part, reintroduce the concept of 0CS drainage sales on a basis
compatible with the requirements of section 18, (Twelve drainage sales were held in
the Gulf of Mexico between 1959 and 1978.) A further precedent for this provisien
under Siate law exists in Alaska Statutes 38.05.180{d) which allows the Commissioner
of the Alaska Department of Natural Rescurces to issue leases in an area not included
in a State 5-year leasing program if (1) the land to be leased was previously subject
to a valid State or Federal oil and gas lease, or {2) the land is contiguous to land
“under State, Federal, or private leases and the Conmissioner makes a written finding,
after hearing, that leasing of the Jana would result in a substantial probability of
early evaluation and development of the land tc be leased. :

Since the largest structure identified to date on the OCS covers approximately

35 blocks, even if an entire structure were offered in a supplemental sale, it
would Tikely be small compared tu the size of a standard sale. If a number of
entire structures were added, however, the resuit could be different, '

The Federal Register Notice which anncunced the Proposed 5-year 0CS Leasing Program
{50 TR Z816) specified that:

[Supplemental sale] blocks will only be offered after compliance with the
requirements of the National Environmental Policy Act, the 0CS Lands Act, and
other applicable statutes. The environmental assessment documentation for each
of these sales would be released prior to the proposed notice of sale. If it is:
determined that an EIS is required for cne or more blocks to be offered in one
of these sales, revised presale milestones would be issued,

That Not%ceva}scwinc%uded¥awtypiﬁa%wm%ies%eﬂéiéched&}ééféfwéupp$emen%alwsaiesmwhieh9n~ﬁ

included the following steps: Call; issuance of an environmental assessment (EA);

proposed notice of sale; notice of sale; and sale. The Call will establish the maximum

size of the sale and request comments from all parties on the blocks proposed for
offering. A 45-day comment pericd is plarnned for responses to the Call, Any
nominated development block outside the Call area would be considered for inclusion
in the next supplemental sale or the next regular sale in the relevant planning area.

Since the function of an area identification--specifying blocks for environmental
enalysis--will have been performed prior to and announced in the Call, an area
identification step as provided in the current regulations is not appropriate for
supplemental sales. The results of Interior's consideration of comments submitted in
response to the Ca1l will be announced at the time the EA is issued. The EA will
also indicate whether any additional environmental impact analysis would have to be
done in order to be able to offer a block for lease. If an EIS would have to be
prepared, revised milestunes for that process would be issued if it were to .be
pursued. The public issuance of the EA is planned so that it can be reviewed prior
to the issuance of the proposed notice of sale. The proposed rotice will provide the
Governors and local governments of affected States the opportunity to comment on the

134
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sale proposal, pursuant to section 19 of the OCS Lands Act. Comments on the EA and
the proposed notice of sale will be considered for the decision on the final notice
of sale.

This option, 1ike the one selected for the Proposed Program, would schedule
annual supplemental sales beginning with Sale SU-1.

--Compliance with the Nat10nal Env1ronmenta1 Policy Act (NEPA)

To comply with NEPA, an EA would be written covering each development, rejected and
forfeited block. 1If each of the blocks had been covered in an EIS within the last
several years, the preparation of an EA regarding the leasing of these blocks could
well be sufficient to comply with the requirements of NEPA. However, it may be
necessary to prepare a new EIS or a supplemental EIS (or deleting from the
supplemental sale the blocks whose offering would require an EIS) if the EA finds
that significant additional environmental information has become available, or
significant environmental impacts are identified which were not evaluated in a
recent EIS.

——Development of Requlations for Supplemental Sales

A Notice of Proposed Rulemaking on supplemental sales will be published in the
Federal Register. Comments.in response to that Notice will be considered both
for the final rulemaking and the Secretary's forthcoming decisions on the new
program.

--Comments on Supplemental Sales

° State Governors: Connecticut endorsed the concept of supplemental sales. Florida
commented that supplemental sales must not be held until social, economic, and
environmental factors are considered and consultation with State and 1oca1

governments is conducted. Florida also stated that supplemental sales must not be added
if they will conflict with the objectives of the 5-Year Environmental Studies Plan.
Alabama endorsed the concept of supplemental sales and recommended increasing the

number of such sales. California gave qualified endorsement to the concept of

~ supplemental sales but stated thaf theé regulatory authority for conducting such sales

is questionable, California recommended the promulgation of regulations prior 6
holding the sale pertaining to: block selection criteria; State and local government
consultation in accordance with section 192 of the 0CS Lands Act, as amended; and
requiring unitization agreements for development of drainage and development tracts
along with original discoveries. Alaska endorsed the proposed supplemental sales
provided that the following conditions are met: the State and the public are allowed
to comment prior to such a sale; the blocks proposed for sale were evaluated under
the EIS alternative adopted; the State did not oppose leasing the proposed blocks in
the presale planning process; and the proposed blocks would enhance drainage and
development of the new discovery.

° State Agencies: Florida Coastal Resources Citizens Advisory Committee expressed
opposition to supplemental sales. California State Water Resources Control Board
commented that suppliemental sales are unnecessary due to the heavy schedule of
‘standard sales proposed. California Department of Justice stated that the concept of
supplemental sales constitutes a violation of section 18(a) of the OCS Lands Act, as
amended, since it fails to specify as precisely as possible those areas which will be
offered for lease. '



° Local Governments: City of Laguna Beach (CA) and Crange County (CA) recommended
eliminating supplemental sales from the 5-year program. City of Newport Beach (CA},
San Diego County (CA), City of San Luis Oblspo {CA), and San Luis Obispo County (CA)
expressed opposition to supplemental sales in combination with other features c¢f the
program. tewport Beach stated that supplemental sales in addition to standard sales
would result in too much 1eas1ng. San Uiego County stated that supplemental sales
and the acceleration provisior could result in continuous leasing in the Southern
California planning area. San Luis Obispo County stated that suppiemental sales and

“acceleration would overburden local plarning agencies. Orange County (CA) roted
supplemental sales in & resovlution stating general opposition to the Proposed
Program.

¢ Federal fgercies: EPA recommend that information distribution and review/comment

milestones be established relative to the Proposec Notice of Sale for a supplemental
sale. They further stated that such milestunes should allow adequate time tc review
concerns raised in the National Environmental Policy Act process for the purpose of

restructuring the Proposed Notice of Sale,

J Industry: API, NOIA, Chevron, and Shell specifically endorsed the proposed
supplemental sales. AOGA expressed support for supplemental sales but recommended
that the term "drainage and development blocks" be clearly defined to include

all blocks located on a geclogic structure in which a discovery has occurred.
Exxon recommended that suppiemental sales be broadened in scope. They also stated
that preparation of a brief supplemental EIS would be appropriate for supplemental
- sales offering blocks which previously have been addressed by a draft EIS.

BP Alaska commented that suppliemental sales may not be effective for blocks

on which bids have been rejected in the previous year.

° Environmental and Gther Organizations: NRDC stated that there is no reason for
supplemental sales to offer blocks on which bids were rejected in the previous year,

as one year is too short a time to acquire new information which might indicate

that the value of such blocks has increased. Massachusetts Audubon Society expressed

opposition to supplemental sales. Oceanic Society and League of Women Voters of

Santa Barbara expressed concern about supplemental sales. The latter stated that .
such sa]es w111 serve -to confuund efforts to. ant1c1pate and properly plan.for.

° Private Citizens: A number of commenters expressed opposition to the proposed
supplemental sales. ‘

Acceleration Provision

The acceleration provision is described in the summary of the Proposed Program,
above, and in the Federal kegister Notice which announced it (50 FR 4816).
Comments on that provision are summarized in Appendix B. Based on a review

of those comments, the acceleraticn provision was eliminated from further
consideration by the decision of the Secretary on September &, 1986.

New Schedule Alternative

Option

OPTIOM A.2.g Adopt the schedule for Options A.2.a and A.2.e, revised to delete
Sale 127, Kodiek; delay until the next calendar year Sale 119, Central California,
and Sale 132, Washington-Oregon; and schedule a combined Gulf of Alaska/Cook

Inlet sale in 1991.
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Ascussion

The new schedule alternative (see Table 16) would modify elements of Options A.Z.a
and A.2.e, above. Changes from those options reflect additional responsiveness to
comments and administrative considerations.

The deferral of leasing in Kodiak would respond to a request by the State of
Alaska. Kodigk is projected to have a negligible net social value of leasing
throughout the range of 01l price assumptions. Kociak was ranked 23rd by
industry in Spring 1986--below the St. Matthew-Hall area, which had already
been eliminated from the Jeasing schedule in both the Draft Proposed Program
and Proposed Program.

Sale 119, Central California, would be déTayed until 1996 so as to avoid scheduling

 three sales off Califgrnia in the same year, and thereby relieve State parties

who review and comment on leasing proposals.

Sale 132, Washington-Oregon, would be delayed from 1991 to 1992. This would
respond to the request from the Governor of Washington to delay the sale so
that the environmental data base can be improved for use in decision-making
during the presale process.

Sale 114, Gulf of Alaska, and Saie 136, Cook Inlet, would be combined into
a single saie in 1991. This would follow the precedent set by Sale 88,
Gulf of Alaska/Cook Inlet, which was scheduled by the 1982 program (but
sanceled in 1986). It should be noted that the combination of these two
contiguous areas will result in a relatively small increase in the size of
the Gulf of Alaska sale. Combining presale steps would reduce the
administrative burden involved for all parties.
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Table 16

Current Leasing Scheduie Overlap with New Schedule Alternative

for the Proposed Final Program No.
: ) ’ ‘ Mid- of
‘1983 1984 1685 1586 1687 1988 1889 1980 1961 1992 - Sales
jT[Kﬁ7Tt-1::#;;;;w;;;;;1;;:;;#1;:;;;;;;;;:1:@@;;;;:;***********,,****._,.;****;;1w=1¢;w;=;¥:w 4
North 82 ‘ 96 134+
Mid- 76 | {113 | 121+ | '
South 78 [90] 108+
‘GU{F‘UF‘MEXTEG’I!&****,.********** x T3 12
Western 74 g4 102 105 | 112 115 122 125 13§
Central 72 81 93 . 104 110 113 118 123 131 S
Eastern 69{11) 79 94 116 137

PACIFIC EEEAR KA R RPAAEAFER TR TR TR ERERETRRAER AT AEARNTIERRA AR AL XA AT AR AL AARRARRRRRARKREARERAR  §

Southern CA 80

95

Central CA 73

138
119 '

Northern CA

91 128

Washington-

132+

Oregon
EEREARE I A AR AT ATFRERARR AR SRR TRRE

LT T P T E s ST T Eoa TS r T T I 12

Beaufort

Sea 87

97 124

Chukchi
Sea

109 126

Norton

Basin 57 (10071

120

Ravarin

Basin 83

107 130

St. George

Basin 70

[89]

101

N. ATeutian
Basin

117

32

Shumagin

[86] 129+

Kodiak

[127+1

Cook
Intet (CI) &
Gulf of

Alaska {GOA) 88}

cl
& 4
GOA

Hope

Basin

133+

Total 34

Sales to the left of the vertical line include the current 5-year leasing schedule.
Sales to the right of the vertical line are part of this option for the Proposed Final Program.

S.—
+

Sale not yet numbered.
Frontier Exploration 3ale.

Sale numbers are those in the Proposed Program.
[ = sale cancelled

.
R
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Valuation of Program A]ternatives.

Introduction

The decisions the Secretary will make on timing, location, and subarea
deferrals as part of the 5-year program, together with the decision on the
presale process to be used, will significantly influence the pace of 0CS leasing
and development. Consequently, these decisions will influence the timing of
costs incurred and benefits realized from 0CS o0il and gas deve]opment. In
general, the faster that leases are made available for exploration in the next
b-year program, the sooner production will be achieved. In addition, benefits
will be higher if the lower cost resources are found and produced first. The
objective of the schedule valuation analysis is to present for the Secretary’s
consideration a- link between the rate and sequence of leasing and the timing
-and the magnitude of the benefits that can be expected. Similarly, the
valuation analysis for various subarea deferral program alternatives
~demonstrates how resource availability at the time of sale can influence the
net benefits which could be expected from each proposel. Simply put, this
section provides estimates of the potential net economic benefits to the Nation
of each of the alternative schedules and the estimated potential reduction in
benefits associated with the subarea deferral alternatives.

The program alterratives examired in this valuation analysis include:
° Schedule Alternatives

1. The Proposed Program update (i.e. options A.l.a (setting planning
areas and subarea deferrals) plus A.2.a (standard sales) plus
A.2.e {frontier exploration sales})--See schedule in Table 14

2. Option A.2.b, which would add a sale in the Straits of Florida

3. Option A.2.c, which would defer sales in up to six planning areas

4. Option A.2.d, which would replace the triennial pace of leasing in the

Proposed Program update with a biennial pace in up to eught planning
areas—-See scheduTe in Table 15

5. 'Opt1on A.2.9, which revises the schedule for sa]es--See scheduTe in
Table 16

® Additional Subarea Deferral Alternatives

6. Option A.1.b, updated the Propased Program schedule with additiona]
subarea deferrals

7. Option A.1.f, the Bering Sea Proposal of the Institute for Resource
Management

8. Options A.l.c, the alternative Califernia proposal of Governor
Deukmejian

9. Option A,l.d, the alternative California proposal of Congressman Regula
10. Option A.l.e, the alternative California proposal of Congressman Panettea

11. Option A,1.g, the amalgamated proposal from the Draft Proposed Final
Program for Leasing Offshore Ca11forn1d
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Background

This valuation analysis was prepared to estimate the net social value associated
with each program alternative mentioned above. The results reflect differences
in value associated with the particular cption being considered and therefore
differ from the net social value estimates fer the planning area as a whole (as
developed in Appendix F and displayed in Table 12.1). That area-by-area net
social value analysis was prepared based on the assumption that ail leasable
resources were leased at the beginning of the program for the purpose of
comparing whole planning areas. Based on the results of the area-by-area
comparison of pet social value and other section 18 considerations, various.
scheduling and subarea deferral options were developed. This valuation
exercise provides for a comparison of these options showing the effects of sale
timing, location, and resource availability on the estimated value for each
program alternative.

For his decision on the Proposed Program, the Secretary was provided with an
assessment of the value of the base schedule option. For the Proposed Final
Program, this section has been expanded to provide information on how the value

of the Proposed Program schedule (as updated) compares to other options before the
Secretary--that js, what effect the various OCS sale scheduling and subarea
deferral options could have on the expected net benefits toc the Nation from

0CS o0il and gas. Teasing and development.

