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Response to Proposals from the Oil and Gas Industry 
(Attachments to the NEC documents) 

There axe several false and/or misleading statements in the industiy-supplied attachments 
to the NEC document 

Statements in the industry attachments: 
1. Ahhough relevant statutes do not reqidre it. damages could include the emotional 
losses of people who do ru>t use the resources. 

First, we note diat die somewhat pciorarive or belitflinp reference to "emotional losses" in 
the attachments is flmhigiinu.«;. It is not a term used in either the Oil PoUution Act [CPA] 
or Comprehensive Emergency Response, Conservation and Liability Act [CERCLA] 
statutes to describe tbe measure of natural resource damages. The authors could be 
intending to distinguish "emotional losses" &om injuries associated with direct physical 
hann or &om injunes associated with financial losses - both definitions would rule out 
most, if not all, categories of losses claimed in natural resource damage assessmeat 
|7*nU3A] cases (following principles established in the statnteSvr̂  
decisions on challenges to the statutes and regulations.] For example; recinational losses, 
cultural/historical losses, ecological losses, and passive use losses, all involve losses in 
consumer surplus - the amount of value consumers gain fiom use of a resource in excess 
of the price they must pay for its use. A loss of consumer surplus docs not imply a direct 

•^ - !^* ' • financial loss, la Cact̂  the only category of bsses thai trustees may'da£Didiaidoc^ 
a direct financial loss is lost user fees or lost net income of public iaustee enttti«rises - the 
least frequendy relevant categoiy of losses. 

However, the authors of the proposals may have intended this tenn as a pejorative A 
reference to passive uses losses only, since this has been a (the) major target of industry in 
the OPA and CERCLA lule-makings. [In contrast to "direct use" values, "passive use" 
values refer to the values individuals place on resouices which are not liiilxd to direct 
resource use by the individuaL Passive use values include: the value of knowing the 
resource is available for use of family, friends, or die general public; the value derived 
from protecting tlie resource for its own sake; and the value of knowing that future ' 
generations will be able to use die resource.] " \: r <r-k->-:'^-'' 

In the substantive discussion below, I assume that industry is refening to "passive use 
values" when using the term "emotional values". 

•-'*'•̂ Ĵ•';•;>'̂  • 
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Current judicial and Congressional interpretations ofthe statutes daarlv state diat passive 
use value is a cnmnnnent nf NRDA claims under (TJ.RrT pt̂H np A 

In the 1980s, the Department of Interior promulgated regulations interpreting the NRDA 
provisions of CERCLA, and was sued by a wide range of parties on a wide range of 
issues, including contingent valuation. The D.C. Circuit Court decision in that case 
[Ohio V. Department of Interior] cleariy indicated diat diminution in value is to 
encompass both direct use (e.g., commercial and recreational) as well as passive use 
values that can be reliably calculaied, Le. <̂ »̂̂nl̂ atA/̂  in a manner that is trustworthy or 
worthy of confidence. Further, die Ohio decision foimd tibat CV methodology could 
be utilized as a "valid, proven technique when properly structured and 
professionally applied." [Note: the DC Circuit Court will be the court to hear the 
inevitable challenges to tbe OPA NRDA rule.] 

The measure of damages cited in the Oil Pollution Act, section 1006(d) is: 

the costs of restoration, replacement, rehabilitation, or acquisition of the 
equivalent of the injuied natural resources, plus tbe diminution in value of 
those resources pending recoveiy. 

The Conference Report accompanying OPA dearly states that '"[d]inunution 
in value" refers to the standard for measuring naniral resource damages used 
in the recent D.C Circuit Court decision [Ohio v. Departmeni of Interior, 
880 F2d 432 (D.C Cir. 1989). 

2. A panel of economists created by NOAA was unable to confirm that CV was a 
reliable methodology. 

In fact the Blue Ribbon Panel on Contingent Valuation convened by NOAA foitnd that 
contingent valuation can produce estimates reliable enough to be presented in a i 
judicial or adininistrative determination of natural resource damages, induding I 
passive use value, provided diat such studies adhere closely to the guidelines described in < 
their report. Thus the statement in the NEC document is a false representation of the 
unanimous conclusion of die NOAA Panel 

The proposed NOAA regulations follow closely the guidelines recommended by the Blue 
Ribbon Panel 
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property value with oil and gas extraction. When percentage depletion exceeds cost depletion 
the taxpayer may continue percentage dq)letion, generally at a IS percent rate, as long as 
production continues. This deduction may cumulate to exceed the original cost of the 
property i.e., the taxpayer is able to recover as a deduction more than his or her original 
costs. Percentage depletion is limited to 365,000 barrels per year per taxpayer, may not 
exceed 100 percent of the net income from that propeity in any year (the "net income 
limitation") and may not exceed 65 percent of the taxpayer's overall taxable income 
(determined before such deduction and adjusted for certain loss carrybacks and trust 
distributions).' Estimated tax expenditures for percentage depletion total about S7.5 billion 
over 5 years. 

Although percentage depletion is considered an incentive to maintain production from 
economically marginal wells, it may not be efficient. When operating costs approach the 
value of production, the percentage depletion allowed declines to zero, as it is limited to not 
exceed the net income from the property. Since percentage dq)letion is not allowed when 
there is no net income, it provides little incentive to produce from wells that are marginal, 
despite the substantial cost of percentage depletion to the Federal budget. The net income 
limitation, however, was designed to preclude any taxpayer from using percentage depletion 
attributable to production from one property to shelter income from another property or to 
shelter non-oil or gas-production income. 

Non*Conventional Fuels Credit 

The "non-conventional" fuels (or Section 29) credit provides a S3 per barrel of oil 
equivalent tax credit for gas production from "tight* formations and about a S6 per barrel 
credit (due to an inflation adjustment) for other qualified energy production. More 
specifically, fuels eligible for the credit are: (1) oil produced from shale and tar sands; (2) 
gas produced from tight formations, Devonian shale, coal seams, geopressured brine, and 
biomass; and (3) Uquid, gaseous or solid synthetic fuels produced from coal. The credit 
generally applies to wells drilled before 1993, and credits extend for production tiirough 
2002. [Certain facilities qualify tiirough 2007.] Qualifying gas well drilling grew rapidly in 
tiie last few years, particularly in 1992, to beat tiie 1993 deadline. The estimated tax 
expenditure for tiie Section 29 credit is about S6.7 billion over 5 years. 

The Section 29 credit was effective in encouraging drilling and producdon in these 
formations. However, tiie size of tiie credit is sufficientiy large tiiat it likely reduced gas 
prices and harmed gas drilling and production from formations tiiat do not qualify for tiie 
credit. Partiy due to controversy in tiie industry about tiie wisdom of tiiis provision and 
partiy due to tiie cost, the credit was not extended for new wells drilled after 1992. 

' Anounu dissllowad u a rwult of this nile (65 peicat of taxable income} may be eanied foiward 
and deducted in aubsequent taxable yean lubJect to the 65-percent taxable income limitatioa fbr Ihoae years. 
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Alternative Minimum Tax Relief 

Oil and gas activities have largely been eliminated from tiie altemative minimum tax' 
(AMT), which was significantiy strengtiiened in 1987. The Energy Policy Act of 1992 
removed oil and gas percentage dq)letion and intangible drilling and devdopment cost (IDC) 
expensing as preferences in tiie taxpayer's calculation of AMT beginning in years after 1992. 
Therefore, the taxpayer's potential altemative minimum tax is greatiy reduced.* 

The annual cost of tiie AMT relief is about $2.5 billion over 5 years. Littie effect on 
production is expected (given tiie relaxation of tiie AMT for oil and gas), as the altemative 
minimum tax affects tiie timing of regular taxes ratiier tiian tiie total amount of tax eventually 
paid. (The AMT was designed to ensure tiiat corporations witii economic income would pay 
some tax. This may no longer be tiie case for oil and gas extraction.) The cost to tiie 
Federal budget of AMT relief for oil and gas is tiie time value of money. 

Intangible Drilling and Development Costs 

An integrated oil company can expense 70 percent and an independent oil company 
can expense 100 percent of intangible drilling and development costs (IDC). Intangible 
drilling and development costs are expenditures necessary for the drilling and preparation of 
wells for production tiiat have no salvage value. Such expenditures include wages, fiiel, 
repairs, hauling, supplies, etc. In practice, a number of companies have amortized a 
substantial portion of IDCi over 5 years. For tiie next five years tiie tax expenditure for this 
provision is expected to total $380 million. Calculated on a present value basis and recent 
levels of activity, future tax expenditures from continuing tiie practice is about tiiree times 
tiiis amount ($0.8 billion). 

Expensing is equivalent (in tiie absence of debt financing) to providing an exemption 
from tax for the income from the investment. Thus, IDCs provide a substantial incentive for 
oil and gas drilling. 

Enhanced Oil Recovery Credit 

The enhanced oil recovery credit (Code Section 43) provides a 15 percent credit for 
qualified tertiary recovery expenditures which generally involve injecting substances into the 
reservoir to increase oil production (defined in Code Section 193). The credit was 
established in the Omnibus Budget Reconciliation Act of 1990 (OBRA) for oqienditurea after 

' A taxpayer is lubject to an alternative nialmum tax to the extent that Oie taxpayer's nunimum tax 
exceeds the taxpayer's regular income tax liability, 

* Repeal of the excess IDC preference may not reduce the taxpayer's altemative oi«w}!n"m taxable 
income (AMTI) by more than 40 percent (30 percent in 1993) of the amount it would have been if the IDC 
prefennce had not beeo repealed. 
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1990. The 15 percent credit provides benefits in excess of expensing, i.e., the benefits are 
more favorable tiian tax exemption. Thus, tiiis credit encourages use of tertiary metiiods in 
situations where it would not be profitable before tax. Based on 1991 corporate data, tax 
expenditures are expected to be about $750 million over 5 years. While tiie credit provides a 
substantial incentive, tiie expense of tertiary metiiods is sufficientiy high that the increase in 
production from tiie credit is not expected to be substantial. 

Increased Percentage Depletion for Stripper Wdls 

Oil and gas produced from stripper wdls, defined as wdls producing less than 5,475 
bands of oil per year (15 bairds per day) or producing heavy oil (mostiy from California), 
are allowed an additional percentage dq}letion allowance equal to one percentage point for 
each whole dollar by which $20 exceeds tiie reference price for crude oil for tiie calendar 
year preceding the cdendar year in which the taxable year begins. This provision was 
introduced in OBRA 1990 and it is limited to a 10 percentage point increase in tiie standard 
15 percent percentage depletion rate. The growtii in the depletion rate fully maintains 
percentage depletion allowances when oil declines in price from 20 to 15 dollars per barrd 
(as $20 times 15 percent equals $15 times 20 percent). It also offsets a large portion of 
reductions in percentage depletion dlowances from oil price declines to $9 per baird by 
raising the percentage depletion allowance by anotiier 5 percentage points. 

Based on 1991, 1992, and 1993 oil prices ($16.50, $15.98, and approximatdy 
$15.40, respectivdy), tiiis provision gives rise to tax expendihires for 1992, 1993, and 1994. 
Qualifying 1992 production recdved an additional 3 percentage point depletion allowance 
over the standard 15 percent. Qualifying 1993 and 1994 production will recdve an 
additional 4 percentage point depletion allowance (to 19 percent). The associated annual 
additional revenue cost will be less than $20 million. The incentive effect on production is 
small, as wells witiiout net income are not eligible for percentage depletion̂ . Also, the one 
year lag between oil prices and tiie subsidy suggests that production may be encouraged in 
years of high oil prices and not encouraged in years of low prices. As tiie Administration 
does not forecast current low oil prices to continue, future tax expenditures are uncertain. 

Otiier Provisions 

Other recent provisions have affected the oil and gas industry. OBRA 1990 increased 
tiie net income limitation on oil and gas percentage depletion (i.e. the provision that restricts 
tiie percentage dq)letion allowance to not exceed 50 of net income) to 100 percent of net 
income from tiie property (valued at about $300 million over 5 years). Also, taxpayers who 
have working interests in oil and gas properties (rights to oil or gas income from a property), 
were exempted from passive loss limitations ($250 million over 5 years), and percentage 
depletion was allowed on properties transferred from integrated oil companies, which was not 

'See section above on percentage depletim. 

7 
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permitted under prior law (valued at about $160 million over 5 years). 

2 
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n. A. Royalty Policies 

Royalty RflfPB far nntur ronrttii^ntal ShMP (QCS) T ^ M B I 

Congress established in 1978 tiie following guidance for the administration of offshore 
Federal oil and gas teases: 

to make resources available to meet the Nation's energy needs as rapidly as 
possible; 

to balaiue orderly development with protection of the environnieni; 

to insure tiie public a fair and equitable remrn on the OCS resources; and 

to preserve and maintain free entcrpr1i;e cnmpetirion. 

The Department of tiie Interior's Minerals Maoagemem Service (MMS) sets OCS lease 
terms, including royalQ̂  rates, based on tiiis guidance. At tiie same time, MMS strives to 
achieve other Congressionally-set objectives, including meeting national econoinic and energy 
goals, assuring national security, reducing dependence on foreign sources, and maintaining a 
fkvorable balance of payments in world trade.' 

The OCS Lands Act autiiori/es the Secretary of the Interior use various systems for leasing 
tiie rights to develop offehore resources and to ensure a fair financial return to thc public. 
The system MMS uses today consists cf sealed-bid auctions of specified otYshore tracts. 
Before each auction (lease sale). MMS announces the royalty rates that it wilt apply to 
production from those tracts (typically 16.67 percent of gros!; revenues from tracts in water 
depths of 400 meters or less, and 12.5 percent in deeper water ur in certain frontier areas). 
Companies then bid for tiie tracts, which are owarded to tiie highest bidder, subject to a 
minimum bid of $25 per acre and a hid review process whereby MMS can reject high bids 
that do not meet certain criteria (e.g., level of competition, comparison to MMS' estimate of 
value). 

MMS may reduce the royalty rate on any prcviuuttly-issued lease in order "to promote 
increased production from tiie leuKe urea." Relatively few lessees have ever applied for such 
royalty rate reductions. MMS has applied tills authority only to leases that are already in 
production. MMS has granted reduction*! to fields where a reduction is needed either to: 

(1) allow for continued production from a lease tiiat is near the end uf its 
productive life; or 

OCS Lands Act Amendments of 1978, 43 U.S.C. 1802. 
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(2) . make economic additional investments that would incre».se or maintain 
production from tiie lease. 

As authorized and directed by Congress. MMS has used several other bidding and royalty 
systems for offshore leases. The list below shows some of tiie systems previously tried and 
the basic reasons why MMS has opted to use tiie current system instead of tiiese alternatives: 

variable royalty bidding, witii a small Iked bonus payment. This system 
brings in minimal revenues to the Govemmem except wlieii and if production 
occurs. Furthermore, ttie high royalty rates that often resulted from such 
bidding provided a disincentive for the company to produce any resources 
found. 

cash bonus bidding with relatively high royalty rates (e.g. 33.3 percent). This 
system is similar to the current system, but it results in lower up-front bonus 
payment and less interest in marginal tracts. Furthermore, higher royalty rates 
tend to discourage producers from developing marginal prospects and from 
recovering the marginal resources remaining near the end of a field's 
productive life. 

cash bonus bidding witii a sliding royalty rate which increases proportional to 
tiie lease production rate. This system has the potential to share risk between 
the lessor and lessee more effectively than tiie current system, since ir charges 
higher royalties for larger discoveries tiian for smaller ones. Tbe diftlculty 
witii such systems has been to defme tiie sliding scales su tiiai they are actually 
effective (particularly given tiie 12.5 percent stamtory minimum discussed 
below) and do not distort lessees' production decisions. 

cash bonus bidding witii a fixed share of net profits (typically 50 percent) 
associated witii production ftom tiie lease. Net profit share leases have the 
advantage of effectively sharing risks between tiie lessor and lessee. However, 
the large accounting burdens associated witii determining bow mucli profit is 
attributable to a specific lease -and the difficulties in auditing such 
accounting— have discouraged MMS from, using this approach. 

The OCS Î nds Act sets a minimum royalty rate of 12.S percent for all royalty-based 
systems. However, it allows the Secretary of tiie Interior to employ systems otherwise not 
aUowed by the Act. provided that thc Secreury submits to Congress the planned bidding 
system and neither tiie Senate nor tiie House passes a resolution disapproving tiie proposal 
witiiin 30 days. Before using any new bidding system. MMS also would have to modify its 
regulations. 
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MMS' goals in designing it's bidding and royalty systems, in confonnance witii its 
Congressional mandate, can be summarized by two basic rules: 

maximize che net social value obtained from developing olTshore leases. This 
goal implies letting con̂ anies explore and develop leases when and if the 
expected benefits of production (generally expressed by tiie production quantity 
times 1» market price) exceed tiie costs (primarily tiie exploration, 
development, and production cosu)'. MMS' bidding and royaler policies 
generally are designed to be neutral widi respect to (ho timing of leasing and 
development—companies may bid whenever they think a tract has a posiiive 
net value. 

en.<mre that tiie public receives a fair return on tiie resource. The current 
system is designed so tiiat, on average, the govemment .ihould receive a large 
portion of tiie economic "rent* resulting from development of offshore leases, 
while companies should be able to earn a reasonable retum on tiieir 
invesnnent. The system shares much of tiie risk between tiie lessor and tiie 
les.<K:c—tiw up-front bonus payment is risky for the lessee, who often does nut 
discover sufficient resources to allow for production, while the relatively low 
royalty rate can allow for high rewards to those le.ssccs who discover large, 
low-cost oil or gas reserves. (The Federal Government reaps additional 
econontic benefits from offshore production operations in the form of income 
taxes collected on company profits. Higher royalty rates tend to reduce 
income tax colleaions by discouraging production of some otherwise profitable 

• resources and by increasing company costs—royaUies are tax-deductible costs— 
tiiereby reducing their profits.) 

Changes in the oil and gas industry, such as lower oil prices tiian previously predicted, 
movement into deeper waters of tiie Gulf of Mexico, and declining discovery sizes, liave led 
MMS to reevaluate it's current leasing policies. MMS issued a Federal T̂ egister notice on 
December 7, 1993, requesting input frum the public on this issue. Based on comments 
received and on its own internal analyses, MMS is coasidenng changes to make for its 1995 
Oulf of Mexico lease sales, which could involve changing the royalty terms for new leases in 
deepwater and for certain types of new leases in shallow water. MMS also has evaluated and 
provided comments on legislative proposals for providing royalty incentives for deepwater 
production, and MMS is refining its policies for evaluating lessee's applications tor lower 
royalty rates on existing leases. 

' These costs and benefits are adjusted for external considerations not reflected in the 
market system, such as environments! advantages or disadvantages cf developing certain Izmtft. 