The results of the valuation analysis should not be viewed as exact because
they hinge upon the assumptions surrounding many uncertain variables, such as
undiscovered resource potential, resources expected to be leased in future
sales, and future oil prices. However, the assumptions and methodology used in
the analysis were consistent across options, so that general conclusions could
be drawn about the changes in net social value which could be expected from
different program alternatives. ‘

Figure 3 graphically depicts the significant contribution to future 0CS oil

and gas production which could be realized from leasing under the 5-year

program: The heavily shaded-area-of the-production-curve reflects projected— ...
future 0il and gas production from the resources expected tc be leased from

the Proposed Program Schedule. /1. The graph shows the potential contribution

to meeting national energy needs of the new 5-year program.

Descriptiongof Analysis

The Secretary's Proposed Program {as updated) is used as the basis for comparison
with other Proposed Final Program alternatives. The Proposed Program schedule
consists of 27 standard sales and 9 frontier exploration sales in 21 planning
areas. As described in the options section, the sale schedule was derived by

/1 Note that production estimates for this graph were based on estimates of

" risked economically recoverable resources from an analysis which assumed
starting oil prices of $29 per barrel. If prices remain at current low
jevels, the shape of the graph would 1ikely be different, with a decline
in the 199C's due to a shift in capital away from exploration in the late
1980's. There are many uncertainties inherent in the these projections. -
A1l assumption used are consistent with those used for the estimates of
future leasing and associated infrastructure in the SID and EIS.
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considering a combination of factors including net econcmic value, social costs
(reflecting, in part, marine productivity and environmental sensitivity),
composite industry interest rankings, and other section 18 considerations.

During the presale process, the Secretary will make a determination as to the
specific size of the lease sale. For this analysis, resources expected to be
leased from each sale were estimated assuming that 0CS acreage will be offered
under the "focusing on promising acreage" presale process (see Appendix R).

The same data developed for area-by-area net social value, derived from the
estimates of net economic value (Appendix F) and social costs {Appendix G),
were used to value the sales of each program alternative. However, unlike the
net economic value figures which estimated the value of the production of all
leasable resources if leased in mid-1987, the valuation of program alternatives
required a projection of the amount of resources which would be leased at the
time of each lease sale. From this projection, net economic value at the time
of sale was estimated. The associated social cost attributable to production
from that sale was deducted to determine net social value for each sale. These
future values were then discounted to present value (i.e., 1987 dollars) to
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serve as a basis for comparing the net social value of each program alternative.

In order to fully compare the program alternatives, net social value for resources

remaining unleased at the end of the 5-year program is also estimated. These
estimates are important to consider when comparing program alternatives because

the value of those alternatives which are expected to result in the early leasing

of most resources could be overstated if only results for 5-year program leasing
were examined. This is the case because proposals which defer more resources
from this 5-year program can leave in the groiund resources which, if leased in
later years, would contribute economic benefit to the Nation. /1 In part, to
simplify the analysis, the remaining unleased resources were valued as if all
were available for teasing in the first sale of the next 5-year program. All
subareas proposed for deferral under all program alternatives were assumed to
remain permanently unavailable for leasing. (The only exception is for the
Regula proposal--see Appendix R.).. Alternative assumptions could be made but

predict with any reliability the ultimate disposition of each subarea deferral.

A detailed discussion of the methodology used for the valuation analysis can
be found in Appendix R, "Estimating Procedures Used for Valuation Analysis”.

Valuation analysis has also been done for the alternative California proposals
(i.e., Governor Deukmejian's, Congressman Regula's, Congressman Panetta's, and
the amalgamated proposal) to determine what effects the differences in proposals
will have on estimated net social value for California planning areas. The

/1 However, in most cases, given the economic assumptions of the S-year program
analysis, the higher values associated with later leasing of remaining resources
will not offset the sizeable economic benefits from earlier leasing. In some

of the low price cases, as found in the Appendix F economic analysis, certain
low-valued prospects realized a gain ir value from real oil price growth
sufficiently large to offset the effects of discounting future production
revenue to present value. (See discussion of cost of delay in Appendix F}.

- -were—excluded-to-simplify-the-analysis, especially-since it is difficult to — .
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results of the valuation analysis for the California proposals are presented
separately, because of & slight charge in the methodology used to value
remaining resources. Since the Regula and Panetta proposals contained
provisions for subarea deferrals beyond this 5-Year Program, it was necessary,
for analytical purposes, to extend the valuation methodology used for the
5-Year element to the remaining resources; that is, to project resources
expected to be leased beyond the 5-Year Program given the stated provisions
of each proposal. Under this methodology, resulting values can be
disaggregated to examine value associated with only the 5-Year leasing
component, or aggregated to examine total net social value for the 5-Year
Program leasing and the potential value of remaining resources.

Results of Analysis

Results of the analysis are shown in detail in Appendix R and summarized below.
Values were estimated for both a Tow o011 price case and a high oil price case
(i.e., 1984 starting prices of $14 and $29 per barrel, respectively). The
uncertainty of estimating the future value of undiscovered o0il and gas has

been reflected in the computation of a range of net social value estimates for
each planning area based on this $15 spread in the starting price of oil. The
differences in results under the iow and high price cases is attributable to

the changes in net economic value estimates with different starting cil price
assumptions., Estimates of resources expected to be leased by sale was not
varied for different price assumptions. (See Appendix R for further discussion).

Table 17.1 is a summary of the value of the updated Proposed Program's planning
areas (minus deferrals) and schedule of standard sales {option A.2.a) and
frontier exploration sales {option A.2.e). Given the stated economic assumptions,
the present net social value of resources projected to be leased during the
5-Year Program range from approximately $12 to $39 billion (from the low to the
high price case). The value of the remaining resources ranges from $9 billion
to $34 billion, _

Table 17.2 shows estimates of the changes in value from the Proposed Program
update which could be expected from selection of schedule options A.2.b through
A.2.9. Also shown is the change in value associated with add1t1ona1 subarea
deferral options (Options A.1l.b and f}.

Using ‘the value of the Proposed Program update as a basis for comparison, one
can draw certain conclusions from these tables. Each of the options represents
an increase or decrease in potential value to the Nation as compared to the
reference point. For example, options which add sales or accelerate sales
(such as options A.2.b and A.2.d) result, on the whole, in an increase in the
expected net social value of the 5-year program. The increase in discounted
net social value for schedules with earlier sales results from the effects of
discounting values generated over time to account for society's time-preference
in exchanging consumption now for consumption in the future {at an 8 percent
real discount rate). In almost all planning areas, the advantage of earlier
realization of benefits more than offsets the loss due to the foregone growth
in value from higher resource prices over time. Where this is not the case,
royalties, taxes and the minimum bid reduce the likelihood that such prospects
would be leased and developed prematurely. Options which allow for the
cancellation of sales or deferral of subareas {such as Optiocns A.2.c and A.2.g)
result in a reduction of the estimated value of the Proposed Program update.
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Value of Resources Expected to be Leased Under
the Proposed Program 5-Year Schedule and ' /1
Value of Remaining Unleased Economically Recoverable Resources &=
* ($1687 Millions, Except Totals)

Discounted Net Sociél Value /2

Low Price Case High Price Case
5-Year Program Value /3 [ 5-Year Program Value /3
Leasing of Remaining Leasing of Remaining
{Mid-1987 to Unleased (Mid-1987 to Unleased
Planning Area Mid-1992) Resources Mid-1992) Resources
North Atlantic + $77 $179 $215 $439
Mid-Atlantic + . $189 $444 o $744 $939
South Atlantic + , $98 - $8681 - $344 - $2,250
Western Gu1f of Mexico $3,201 $3,647 $10,858 ' $14,481
Central Gulf of Mexico $6,005 $3,021 $15,563 - $10,171
Fastern Gulf of Mexico $100 $341 _ $716 $1,419
Southern California $983 $395 $3,304 $1,256
Central California $213 $88 $924 $350
Northern California $465 $124 $1,713 $487
Oregon-Washington + $122 , $93 $348 . $209
Beaufort Sea $112 $6 $793 %20
Chukchi Sea $59 $82 $314 $352
Norton Rasin + $8 $12 $53 $81
Navarin Basin $324 $155 $1,940 $706
St. George Basin + $63 §122 $520 $677
N. Aleutian Basin $22 ‘ $3 $90 $11
Shumagin + 83 ' $0 $18 $2
Gulf of Alaska + 8 $35 $37 © $195
" Cook Imlet + g2 1 %14 R
Kodiak + $6 $3 $36 - $14
Hope + $3 - 81 $13 : $3

Totals: _ $12biTTion  $9 biTlion $39 bitlion $34 billion

+ Planning area includes one or more sales which may be designated as frontier
exploration sales under options A.2.e.i or ii.

/1 The uncertainty associated with estimating resources and net social value, as
described throughout the text of the SID and this appendix, is compounded in
the formulation of a leasing schedule. Furthermore, the relative uncertainty
in the numbers in this table is, in part, based on the adequacy of data for
each planning area. {See Table 12-1 in this SID and Appendix E.) '

" /2 Net social value is discounted to mid-1987--the projected start of the
5-Year Program. Totals may not add due to rounding.

/3 The values of remaining unleased resources do not reflect estimates of resources
in currently uneconomic prospects which become economic as hydrocarbon prices
increase in the future. See Appendix F, section V.C.
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Table 17.3 illustrates the relative aifferences in the value estimates for the
subarea deferral element of each of the California proposals. (See Appendix R
for detailed results). Resulting total values are for the three California
planning dreas only. The other elements of these proposals not directly
related to the size, timing, and location of leasing are analyzed in the
California Analysis document and in the EIS. The results are displayed for
the estimated value of leasing during the 5-year program, during the period
1992-2000, and after the year 2000. A1l three results are important since
proposals which would defer more resources from the new 5-year program. leave
hydrocarbons in the ground which, if produced in the future, could have higher
estimated value in subsequent years relative to proposals which would defer
less. However, results of this analysis indicated that the values associated
with leasing the remaining resources of the alternative proposals were not
high enough to offset the sizeable benefits that would be expected to be
realized from the greater availability of resources, earlier in time, of the
February 1986 Proposed Program for the California 0CS.

Table 17.3 divides value estimates remaining after the 5-year program into the
estimated value of resources expected to be leased for mid~1992 through 2000
and the value of resources expected to be leased after the year 2000. This
was necessary since Congressman Regula's and Congressman Panetta's preposals
are specified for 13 years. The value estimated for the 5-year program
leasing can be added to the value estimated for leasing during the mid-1992 to
2000 period to compare the proposals on a 13-year basis. '

The value estimated for the resources remaining beyond the year 2000 can also

be added to compare the proposals and their outyear ramifications in the
broadest sense {assuming that leasing rates and subarea deferrals are maintained
in the outyears.as specified in each proposal and assumed for this analysis).
A1l subareas proposed for deferral under the four proposals were assumed to
remain permanently unavailable for leasing. The only exception is the subareas
which Congressman Reguia specified to become available for leasing after

1992. Given this exception, the resources expected to be leased, and the

_resulting value of the Regula proposal, are comparatively high for the 1992-2000

period. Similarly, restricting the availability of industry interest blocks
under the Panetta proposal's limit of 50 industry interest blocks per 5-year
period resulted in comparatively high values for the Panetta propesal in the
post-2000 period.

The results of the valuation analysis of the five proposals are largely affected
by the amount and resource potential of acreage proposed for deferral. Subarea
deferrals create potential economic losses by delaying the search for oil and

gas resources beyond the time when oil prices are Tikely to rise. Greater levels
of resource availability for leasing during the 5-year program cculd improve the
likelihood that discoveries would be made that could result in production in the
1990's when dependence on imported oi) may reach levels that could affect national
security or economic well-being.

In examining the results of the valuation analysis, it is importani to consider
both price cases. Qi1 prices are currently relatively low; however, the reader's
focus -should not be limited to the results for the low price case. Given that
the earliest possible California production from resocurces leased during the
5-year program would be during the 1990's end could continue for 18 years or
more, it is the prices that are expected during that time and beyond which are
relevant. : ,

e,
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The resuiting valuation estimates are highly sensitive to the assumptions
employed. The ultimate benefits and costs associated with this 5-year program
will also differ from the results of this analysis because of, among other
things, 1) changes in the sale timing (e.g., postponement of sales), or

2) specific lease sale decisions regarding subarea deferrals and sale size.
Therefore, the assumptions made for the purposes of the valuation analysis,
together with the uncertainties associated with estimating economic value
and social costs, should be expected to have a compounding effect on the
results. Furthermore, the relative uncertainty in the results is, in part,
based on the adequacy of data for each planning area. (See Table 12.1 in
this SID and Appendix E.)

This valuation analysis is only one of the factors that the Secretary considers
in his decisions on the 5-year program, The section 18 considerations are
discussed earlier in Part III of this SID. Revertheless, the calculation of
net social value for the program alternatives adds further information bearing
on the potential economic impacts of timing and location decisions for the
5-Year 0CS lLeasing Program.
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3. Estimated Appropriations and Staffing Requirements for the
Proposed Final 5-Year Leasing Program

Section 18(b) of the 0CS lLands Act requires an estimate of appropriations and
staffing levels necessary to carry out the 5-year leasing program. These
estimates are summarized in the fo11ow1ng téble and.are presented in more
detail in Appendix T.

The estimated rescurces indicate requirements for not only the MMS but for
other Department of the Interior Bureaus and Offices as well. It is important
to note that these are initial estimates of resource requirements and that
these estimates may change as agency budgets are refined during the annual
budget appropriation processes of the Department, the Office of Management and
Budget, dnd the Congress.

It should be noted that resources for the prelease activities (Categories I,
IT and 111 of Appendix T) for fiscal years 1988 and beyond cnly provide
estimated costs and full-time equivalent positions for those sales included in
the options indicated below. There are no estimates of resource requirements
for the work on prelease planning activities for sales which would be included
in the 5-year program following the one ending in mid-1992, The effect of
this is that there appears to be a decline of needed resources in the outer
fiscal years.