/ 2 
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RovaltY Bfltffi for QashflrcFideral Leana 

Royalty rates for onshore Federal oil and gas leases are set by tiie Department of the 
Interior's Bureau of Land Mangement (BLM). Prior to tiic enactment of die Federal Onshore 
Oil and Gas Reform Act of 1987, royally rates ranged from 12.5 percent to 25 percent, 
depending on tiie average production level from tiie lease. The royally rate is now 12.5 
percem for almost all leases issued after passage of rtie Act. The royally rate is 16.67 
percent for noncompetitive leases reinsmted after a siQgle tiailurc to pay penalty (plus a two 
percentage point increase for each additional reinstatement). 

cations 

The Act of August 8, 1946 amended Section 39 of the Mineral Leasing Act of 1920 to state. 
"The Secretary of Interior, for the purpose of encouraging the greatest ultimate recovery of 
coal, oil, or gas and in the interest of conservation of natural resources, is authorized to 
waive, suspend, or reduce the rental, or minimum royalty, or reduce the royalty on an entire 
leasehold, or on any tract or portion thereof segregated for royally purposes, whenever in his 
Judgement it is necessary to do so in order to promote development, or whenever in his 
judgemenc tiie leases cannot be successfully operated under tiie terms provided tiierein. In 
tiie event the Secretary of Interior, in tiie intercsi of conservation, shall direct or shall assent 
to tlie suspension of operations and production under any lease granted under the terms of 
this Act, any payment of acreage rental or of minimum royally prescribed by such lease 
likewise shall he suspended during such period of suspension of operations and production; 
and the term of such lease shall be extended by adding any such suspension period tiiereto." 

The regulations implememing these laws are found at 43 CFR 3103.4-l(a), and state, "In 
order to encourage tiie greatest ultimate recovery of oil or gas and in tiie interest of 
conservation, the Secretary, upon a determination that it is necessary to promote development 
or that thc leases cannot be successfully operated under tiie terms provided therein may 
waive, suspend, or reduce the rental or minimum royalty or reduce tiie royalty on tiie entire 
leasehold, or any portion tiiereuf. 

(b)(1) An applicalion fur tiie above benefits on otiier lhan stripper oil well properties shall 
he filed in the proper BLM office. It shall contain tiic serial numbers of tiie leases, thc 
names of the record titie holders, operating rights owners (sublessee), and «perators for each 
lease, tiie description of tiie lands by legal subdivision and a description of tiie relief 
requested. 

(2) Each application shall show tiie number, location and stams of each well driUed a 
tabulated statement fur each month covering a period of not less than 6 months prior to the 
date of filing die qipHcaiion of the aggregate amount of oil or gas subject to royalty .the 
number of wells counted as producing each month and the average production per well per 
day. 
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(3) Every application shall contain a detailed statement of expenses and costs of operation 
of the entire lease, the income from (he sale of any production and all facts tending to show 
whetiier the wells can be successfully operated upon tiie fixed royalty or rental. Wliere thc 
application is for a reduction in royalty, fiill information shall be furnished as to whetiier 
overriding royalties payments out of production, or similar interests are paid to otiiers than 
the United States, tiie amounts so paid and efforts made to reduce tiiem. The applicant shall 
also file agreements of die holders to a reduction of all otiier royalties or similar payments in 
excess of one-half tiie royalties due lhe United States. 

The practical implementation of tiiis reduction for successful operations is quite difficult to 
manage as it is designed tu be at die judgement of tiie Authorized Officer tu review and 
approve tiiese requests on tiie merit of each individual case. The information required to 
conduct an evaluation uf economic viability can require a large amount nf detailed data from 
the operator. It should be noted that under tiiis royally reduction provision that tn application 
from the operator is required before consideration. Approval of a royalty reduction is in 
recognition of lessee demonstrating thc needs for the reduction in order to continue succcssM 
operations. 

Striooer Property Rovaltv Rate Reduction 

In addition to the case-by-case royally reduction autiiority discussed above, BLM also has 
authority for a more automatic reduction for leases witii low production rates (stripper 
properties). Tn a final rule published in tiie Federal Register on August 11, 1992, BLM 
amended 43 CFR section 3103.4-1 relating to waiver, suspension, or reduction of rental, 
royalty, or minimum royalty. BLM alerted tiie field offices of tiiese changes in responsibility 
tiirough WO IM No. 92-310 dated August 12,1992. The puipose of tiic amendment was to 
establish conditions under which an operator or an owner of a stripper oil well property can 
obtain a reduction in tiie royalty rate. This action was necessary in order to encourage 
operators of Federal stripper oil properties to place marginal or currently uneconomical shut-
in oil wells back In production and to provide tiie economic incentive to increase production 
by reworking such wells, drilling new wells, and/or by implememing enhanced oil recovery 
projects. Thc rule contains information and procedures fur operators tn follow in 
determining whetiier a property qualifies and in calculating the royalty rate. 

Furtiier program guidance to clarify appeals was forwarded to tiie field offices in WO IM 
No. 93-55 dated November 13, 1992, Additional guidance cunccrning well classification, 
critical definitions and determinations were sent to the tleld on November 20, 1992 in WO 
IM No. 93-64. 

It should also be noted that under this royalty reduction provision that no formal application 
is necessary. Royalty reductions are considered on die basis of promoting development. The 
attached Appendix provides more detail on tiie program. 
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Through reinvestment of tiie differential savings fimm royally reduction uiunerous valid 
industry benefits can occur including: 

Encourage new and continued development of Federal lands 

Improve ultimate recovery of finite resources 

Reduce abandonment rate for marginally economic wells 

Remm shut-in wells to production 

Increase domestic reserve base 

Lessen exposure to foreign imports 

Help maintain a viable and healtiiy domestic energy industry 

BLM is coordinating with MMS to develop a list of operators taking advantage of royalty 
rate reduction, in both bard copy and automated format. BLM wUl use this list to conduct a 
program review by sending a letter to operators evaluating accomplishments and reinvestment 
which will help in tiie 5 year program review required witiiin (he regulation. 
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ftnviiHv roHpffion« 

MMS collects royalties and related payments due on production from Federal onshore and 
of&hore leases and distributes tiiese payments to appropriate accounu in the U.S. Treasury 
and to certain states and counties tiiat receive a share of these revenues. In fulfilling tills 
fiinction. MMS follows tiie mandates of the various leasing statutes mentioned above as well 
as the provisions of tlie Federal Oil and Oas Royalty Management Act. 

MMS' basic policy is tiiat lessees are responsible fbr: 

measuring the amount of oil and gas they produce frum Federal leases and tiie 
revenues tiiey receive for tiiis production; 

reporting tills information to MMS; and 

paying all royalties and related payments due on such production. 

After companies submit their reports and payments. MMS uses compuicrized routines to 
properly account for and verify die submissions and follows up witii comprehensive audiu ot 
selected leases and time periods. Where MMS finds that lessees have not reported or paid 
properly, MMS requires them to correct die reporting problems and pay any additional 
royalties due; plus interest (tiie short-term Federal bond rate plus tiiree percentage points—a 
rate tiiat is below many companies' cost of borrowing). 

MMS has tiuree ways for discouraging companies from inaccurate reponing and paying: 

assessments for ftiiog reports tiiat are late or that have errors. These 
assessments are set at relatively low amounts intended to cover the additional 
costs that MMS incurs as a result of improper reporting. 

civil penalties for "nun-intentional" violations of its regulations. Bcfure MMS 
can assess such penalties, companies are allowed a 20-day cure period, 
allowing them to correct thc problem and avoid the penalty. 

civil penalties for "knowing and willfur violations. In tiiese cases, companies 
are not allowed a cure period. However, it is difrlcult to prove tiiat violations 
are "knowing and willful,' so MMS very rarely exercises tiiis authority. 
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The general policy for royalty collections is to efllciently and accurately collect the amount of 
revenues properly due under tiie applicable stamtes, regulations, and lease terms. The goal is 
to receive more accurate payments in die first place and to catch any problems earlier and 
resolve them faster tiian In the past. MMS tries to encourage timely and accurate reports and 
payments tiirough a variety of metiiods: 

simplifying and clarifying regulations and procedures; 

identifying, resolving, and implementing policy issues so as to provide industry 
with timely and clear guidance bn how to report and pay properly; 

providing comprehensive training to industry; and 

applying incentives to promote accuracy and tuneliness, including assessments 
for improper reporting. 

In response to prior strategic planning efforts and the National Performance Review process, 
MMS has launched a number of efforts to work with industry and states to simplify reporting 
requirements, revise regulations to make il easier for companies to determine their royalty 
liability, develop systems for MMS to detect problems efficientiy aod early, resolve policy 
issues faster, and institute mure meaningful incentives for reponing and paying properly the 
f\Tnt time (including proposed penalties for substantial underreporting). 

^7 
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Appendix 
Stripper Program Summary 

The deMtions for the stripper royalty rate reduction program are: 

Stripper Well Property: A Federal lease or portion thereof segregated for royalty puiposes, a 
communitization agreement, or a participating area of a unit agreement, operated by tiie same 
operator, that produces an average of less dian 15 barrels of oil per eligible well per well-day 
for the qualifying period. 

F.Iigible Well: An eligible wdl is an oil well (hat produces or an injection well that ixuecis 
and is integral to production for any period of lime during tiie qualifying or subsequent 12-
month period. 

Oil Well: An oil completion from which thc energy equivalem of tiie oil exceeds the energy 
equivalent of tiie gas produced or any completion producing oil and less than 60 MCF of gas 
per day. 

Itljectiun Well: An injection well is a well tiiat injects a fluid, including gas, for secondary 
or enhanced oil recovery, including resei-volr pressure maintenance operations. 

Calculation of Average Daily Produciion: Total oil production for the subject period from 
the eligible wells on the property is totaled and dien divided by die total number of well 
days. Average production is always rounded down tn rhe next whole number. 

Qualifying Periods: 

Initial: August 1, 1990 tiirough July 31.1991 

Shui-in for 12 consecutive mondis: 12-montii production period immediately prior to the 
shut-in. 

Docs not qualify During Initial Period: First 12-montii consecutive period beginning after 
September 1. 1990. 

(Qualifying Royalty Rate Calculation: 
0.5% -4- (0.8 X average daily production rate) » royalty rate 

Effective Date: First day of the month after the Regulations are effective or after MMS 
receives notification whichever occurs later. 
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I I . C. Import, Export, and Sacurlty Policitts 

[not yet received] 
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I I . D. Regulatory Policies: Environmental and Others 

EPA 
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Demtttle Qat and Oil lne«ntlvM 
•A. 

Ssotlen II, D 
Rogulitory PotlolM: Envlronmantal and Other 

Tht Envlronmanlal Imptrativt 

The intetrelationahip between energy and tbe eovironment ia complex. The ways in which 
natural gas and oil are produced, transported, and oonsumed help determine our quality 
and style of lift. Yet we are often reminded that fbssiil fbel consumption brings ita own 
problems, sometimes undercutting die quality of Ufb tiiat It has made possible. Energy 
production, transportation, and use have significant advene Impacts on air, water, land 
use, and larger global environmentd systems. Energy-related environmental acddents, 
such as oil spills, are notorious and very vldble reminders ofthe potentid risks we take to 
enjoy tiie benefits of foasll fiida. Air and water pollution are wdl known adverse side 
efEbcts of fosail fuel use. The land use impacts of energy production, transponation, and 
consumption have also become of greater concem in recent yean. The potentid for 
dimate change due to heî tened concentrations of caifoon (Uoadde has served to renew 
and heighten concem regarding energy's peivasive efflsct on tbe environment. Energy 
production and consumption are responsible for the bulk of air pollutants that comprise or 
cause urban air pollution, addle depiaaition, air toxins, and greenhouse gases. 

Sinee enactment ofthe Clean Air Act of 1970, hioeaslngly stringent federal and state 
regulsdons have reduced or stabiliced emissions of seveid energy-related pollutants. 
Other key pieces of environmental regulations enacted in die 19708,1980$, and 1990s 
have hdped control the growth in pollution and produced numerous environmental 
success stories: volatile organic compounds and carbon monoxide ftom mobile sources 
have been reduced; lead emissions have been reduced dramatlcdiy. However, the rising 
awareness of tiie ubiquity and petaiatence of an industrial society's environmentd impacts 
challenges policy maken to find effective and efilldem ways to mitigate advene 
environmentd effects. Environmentd policy makeis will increasingly need to examine 
dtematives that help ensure that energy is produced and consumed efficientiy ao as to 
minimize advene environmentd in̂ acts. Market-based strategies tiiat create economic 
incentives to reduce adveiae environmentd impacts can help provide sodety the flexibility 
to maximize its divene goals. In addition, a credible and effident long-term mitigation 
strategy will recognize the importance of regiond, state and locd action, as well as 
promote tiie eeonomicdly effident gods of sustdnability. waste minimization, and 
recycling. 

Discussion DRAFT — 3/24/94; 11.-07 AM 
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Spaeffle Envlronmt ntal Ragulatlona 

A wide range of environmentd regulations affect die domestic gas and oil industries. 
Bsvironmentd protection is provided for at dl stages: exploration and production, 
transportation and transmisdon, refining and processing, and end use. It is often 
convenient to break down a discussion of environmentd controls by medium. The 
diseussion bdow highlights the key enviionmentd laws and regdations affecting the 
domestic gaa and oil Induatriaa. 

8ouD WMTES: The Resource Coaseivation and Recovery Act (RCRA) ia intended to 
provide a cradle-to-grave regulatory framework to monitor and control tiie production, 
storage, transportation, and eventud disposd of wastes tiiat pose a risk to hedtii and the 
environment. Amendments to RCRA in 1984 added regulation of petroleum and 
hazardous wastes atored in underground tanks. However, wastes assodated wltii oil and 
gaa operations were exempt fiom Federd regulations pending further review by EPA. 
[Dlscoas current status of proposed changes to deflnitton definition of Solid Waste. 
DIseuBS Hazardous Wasta Identlflcatlon Rule. Discuss L4ind disposal Rastrictlon 
RagulatioBB.] [State regulations ofoll and gas wastes.] 

IPifCiM Superftand.] 

WATEH AND WfeiUNDt; The Federd Water Pollution Control Act of 1972 and the Qean 
Water Act (CWA) of 1977 set as a god "to restore and mdntdn the chemlcd, physical, 
and bidogicd Integrity ofthe nation's wateiB." Tbe CWA establishes a system of effluent 
standards by Induatrid category, provldea for a peratitting system, sets waste water qudity 
standards, provides for grants for munlelpd waste treatment, and addresses specid Issues 
like toxic wastes and oil spill. The effluent limitation standards and die Nationd Pollutant 
Discharge Elimination System (NPDES) permit program are the primary regulatory tools 
under die CWA. Within the domestic gas and oil sector. CWA requirements primarily 
affect ofBdiore drilling and refinery activity. 

Section 404 of die CWA provides autiiority for the protection of wetiands. [Fuller 
dlSCUSfilOB.] 

The Safe Drinking Water Act of 1984 (SDWA) established die Underground Injection 
Control (UIQ program to protect drinking water aqulfbn from contamination by 
aubauiface iî eetion fiuids. SDWA requires EPA to establish minimum requirements for 
state programs or for Federd primacy in the absence of state programs. The UIC affect 
all underground iî ection assodated with oil and gas exploration and production activities. 
A Federd Advisory Committee composed of representatives of tiie petroleum production 
industry, environmentd groups, states, and Federd agendes issued a find report 
recommending a requirement for double eontdnment systems fbr injected fluids. In 
addition, surftce easing would be leqdrad to extend to die base of aquifers containing less 
than 3,000 mg/l totd dissolved solids and be cemented to the surface. Virtudly dl wells 
drilled by the m̂ or oil produoen already en̂ loy these constnictioa standards. The rule 
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would require ttristing injection wells diat do not meet die new construction standards to 
be tasted more frequentiy. Tb» frequency of testing wodd be based on tiie level of 
protection offered by tiieie wdls. 

The Oil Pollution UdiUity and Compensation Act of 1990 raised liability limits for oil 
tanken. Tbe Act allows udimited liabiUty agdnst tanker ownen where gross negligence 
or wlllflil misconduct is involved, and does not predude states from Imposing their own 
uidimited liability requirements. In addition to tiie liability providons, die Act leqdres 
tiiat, over a 15 year phaae-in period, double hulls be used for dl new tanken and for 
veaselB trading wltii die United States. 

[Dlicuu Great Ukes Wafer Qualify iBldaHvai] 

An: The 1970 Qean Air Act (CAA) produced notable environmentd gains. Two key 
parts of tiie CAA affecting the oil refining industry were related to end-products: the lead 
phase-out in gasoline end the nqdrements for low sulfiir distillate and reddud foel use at 
elearic utilities. Hie CAA establiahed a schedule for redudng lead additives and required 
automobile manufactuiea to dedgn and construct vehides that could run on low-lead and 
unleaded fiiel. The legidation requirad diat all gasdine stations of spedfic sizes offer at 
least one grade of udeaded gasoline, llie dlowable lead in gasoline was reduced to 1.1 
grams per gallon in 1982, and a system of wdven was established diat allowed refinen to 
build up lead credits. Further reductions in 1986 brought die dlowable lead to a 
maximum of 0.1 grams per gdlons. All grades of gasoline must be completely lead-free as 
of January 1,1996. The lead regulation resulted la a greater tiian 90% reduction in 
airborne lead '^t 

The 1990 Qean Air Aot Amendments (CAAA) expanded the eflbrt to reduce harmflti 
emisdons from auto fitela, putting new requirements on refineries. As of November 1, 
1992, the oxygenate fiiels program requires that gasoline sold in tiie 39 areas of tiie 
country designated as caibon monoxide nonattdnment areas to contdn a mini'mnm of 
2.7% oxygen by weight during at least 4 winter mondis. As of October 1,1993, the sulfur 
content of highway diesd fiid must be reduced ftom die current maximum of 0.25% to 
0.05% by wdght. Finally, as of January 1,1995, reformulated gasoline wUl be required In 
die nine metropolitan areas widi die wont ozone problems. The reformulated gasoline 
requirements will control VOC and NÔ  emisdons, as well aa benzene and other toxic dr 
pollutants. [DbcuasEtbaBOl/ETBE mandate for reformolated gasoUne.] Earlier 
regttlationa to combat urban smog ptecuiaon control die summertime volatility of motor 
gasoUoBS. [Discuss tasting of foali and Aid addltlva for motor vehicles.] 

In addition to environmentd requiremenu for products sold by refinen, die refineries 
themsdves must meet standards for emissions of VOCs, NÔ  and dr toxins. [Add 
datalQ P>lscuss EahaBced Monitoring.] 

Reporting required by tiie Superfiind Amendments and Reautiiorization Act (SARA) 
identified approximatdy 1.4 million teas of toodc dr pollutants released In 1987 by a wide 
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range of eliemied and otiier manufacturing fedlities. EPA estimates that fecilities in 37 
states, primarily in those states dong tiie Atlantic, Oulf; and Padfic coasts, are assodated 
widi toxic releases that pose high individud cancer risks. Energy-related sources of toxic 
dr emisdons include oil-and ood*fired utility boilen, petroleum refineries, and oil and gas 
â loration and production operations, b addition. VOC emissions from die 
tianspoitation sector are among the largest sources of toxic dr emisdons in many urban 
areas. [DiscuM MACT br haardons air pollutants.] 

Nsturd gas and oil pipelines an subject to CAA requliementa fbr NO, and VOC controls. 
New pipeline compressor stations will be required to have the most effident, dean-
buroing prime moven technology avdlable, and existing stations my be requited to 
undeigo extendve retrofitting or nplaeemeat. In non-attainment areas dong with 
advanced controls, enhance emission offlKt nquliemettts will be requited for peimitting of 
new or modified fsdlitias. 