Table 17.4
Est1mated Appropriations and Staffing Requirements
For the 5-Year Program
($ in Millions

Fiscal Year =~ Minerals Management  Fish & Wildlite Office of

/Option Service Service the Solicitor

Funds Statf : Funds Staff Funds  Statt

Proposed Prg.
 Update (Table 14)
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Option A.2.a

+A.2,e.1. : ,
1987 $105.8  1,289.3 $ .2 3.0 ¢ 4 7.0
1988 106.9 1,273.0 .2 3.0 A 7.0
1989 113.6 1,268.3 .2 3.0 4 7.0
1990 110.1 1,283.0 1 3.0 4 7.0
1991 103.0 1,251.6 .1 3.0 .3 7.0
1992 79.5 1,111.6 .1 2.0 .3 7.0

New Schedule

Alternative

(Table 16)

Option A.2.g
1987 $105.8 1,289.3 $ .2 3.0 $ .4 7.0
1988 106.9 1,273.0 .2 3.0 A4 7.0
1989 . 112.1 1,270.2 .2 3.0 4 7.0
1990 110.5 1,265.5 .1 3.0 A4 7.0
1991 103.4 1,251.1 .1 3.0 .3 7.0

1 2.0 7.0

1992 80.3 1,113.8 .



111.B. Size Options for the Proposed Final Program

Options

OPTION B.l.a  Focus on Promising Acreage [Suboptions for further specificatien
of this option are discussed below]

OPTION B.1.b  Tract Selection Sales

i. Hold sales based on tract- specific nom1nat10ns ‘generally
offering up to 2 million acres.

ii. Hold sales based on tract-specific nominations with actual
acreage offered dependent on the magnitude of nominations,
hydrocarbon potential, and environmental and multiple-use
considerations. :

OPTION B.l.c Hold Areawide Sales. For the purpose of this option, "areawide

. sales” has the meaning of the initial areawide approach described
in Part 1II of the Proposed Final Program Secretarial Issue
Document

Discussion of the Presale Process

-Comiparison of the Three Presale Appreoaches for Standard Sales

Three basic presale approaches have been used for 0CS general lease sales: (1)
"tract selection" (Option B.1.b); (2) the initial "areawide" process (0pt1on
B.1.c}); and (3) more focused approaches--most recently, "fcecusing on promising
acreage” {Option B.1.a). These approaches will be described and compared

with special attention to their effects on multiple-use and environmental
considerations, planning and coord1nat1op with States and localities, and
exploration. .

The current presale process (described in detail in Appendix L) extends over a
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period-of-about € years. To compare the tract setection, areawide; and
focusing approaches one needs to consider a wide range of issues. Some of
these will be addressed here and others appear elsewhere in the SID. Comments
on this issue which were received in response to the February 1986 request are
summarized in Appendix B. Fair market value considerations are discussed in
Part II.E and Appendices K and P. Further data ard analysis on the tract
selection and areawide leasing approaches appear in Appendix P.

=0verview

Historically, these different approaches represent distinguishable combinations
of policies and procedures. The tract selection approach was used until 1982,
The initial areawide leasing approach was used in Sale 76, Mid-Atlantic, held in
April 1983, through Sale 79, EFastern Gulf of Mexico, held in January 1984, A
modified areawide leasing approach was inauqurated in January 1984. A further
modification, focusing on promising acreage, was inaugurated in March 1985, with
the issuance of the Draft Proposed Program.
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The February 1986 Federal Register Notice announcing the Proposed Program
described focusing on promising acreage in the following terms:

The proposed presale process, focusing on promising acreage, determines
the size of lease sales. The Department uses an extensive consultation
and balancing process to offer acreage where (€S leasing would be environ-
mentally sound and has a potential to lead to exploration for 0il and gas
resources. In this process, the Uepartment uses information and
nominations obtained from affected States, local governments, Federal
Agencies, the public, and potential bidders, as well as MMS analyses.
Focusing on promising acreage aims at the resolution of conflicts early in
the presale process by the achievement of consensus on key
issues--especially concerning acreage with low MMS resource estimates and
lTow industry interest.

Early steps in the presale process include the Call for Information and
Nominations and the Area ldentification. The Call depicts the area of
hydrocarbon potential projected by MMS. The Call may be tailored on a
case-by-case basis to exclude portions of the planning area {as in the
exclusion of the Flower Garden Banks from the 1987 Western Gulf of Mexico
Sale). In Area Identification, responses to the Call are used in
structuring the area to be analyzed in the EIS. - In addition to these
early steps, consultation also occurs at later steps in the presale
process.

The tract selection sale procedures used in prior years restricted the location
and the amount of acreage offered, in part because of cpposition to leasing and
in part because of administrative constraints on the number of specific tracts
that were processed through the environmental impact analysis and presale tract
evaluation steps in preparing for lease sales. Tract value estimates were '
prepared for all tracts to be offered and were cowpleted prior to the date of
the sale. As a result of these constraints, only a portion of the tracts
nominated by potential bidders were offered in the subsequent sale. The tracts
selected from those nominated tended to be those that received nominations from
more than one or two firms. Cne of the ob3ect1vés'of areawide leasing was to

~ aive more freedom to oil and gas exploration fivms in the Tocation and the rate

of investments in exploration and development of CCS o011 and gas prospects. A
number of procedural changes were made in order to achieve this objective,
allowing the higher leasing rates of 1983 and 1984.

The three approaches differ in two general ways. First, the acreage offered
for lease tends to be largest in areawide sales and smallest in tract selection
sales with focusing on promising acreage in the middle. The largest areawide
sale {over 58 million acres) included about 20 times the acreage of the largest
tract sefection sale (about 3 million acres). Second, tract selection relies
more on governmental as cpposed to private industry judgment in the course of
the presale process. Both the areawide approach and focusing on promising
acreage give more weight to a nomination submitted by a single firm than was
the case under tract selection.



Focusing on promising acreage differs from the areawide approach in that the
former provides more flexibility for the resolution of conflicts early in the
presale process--especially concerning low-resource, low-interest acreage. The
magnitude and timing of deferrals ("focusing") from sales since January 1984
are documented in Appendix O, '

1t is possible to combine tract selection or areawide procedures with a variety
of policies concerning the size of a sale. For example, areawide Teasing
procedures can accommodate sales covering a whole planning area or much smaller
- sales. Likewise, with the post-sale evaluation procedures in place--procedures
designed for larger tract selection sales and then used for areawide
sales--tract selection sales could be larger than their historical Timit of 2
to 3 million acres. Nonetheless, the term; "tract selection" as used by most
parties connotes the historical approach used in OCS leasing pr1or to 1982:
sales offering gererally 1 to 2 million acres.

In addition to the presale procedures for determining the amount of acreage to
be offered for lease, it is possible to influence the amount of acreage
actually leased in a given sale by appropriately setting the minimum bid that
can be submitted. The higher the winimum bid, the lower the number of tracts
of sufficient value to be worth acquiring at bids at least that high. Thus the
minimum bid is in some ways an alternative or a supplement to presale
procedures for controlling the actual pace and timing of leasing. The minimum
bid also has competition and revenue effects and is therefore discussed in Part
I111.C. OCther possible approaches to limiting the amount of acreage leased are
described in the section on decision options regarding saie size, below.

-Presale Procedures for the Different Approaches

The key differences between the three approaches can be seen in the early
presale steps. The first step in a tract selection decision process is the

Call for Nominations. The Call asks industry to nominate tracts or descriptions
of areas within the Call area. Companies are requested to rank tracts or areas
nominated by priority of interest (high, medium, low). The Call also requests
comments from the States, other Federal Agencies, and the public regarding which
tracts or areas should or should not be considered for leasing. Comments and -

nomiinations are analyzed by the MMS-aTong with environmental profiles—and data—

on the area, including geologic and resource data and information from resource
reporis requested from other Federal Agencies prior to issuance of the Call for
Hominations. After consultation with affected States, there is a tentative
selection of tracts or areas to be analyzed further in the EIS as the proposed
Federal action. The tract selection approach usually narrowed down the size of

the sale area to tracts or areas rated high or moderate in hydrocarbon potential

by the MMS and tracts or areas nominated by a number of firms determined on a
sale-specific basis up to the maximum administratively-determined size of the
sale, A tract or area nominated by a single firm, even if ranked high priority
by the tirm, was not assured of selection for further study (even before the
guestions of multipie-use and environmental protection were reached). In the
past, the maximum size of tract selection sales was between 2 and 3 miilion
acres.

151



152

Under the initial areawide approach, the Call for Nominations was replaced by
the €all for Information. The Call for Information can request information and
expressions of interest on broad areas within virtually the entire planning
area. Expressions of interest could overlap or extend beyond MMS's
identification of the area of hydrocarbon potential within the planning area.
The Call could also solicit information on particular tracts or areas. :

A modification of the areawide approach was the reintroduction of the term
"nominations," often associated with block-by-block expressions of interest,
to the Call. This step was taken with the publication of the Call for
Information and Nominations for Sale 109, Barrow Arch [Chukchi Sea] (50 FR
3870, January 28, 1985).

Focusing on promising acreage contemplates the further modification in which
Call areas could be tailored on a case-by-case basis to exclude parts of the
planning area. For example, the Call for Sale 110, Central Gulf of Mexico, and
the 1987 Western Gulf of Mexico sale excluded the environmentally sensitive
Flower Garden Banks from the Call area. More dramatically, the Cali for

Sale 91, Northern California, excluded 96 percent of the planning area.

The process of focusing on promising acreage is a flexible approach whose
resuits can range from "areawide" size sales to "tract selection" size sales,
depending on MMS resource estimates, industry nominations, environmental
issues, and use confiicts. A presale process of focusing on promising acreage
provides an alternative and/or supplement to the deferral of subareas at the
S5-year program stage for the purpose of achieving an early resolution of
conflicts.

In both the areawide and focusing approaches, potential bidders are asked to
outline areas or tracts in the planning area, which they believe to have
hydrocarbon potential and in which they might be interested in leasing. When
the Call depicts an area of hydrocarbon potential within the Call area,
respondents may indicate interest within or beyond it. A1l interested parties
are requested to comment on possible environmental effects and use conflicts.
The scope of the information cobtained by MMS ranges from broad area information
to tract-specific information. 1In the focusing approach, other information may
~ be soTicited in a more precise form. For example, information from potential
bidders has been requested on areas which had been deleted in past sales in the
same area. The Area Identification step is a formal decision on the area whose
offering is analyzed as the proposed Federal action in the EIS. 7This step roughly
corresponds to the tract selection step. The information received from the Call,
along with other information, is used to decide what areas, if any, should be
deferred from further consideration at that point.
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MMS uses the responses from potential bidders to identify promising areas,
taking into account the collective judgment of the o0il and gas industry as well
as its own. In the case of the initial areawide approach, MMS added to that
promising acreage other acreage which was not nominated which filled out a
broad area outiine. The focusing approach, in part, concentrates more on
geological basins as identified by MMS and industry responses to the Call,
omitting areas where MMS sees no hydrocarbon petential. The focusing approach
also aims at the early resolution of problems or conflicts that have been
identified, For example, 61.2 million acres were deferred in the Area
ldentification decision for Sale 111, Mid-Atiantic.

-The Size Range of Areas Selected, Identified, Offered, and Leased

--Examples

The following statistics are provided to illustrate the range of the size of
the area identified as the proposed Federal action, the area offered, and the
area leased under each presale approach. :

Under the tract selection approach, the acreage selected in the tract selection
step ranged from about 400,000 acres to about 3 million acres. The acreage
offered had about the same range. The area leased ranged from about 300,000
acres to abaut twice that amount. '

The largest area identified uncer the initial areawide process was in Sale 79,
Fastern Gulf of Mexico {about 58 miliion acres) while the smallest was in Sale
76, Mid-ftlantic {about 25.4 million acres). The areas eventually offered by
those £2°  werz 50,632,000 and 22,671,000 acres, respectively. The area
leased in ti. irst sale was 898,000 acres (one and one-half percent of the
Area ldentification acreage) and in the second, 211,000 acres (eight-tenths of
one percent of the Area ldentification acreage).

Retlectir., . ¢ ‘sions made under the modified areawide approach, the smallest
modified areawide proposal (Sale S2, North Aleutian Basin} identified

5.7 million acres {about 17 percent of the planning area). The largest
modified. areawide proposal (Sale 94, Fastern Gulf of Mexico) identified 50.8
million acres. Whereas Sale 79 identified 100 percent of the Eastern Gulf of
Mexico planning area, Sale 94 identified about 88 percent of that same planning
area. 1t is illustrative of the flexibility of focusing on promising acreage
that the decision on the proposed Notice of Sale for Sale 94 reduced its area
from the over 50 million acres identified for study to about 37 millien acres,
" based on coordination with affected States and cther parties. Sale 94 resulted
in leases for about three-tenths of a percent of the Area Identification
acreage. The results of Sale 92 must await the resolution of ongoing -
litigation. Focusing on promising acreage may well be characterized by an even
wider range. In the Central and Western Gulf of Mexico, DOI has been evaluating
the possibility of restricting leasing to within 2,400 meters water depth. In
the final Notice for Sale 98, Central Gulf cf Mexico, and Sale 102, Western
Gulf of Mexico, blocks in water depths greater than 2,400 meters were deleted
from the sales. In Sale 102, however, four blocks were leased which touch the
2,400 meter line and two were leased which are located 3 miles from the 2,400
meter line. Furthermove, in comments in response to the Call for the 1987 Gulf
of Mexico sales, five companies expressed high or moderate interest in acreage
deeper than z,400 meters. For those 1987 sales (Sale 110, Central Gulf of




Mexico and the 1987 Western Gulf of Mexico Sale 112), the 2,400 meter line was
not imposed as a limit at the area identification stage. The Area
Identifications for those sales covered about 31.3 million acres and

27.1 million acres, respectively.

--Limits on Projections

Examples 1like those given abcve are illustrative of the different presale
processes. Projections of future outcomes, however, cannot be performed with
great precision because the "presale process" is an abstraction whose concrete
implementation can lead to very different results in different planning areas.
The results of the presale process are likely to differ both as between
planning areas and as between sales in the same planning area because they
depend on the following variable factors: (i} MMS and industry estimates of
the amount and distributior of undiscovered oil ard gas resources remaining in
an area; (2) environmental and multiple-use considerations; and (3) the results
of consuitations with numerous parties, including coastal State Governors,
under section 19 of the OCS lLands Act. All three factors are subject to
different perceptions by the various parties who participate in the offshore
leasing process. The third factor, depending as it does on a consuitation
process, does not iend itself to reliable predictions.

For example, the implications for sale size of multiple-use considerations such
as the location of Department of Defense (D0OD) use areas are subject to change
based on consultation. In addition, different local attitudes toward oil and
gas leasing and other uses of the ocean can lead to very different outcomes of
consuitations between the Department of the Interior and other parties such as
coastal State Governors under section 19 of the 0CS Lands Act. Both the Gulf
of Mexico and Pacific regions contain significant deposits of commercially
recoverable hydrocarbons under nearshore waters. The large size of Gulf of
Mexico areawide sales and the small size of, for example, Sale 80, Southern
California (657 tracts), clearly illustrate the effect of factors whose
implications for the size of a lease sale are not clearly predictable.