LAND Ust IMPAOB AND PUBUC LANDS AOOBM: Much of die land within die United States is 
public property subject to Federd oontrd. Wildemess areas, parks and monuments, and 
some wildlife refiiges are not avdlable for oil and gas E&P. Nationd forests and other 
public lands, however, may be avdlable. Actions by FUerd agendes likely to have a 
significant environmentd impact, such as leaaing land or granting right-of-ways, require a 
fionnd Eavironmentd Impact Assessment (BIA). States and otiier levds of govemment 
have similar requiremaits for EIAs. In addition, tiie Endangered Spedes Act may place 
severe constraints on economic activity hi sensitive areas. These proteetioos can affect 
gas and oil E&P and pipeline constmction pennitting. 

Oum eowmiBfrAL SHIL^ MORATORIA: The Outer Continentd Shdf ia subject to the 
jurisdietion and comrol of die Udted Sates by Autiiority of die OCS Lands Act and the 
Submerged Lands Act. The OCS Is made available for oil and gas E&P dirough a bonus 
bid leadag system. Leasing activity is planned and announced in a 5-year OCS leadng 
program schedule spedfying die proposed size, timing, and location of each lease sde. 
Sinee 1982, Congress has used tiie appropriations process to adjust the S-year program 
schedule dirough 'Rotatoria" blocking the DOI from conducting lease sdes in certain 
OCS planning iieas. [discuss why] 

Diacuaslon DRAFT—3/24/94; 11:07 AM 



^^mRZA '94''*06:50PM'TRE:AS'202 622 2599 P.25 

UBdargrou&d zajaetiea ooatrel—Claaa XX (Oil & fl«a) falla 

The proposed rule it currently undergoing final SPA review. 

savaral afforta over tbe laat five yeara have identified 
defioilnS;: in the Claaa I I (oil end gaa ^^S^^^J^ ' S i S ^ i S J ; ZPX fened a FACA advisory coaalttee ooapoeed of repreaentativee 
?«« SSJlJo^iTiri groupa^(Frlenda ef the E . ^ , "̂Vn̂ ooV 
Booietvl. petroleuB producing coapaniea (ARCO, Conoco), traae 
MS;SaUonV^(lSi?lca? PetroUum SStitute, fJl̂ îtS™ 
Asaociaticn of JUaerioa), and "ate ^h f̂' S HSSiS; 
Texas) and federal agencies SPA, DOS, BUI) to develop 
reoonaendationa for reviJiona to the regulationa to correct those 
deficiencies. 

The Adviaery Comlttee iaaued a final ^S^^^J-^^^l^^HH' 
All coaalttee ŝ Bbers endorsed the final report with the following 
eavsateT 1) The Independent Petroleum Aaaooiation and the state 
of Ohio did not endorse the provision requiring annual aechanioal 
iStiSrity testing for injection ^ ^ ^ l * Ĵ ^̂ p °S^t?%b\YaVtion 
protection; 8) Ohio and Kansas reainded EPA of ̂ ita obligetion 
Snder 11425 of the Safe DrinXing Water Act (SDWA) to allow states 
?S attempt to demonstrate the effectiveness of their ij-Pl^e 
program (instead of adopting the regulation virtually verbatim) j 
5Sd 3) Kanaaa wanted BPX to interpret the 8DWA prohibition against 
impeding oil and gas production, unleaa eaaential to Protect 
SISrirSund aource? cf^rinJcing water |»«sed on local 
oroducticn impacts, not merely national impacts» 4) Tne 
Department oflnergy expressed concerns that a specified echedule 
o? mechanical in?Siri7y testing may J^SiV •^'i^'S^t ""SSS 
frequent monitoring can be equally protective! and that the 
Committee's recommendations provided no incentive for BPA regions 
to establish area cf review variance programa in those States whose 
programs are administered by EPA. 

gQTnponente of the Rule 

The proposed rule reflecto the Advisory Committee's 
recommendations and proposes modification to the Class i i 
regulations in three areas. 
a) eesstruetioa ataadardei The rule '̂ould require double 
cintaiSent systems for injected fluids. In addition, it would 
reouiretbet tSie surface oaeing be extended to the base of aquifers 
oSSaiSi^ less than 3,000 mg/l total dlaaolved aolida and be 
cemented to the eurface. (Virtually all well, drilled by the major 
oil producera already employ theae construction atandarda.) 
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Sontanlnatlcn of Sw-S^bandcn-d ^ - l ^ ^ ^ ^ would retire f ^ ^ J , ; ! 
(i.e. i»P'*S;';LUw?: «i« P'«P®*!LS the eaae area of review^ 
«ail (area of review)• conduct ,!!!thsse requiretr 

through • ̂ *5;^to UBOWa. absence of rian ̂ " 

well atandarda to rŝ » ^^^^ 
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prlaarlly ' " ^ ^ . i , «n4 T»4ionuoll««; »^ 
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and most incidenta of USDW contamination occur in rural areas and 
are aettled directly vith the land owner, relatively few documented 
eaaea exist that directly implicate Class XI injection wells as the 
source ef large-scale U80V contamination. 

The primary cenatituenta ef concem in injected fluids are 
chloride and aedium compounds. Their introduction into a UfiDw at 
high conceiitrationa uaually preaent in oil field brinea (up to 
141,000 ag/l Cl) can render it totally unfit for human consumption. 
Treatment costs for chloride removal are high. 

The ooata iqpeaed by the rule are likely to be offset by the 
plausible benefit acenarioa developed in the Rix. The acenarioe 
examined the potential carcinogenic effects of three contaminants 
m injected fluids—beneaene, arsenic, and radium. (Ths benefits 
analysis in the RIA only compared ths benefits with ths direct 
costs en injection wells.) 

2 ^ 
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IZ. E. Direct Expenditures 

DOE materials supplemented by Treasury materials 

2S 
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Oil Tsehneiogy Prognm 

Tha Oil Technology Program attempts to counter ths forces of prematura 
abandonment by supportino ths development and dissemination of improved and 
advanced technology to the industry to facllltats maximum, oost-sffeetlve and 
environmentally sound production of the domsstic oil resourees. 

Becauae abandonment of high value, light oil reservoirs Is proceeding at a reoent 
rate of 3%/year - upwards of 40% of our remaining resources are effectively 
abandoned - and the 1994 abandonment rate is projscted as high as 5% (if the 
$14 to 15 per barrsi oil prioes eontinus) Tims is growing short for the program is to 
have a meaningful impaot. This is the reason bshind PE's request for a 42% 
Increase In Oil Teohnology funds in FY 1995 above FY 1994's: $107 million 
compared to $76,3 million last year. The Program has four sub-programs: 

1. Ealgrfltlfl ftnd Production SuPDortino Ressaroh. About 45% of the Oil 
Technology funds In FY 1995 wiil be dirsotsd to the development of improved and 
advanced gsosoisnoe and extraction teehnelegy (including work with the National 
i^bs); ths transfer of program as well as non-program improved technology to ths 
oil producing industry, particulariy independents; and field management and 
direction of both ths supporting research efforts and ths field demonstration 
aotivlties. (FY 1994 budgat is $25.3 million; FY 1995 request is $47.9 million) 

2. Reeoverv Field Demonstrations. Forty of the Oil Teohnology FY 1995 budget 
will be eamiarked to support cost-shared field demonstrations of improved snd 
advanced ressrvolr characterization technlquea, oil preduetion methods, and oil 
recovery processes witiiin ths various geologic olasses of ressrvoirs. Thsss 
demonstrations ars designed to further practical transfsr of teohnology to operators 
within the respective reservoir dassss. as wsll as to better define optimum 
approaches to secure additional recovery above that otrtalnabie with oun-ent 
technology. (FY 1994 budget Is $42.0 million; FY 1995 request is $43.1 million) 

3. Exoioration and Production Environmental Research. Approximately six 
percent of the Oil Technology funds In FY 1995 will support development of 
accurate environmental impact Information to support the developcnent and 
implementation of streamlined, risk-based environmental regulation of our producing 
oil Industry on dis part of federal, stats, and loeal governing bodies. Additional 
support is directed for the development of more cost-effective E&P compiiance 
technologies. (FY 1994 budget Is $3.7 miliion; FY 1995 request is $6.0 million) 

4. Pfooessino Research and Downstream Operations. About nine percent of 
the Oil Technology funds in FY 1995 will support research directed to more efficient 
and environmentally compliant upgrading and related refining technology needed to 
convert our substantial heavy oil reserves (and heavy ends of our lighter, domestic 
and Imported crudes) to the light, environmentally preferred liquid fuels essential to 
our economy. (FY 1994 budget is $4.3 million; FY 1996 request is SI 0.0 miliion) 
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Natural Oaa RD&D Program 

FE's natural gas RD&D program utilizes ttis 'systeme approach' and consists ^ four 
program areas: Resource and Exlraotlon; Utilization; Deiĥ eiy and Storage: and 
ErWironmental Regulatory Impact. Fossil Energy has refooueed »"PPly ^ ^̂^̂^ 
near and mid-term RD&D needs and to better reflect the requirements of the gas industry. 

The gas program will address constraints to efficient use of natural fl^* •^jo^Jj?"-_ 
production, storage, transmission distribution, and end-use. Meet Importantly, this new 
•sysiema approach' allows DOE to evaluate the merits of gas programs based on bsnê ns 
to be realized in achieving energy security, economic efficiency, and environmental quality. 

DOE'S proposed FY 1996 natural gas RD&D budget request Is million, a 49% 
Increase compared to FY 1994 appropriations. Fossil Energy's FY 1998 r«tural gaa 
RD&O budget request Is $153.4 million, a 60% Inereaae compared tott^^^JS^J 
appropriations and consists of $27.6 million for Rssourea and Bfraction. $3.4 mllHori for 
K r y and Storage. $116.6 million for Utilization, and $5.9 million for EnvlronmenttI/ 
Regulatory Impact. Below is the DOE natursi gas RD&D program fcrosscut budgst for FY 
1994 and 1995 by organizations and program sectors. 