Furthermore, in considering the precision with which "leasing activity" can be.

in mind the wide gap between offering tracts and leasing them. In the
Mid-Atlantic Sale 76, over 22 million acres were offered, but under 1 percent
of that ares was leased. In the Eastern Guif of Mexico Sale 79, cver 50
million acres were offered, but less than 2 percent of that area was leased.
Even in the 0CS sale which leased the Targest number of tracts (Sale 72,
Central Gulf of Mexico), the 623 tracts leased represented just over 8§ percent
of the acreage offered. Additional examples appear in Appendix 0. Among the
numerous factors which influence the number of tracts actually leased are the
state of the economy, future oil price expectations, individual company :
strategies, and exploration results in the planning area and in other planning
areas. These variables add to the uncertainty in planning the size of leasing
activity.

-Planning and Coordination with States and Local Governments

‘Experience with areawide and focusing as well as tract selection sales held to
date indicates that in all areas of the 0CS, States are able tc identify the
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- planned under-section-18{a}-of the-0CS-Lands-Act,—it-is-also-important-te-keep—



155

parts of the proposed sale areas--down to specific blocks--which are of
greatest concern to them for environmental or economic reasons. Nonetheless,
several State and local governments indicated at various stages of the -
development of the new program that the Federal Government's--and their
own--ability to analyze the effects of and coordinate with other governments
cencerning the offering of broad areas are strained and exceeded as the size
of those areas expands (see especially Appendix B of the Proposed Program SID).

In its report entitled “Early Assessment of Interior's Area-Wide Program for
lL.easing Offshore Lands," the GAO summarized the results of a survey of oil and
gas companies, coastal States and national environmental and fishery groups.
The GAQ concluded that most regarded Interior®s planning documents for presale
decisions as accurate and complete. Furthermore, most of those guestioned
believed that the time for review and comments was adequate,

-Multiple-Use Conflicts and Environmental Considerations

The offering of broad areas under the areawide leasing approach heightened the
relevance of multiple-use issues. Multiple-use of the 0CS is the subject of
numerous comments summarized in Appendix B. Multiple-use and environmental
considerations are treated generally in Appendices G and H and will be treated
more fully in the EIS, o

The presale process presents opportunities to receive information on and
conduct consultations concerning multiple-use and environmental considerations.
Decisions on the size of the Call area and the Area Identification provide the
occasion for the early resclution of conflicts over these issues. The focusing
approach emphasizes the use of these early decision points to resolve such
conflicts that cannot be mitigated through other means--especially with respect
to low-resource, low-interest blocks, '

During the presale process, MMS coordinates with numerous parties who use the
0CS, for example, the Coast Guard, the Navy, and the Air Force. For example,

in response to Navy concerns about conflicts in Warning Area 155, a deferral of
‘about 1.4 million acres was made from Sale 94, Eastern Gulf of Mexico. To
“mitigate operational conflicts with-the-Navy-furthers-a-stipulation has-beef— -
developed for Warning Area 174 in the southern part of the planning area to
restrict spacing of structures during exploratory drilling to allow unimpeded
Navy carrier training exercises. '

To mitigate use conflicts with Air Force operations in the Eglin Water Test
Area in the Eastern Gulf of Mexico, a "time-sharing" stipulation has been
developed which sets forth restricticns creating limited, phased access for
exploratory drilling. Several "information to lessees" clauses also alert
bidders to special concerns regarding other defense-related operations. The
EIS under both the areawide and focusing approaches reviews deferral options as
well as measures {such as stipulations) to mitigate potential adverse effects
of development on a site-specific basis. . :

Apperdix O documents presale deferrals from sales in the current 5-year
progran. '
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-Effects on Exploration of the Different Presale Processes

Section 102{(9) of the QCS Lands Act Amendments provides that one of the
purposes of that act is to "insure that the extent of 0il and natural gas
resources of the Outer Continental Shelf is assessed at the earliest practic-
able time." One objective sought when areawide leasing was adopted in 1982 was
to expand the amount and location of acreage lTeased and thus to allow an
increase in the rate of investment in exploration. Thus, it is appropriate to
consider the effect of the different presale approaches on future exploration
of the 0CS.

In the Central and Western Gulf of Mexico, lease issuance proceeded under the
tract selection procedures at a rate of about 1 million acres per year during
the late 1970s and early 1980s. Almost twice as much acreage was
offered--about 1.7 million acres per year--as was leased during that same
period. Despite the nomination ana tract selection process, only half of the
acreage seiected as promising 20-some months prior to each sale proved worth
bidding upon after further evaluation by firms. Areawide leasing expanded the
acreage offered in the Guif of Mexico by a factor of 35. Acreage leased
expanded from 1 million acres per year to about 5 million acres per year in
1983-1984. This shows a very substantial increase in the amount of acreage
evaluated, bid upon, and acquired by offshore lessees.

The comparison of postiease exploration activity suggests that areawide leasing
has had a favorable effect on investment in exploratory drilling. Although
leases vresulting from areawide Sales 72 and 74 have been in existence only a
short time, drilling activity, based on the number of leases drilled, seems to
be proceeding at a higher rate than it did as a result of previous tract
selection sales (see Appendix P). The GAG report on areawide leasing also
examined the effects on exploration. It concluded that "exploration is
progressing at a faster rate under the area-wide program." This report
includes data showing that more tracts had been drilled from Guif of Mexico
areawide Sales 72 and 74 than from any recent tract selection sales. In
addition, a majority of oil and gas companies responding to GAO's question-
naire said that areawide leasing would facilitate exploration and that they
_have greatly increased their exploration in the Gulf of Mexico as a result,

The areawide approach maximizes the industry's ability to utilize the most up-
to-date expioration data and interpretations providing greater flexibility to
bid on areas that were of little interest 2 to 3 years prior tc the sale, when
the Call would have been issued. The areawide approach thus allows the incor-
poration of late-developing expioration data into both government and industry
presale planning more than was the case with the tract selection approach.
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Table 18

Producing or Producible Leased Tracts Containing Surface Area Leased More Than Once

Area

Gulf of Mexico (GOM)

Pacific

Sale

84
81

74

72

69 Part II
69 Part I
67

66

A6S

62

A62

58A

58

51
Pre-51

GOM Total

80
6&
48

Number of Producing
or Producible Leased

Pacific Total _ 2

Tracts Previously Leased




Under focusing on promising acreage, the early resolution of conflicts
regarding acreage deemed tc be Tow-value and low-interest can result in the
exclusion of acreage about which potential bidders could change their opinion
by the time of the sale. For example, in areawide Sale 79, Eastern Gulf of
Mexico, a small number of blocks received bids in what had been identified as
a low-value, low-interest area.

It is also worth noting that in areawide sales, blocks that had been previously
Teased and relinquished were again leased (see Table 18). Some were never
tested, some were explored but the amount of hydrocarbons discovered was not
economical to produce at that time, and others were produced but had not been
drilled to horizons now considered prospective., A tract selection approach

may not ensure the reoffering of such blocks as soon as under the focusing -

or areawide approaches.

While areawide leasing substantially increased the acreage leased and the rate
of investment in exploration, continuation of areawide leasing in the 1987-1992
period may not result in leasing and explouration at the rates achieved in the
1983-1985 period. As Appendix P describes, the substantial increases in areas
Teased that resulted from early areawide sales reflected leasing from an
unleased inventory of attractive prospects for drilling that had been built up
by the combination of price increases and the smaller offerings under the tract
selection procedures in the 1976-1982 period. The substantial amount of
leasing that will have occurred in the 1983-1987 period, coupled with
substantial decreases in 0il price expectations, could leave an unleased
inventorv with far fewer attractive prospects for the 1987-1992 period. Even
with these changed conditions, providing industry with a wider range of choices
through a form of areawide leasing could still lead to the testing of more
diverse exploration strategies than under & tract selection approach.

-FTexibility

The areawide approaches allow more flexibility tc increase rapidly the amount
of acreage offered if o0il prices increase rapidly again. This could be
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particularly true if the administrative processes for restrictéd sales were to

be accompanied by reduced administrative capacity (budget and manpower),
placing constraints on increases in the acreage to be offered.

The tract selection procedures of the 1970s made it difficult to increase the
acreage offered when conditions warranted. The leasing experience cof the 1970s
shows that the longer the restriction in the availability of prospective
acreage, the greater is the buildup of demand for investment and the greater
the potential jump in the rate of investment when acreage is finally made
available, The rapid increases in seismic evaluation, acreage leased, and
exploratory drilling in 1983 and 1984 could have been smoothed out over 5 or 6
years had more acreage been made available starting in 1977 or 1978.

In summary, the investment consequences of differences in the pace of lease
offerings will tend to be greater the more rapid and extensive are the changes
in 0il price expectations and geclogical knowledge. Restricted offerings tend
to perform adequately in a relatively stable world while wider offerings allow
more flexibility for investments to adapt to changing conditions.
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~Effects of Different Rates of Leasing on Bidding and Revenues

As described in Appendix P, the rates of leasing that result from different
presale procedures can affect statistics such as the average bid per acre and-
the average number of bids per tract. For example, the average number of bids
per tract may be less in large sales than in small sales. The MMS tract
evaluation and bid adequacy procedures tend to focus on tracts with fewer bids
in order to provide added assurances for achieving fair market value. The
analysis also shows, however, that both the Tevel of competition and the
amounts bid are strongly 1nf1uenced by the economic value of the inventory of
tracts offered for sale.

The set of tracts offered depends upon the size of the sale and nature of
acreage remaining to be leased after previous sales. Thus, if relatively
jittle acreage has been offered while tracts appreciated in vaiue, the value of
tracts offered could generally increase. Similarly, large sales would tend to
offer many more modest and low value tracts along with the high value prospects
‘that would tend 1o be offered in smaller sales. Average bid statistics reflect
these differences, with bids declining as areawide and focused sales proceeded,
particularly in the Gulf of Mexico where a sizabie unleased inventory of
attractive prospects had accumulated. Declines in the average bid due to such
effects are not indicative of failure to meet the fair market value
requirement. ’

€hanges 1in economic conditions and the physical or geological characteristics
of the tracts leased can also occur over a period of leasing. If such changes
generally reduce the economic value of the tracts offered in subsequent sales,
average bids will decline. The decreases in ¢il price expectations since 1982
and the trend toward leasing more tracts in deeper water having smaller
prospects or in higher cost areas contributed to the decline in average bids
evident in the 1982-1984 period. Again, declines caused by such changes in the
economic value of the tracts offered and bid upon are not indicative of a
failure to satisfy the fair market value requirement.

The GAO report on areawide leasing includes a stat1st1ca1 analysis of

_ competition_and bonus _revenues under tract selection. and_areawldew]eas:ng“_mlj;m_ww_;
concludes that the average number of bids declined from 2.55 per tract in tract
selection sales to 1.65 in the areawide sales it reviewed. It also finds that
the tract selection sales between November 30, 1979, and April 25, 1983, had an
average bonus of $2,624 per acre whereas the areaw1de sales between Apr11 25,
1983, and September 30, 1984, had an average borus of $686 per acre. Of the
$1,738 per acre difference, the GAG estimated that $541 was caused by the shift
to areawide leasing while $1,397 was due to other factors. On this basis the
GAO estimated that the Federal Government received $5.4 billion (discounted to
1984) less for the tracts leased in the first ten areawide sales than it would
have received if the same acreage had been leased using tract selection sale
procedures. The GAQ report notes that the OCS Lands Act "does not require
Interior to maximize government revenues for offshore leases," though revenues
are an important consideration, The GAC observes that under tract selection,
industry “paid a premium" which it *has been less willing to pay" under
areawide leasing. 1t also acknowledges that "some of the estimated reduction
in bonus revenue due to the increased pace of areawide leasing will be offset
by earlier receipt of royalties, rents and taxes which continue for many years
after a tract is placed in production." The GAQ analysis has been reviewed by
MMS, as set forth in the letter to the Congressman Jack Brooks, Chairman of the
Committee on Government Operations of the House of Representatives, signed by
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MMS Director Bettenberg on September 30, 1985, which is included in the SID by
reference.

Appendix P provides more recent data on leasing and exploration, and reports
preliminary efforts to estimate the effects of earlier receipt of non-bonus
revenues. It identifies a number of deficiencies in the statistical analysis
which seriously undermine corifidence in the GAQ's estimate of the bonus reduc-
tions caused by areawide leasing. While many of these deficiencies are highly
technical, the difficulty of isolating the bonus effects of areawide leasing
from the effects of other factors can be gauged from the difficulty in
measuring some of these other factors. For exampie, bidders' expectations
about future oil and gas prices have been changing substantially during the
1976-1985 period. It is unlikely that such changes in bidders' expectations
are accurately measured by forecasts of future prices by MMS or any other
individual forecaster. : -

Similarly, it is unlikely that measures of the resource potential of the tracts
leased accurately reflect the variations in individual bidders assessments of
the resources, given the mixed results of exploration in recent years. Changes
in firms' optimism about the prospects for new discoveries would clearly affect
their bids (and the level of competition) but are difficult to measure for
purposes of a statistical analysis. ' ' ’

Appendix P sunmarizes preliminary analyses by MMS of the overall revenue
effects of earlier leasing and shows the substantial gains to the Treasury that
can be realized. The leasing in the Gulf of Mexico is the best example of such
effects. In 1983 and 1984, 1,029 tracts were leased in the Guif of Mexico
under the areawide and promising acreage approaches. Had these same tractis
been leased under the tract selection approach, which typically leased 200
tracts per year, it would have taken about 12 years to compiete their leasing.
A1l of the revenues--bonuses, rents, royalties, and taxes--paid as a result of
these leases occur earlier (except, of course, the revenues fromm the Z00 tracts
that would have been leased in 1983 under tract selection). In fact, revenues
from the last 200 tracts leased in 1985 have been moved up by about 9 years,
Appendix P shows that, because of these gains to the Treasury, areawide leasing

coultd-have-reduced boruses-by as much.as. $8.5.million per tract without causing

an overall Toss.

Furthermore, leasing and search for oil and gas is a sequential process in
which new prospects are identified each year using the resulis of exploration
from previous years. Tract selection leasing would have limited the rate at
which industry searched through the many prospects made attractive by the price
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increases of the 1970's. Areawide leasing in the 1983-1985 pericd has made it
possible to advance the exploration of all resources that are currently
economical by as much as 9 years. Further advances will be rezlized for as
long as the areawide leasing and exploration rates exceed those that would have
resulted from tract selection leasing. These advances in the timing of the
development of all currently economical resources yield gains in increased _
economic benefits, It is difficult to specify with much certainty the econcomic
conditions and resource development over the next four decades, even in the
Gulf of Mexico. However, under reasonable assumptions, it appears that
advances in development under areawide leasing could yield gains of $8 to $12
bi1licn in the present value of oil and gas realized from resources yet to be
Teased in the Guif of Mexico. :

Discussion of Options for Focusing on Promising Acreage

These options derive from consideration by Interior of public responses to
questions posed in the Federal Register Notice anncuncing the Proposed Program.
Parties recommending these options are indicated within brackets. 7

(A) Larger offerings in the Guif of Mexico, smaller offerings in
most other areas. :

(B) Delay deferrals until after the sale-specific draft EIS
[Mobil, NOIAT

-{C) Revise nomination procedures so as to request more detailed
information from industry on areas of interest prior to the
issuance of the Call (to be displayed in the Call) and again
after the issuance of the draft EIS [Massachusetts]; but do not
require additional proprietary data or, if required, exempt it
from release [Murphy 0i1 USA, API, NOIA, Conoco].

(D} - Revise nomination procedures so as:

(1) to request more detailed information
concerning "negative nominations” [AP1]; end

(1T) " to develop minimum criteria for the
consideration of deferral requests
[PhiT]ips, WOGA].

(E) A sale-by-sale decision cn whether to pubiish a pre-Call notice
in the Federal Register soliciting industry comments on whether
there should be any deferral of leasing based on resource
potential or interest in portions of the planning area or any
delay of the sale, provided that any proprietary information will
be held confidential by the MMS throughout the 5-year period
covered by the new program [Tenneco; Conoco--for application to
frontier areas].
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(F} Flexible Call for Information: identify a .
relatively narrow Call area; acceptl acreage
nominations outside of the Call area, if any,
and include that acreage at the Area
Identification stage; request public comments
on any acreage nominated outside the original
Call area, and require that comments opposed
to the addition of such additional acreage be
accompanied by adequate scientific '
justification; consider all relevant scientific
evidence during the preparation of the EIS
along with a proper assessment of the
benefits of leasing that acreage.

(6) Highlight on a map issued with the Cail the
MMS interpretation of the promising acreage
area within the Call area. The text of the
Call would explain that while primary
consideration would be given to the
‘highlighted area, respondents may nominate
any acreage within the Call area. Comments

" would be reguested within the entire Call
area. Such nominations and comments would
be considered at the Area ldentification stage
for identification of the proposal to be '
analyzed in the EIS. :

Option A attempts to provide a general characterization of focusing on
promising acreage in terms of possible set of results: 1larger offerings in
the Gulf of Mexico; smaller offerings in most other areas. Guif of Mexico
sales tend to be relatively large (i.e., offering for lease a high
percentage of the planning area and thus a large amount of acreage as
contrasted to tract selection sales) because of the areal dispersion of oil
and gas deposits there and the continual flow of new data from ongoing oil
and gas-activities.The-latter provides a basis for larger sales because _
jt explains why areas of interest cannot be narrowed down early in the presale
process. The two years between the Call and the sale provide new information
which can cause bidders to lose bidding interest in some areas and develop

it in others.

While the Southern California and Beaufort planning areas have continuing
exploration programs, their pace is not nearly as great as that in the Gulf of
Mexico. Furthermore, the rapid increase in water depth off the West Coast
Timits the areal extent of leasing activity there. In the Arctic, harsh
operating conditions tend to 1imit potential sale size., In other planning
areas, the absence of an ongoing exploration program makes the identification
of areas in the early stages of the presale process less preone to obsolescence.
Therefore, narrowing the sale to a more limited area early in the process could
be appropriate. No arbitrary limit on sale size need be set. Such a limit
could result in an opportunity cost to the Nation caused by ignoring unique
exploration theories. Option A, however, also needs to be considered in the
context of the equitable sharing requirement of the OCS Lands Act {see

Part 1I. C, above).
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Option B would delay deferrals until after the sale-specific draft EIS. This
would constitute a change in the thrust of the timing of focusing on promising
acreage, which seeks resolution of conflicts eariier in the process.

Options C, E, and F propose to narrow the Call area within the planning area.
Option C would do this for all sales, by means of a pre-Call solicitation of
industry interest in greater detail than at present. Such greater detail could
be provided by means of soliciting industry geological and geophysical data
and/or analyses in support of nominations. OCption C also provides for a second
round of nominations after the draft EIS. Such a procedure could help
establish whether areas where environmental concerns havé been identified
continue to be of interest to industry. These elements of Option C are based
on a recommendations from Massachusetts. The final element of Option
C--concerning the protection of proprietary data--derives from industry
responses to the request for comments on Massachusetts' recommendation
{(highlighted for comments in the Federal Register Notice announcing the
Proposed Program) that MMS solici® more detailed information from industry
concerning areas of interest. (One possible means -for soliciting interest
prior to the Call is discussed under Option E. The discussion there relative
to the issuance of a formal public notice also applies to the solicitation

of information after the draft EIS.)

Option E would provide for pre-Call interest solicitation as a possibility for’
~any sale, to be decided on a case-by-case basis. Option E also proposes that a
public announcement be issued for this process. Issuance of a public notice
can help ensure that all potentially interested parties--and, in particular,
the authoritative sources for a response within an organization--have been
reached,

Option F would narrow the Call area based on the MMS interpretation of the most
promising acreage and industry submissions for the preceding sale in the area.
The industry parties who recommended Gption F anticipated that "in most
planning areas, industry and MMS assessment of promising acreage will include

a relatively small percentage of total size of the planning area." However,
industry would be able to nominate areas beyond the Call.which .could.be.added. . ...
to the area under consideration at Area Identification and announced to the
public for comment. Presumably, any area nominated beyond the Call area

could be considered in the draft EIS as an alternative which could be selected
in addition to the Call area analyzed in the draft EIS proposal. Public
comments on these additional areas would then be solicited during the pubiic
review of the draft EIS,

In order to maintain the pyramidic character of the presale process and minimize
changes in the sale proposal between the draft EIS and final EIS (and the
associated potential for delay in holding the sale), Option G proposes a
modification of Cption F, as follows: highlight within the Call area the MMS
interpretation of the promising acreage area. If additional areas beyond the
highlighted area were nominated, they could be considered for inclusion in the
Area Identification--without having to add further public review to get pubiic
comments on the additional areas.
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Options D and F propose that stricter requirements be developed for the

. consideration of "negative nominations:" that they be accompanied by more
detailed information (D-1); by “"adequate scientific justification" (F); and

that Interior develop minimum criteria for consideration of such requests

(D-I1). While Interior can solicit detailed scientific information, pubiic

comments cannot be excluded because such information is not provided. It

should also be noted that scientific information for use in DOI decisions is

pursued throughout sale-specific documents by DOI's scientific staff

(as advised by the Scientific Committee of the OCS Advisory Board) and

through public comments on sale-specific documents, including EISs.

Comments on the Presale Process

° State Governors: Maine, New Hampshire, Massachusetts, Rhode Island,
Delaware, Maryland, Virginia, North Carolina, and Florida expressed a general
endorsement of the concept of focusing on promising acreage. Maine,
Massachusetts, New Jersey and North Carolina recommended that nomination
procedures be revised to request more detailed information from industry on
areas of interest prior to issuance of the Call for Information and Nominations
and again after issuance of the draft environmental impact statement. Maine
stated that there is nc basis for reguesting more detailed negative nomination
information and there is no need to require publication of a proposed Call
area in the Federal Register. Connecticut suggested that a tract selection
presale process be applied to areas within 50 miles of the coast. Delaware
requested clarification of the proposed presale process and stressed the
importance of making pertinent information available to States. Maryland
expressed concern over the reliability of data at the Area Identificetion stage
of the proposed presale process and urged close coordination with States when
implementing the process. Florida commented that promising acreage should be
delineated as early as possible in the presale process, so that analyses in the
EIS can focus on those promising areas to be offered. Mississippi endorsed the
concept of focusing on promising acreage. Alabama stated that the presale
process should designate as a high potential subarea any portion of an 0CS
planning area where & major new hydrocarbon discovery is made, and maximum
effort should be made to resolve conflicts concerning such a subarea.

Louisiana expréssed concern that, under the proposed presale process; larger

and Targer sales will take place in the Central and western GuTE of Mexico— " -

planning areas as oil prices rebound. They also requested that the 5-year
program define promising acreage in the Central and Western Gulf in an effort
to reduce environmental impacts. Texas recommended adopting a tract selection
presale process, stating that increases in the pace of development can be
achieved without imposing the high costs and low returns to Federal and State
Governments which are associated with areawide leasing. California generally
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endorsed the proposed presale process, but requested c¢larification of the
following points: (1) the criteria that will be used to seiect blocks at the
Call and Area ldentificetion stages; (2) the type of information to be required
for both positive and negative block neminations; and (3) the consuitation and
consensus procedures. With regard to the last point, they recommended that
additional time be provided for States t¢ solicit and address local government
concerns. They also stated that it would be inappropriate to include blocks in
the Area Identification stage if they were not included in the originail Call
area. Alaska recommended adopting a tract selection presale process and stated
that if the focusing on promising acreage approach is adopted, blocks which
receive no indication of industry interest should be eliminated from further
consideration.

° State Agencies: New York Department of Enmvironmental Conservation and
Fiorida Department of Environmental Regulation endorsed the concept of focusing
on promising acreage. Georgia Department of Natural Resources endorsed the
concept of focusing on promising acreage but requested clarification concerning
how areas would be studied and the process by which environmentally sensitive
blocks would be identified. Texas General Land Office expressed opposition to
the proposed presale process, stating that it would result in the offering of
the entire Central and Western Gulf of Mexico planning areas, except for the
Flower Garden Banks. Califorria Coastal Commission commented that there is
1ittle difference between focusing on promising acreage and areawide Teasing,
and the size of lease sales will remain too large. California Department ot
Justice stated that the proposed presale process must be clarified so that it
will be implemented cofnsistently. Oregon Department of Geology and Mineral
Industries stated that the proposed presale process shculd provide at least 90
days for review of the draft environmental impact statement (EIS).

° Local Governments: County of Volusia (FL) encorsed the concept of focusing
on promising acreage and recommended that promising acreage be identitied garly
in the presale process to eliminate conflicts, Ventura County (CA) endorsed
the proposed presale process as preferable to areawide leasing. AMBAG (CA},
san Luis Obispo County (CA), and City of San Diego (CA) commented that the
proposed presale process does not precisely define the size of a sale and makes
planning and environmental analysis extremely difficult. City of San Luis
Obispo (CA) expressed opposition to areawide leasing and stated that focusing
on promising acreage would be acceptable if there is adequate State and local =
_consultation, the Governor's presale comment period is_expanded to- 9¢ days, apd— -
special consideratjon is given to specific subareas. City of Newport Beach
(CA) stated that the proposed presale process will result in the leasing of
blocks determined by ¢il company preference. City of Laguna Beach (CA)
commented that local governments should be directly invoived in the presale

- process to determine the size of sales. Several local governments in ,
California commented on this topic by noting the proposed presale process in
"resolutions stating general opposition to the Proposed Program. These include
Mendocino County, Monterey County, Orange County, San Luis Obispo County, San
Mateo County, and Santa Cruz County. North Slope Borough (AK) expresseaq
support for the proposal to request more detailed information from industry on
areas of interest prior to the Call for Information and Nominations and again
after issuance of the draft EIS.
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° Federal Agencies: DOD and NOAA encorsed the concept of focusing on promising
acreage, EPA expressed support for the proposed presale process but requested
clarification of it. They alsc recommended that focusing be done at the area
identification stage so that environmental analysis can ccncentrate on a
smaller area.

° Ipdustry: The majority of commenters addressing this topic stated a

general preference for areawide leasing and perceived focusing on promising
acreage as a process which would 1imit exploration strategies and-
opportunities. API, Exxon, and Combustion Engineering urged that areawide
Jeasing be retained in the Central anc Western Gulf of Mexico planning areas.
Unocal expressed suppert for areawide Teasing in the Gulf of Mexico and Alaska
0CS planning areas. AOGA, NOIA, Chevron, Conoco, Exxon, Texaco, and Zapata
expressed general support for focusing on promising acreage. API, NCIA, and
Exxon recommended that the proposed presale process incorporate the following
provisions: encouragement of diverse, innovative approaches to leasing and
development; prohibition of subarea deferrals without vaiid scientific or Tegal
justification; consideration of previously deferred subareas as appropriate;
identification of the Call area as only a guideline for the information
request; and consideration of expressions ¢f interest in areas outside of the
Call area guideline. API also suggested that MMS rely to a great extent on the
petroleum industry to determine the most promising acreage for each sale.