Department of Energy Natural Oaa RD&D Program Croaaeut ($ In mllllona) 

3^ 
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Congreaaional Oiractlvea and NPC Racommandationa Satlafled 
by tha Domaatle Natural Oas and Oil -Initiative 

DNQOI EPACT 
(seotlon) 

Approp 
Language 

NPC Qas 
Reoommend 

NPC Refining 1 
Recommend i 

1.2 Advanced drilling for 
gas 

2013 

1.3 Advanced oil recovery 
technologies 

2011 " 

1.6 Researoh Program for 
small producers 

2011 • 

1.7 Teohnology transfer 2011 

2.1 Environmental 
oompllance 
technologies 

2011 X 

2.2 Coordination on 
environmental 
research 

X 

3.1 Data colleotion on gaa 
production 

X 

3.3 Real time monitoring 
for gas 

X 

3.4 Natural gas Storage 2014*' 

1 3.5 Natural gM storage 
I and end use 

2014 

3.6 Demonstrate gas 
storage optimization 

2014 

3.7 Improve gas storage 
effeotlveneas 

2014 

6.1 Streamline regulationa X 

^ 6 Year Plan Required - Draft to be completed September ig94. 

' 5 Year Plan Required - Delivered to Congress on February 2,1994. 

' 5 Year Plan Required • Natural Qas Strategic Plan to Congress February 1994. 
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1 DNQOI EPACT 
(section) 

Approp 
Language 

NPC Qas 
Reoommend 

NPC Refining 
Reoommend 

1 6.2 Enhance govemmem 
daolsion making 

X 

6.3 Beyond oommand 
and oontrol regulation 

X X 

6.4 Industry/government/ 
public partnerahlps 

X X 

6.5 Review NPC refining 
study 

X 

7.1 Interagency Energy 
Coordination Group 

X 

8.1 Worl< with states X 

32. 
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n. £. DIRECT EXPENDITURES 

Hie Strategic Petroleum Reserve had stored 575 million bands of oil by the end of 
1992. Assuming a cost of $18 per barrel, this reserve required an expenditure of over $10 
billion between 1977 and 1992. The additional demand may have had a small effect in 
increasing domestic oil prices and sales benefiting domestic producers. Given that this oil is 
available for emergencies, the true cost of the reserve is perĥ s better measured by the 
interest cost of holding the reserve, rather than the direct oqiotditure for its purchav (about 
$3.1 billion over 5 years assuming an interest cost of 6 percent to the Treasury). 

The low income housing energy assistance program by the Department of Housing 
and Urban Development, which totaled $1.1 billion in FY 1992, was the largest direct 
federal subsidy for oil and gas products. About 63 percent of this amount is used for winter 
heating assistance that would primarily affect gas and oil demand. The total revenue cost is 
about $3.6 billion over S years for oil and gas products. 

Synthetic fuels grants, which guarantee a minimum price to producers, cost about $70 
million a year. While tiie Syntiietic Fuels Corporation was abolisheiEl in 1986, two price 
guarantees remain in effect. Dow Chemical's Syngas project, with $622 million in 
guarantees expiring in 1997, and tiie Forest Hills heavy oil project in Texas, witii $60 
million in price guarantees expmng in 1995, were transferred to Treasury's "Energy Security 
Reserve" account. Treasury outiays for tiiese residual obligations were $72 million in FY 
1992, primarily for tiie production of gas from westem coal. The total cost is about $0.3 
bilUon tiuxiugh 1997. 

Also, DOE attributes $96 million in R&D expenditures to oil and gas and a further 
$307 million for tiie cost of regulation. Additional amounts could be imputed from tiie 
Tennessee Valley Autiiority expenditures and DOE Technical Assistance programs but would 
be difficult to allocate to oil and gas. 

33 
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I I I . A. Tax Proposals 
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CURRENT OIL AND GAS TAX LEGISLATION 

H.R.1024. Andrews, introduced February 3, 1993. 

The proposal provides: 

For an import fee (excise tax) on all crude oil and refined petroleum products that are 
imported into tiie United States after tiie date of enacUnent. The fee on crude oil would be tiie 
excess of $2S over tiie 'energy policy price' per band of crude oil. The fee on refined 
petroleum products would be tiie tax on crude oil plus an additional $3 per barrel of product. 
The "energy policy price* would be determined weeldy by tiie Secretary of tiie Treasury, based 
on tiie wdghted average intemational price of a barrel of crude oil for tiie preceding 4 wedcs. 
The imported oil tax would be deductible by tiie taxpayer; 

For an increase in perc&itage depletion for stripper wdls, defmed as wdls producing less 
than 15 bands per day, and for wdls producing heavy oil. Under current law, production from 
tiiese wdls is allowed an additional percentage depletion allowance (normally 15 percent) equal 
to one percentage point for each whole dollar by which $20 exceeds tiiat reference price for 
crude oil for the calendar year preceding the calendar year in which tiie taxable year begins, up 
to 25 percent. (For example, based on 1993 crude oil prices of approximatdy $15.40 per 
band, qualifying 1994 production would recdve an additional 4 percentage point depletion 
dlowance over tiie standard 15 percent.) The proposal increases 25 percent to 27.5 percent and 
$20 to $28, effective for taxable years beginning after December 31, 1992; 

For the elimination of the net income limitation on the deduction for percentage depletion 
(a percentage of oil and gas revenue), which cannot currentiy exceed 100 percent of the net 
income from a particular property in any year, tiius allowing tiie percentage depletion deduction 
for an uneconomic well to offset income from an economic wdl and income from non-oil or gas-
production income. This provision would be effective for taxable years beginning after 
December 31,1992; 

For a credit equal to tiie sum of 20 percent of a 'qualified investment' tiiat does not 
exceed $1,000,000 plus 10 percent of such investinent tiiat exceeds $1,000,000 for expenditures 
paid or incurred after tiie date of enactment. A "qualified investment" is defined as an 
expenditure for crude oil and natural gas e:q>loration and devdopment, including geological and 
geophysical (G&G) costs, wdl drilling and equipment expenditures, or secondary or tertiary 
recovery costs. The credit can be used against tiie altemative minimum tax and can be carried 
forward and back (to offset taxable income in future and previous years); 

For a credit equal to 20 percent of tiie 'qualified cost" of each barrd of crude oil or gas 
produced from stripper wdls, heavy oil wells, and wdls using tertiary recovery metiiods, and 
up to 15 percent for harsh environment oil wdls (oil produced from a property located north of 
tiie 49tii paraUd or under at least 400 feet of water). 'Qualified cost' is defmed as tiie prorata 
share of tiie lease operating expenses paid or incurred by tiie producer of such bands plus tiie 
amount of severance tax paid or incuned witii respect to such barrels. The credit can be used 
against the altemative minimum tax and can be carried forward and back (to offset taxable 
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income in future and previous years). This provision would be effective for expenditures paid 
or incurred after the date of enactment; 

For an expansion of the enhanced oil recovery credit, which provides a 15 percent credit 
for qualified tertiary recovery expenditures (generally injecting substances into tiie reservoir to 
increase oil production), to include a 15 percent credit for 'advanced secondary recovery costs." 
"Advance secondary recovery costs' are defmed as costs paid or incurred for extraction, 
exploration, and drilling metiiods used otiier tiian by conventional or traditional metiiods. This 
provision would be effective for eiqienditures paid or incurred after tiie date of enactment; 

For an expansion of tiie definition for stripper wdl by increasing eligible wells to tiiose 
produdng 25 bands per day from 15 barrds per day, effective after tiie date of enactinent; 

For tiie amortization of G&G costs, paid or incurred after tiie date of enacunent, ratably 
over a 5-year period versus amortized over tiie life of the well when oil or gas is located; 

For tiie elimination of depreciation adjustinents used in computing altemative minimum 
taxable income for environmental improvement assets, therdiy reducing potential altemative 
minimum tax liability. This provision would be effective for property placed in service in 
taxable years beginning after December 31, 1992. 

S .^ . Breaux, introduced February 18 (legislative day, January 5), 1993. 

The proposal provides a $5 credit per barrd of qualifying oil or energy-equivalent amount of 
gas produced after 1995 from prppoties tiiat did not produce commercial quantities of oil or gas 
before 1993. To qualify, domestic crude oil or domestic natural gas must be produced from a 
property a portion of wMch is located under at least 400 meters of water. The credit can be 
used against tiie altemative minimum tax and can be carried forward but may not be carried 
back. 

S.1622. Breaux, introduced November 4 (legislative day, November 2), 1993. 

H.R.3S33. Andrews, introduced November 18, 1993. 

The proposal provides ttiat O&O costs, and surface casing costs, paid or incurred after date of 
enactment, be treated like intangible drilling and devdopment costs. Under cunent tax law, 
intangible drilling and development costs are generally deductible when incurred, whereas G&O 
costs are amortized over tiie life of tiie well when oil or gas is located and are 'expensed" when 
oil or gas is not found. G&O costs include costs incuixed for geologists, sdsmic surveys, 
gravity meter surveys, magnetic surveys, and (perhaps) tiie drilling of core holes. Surface 
casing costs are cunentiy capitalized for tax purposes. Surface casing, which is cemented into 
place, is heavy sted pipe that is used to keep tiie newly drilled wdl ftom caving in and to ke^ 
outside and inside fiuids from mixing. 
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Draft: Subject to Change and Revision 

A Tax Credit to Prtserve Marginal Production and lo Encourage New Drilling 

The provision wtti first establish a tax credit for eriaiinp tnarpinal wen«. The 
provision will allow a S3 per band tax credit for che first 3 barrds of daily 
production from on enstiag marginal oil well and a SOJO per Mcf tax credit for 
the fint 18 Mcf of daily natural gas production from a marginal well. 

- Thc current definition of marginal wdls wOl be expanded to indude a new 
category far Tilgh water cut propertŷ  - producing 25 banels per dsy or less per 
well, with produced waters accounting for 95 percent of total production, to 
addition, teebsiqucs such as waterfloeding and disposal, cydic gas injection, 
horizontal drilling, and gravity drainage should be encouraged to enable domestic 
producers to capture more of ths oil in a given marginally economic property. 