Exxon recommended that the proposed presale process employ a "flexible call for
information" which would allow nominations outside a narrow initial Call area.
They stated that such & concept would provide for constderation of all
exploration theories while focusing necessary environmental and economic
analyses on a relatively small sale area. They also recommended that only a
brief supplemental environmental impact statement be prepared for sales
offering blocks which previously have been analyzed and offered. BP Alaska,
Standard, and AOGA recommended that industry be given the opportunity to
request expansion of the proposed sale area as part of the Call process. Shell
expressed opposition to focusing on promising acreage prior to the Call for
Information and Nominations step for each lease sale. Commenters addressing
this topic were unanimous in opposition to revising nomination procedures to
request more detailed information from industry on areas of interest prior to

_the. issuance. of. the Call and again after issuance of the draft EIS. Many cited

their concerns about disclosure of proprietary data as the principal reason for
objecting to the proposal. The great majority of commenters addressing this
topic endorsed the reconmendation that nomination procedures be revised to
request more detailed information concerning negative nominations. Several
recommended that negative nominations be required to be submitted without prior
knowledge of the most recent expressions of industry interest. Amoco expressed
skepticism concerning the.proposal to revise negative nomination procedures,
stating it would result in discounting unique company perceptions and
strategies. The great majority of commenters addressing this topic expressed
opposition to announcing in the Federal Recister the availability of the MMS
proposed Call area for industry Jnterest review prior to the issuance of the
Call. Conoco encdorsed the proposed Federal Register announcement of the Call
area for industry interest review, Exxon and Tenneco expressed qualified
support for the proposed Federal Register announcement of the Call areg for
industry interest review. Exxon recommended that the procedure be adopted
informally on a sale-by-sale basis and information on company interest be
withheld from public release prior to the Call for Information and Nominations,
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Tenneco recommended that industry interest information be withheld from pUb]ic
release for at least the term of the 5-year leasing program. '

° Envirormental and Other Organizations: NRDC recommended the use of a tract
selection process because the areawide and focused approaches cause adverse
economic impacts and are unpredictable and unsatisfactory for planning
purposes. Maine Audubon Society requested clarificaticn of the proposed
presale process, stating that it is not clear if focusing on promising acreage
will select tract sizes that are large enough to be economically viable yet
small enough to be adequately assessed for environmental impact.  Association
tor the Preservation of Cape Cod, Inc. stated that focused leasing is not very
different from areawide leasing, which they oppose. Massachusetts Audubon
Society expressed cpposition to the proposed presale proCess, stating that it
does not reduce the scale of lease sales enough to allow adequate assessment

of environmental impacts. Friends of Canaveral (FL) recommended that lease
sales focus on areas with greater resource potential to facilitate planning.
Florida PIRG endorsed the concept of focusing on promising acreage, but
requested clarification. They made the following specific recommendations
concerning the process: (1) improve identification of areas of high industry
interest so that a greater percentage of the area offered is actually Teased;
(2) consider areas of high environmental concern for deferral; and (3) define
deferral areas before developing the EIS, and tailor the EIS to the focused
area. Manasota 88 {FL) commented that the process of focusing on promising
acreage appears to be without logic, since sale 94 in the Eastern Guilf of
Mexico offered about 36 million acres, while the Call for Information and
Nominations for Sale 91 in the Northern California planning area included only
about 1.2 million acres. League of Women Voters of Ventura (CA) commented that
the propesed presale . process would not result in sales of reasonable size
to decrease impacts and allow onshore infrastructure to keep pace with offshore
development. League of Women Voters of Santa Barbara (CA) commented that no
matter what presale process is employed, the result will be rapid offshore and
onshore development in the Santa Barbara area. Sierra Club {Santa Lucia, Ca
Chapter} commented that the proposed presale process would result in lease sale
areas which are too large. Salinas (CA) Chamber of Commerce expressed opposition
. to areawide leasing. '

® Private Citizens: Several commenters stated that the Proposed Program would
feature sales offering areas which are too large.
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111.C. Minimum Bid and Bid Adequacy Review Options for the Proposed
Final Program

Section 18(a){(4) of the OCSLA requires the formulation of an 0CS Teasinc program
consistent with the principle that, "leasing activities shall be conducted to assure
receipt of fair market value for the lands leased and the rights conveyed by the
Federal Government."

As discussed in SID Section II.E. and Appendix K, the development of the existing
5-year leasing program included substantial revisions to the policies and procedures
for meeting this requirement. The 1982 5-year program document was challerged in
court on the grounds that areawide leasing would reduce competition and reduce

lease bonuses and that the revised policies and procedures for deciding whether

to accept or reject high bids represented an abandonment of previous tract
evaluation procedures. The court, in California v. Watt (Il), rejected this
challenge, finding that it was reascnable for the Secretary to combine reliance

on the competitive bidding process with the proposed tract evaluatieon and bid
rejection procedures in order to meet the fair market value requirement.

In 1984 and 1985, modifications were made to the 0CS bid adequacy procedures
to incorporate knowledge gained from their actual use in areawide lease sales.
In addition, the Department is continuing to evaluate the consequences of
areawide and more focused leasing to determine their effects on revenue
receipts and cash bonuses bid for tracts. This anlysis is summarized in
Appendix P. :

The current bid adeguacy procedures are described in detail in Appendix K.
Where appropriate, the procedures continue to rely on competitive market .
forces to assure the receipt of fair market value. However, tracts which fall
into certain identified categories are subjected to additional independent
Government analysis to assure that the high bids received adquately reflect

the fair market value. The minimum bid is currently set at $150 per acre with
an opportunity for review on a sale-by-sale basis.

The MMS conducts evaluations of these procedures independently of this leasing
program formulation. However, in developing the new 5-year leasing program,
there is. an. cppurtun1ty to review the current procedures. evaluate their _
performance in conjunction with decisions about the size and timing of lease
sales, and cons1der means for continuing to assure that fair market value will
be received.

MMS is currently reviewing the minimum bid policy as part of an analysis of
possible measures to stimulate offshore oil and gas leasing, exploration, and
production. A request for comments on several pelicy questions related to
this subject was published in the October 31, 1986, Federal Register. In
conjunction with this analysis of potential 1easing incentives, the MMS
developed some options for consideration for the Central Guif of Mexico
Sale 11CG. These options included developing an appropriate combination of
minimum bids and rental schedules to encourage leasing while also providing
incentives for early exploration in this period of low ¢il prices. These
options were evaluated in the decision on the Final Notwce of Sate for
Sale 110.
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The $150 per acre minimum bid requirement has provided an important supplement
to bid adequacy procedures and has contributed to increases in aggregate bonus
reveriues, especially in proven areas of the Gulf of Mexico. However, higher
minimum bid levels can adversely influence the level of interest for tracts in
frontier areas, and hence may substantially reduce the number of tracts
receiving bids in frontier area sales. Under current economic conditions, it
would appear that Tower minimum bids in frontier areas may enhance current
leasing interest and potentially provide important information about the
hy?rocarbon prospects of the areas without jeopardizing receipt of fair market
value, : . :

The minimum bid level is an important policy tcol which can be tailored for
specific planning areas to encourage efficient exploration and development of
0CS 011 and gas resources. From the standpoint of economic efficiency, a
tract should be leased today when its economic value as developed today is
greater than if developed in a1l future periods. Conversely, leasing of
tracts sheculd be delayed if the economic value is higher if developed in some
future period, Because oil and gas are exhaustible resources, their real
value tends to rise over time. This means that the leasing and subsequent
development scenario which is best for the Bation may invoive a delay in the
sale of certain high cost prospects in a planning area even while investments
are proceeding on lower cost prospects. Absent some mechanism to prevent the
leasing of certain high cost prospects, tracts with positive private value
could be Teased and subsequently developed too seun, partly because of
deiligence requirements. Accordingly, it would be desirable to retain these
prospects in the Government's inventary until the time when their sale would
produce maximum net benefits to the Nation. The minimum bid policy level can
be employed to filter out tracts which, according to MMS estimates, may be
better retained until a later time. Urider the current economic conditions,
however, lowering the minimum bid level may not contribute to the leasing of -
tracts prematurely in sales held over the next few years in frontier areas.
This result is expected because lower prices and price expectations are
significantly reducing the private profit potential so that only the highest
valued prospects could be expected to be leased even at a $25/acre minimum bid
Tevel. - '

Minimum bid policy is also a potentially important consideration for promoting

“exploration in high risk areas. Because the full public value of exploratory
driiling is generally not reflected in private firms' assessment of tracts,.
there is a tendency for the private market to relatively undervalue and hence
lease less acreage in frontier areas vis-a-vis proven areas, To account for
these effects, it may be appropriate to consider Tower minimum bids in
selected high risk areas during the 5-Year Program.

Thus, while there may be some benefits to the Nation from restraining leasing
on individual high cost prospects, it is also likely that some level of
exploration is desirable in selected high risk areas of Tow industry interest.
Therefore, there are compelling reasons for determining the appropriate size
of the minimum bid on a sale-by-sale basis.



Two decision options have been developed for the Proposed Final Program which
reflect the policy impiications of minimum bid Tevel and bid adequacy review
procedures for the receipt of fair market value, economic efficiency, and for
frontier exploration issues. The options presented for decisiun are as follows:

C.1. Minimum Bid Options:

a. Confirm the Proposed Program decision to maintain the $150/acre
minimum bid as the basic approach and determine on a
sale-by-sale basis what changes, if any, are to be made; and

b. Other
C.2. Bid Adequacy Review Options:

a. Confirm the proposed Program decision to maintain current bid
adequacy review procedures as the basic approach and determine
on a sale~by sale basis what changes, if any, are to be made;

b. Other

The selection of options C.l.a and C.2.a would maintain the current minimum
bid policy and the current bid adequacy reyiew procedures adopted in the
Secretarial Issue Document of March 11, 1982 (and subsequent decisions) until
changes, if any, were made for individual sales.

Since the minimum bid level has the property of influencing the amount and
types of tracts (e.g., deepwater or shallow water tracts) which could be
leased, a 5-Year Program decision on the approach tv be used to determine the
size of lease sales could be made in recognition of the possibility of varying
the minimum bid. For example, as discussed above, the minimum bid can be used
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to delay the leasing of tracts which should remain in the Government's inventory.

Thus, concerns raised in formulating the 5-Year Program about premature leasing
(and to a limited extent fair market value), could be alleviated with an
appropriately set, sale-specific, minimum bid.
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Part IV. Other Issues

A. The IRM Propcsal for a Bering Sea Advisory Commitiee

The -agreement facilitated by the Institute for Resource Management (IRM)
contained, in addition to the subarea deferral recommendation discussed above,
a proposal to establish a Bering Sea Advisory Committee (BSAC). The BSAC would
be designed to study and make recommendations for the consideration of the
Secretary of the Interior regarding specific stipulations to be included in
Bering Sea leases.

This BSAC proposal does not call for a Secretarial decision because it applies
directly only to activity of the parties to the IRM agreement and no federal
funding would be involved. Indirectly, however, there are implications of this
element of the IRM proposal which need to be considered.

In the words of the IRM agreement, the BSAC would

...be composed of a balanced panel of representatives from industry and
from environmental, Alaskan Native and fishing interests. This committee
would function as a forum for information sharing, problem solving and
conflict resolution. Its goal is to expedite the existing process rather
than to add another layer of bureaucracy or lengthy procedures.

‘The BSAC would be responsible for identifying and making recommendations
regarding appropriate biological monitoring aclivities and special studies
to be conducted within specific areas of the Bering Sea. The BSAC would
develop specific recommendations on stipulations for any lease sale /
including identification of highly sensitive tracts. These recommendations
would be conveyed to the Secretary in a timely manner so that the Minerals
Management Service may incorporate them in the lease sale. When more site
specific information is available, the BSAC may provide additional
recommendations to DOI on further stipulations for the exploration and
production phase.

In recognition of the important role of the Governor of Alaska in the 0CS
leasing process, the BSAC would keep the Governor informed of its
recommendations: ' '

The IRM proposal also provides that specific lease sale stipulations would
be developed consistent with the following principles and guidelines.

A. 0il Spill Clean-up Capacity

The parties recognize that adverse weather conditions and ice floes may

" jeopardize oil operations and impose impediments to effective clean-up 1in
case of an accident. It is agreed that stipulations for the Bering Sea
should address these issues, . :

B. Biological Data and Monitoring

The parties recognize that though substantial data have been gathered,
aaditional information may be required to provide for an effective
biological baseline and for use as a basis for specific lease
stipulations. 1t is agreed that the BSAC will make recommendations
concerning the nature and timing of such studies.
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C. Subsistence Values

The parties recognize that certain native groups sustain themselves from
hunting, fishing, and trapping activities in the area. It is agreed that
exploration, development and production operations shall be conducted so
as to minimize conflicts with local subsistence activities.

D. Drilling Restrictions

The parties recognize that there are important sites of migration and

breeding grounds, such as Unimak Pass and the Pribilof Islands, where

driliing restrictions may be appropriate. It is agreed that the BSAC

will provide recommendations on the specific geographic boundaries and
dates of limitation or prohibition of activities.

E. Ice Monitoring

The parties recognize the potential problems for oil cperation in areas
of seasonal ice pack movement which may jeopardize the safety of
operations. It is agreed that the BSAC will make recommendations
regarding ice monitoring programs, where appropriate.

F. Costs and Timing

The parties recognize that some of the BSAC recommendations may cause
operational delays and may increase costs of the exploration and
development process. It is agreed that the BSAC will analyze these
effects in developing its recommendations.

Discussion

-Consultation

On one hand, the proposed advisory committee could supplement the formal

0CS consuitation apparatus already in place. The signatories to the IRM

- agreement- evidently.see-a-need-for.-such.supplementation,. . The agreement which .
they reached in support of this proposal indicates the potential usefulness

of this approach. :

On the other hand, the BSAC would overlap with existing mechanisms for
coordination and consultation. The existing 0CS oil and gas program provides
the opportunity for consultation and coordination with the oil industry, fishing
industry, environmental groups, State and local governments, and MNative Alaskan
communities. The Secretary of the Interior receives both formal and informal
input into the leasing process from the Call for Information and Nominations

- through the proposed Notice of Sale. Public input is solicited at the Call, at
scoping meetings and public hearings on the sale-specitic EIS, during review
pursuant to the Alaska National Interest Lands Conservation Act (in light of
court rulings}, and during the Governor's review of the proposed hotice of
Sale. Under sections 18 and 19 of the 0CS Lands Act, the Governors of affected
States are given the opportunity to provide comments to the Department on the
G-year program as well as individual lease sales. These comments represent the
position of the State and often reflect input from public and private entities
within the State. Most uniquely, the Governor's conments are gqiven both
special legal standing and particularly heavy weight under the terms of
sections 18 and 19 of the CCS Lands Act.
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Formal groups that now advise DOI on Bering Sea OCS leasing include the Bering {
Sea Biological Task Force (BTF) and the OCS Advisory Board with its Policy ‘
Committee, Scientific Committee, and Regional Technical Working Group (RTWG).
These groups, whose members represent the Federal, State, and private sectors,
have broad scientific, technical, and public policy expertise. In each
individual committee, members work together to provide DOI with advice, reached
by consensus, on specific leasing of exploration/production issues. Additionally,

the Arctic Research and Policy Act provides coordination on Federal efforts on
research, ' ' _ :

The estabiishment of the BSAC would also overlap tc some degree with the
0i1/Fisheries Group already functioning through the sponsership of the oil

industry. In 1983, the 0il/Fisheries Group of Alaska was organized as an oil
industry initiative with fisheries groups to help mitigate the adverse effects

of offshore oil development on the commercial fishing industry. It consists of
representatives from several major oil companies and the major fishing and
processing organizations operating in Alaska. It provides a forum for interindustry
communication, and resolutiorn of potential problems by exchange of information

on areas of high fishing-gear concentration, seasonal activity, and geophysical
vessels and schedules. ) . ‘

-Considerations Concerning Stipulation Guidelines Proposed by IRM

The proposed guidelines overlap with requirements imposed on Alaska OCS Region
lessees by the stipulations and Information to Lessees clauses typically used
for Alaska OCS Region sales and MMS standard practices (see Appendix Q).

B. Froposals Concerning OCS Leasing Offshore Ca]ifornia

The proposals concerning 0CS leasing offshore California specified in P.L. 99-591
are examined in full in the final EIS and the California Analysis document.



APPENDIX A
LEGAL ASPECTS OF THE NEW PROGRAM:






PUR 1LLBYS |RIUSULIUOY SING DG SO SRR JUILBIFD Jo L3pAl3onpaad
BHLARW PUR ApALIISUDS |RIUDRUDAL AU BALIBIAL 4T (D)

SUOLIRAAPLSUDD. § AJRIA4005 HYF O3 Sa31IBM
JURASLBL S SAIRIS YONS JO SAMIAIACD Y} AQ p9}jL30ADT- AL1ed1)i1oads useq
BARY YOiyM S18IS PRIDI 40 $910p10d pue *siwob Tsmel (4)
tBOLIRULWOL 0 U0L}RA0IdNe A PITEDILDUL 5O 5304N0534 S86 puy |10 40 Juswdo|arep
ay3 u} saonpoad s¥b pue [0 |eliudlod O 353133} WYY (3I) ’

£118Yg LRIUALLILOY 4BING YL JO. FTVES puR SERINGSAL RYY L0 sasn

poyRd) LU JSYI0 puR *S340d Jstemdasp 1o 534S |RplUsod Csaue|2as pasodotd

10 Bupisixa *wolieBLagu fsapdaysis Huipn|ouL ‘Haqeas puR gas Yl o sasn
49430 01 13adS8a Y34 SUNLERA YIRS JO. URL3RIG| AYl (@)

fsyaaen ABARUA [Buopiwu pub [2uoLBsa Yio spaau aaLlRias
443 pue 03 32adsad YiLm suopbed yons 3o uopIvde| ay3 (3)

' tsuorbaa snojJdva @y} GUOER SYSLL | RIUDWUGLELAUR
vzjma*wucunruucueno~m>us+am=w;a¢muppmu_=qa:uﬂmu

tsuniBad yans 40 $311$taejdedeyd eoybojode pue *eajbe|oab
t1eoiydeaboab syl Bupusaauod UCLIRWIOSU} Bulisixs (y)

—-40 UDLITIAPLSUOD ¥ U0 Paseq 3q |[BYS }IRYS |RIUSULIUCY IIINQ YL 30
suoybat oLydeabolsdyd buiueaq-seB oue - (30 9y} Bugue Se6 pue {]o 42 uoL3Nposd
pug ‘juMmloiaaap ‘uoiIRJ0|d¥s Jo uopiRa0i pu Dupwie (2) .

, ﬁhuuwﬁu uanruz_uamcvzc__cmugugprx.acnumvmcouau==me
2 uL peurejulme pue paasdsld 3q |eys wedboad Buysva) yonlg] v v v,

Juawaainbey e
(=8t ¢

*543334 FINFNLS HYG 4O UOLI0BSQNS SIYY YILYM 03 SINLRA BYl SISSIUppR

{ pu® 'y *g 4 ssLolpubddy pu® 1] 34%4 OIS Uk PAPA(JU} pue {Z}(®)8T URL1IIs 404

PaJAPISEOD UNLIRULAOLUY DYl ‘UOLTLPPR H] CEIYR YO UDLIDNPOLI pur fududo|aAsp

fuoL1ean|dXE Seb PUeR {10 J0 S30a3)5 |PLRUS30d Ayl pUR SaN|BA ISBYY SISSNISLP
Weaboud Jedk-G MBU 34T uo (S13) IUBWALPIS A2edw] |RIUSUMINEANT Y]

soumydwog 'y

4" SIURLIUOLLAUD URWNYy DPUR *LE3SROD ‘SULJBW BYL pue J[AYS |eIUPULIUCY 13INnG Y jo
San|eA BAAN0S3A JAYLO UO UNLIRIO|OX3 SBO pun (L0 3O joeduy |F41uslod ayl pue
Y1IBYS |RIUSULALOY JBING Y] UL PAULRIUCT SIDANGSIA F|GRMBUILLOU DUR BQeMIuL
U} 40 SON|BA |PIUAUUOIAUS PUR *{R4D0S 'I{AOUCIP SSILLSUCD YDLUM JIUURE B UL
Pa3OApUOs AQ |{VS 3RS LRIUBULILGY JIINQ YT 10 juauabeuey (1)

Y

t[(P)81] SALdrouLad BULMOL (0] BY3 HALM USIS|SUOD JDUNIR
® uf paulruted: pue pasedaad 3q (Leys wesboud Gugsesy yonfsy v v °

u
P Juswadinbay ‘e

{IH®)er 2

o *JUPLERIY
B3 pue $5a4BuU03 Ayl 01 3¢ Bupigpusuray »afgauue BUL UL pAGLJISEP Bq | 1M
weafindg Lauty pasododg sy} se f4e3e4095 Y3 Aq peydope ainpayds ay)

) *4 xjpuaddy pue g pue y 11 3Je4
U} PISSNOSEp. §| Spaau-ABJsua |RuOLIeu Suisseuppe U] weaboad Bupses)

Py3 3o ALodiayy. ‘abm1s weafoad Buiseap ayy 3¢ ,21418s9d 58 Lyasiaead se,
039}14258D 3¢ Wu:u 3241 1uawalinbad Jyi ud uu:uufaw £,14N02 Y} YA UUOHUOD
N1 J9pA0 Uf pIMILARA URSG DARY SUO|IRUBLS3p B|NS __m *SUoLRdn AZLS JIpun
A 31e4edas pajesdy 51 530S JO 3Zis 3yl “A3LALIOP DUS®a| )0 UGLIEI0p pue
Bupwyy 3o SWABY UL PILIDSEP Suk [§] 44 UL SUOLIdG | npayds ay)

e duey g

. o leacaddeaa so 1eacadde s} Bujmoiioi pojdad
AvL-BALY BYL U0y SPIRU ADaaud |PUOLIRY 1aTW 153G (1|4 SSURLISISP I YILym
AYpALIOR SujsEs| 40 uoLiEd0l DUR ‘Bupwyy ‘2zhs Ayl '@qissod se A(Ispoadd se
‘Bulieaipui $319s asea pasododd 3o B{npayas B 30 35{5u0D |ieys weuboad bupseay
YL CRIY SHIT 20 satoppod eyl jusweidul 01 weabold Buisedy $eb puw | (0 uw
UREUERU pue “BSEARL £)|23|pottsd pun saudaad (1RYS "unL3oas Siyl 40 (p) pue
(2} Su0LIDASQNS UL U340y 135 sadnpadodd o3 juensdnd ‘Aawiasiag ayj,

JuauBLENbaIY e

_ 3&;
*A{8411091 100 paLIPLSUOS IQ 1SN DU PAJRIFLIBQUL BUR IS0 ' SLIYYO

8y} WOUL UOLIRLOSL U} Spew 3q joules: jdadse quo Aue 03 303dsad 1A juaubpal

v .a__oauv>rucw PISSNOSLP S B[ UOL]DIS J0 109058 YoRW FILLYM " RLISIRM S{Y)
BuimaLasd 11 - A4BSSIIFN S| HOLINRD L0 Aj0U y " AJE1aAd3g AL 03 paplaoad Huyaq
|R1 4910 HOLSL08P U] UL PRSSBJPPR BULEq SJT g7 4OL108S JO Sjusdadinbad Ayl
M0y suleldxo ubpssndsip Bupmol)od g C({£BST "443 T2°0Y ¥89.PT4 2L} (11}
J3EH TA BLUMOLLIR): puR {[184] 413 *3°0) 0621 PZ°4 899) {I1) JIEM A RLULIOSL(R)
UL 3ENDAL) BLQURLOY O 3D143SLO AYY JDj s{Eaddy jo 400y "5Un Ayl £

PEPLADL] SEM. NG, PILUAIED 9G 0} SL JURIRAINDIL IRYY MOY 07 S¥ Fouspind |e1d|pap
*SA0}DEY. mf JIqUnU © JO UDLIBJAPLSUCD FYl ub wedbodg Suiseaq seg pue 14p

690 Jeak-f a3 uC UCSLORP SLY ¥Suq AURISJDAG BYD ILYT Sallnbad g LOLIINS

FT UGy339% YIELA aoUF|[0W0g JO uGissnaslg ']

zcmmomu H3N 3HL 30 IN3:4073A30 3HL 30 SEI34SY WO

§




“[NPAYIS TYY WOLS UDLSNIONR JURLIEN SeRJe Supuue|d Aup 4| aulwaelap

O] PIMILARL B340 "SURYIL (Z}{R)B1 49410 YIiM JAYyRabo) *SWaY} S| *Busses|

0 u0L3E0| Y3 Bujuiuilep up () pue Mmu SWAG} 30 HOLIRIADLSUOY S, FUL3R4098
Y3 PAIRPLRA 14N0D Y} ‘wedboad 2957 L1np Yy DupMelAa U]

'SI3 I U} passdLppe
059 3} }I ‘Y %ppudddy Ut J9yIan} pIIRAAI St PUR U TT dRd UL PILIB| A
S} CUBLIRUNOZUL FALIDLPIAD DUR [ RPIUUNIOSLAUS SULUAADUD *(H) 1A3]

.aumou chc_muL PUE | RLD0S UO UDBLIIIS AYR
pur SI3 A Yim . adylaboy paseiasd 9g 'as0yssayl ‘pLnoys au_»ruusuaua uf e
pu? A3LALILSUBS |RIUBWUOLLAUS ALIR 4 Jnage apwm SUBWSPN{ Y3 *judwsanbad
{E}(®)gL 9Y3 DULSSAJPPR W) *$niyj ~swAS) JeL) 0P Uy pILiyluenb aq J0uted
A3LALIONDOLG BULanu pue KJLAFILSUIS |BIUBLNOALAUR 30 S203dSR Auww ‘JarsMop
“831A1100p0xd SULATW puR £ILALTLSHAS [RIUBMLUO [ AUR o>_auwmg Jnaqe S3uswbont
pUR UO WOLIRUOLML Y)Y JIB[44 PUR Y34M JUSISLSU0D ‘A[Q1SS0d JURIXR AL

63 ‘wA% 9 ¥ypuaddy pu® gr1] J4%d U] PURDY 51500 [PLINS JO SIRWLLS]

“{g){R)g Aq 4oy paL]es

5403084 1o Supoueieq ayy pur {a){2)(e)gr ,Suoibad snotuea ayy Buowz $y%14

[RIUAWUOLLANS pUR $1)jRuaq (RjuBwdo|3adp 10 BuiJeys afqeiinba ue, Bupsapisucd

404 Sp50q (eijaed ¢ saplAcJd $LSALRUE SLYY “SUOLIQLNI(ED 350D {¥LI0S

9yl U1 ASR S3 YDNOLY] TRRJE {OBd U] SADUNOSIL FULLOU DU | BPIUSLIOLAUS

BY3 UO VILP JO MILAML PI|LEISP B uD paseq aaam Sjuawbpni SSay)  seauap

|¥15200 JuB0Rfpe 34l J0 ‘UDLIIPPE U}y ‘pUR 23UE §30 YoRe 4O A31ALionpoad

BULIDH pu2 AILALILSUSS | RJUBMUUOLEALS PALIRIAL 84l 30 Ppow 423q BARY Siuswbpn(

LeuDL553404d4 1 ¥ipuaddy uy pue g 4 i1 3484 U PIsSSALPPR st L1jAlionpoud
LAy puR A3 LAF3}SUIS |PILBWNOLLAUS @ALIR[34 Suipdebod (9) wall

*(£)(2)81 Aq

PAALAbSL SP SUOZ |R}SROD AL UO 513R44@ |eLjusjod BupEsesse uy |nyasn aq OS[E .

Aow 9 xipusddy Ul punoy uop3RUAGUl Y] 59131 0d 93835 YILM URLSLSUODUL
8q Aol A3LAL1OY [Rp3UAL0d Jwos wshedag £13)0% BLMPpaYss Yl WO} WA UR AqILEp
301 paau Auniedsss syl *TT) J38R A UL T[R) Ul pLay 14n0d a3 sy

*uz|4 Yoed 40 UCLIRT|JE]OELRYD B SULBIUOD

$13 L csumid juduabeURE FU0Z |R15P00 pardadde Jo I|qe3. B SIPNLILL O5|R

7 xppuaddy -£3pA130e Burses) jo Bupuneid ayy aoy suoljesp|dw S3) Suiwidalep 03

PIMALABS USBQ SBY WDLIBWADUL SHYL "7 pue g S3rjpumddy Ul punoj g Wed ‘sIIEAS
PE10AL4e JO S@LOL|0d bue *S|eob ‘SMRL {4} UAYT BripaBbIL UOIIRMOLUS

*sashleue Sud 03 UOLILPPR Ui SJOJIRY UO SI|RS 4O UOLJRI0| pue Sujwil B3
Bup3asLas A0) uopjemaoiul SapLaoLd 1) asnedsq jueraodws 5) SpyL T4 appusddy
ul SJeadde yYdLyM SFMULYSE WOqARIOUDAY SuWy U0 peseq seade Jo Bupjurd saygeied
A wWOLL JASLLp uwd suwaLy ADJ4SuD 0 1594931 IJAPIB[S4 I IYL 30U 03
juelandl SE 3] *SILES JO UOLIRO0| PUR Bulwpy @yl SULULAMRIED UL PIURPLSUOD
sem eaJw Buguueid y>ue vy passeddxa Jsesajul BYy ‘g pue g saojpusddy
puR 11 3494 UL PASSIAPDE. SL TuOLIBUGLUOY Jo uoiiedo|dxe Ag paiEaipul S®
s4eanpoad sef pue [0 |9L3u330d 1O 31SBUAIUL YL SupuaIIN0D *{3I) 1ME}]

v

‘BURSIL WOA 21343 A0} POPUIIDISS SPALRANS 40 SISALRUE Yl Ul DIAADLSUID
Q510 B4 URISG YT 4O SISN AAYL)  TUOLIENLDFL pue Buigspy peposauminn
Buipnjouj ‘pageas. puv vas Ayl JO SIS JIYI0 UG SALILALIDE SEE pue {10 $90 JO
§138)39 1e{juai0d sy3 40 S1505 Ay} epnpduy (9 xipuaddy puw g'11 3484 998 Pade
yyen a0y pad0iasdp $3503 Fuearmog PUR |RL205 SYI O $3UPWLLSA Iyl TS[F WYL UE
PAsSAISLD 3 [LEM unliebilgw “§3Sixa S3041Ju0d ajqessod aasyN *vade Supuueid
A3 SISN AR(3n ASBYY SALAI58p YILuM ‘Y xipueddy W} PRAIAOD 5| TSIEN J2Yl0

01 1090594 Ytk SRaar Butuveid 30 uo13e20| YL SutuaII0I () WAI]