• The provision wiU H1>O Include a lax credit for prpduetion. frpm new walk that 
have been drOlad after June 1,1994. The provision will allow a $3 per barrel tax 
credit for the first 15 bands of dally production for such oil wclli and a $0.50 per 
Mcf for title first 300 Mcf per day for such gas wells. 

The tax credit will be phased out in equal ineremeots as prices for oil and natural 
gas rise. Tho phaseout prices, which are based on BTU equivdoncc, are as 
follows: 

. Oil-phase out between $14 and $20 
CaSxphase out between 52.49 and $3.55 

The tax credit is creditable against regular tax and AMT. 

Additional Legislative Initiatives 

<*«ologlcal and <5eoplv$ical Costs. We continue to urge tiit administration to 
support the current expensing of G&O costs. We understand that the 
administration is studying tiie tax treatment of G&G costs, and we recognize that 
legislative action may be required. 

Eliminate thc Nst Income Liraitailons on Percentage Depletion. Current̂ , the 
depletion deduction cannot exsead 100% of income from Uie property, and the 
deductions from all properties cannot exceed 6S%s)f taxable income. Many of 
producers have so little income from the propeny that the net income limitations 
ftirther restrict the value of their deductions. We support the repeal of both these 
limitations. 
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Limitation on Exports. We favor abolishing tiie existing 
prohibitions against thc expon of domestic crude oil producdon 
provided that full and adequate protections for the domestic 
merchant marine industry are assured. 

OCS Deep>*«tar and Frontier Area Production. With domsstic reserves 
dwindling, areas with potential for new production are thc 
deepwater of the Outer Continental Shelf (water depths greater than 
400 mexeri) and frotitier areas. The costs of finding and produdng 
most oU snd gas in these areas exceed tite cunent price for that oQ 
and gas. We tuppon the consideration of a per barrel tax credit to 
encourage deepwater and frontier production. 

AdmirListrative/Regulatoiy Initiatives 

011 PoUution Act of 1990. We believe that the finandal 
responsibility provisions of OFA 90 are oneious and unneeeassiy, 
and vue suppon a reduction of the dollar HntiU' In addition, these 
finandal responsibility provisions should be made more realistic 
in a number of ways. First, OPA must recognize that insurers 
function as mdemnitors, rather than guarantors, and sre therefore 
not SACondailly liable for dl tiie Insured's debts. Second, because 
not all daims under OPA are payable on tiie day of a spili; we 
support a thorough examination of resources to identify those that 
sre available for the imnicdiate clean-up and those that are 
availabls in the longer term to pay any damage claims and 
restoration costs. Third, we believe that MMS should structure a 
regulation regarding de minimis quantities. Finally, MMS' 
definition of "Navigable waters" under OPA '90 should be reasonable 
and appropriately nanow in light of Congressiond intent lo apply 
OPA'90 to true "offshore facilities" not facilities onshore. 

• Royalty Reduction. To remain rompetitlve in attracting capital, 
U.S. royalty laws should be reassessed. The existing raytlty 
reduction for marginal oil wells on public lands (onshore) should be 
expanded to indude margind nanird gas wells. The royalty 
reduction for offshore production shodd be extended for new 
activity, espedally deep water and other frontier areas, and 
marginal properties. FinaDy, wc support legislation that would 
temporarily suspend the collection of royalties from wells in deep 
water, such as the'bill that was approved by thc Senate Energy and 
Natural Resources Committee. 

• lioyaKy Collection. "Reinventing Governmeni" legislative 
proposals establish an unworkable, unfair peruilty regime that will 
have particularly adverse affects on natural gas production. The 
Adminisirauon should wltiidraw this proposals and work with 
induitry to eliminate royalty collection problems. 3o 
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Underground lAiecilon Control The EPA Is developing revised 
regulations, reponedly deviating from recommendations made by the 
Advisory Cornminee on UIC. Indications tiist the EPA is considering 
tightening regulations arc disappointing, espedally in light of 
itt report to Congress which found that any problems could be soWed 
by enforcing existing regulations, rather tiian adopting new mles. 
This proposal could be extremely costiy to the industry witiiout 
improving environmentd protection, Wc oppose the EPA proposad 
revision of eidsting UIC regulations. 

Natural Resources Damage Assessment. The Departments of Interior 
and Commerce are devdoping regulations to impose liablliv 
natural resource producers for injuries caused by hazardous 
discharges. Although relevant statutes do not require it, damagas could indude 
emotional less of penora who do not suffer from direct contact or use of the naiurd 
resources. The "non-use" damage proposd relies on an economic meiliodology 
known as contingent vduation (CV).l However, a pand of economists seated 
by NOAA was unable to confirm that CV was a reliable meihodclogy. Wo 
believe that CV for damage assessments is seriously flawed and oppose the 
inclusion of Mability for non-use vdue loss in the final regulations. 

oa and Gos Leasing on Public Lands. The Interior Dcpanraent ia conducting an 
intemd review of leaaing to promote a new approach called "ecosystem 
managemem." Cunent law, the Federd Land Policy Managemeni Act (FLMPA), 
is based on multiple use, including oil and gas leasing activity. We urge the 
Interior Department to abide by the prindple of multiple use. 

^ An example of CV b as follows: after tiie Exxon Valdez oil spill, there were some 
who claimed to have suffered emotiond loss due to reports of dying Alaskan wildlife. As 
a method to determine Ejoon's Habill^ for this emotiond lou, the CV process begins 
with asking a group of households to estimate the monetary vduc of their indirect 
emotional loss. The damages to be paid by Exxon are deiennired from the data 
collected in the CV survey. ^ 
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m . A. Tax Proposals DRAFT 

Ritpensiny nf Geolof ieal and Geophvsiea] Costa 

0. Introduction 

Oeologicd and geophysicd (G&G) expenditures include tiie costs incuned for 
geologists, seismic surveys, gravity meter surveys, magnetic surveys, and (perhaps) the 
drilling of core holes. 

1. Proposd 

Immediate expensing of all G&G. 

2. Fit with criteria 
[to be supplied] 

3. Existing policy basdine 

G&G expenditures are "expensed" for tax puiposes when oil or gas is not found and 
amortized over tiie life of tiie well when oil or gas is located according to rules set fortii in 
Rev. Rul. 77-188 and ampUfied by Rev. Rd. 83-105. 

These regulations are somewhat complex and are a source of dispute between tiie IRS 
and tiie taxpayer as to when expensing is allowed. Generdly expenditures may be expensed 
when no oil or gas is found and a decision is made to terminate interest in the property. 
Gaming tiie tax system can take place when "areas of interest' are narrowly defmed to 
increase tiie proportion of G&G tiiat can be expensed under tiie regulations. 

The DOE Domestic Naturd Gas and Oil Initiative calls for DOE and Treasury to 
review tiie tax treatment of certdn advanced exploration and production techniques and to 
complete a study of tiiis issue in May 1994. 3-D seismic technology for geologicd and 
geophysicd exploration, which promotes tiie fmding of oil and gas by providing higher 
quality pictures of subsurface geology, has been found to be profitable by oil companies and 
has nearly supplantd 2-D sdsmic for offshore exploration. Altiiough more expensive tiian 2-
D sdsmic, 3-D sdsmic reduces tiie occurrence of dry holes which justifies tiie higher cost. 
As computation continues to become less expensive, 3-D sdsmic will make inroads for 
onshore exploration, where its use has been hampered by tiie need for numerous permits, and 
tiie requirement tiiat a sufficient pool of oil must be expected to justify tiie cost. 

Proposds are bdng andyzed by Treasury for costs and by DOE for benefits. 
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4. Possible variations 

Severd variations of G&G proposds are possible. 

5. Pros and Cons of proposd 

Pros 

Cons 

6. Legislative outiook 

[to be supplied] 

7. Costs to Federd budget 

Revenue 

5-year 
K̂ year 

Outiay equivdent tax expenditure 

S-year 
10-year 

8. Other Impacts 

[to be supplied] 
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m. A. Tax Propoaals DRAFT 

Oil and Gas Production Tax Credits 

1. Proposd 

[Tentative aa not determined.] The proposd provides for a $3 credit per barrd of oil 
for severd categories of wells. The credit applies to tiie first 15 barrds per day for all new 
wdls drilled after June 1, 1994. The credit is phased out over oil prices between $14 and 
$20 per barrd. A similar credit applies the first 50 barrds eqmvalent for new gas wdls. 
Credit and phase out prices are indexed for inflation and creditable against the AMT. A $3 
per barrd credit dso applies to tiie first 3 bands of existing "margind well' production 
(wells producing up to 15 barrds per day plus "heavy" oil producers and a new category of 
"high water cut property" [25 barrds per day or less witii produced water accounting for 95 
percent of totd production]). A similar provision Is applied to gas [details as to whether gas 
wells have to be margind wells not clear]. 

In what appears to be a variation, tiie $3 credit would apply to the first three bands 
of oil for margind wdls producing 5 barrds per day or less at dq)tiis of less tium 4,000 feet 
and to margind wells producing 10 banels or less per day for otiier wells. 

In addition tiie definition of margind wells is expanded to indude injection and water 
disposd wdls in tiie cdculation of whetiier a property qudifies as margind. 

2. Fit witii criteria 
[to be supplied] 

3. Existing policy basdine 

No oil or gas credits are generally avdlable on new primary production of regular oil 
and gas. (Credits are avdlable through the year 2002 for tiie production of qualified non-
conventional fuds from wdls drilled before 1993. Tax credits are available for certain 
enhanced oil recovery expenditures. See the description of current law oil and gas tax 
incentives.) 