*SI3 23 up pazkieue
ABYFn sip pue ‘g xipuaddy pue g° 1] JJ4e4 Ul PIIIPLSUDD OS|® FAR SHALSAS
40}1R34005URLY SNOJARA O) PIIR(IL 51503 {eucLE@d pUE {24008 By ‘4 #epeaddy
pue y*II 3474 UL _PUN0y ¥q Aed SuoLIedapisund ABJaus (BUORIRU 4O Sy5A|eue
A3y3dng P xlpusddy UL puncy aq ues spaysew KSusud |euoplvu pue [euorbad
0] S2AUR §J0, SNOEJBA WOLY SHIINOSAN Sujdg 0] uoijeidodsuedy o AJLLLQRiLRAP
s0-sushieue uy. C(egeT Amu) Poutl *13a3deg pue “safel fweuing Aq pasedaad
Wt 53LJRUAR ATL4N09G Leuctiey pue DLWONODT ayY Lo SisALBuy Uy ILig Wpnd)
BYSEly o 340dx3 ayi, ‘Apmis ayy jo apew ompc SEM IS "SIOUU0D JLELS
405 suea A )] [ hmsmcumhuzowuuz pue
BUUY |mmnH HALAD JEN nu===x cp:om Kddng unatodiag
“{eniuny AL 00Rg ANS104194 '£96T-0961 IUALELAONG 34003y €1eg JaU7 93835} Su0jl
=eofignd s3L 30 KhaLdes B up SoLd0) 35aUl BULUJIDUOD UOLIRULIOLLYL papLAcad ABJ4Anu]
40 juanARdag Byl SpAONISU u0LIR3A0d5UES] UO 5B |{FM SE *UOLIRJSPLSUOD Sy
uo usuwes 0} ABABUY ;0 1uswiavdag 9yl payse A||23}31a9ds ABJILY 40 Adeisddag
23 03 C0961 ‘b AJRRJGRY 50 J9339L 5, A4UIHARS Ay) rseded 40 Jaqund @ ui
PBSSALObE §i SPIAU JLIY] pue SIBNARW ABUSUR |PUOLIBU pUe |BUOLBAA 03 BALGR{AJ
sunibad Yl 0 uBEIEDO] WYY J0 UOLIBAIPLSUGD SIPALIUL YIUM * (1) wI]
1 *S13 Y3 u}p papnjauy w4 L31AL308 Supses
10 naum»mv Lejaumr0d 343 4O SuOL}AEJISEP RALIEILLEND ' sebuwep |Etiualod
@59y} DUlJBPLSUOD Uj (NESSN OS|R SL J[@ST} U} AJLALIESUIS 1RIUSLLOLLAUS pue
A31A130npoad MiLdew SALIRLDL 40 SESALBUR DY) CUOLIULIPLEUOD § AUEIRLIES Dyl
404 PALLIUGPL OS| P UL SPRW JO0U AJIM SRITWELST 150D JRL|0p YOLUM 404 sabuuvp
LBEIURI0L  *33LE1A1190 nioddns 840ySUO 01 @np SIMLLQRY O $9550( (2ljuslad pup
S10514U00 BULNSE; {RLOMAEN0D ‘u0lIni|od Jie 0} AND SISSO| |wLIUAR0d SJA3A00 05|
7] "S594L[ISROD JUIDBLDE -IALLIA5S ULIYY PUR SI0 AYF 4D SERIT JUIUILILP AR 4O
AHLALELSUSS | RIMOWI0UEAUD pUR A31AL390p0ad BupJdRm SALIR|84 WYL Jo SpSA|Rue Yy}
uo jaed 61 .S252 ‘ULRY up SUSA|BUR Yy “S1500 dn-uwald pue *BuiysLi |@LI4AWN0D
‘G171 RRATRI .Emvnsop 03 535507 *sabowep [©31601093 BulpniIu} S|tdS [}0 woks
uamsmv Fuvucaﬂan 593594PPR $31500 |euo16as pue (eLs0s pIluniise o SisdLeun ay)
‘g opue *4 %3 wuuwununn< pue 3711 144 UL puncy evaJdr Gupuuveid yowe uy Buptwa)
Y14 peAE1obsse 53507 |euolBad pun |RLDOS PIINULISA YL PUR IN[EA 2JUOG0DR
39U pIIRALISE Ay} O S1SALPu0 By} UOdR SMOUD UOLSSNISLD Syuj ') 1] 3dRg
JBOUN PASSNISLP 1 -SYSLJ | RLUBLNOJLAUR DUR S1443U30 JeIUAA0I9A3D 30 BuLieys
3|q7ILADR 4O UGHIRJIPLSUID Y * () WAY] w=rmmw;uua A0} Ad0MBRA) YL

*S13 Yl UL JAYTJR) DASSIAPPR SBM AT '] pue 'y *g *y

13 saa|pusddy ulL JeqnoLided Uy passaiope pur Sa04puadde pue 1§ Iyl 1noybnauayy
D31331}34 S| UoyIRLA0 UL BuLisivs Duipawbad (y) welt yipm 23ueyfduog
ane|duoy 4

W"41PUS | RIUSULILOY AFIND YD 4O SEALE JuBLELLLD
A0} UDIRWAOLLL SALIILPRL] DUR | RIUSWUOLLAUS JUBAD|IL {H)

£




1 Xipuaddy pue 411 244 UL WRAGOU
[eut 4 pesodoad 2yl 403 S|RLJAITW UOLSLIEP AYI Ut Jeadde sajewmi}ss 39Ey)

aoue} |dwey q
LTASEB| BYY 40 SULIBY By} YiLm pue ‘suoijeindud pue mey 3pqestidde
40 Sjuawaiinbad 2yl yils AdueLdwod pue waue ISUA( AYL 10 udwdo|FAmp
pue uojieac|dxe 3yl ul acusbilip SN SUNSSE 101 ALLSSENIU JBUULW By
U} 3588| 42”3 N1 juensand pRIaNpuUod suclredade aspadadns (j)

pue £ (19}{2)2EEy *0'S N 2P} 5961 10 30y A2110d |RIUBMUOLLAUT LeuoiEy A} 4o
(3){2)201 UOL129S YI4M PUR 307 SLYL YIiM AJUBPUOIOR Ui Pad.nbas Jusuejels joedut
le3umpuodLaua Kfue sdedadd pue SPLPNIS |RIUSWUOULAUA JORPUOT (g) -

$30Y 544l 40 K3LJOYIRE Byl JSpUn paiidwod Sg Sow ydjym UoLIesAOfUL
13410 Aue pur eiep Aaosuso|dxe @gg jaadaatul pus szdeus (2)

tu013935 S|yl Aq paainbad wedboud m:*muu_ ayy aJedaad o3
PIPAIU UOLILUISJUL JAYI0 AuE PUR WOLIRAGIUL SJUNOSIL YLEIqO (1)

==0] @4}NbaL 34915 puv
suntjelidoadde Y3 ;o S81wliLISH apnidu) {2ys weaboud Suises) ayy,

JususEnbay e

()81 "9

'y xipuaddy v punoy

aq ued 11 BuLIABL U} PALIPLSU0D SBYIROAddR |uiBuRb JyL JO DUR JudWSdinbad 3LY)

30 _sButuujdaspun jenidaound ayy Sulssnosip Aaded y  rweaboad |Rulj pesododd

Yl JO jARd SE PAYRILDUL A{JPF|D BdR IN|PA 19NJPW JLR) JO Jdie034 Hupdasse

Ahj suEam jeys 0% wesbodd syl uo SUDLSLIIP AFYI0 YILM AsnosuRLsduaiued

PLy dumpulie 8yl pue SSANPa30oLd YO|IEN [RAG DL UD Sl BG | LM UDLSEOSD

Y3 JAIAGMOY  TDLQ WNELULW 34D PUT SANpaz0Ld UDLIEN{RAY pig UO SuUNLSidEp wodj
21qe4edas ‘3J4pd 150 81 JL04 “BJR AL NDILDIS DULSER| Syl U0 SuOLSiDRg

aauey|duey  *q

L HUBWULY ADY
Ledapag Y3 AQ PeABAU0D SIUGLL BY] DUR DISRB| SPUSL AU D AN|BA JANJEU
drey o 34130340 24nsse 07 0S PALONPUOD G L[BYS SALILALIDE Buirsed,

Juawaainbay  w

{rilesr g

*J uLpuaddy pug 1rgi1] ddeq 41 pauleidxs si volionpoad sel pur 10§30 49 An(eA

JHHOUOH 13U SY3 4O UOLIRIRI|LD BYL 9 xjpudddy pue 2'q'[] 1JBd Ul pIqLLISAp

SL pue Bdue. 4a9a A0y S1869 {Rueibas pue |BLD0S 4O UOLIB(NDLEI BYI UL suoD

udey SRy SLyl | *PALiiuend ag 1snw $351L4dUIIUS PIIRIFL-SAD JRYID PUB WSLJANOT
‘Buiisty ueis||Lds (10 wody adewep I JBYL PLAY O5[R IUINOD AYL

‘(4 xkpuaddy U} JaY1Any PACO|RAFD PUR ALAYY PIZLJTWENS SIAPRYIS JO

uoijenias ayy Buppn(oul} 111 Jded U} pue ‘4 xipuaddy pue g'if Jded ul Bulsedy

40 Ae(op 34y} 40 350D @y} 40 UOLSSNISIP -AYL 4O WAOS Sy) ul svadde suosidediod
A NPIYIS-AQEBNPpAYIS "1 Jdegd up J@3dde sasAleue esar Bupunetg

*S150Q; A NpIYDS-L4-3[NPBYIS B PUR S|SPQ PRUR-AQ-BIUE UR UD PAWNJ3d
SEM UOLyYM 403024 (£){2)QT PUT (2)(®)8T UOLII9S 410G 4O SpSA{eud 3] Dloydn
OS[R 2J4N03-3Y| “ISJLI PRSI0 Bq PLNOYS SYAJT A1Gen|RA 3504 Sy} Jeyy pur
§1505 Y} paadxal 03 pR1dadya sde Bupseal 40 S1LL3UAG Syl 4} paIpNiou} P9 PLnROYs
" paJR e 1843 sem uoljelsddaatuy siyy cweboad zgel Ane Auy Bugienuuog
U} pasn Sem yopys (g)(e)RL A9 padinbaa Buioueieq 3yl ;o untieiaidasiul

|easubd ay} pasdopud (1) 3TeM A SUIOIT(RD U} 24N0D ¥y

swesfoad Bupses) © DUl MU0} U} SUGLIR{AI{ED
angea _uvrom 39U 9yl YILM JOYIIOOT PUMBLAAL AR SJ6]De) 9SAY]  “SI3F AL
UL DASEIARPR O5|E AKe PUR ] PUR Y $9ripudddy puw ‘9011 384 gt Heg L
PISSASSY AR SUDLILIND|EY F5YT UL PAGIF[JEd 10U SA010%) BALITIL|Enb JuBAA|3Y
*PEdR YIWI] JO INLRA LRLIOS 13U IYJ AIWINDI|ED O3 PISH §§ UNLIBWAOUL SLY)
~$Ba4¢ Butunpid £g $aN[EA DIUGUOA 13U pur ‘SEIUN0Sad seE pue (Lo pIidadxe
‘3UNT [PISR0D AYF UG S]03)1)3 8SJBApR pue abeuep pelusawuosLAUR BULpniouy ‘51500
leuolBad pue 1BLO0S MO UDLIBULLGIUL JUASHLG SUNLLHRS BSOYL "3 pur ‘H ‘9 ‘4 ‘3
sa0jpuaddy pue g pue *9 “g°]] J484 Ul PISSHUPPY SL JUIWRALNDIL S)yL

aoueiidwoy 'y

S3U0Z |BISRO3 Ay} w0 10udul ASAEADY A0y |UpUIted Byt puw ‘seb

puR |10 0 h1u>oum*u Jo) |epjuslod syl ‘eSTURD |BIUSMUOLLANG Aoy | 2RluAlod

Y3l usaINIAq Fdueieq Jadosd B ulwqo 03 Se 05 CalqEsi3ondd pURINe WNULXEW Sy}
0} ‘SuLseay JO UOLJEIOL pu® Bulugt 8yl 108{95 [LEYS AAP334395 My,

' judwadinbay e
) (e){=z)8r ¢

't Jeaddz os|e ARyl '] pue ‘Y ‘9 ‘) ‘g sadpuaddy pue g puz ')

“§13 Ayl

f8°11 B4 UL DAARPSUOD OS]0 4B A0 BS3Y] QL UOLIDAS 4o SIuawa(d julwabeuew

3UnZ | 35202 PUZ |U3IUANLOJLAWT AUY JO UOLIEAIPLSUSD 5, £J033438C Y] PALEPL|EA
1a4n00 ay) fwedboud 2ggt ALnp 8yl ©y Sulsea| o Bupmil mca BupmaLAdL U

g4







APPENDIX B
SUMMARY OF COMMENTS
ON THE PROPOSED PROGRAM
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APPENDIX C

LAWS, GOALS,'POLICiES, AND COASTAL ZONE MANAGEMENT PROGRAMS
OF AFFECTED STATES
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APPENDIX D
INTEREST OF POTENTIAL OIL AND GAS PRODUCERS
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Table D-1
[Not 211 companies ranked all areas

Industry Interest -in OCS Planning Areas Based on the Februar
Overall Rank /1

Central GuUlf of Mexico
Western Gulf of Mexico
Eastern Gulf of Mexico
Beaufort Sea

Southern California
Central California
North Aleutian Basin
Northern Califernia
Chukchi Sea

Havarin Basin
Horth Atlantic

1
2
3
4
[
3
7
8.
9.
0.
11,
12,

St. George Basin
Mid-Atlantic
Hope Basin

-Kall /3

Straits of Florida

Washington-Oregon
Shumagin

Cook ‘Inlet
South Atlantic
Norton Basin
Guif of Alaska
St. Matthew

Kodiak

13,
i4.
15.
16
17
18
19
20
1
22
23,

feflects highest and lowest ranking by companies ranking the. particular 0CS
planning area on the basis of interest in expioration and development.

ge} ranks of companies ranking the 0CS planning area

on the basis of interest 9n exploration and develcpment
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/3 These four areas were deferred at the Draft Proposed S—Yeér Program stage,
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APPENDIX E
GEOLOGICAL AND GEGPHYSICAL DATA
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APPENDIX F

ECUNOMIC CONSIDERATIONS IN THE 5-YEAR
QUTER CUNTINENTAL SHELF OIL AND GAS LEASING PRUGRAM
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