4. Possible variations 

To reduce revenue costs tiie level of the credit codd be reduced, the proposd could 
become effective at a later date, qudifying margind wells could be redefined, or otiier 
restrictions could be placed on tiie avdlability of tiie credit. 
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5. Pros and Cons of proposd 

Pros 

Cons 

6. Legidative outiook 

[to be supplied] 

7. Costs to Federd budget 

Revenue cost to be supplied. A prdiminaiy DOE andysis estimates a revenue loss of 
over $2 billion per year. 

8. Otiier Impacts 

[to be supplied] 
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m. A. Tax Ptoposah DRAFT 

Deep-water Oil and Gaa Production Tax Credits 

1. Proposd 

The proposd (S.403) provides a $5 credit per barrd of qualifying oil or energy 
equivdent amount of gas produced after 1995 firom properties tiiat did not produce 
commerdd quantities of dl or gas before 1993. To qudify, domestic crude oil or domestic 
naturd gas must be produced from a property a portion of which is located under at least 400 
meters of water. The credit can be used agdnst tiie dtemative minimum tax and can be 
carried forward but may not be carried back (to reduce taxable income in previous years). 

2. Fit witii criteria 
[to be supplied] 

3. Existing policy baseline 

No oil or gas credits are generdly available on new primary production of regdar dl 
and gas. (Credits are avdlable tiirough tiie year 2002 for tiie production of qudified non-
conventional fiids from wdls drilled before 1993. Tax credits are available for certain 
enhanced oil recovery expenditures. See the description of current law oil and gas tax 
incentives.) 

4. Possible variations 

To reduce revenue costs tiie levd of tiie credit could be reduced from $5 per band, 
tiie credit levd could be affected by oil prices, tiie proposd could become effective at a later 
date, or other restrictions codd be placed on the avdlability of tiie credit. 

5. Pros and Cons of proposd 

Pros 

Cons 

6. Legidative outiook 

[to be supplied] 

7. Costs to Federd budget 

Revenue cost to be supplied. A preliminary (MMS) andysis 

9f 
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8. Otiier Impacts 

[to be supplied] 

9^ 
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DOMESTIC CAS AND O I L IWCEMTIVES 

Materials received for meeting on Friday, March 25 at 10:00aa 

Treasury 

Outline Saotions 

I I . Current U.S. Policies toward the Gas and Oil Industry 
A. Tax Policies 
B. Royalty Policies 

c. Inport, export and security policies 

D. Regulatory Policies 

£. Direct Expenditures 

I I I . Current Proposals Involving Gas and Oil 

A. Tax Proposals 
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I I . A. Tax Policies 
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n.A. OIL AND GAS TAX INCENTIVES 

Introduction 

Preferentid tax treatment is the principd source of assistance provided by tiie federd 
govemment to tiie domestic oil and gas industry. These subsidies, known as "tax 
expendimres", totd in excess of $17 billion over 5 years. Tax expenditures tiiat benefit tiie 
oil and gas industry are considerably larger tiian direct Federd expenditures. Direct 
expenditures are projected to totd $7 billion over 5 years.̂  (To be superceded by DOE's 
direct expenditures information.) 

Tax expenditures are intended to encourage tiie exploration and production of 
domestic oil and gas. These incentives are generdly justified on the ground tiiat ihey 
increase U.S. energy security by reducing vulnerability to an dl supply disruption through 
increases in production, reserves, and exploration and production capacity. However, tiiese 
various means of achieving energy security gdns are not equally cost effective, nor are tiie 
security and economic considerations relating to oil tiie same as those relating to naturd gas. 
For example, in contrast to oil, naturd gas pxoduction is expected to continue to increase, 
gas prices are at tiidr highest levds since 1985, and, in addition, naturd gas production will 
surpass crude oil in vdue and energy content within two or tiiree years. 

Oil and (JSS Tax Expenditures 

Under current law, six tax expenditures are specificdly targeted for the oil and gas 
industry. These are noted bdow in order of tiie size of tiie associated tax expenditure, witii 
a brief description of the tax provision and its effectiveness. (See attached Schedule 1 of 
recent oil and gas tax legislation.) 

The tax expenditures discussed below are measured on an "outiay equivdent" basis, 
i.e., they show the amount of outiay that would be required to provide taxpayers the same 
afier-tax income as are received tiirough tiie tax preference. The outiay equivalence measure 
dlows a direct comparison of tiie cost of a tax expenditure and a direct federd outlay. 

Percentage Depletion 

A taxpayer otiier than an integrated oil company (an oil company that engages in 
substantid refining or marketing) may, as an option under Section 613A (c), deduct from 
taxable income a percentage of oil and gas revenue known as "percentage dqiletion." The 
cost of the property may be first amortized tiirough cost depletion rcfiecting tiie decline in 

' Hie largest direct expenditures involve HUD energy usistance outlays projected to be S3.6 billioa 
over 5 years and $3.1 billion over 5 years of forgone interest on purchases of oil fbr the Strategic Petroleum 
Reserve. Figurea extrapolated from dau b Federal Energy Subsidies: Direct and bidirect Ihtarventions In 
Energy Marketo, November 1992, EIA Service Report SR/EMEU/92-02. 

9 
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March 17, 1994 

MEMORANDUM FOR DISTRIBUTION 

FROM: Heather Ross 

SUBJECT: Domestic Gas and Oil incentives 

previously f l i ^ ' J ^ l ^ ^ ^ ^ ^ ^ 
18. Because °!„^^^|;^^^5oS^S am to 12 noon in Room 10-103 NEOB. 

Yesterday's Deputies meeting agreed -ns^d-J?^^^^^ ?'asked 
proposals for ̂ ^^^J^^So a nJSe/ol things in preparation for a 
the working group *o,?°*.^"!Sree weeks time, 
further Deputies meeting in three wee ^ 

1. Identify the full , f . r e f i n g ^ a r f l L ^ ^ ^ Unston's 
orocess. Those agreed at ̂"̂ ^ ™̂ r''„_.̂ aux' s four proposals in 
« c r ^ 7 n i t ? U \ f r « S S e . r - . ... proposals un.« 
S e ^ l l ^ ^ t by S.n«or Boren'= group. 

prepare a ^ l ^ W l l i ^ ' t ^ ^ ^ ^ ^ ^ ' ^ and proponents in the conrexi: 
initiatives. 

rplfivant economic background, 
3. prepare a P^P«%?^f ̂ '^^JJeflrences Ind other pertinent 

T e Z ^ ^ l f ^ l u ^ ^ ^ ? i p S r i r T h i ^ w r i r u i t ^ f a t e l y . 

Tcc^o^ran^^ -S^^^^^^^^^ 
process. 

4. consider and advise the propar r| . ,t ionshJ^p^b^^^ 

% X \ ^ ' ^ ^ l ^ ^ o f f . ^ t l ^ ^ ^ ^ ^ ^ ^ - e o o n e s « c Oa. an. 

O i l I n i t i a t i v e . 
aoVio^iile for arriving ar an 

s in l ight of the above, propose ^ s^neauxe issues, 
S r ^ a S f c ^ a S l ? r i S M . S " s T a e . . n , requested 
by Senator Boren et a l . 

6 prepare talKing points |or use while the ^^•Jin^=«St°?o; ; ' 
* roSducting i t s deliberations, ^hese a outside them 

a T e l i n r d l ^ f s f S i - ' o e S S t i e ^ — • 
mKtt maior ef fort w i l l be 

r a S l o r p ? o ; i U / - l ? S ^ i r ^ ? - u ' s W e d i s attached. 
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linuoTTf '"TP "^^ iNCEmvia 

overview of tha Gaa and Oil Industry 

Nature of the Industry 

?-!ieSft$Srî a=̂ S-̂ ^̂  
criteria for Evaluating Government policy 

Microeconomic considerations 
Macroeconomic considerations 
Security considerations 
ISgetaiy considerations 

^ rac and Oil Industry 
current U.S. Policies toward the Gas 

A. Tax policies 

B. Royalty Policies 

C. Import, export and s«:urity policies 

r,. Regulatory policies: anviron^ntal and other 

I I I . current Proposals Involving Gas and Oil 

A. Tax proposals 

B. Royalty Proposals 

C. import/Export/Security Proposals 

D. Regulatory Proposals 

c 4̂on 3- paper for each proposal, up to S 
Building blocks Section 3. Pape 
pages in common format. 

1. proposal 
o Pit with criteria 
I : Existing policy baseline 
4. possible variations 
5 pros and cons 
i : S f 4 : ' * f : ^ e ; a f SSSget. gross and nat, Syr and lOyr 
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Revenue Neutrally of Deep-water Incentive Proposals 

project's gross reveSues ^ t f i f " ^ ^ 9 ^ "^'^^ "ntil I 
403 proposes a $5.00 perbtml S • ,° development costs. S. 

What is revenue neutrality? 

*at an, .venues 
from other sources. p^mTl fr^rdZl f f 

that would provide for a IOM S L tall, "̂ u"̂  but 

pS -̂̂ ^d-r.̂ ^ -̂̂ ^^^^^ 

What approaches can be used to diminish revenue impacts? 

Suc'S^n^'^^''^ """̂ '̂° ' ' ^ ' ^ ^ P~Je« .ban it needs to enter 

of the oil and gasVesourecs "̂"̂ "̂̂ ^ '"̂ ^̂ ^̂  ^̂ '̂ e 
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The most successful policies to diminish revenue impacts would both prevent 
undeserving projects from receiving relief and allow for variation in the 
amount of relief. The following policies, listed roughly in descending order 
of effectivenesŝ  could reduce revenue impacts. 

• Case-by-case review] Reviewing the economics of each deepwater 
project would allow the Department to determine whether relief is 
needed and to fine-tune the size of the relief to the specific project. 
However, analyses of fields that have not produced arc subject to 
considerable uncertainties, which could result in determinations that 
prove to be wrong, ex-post. In addition, conducting careful analyses 
of these projeas requires considerable budget and FTE resources. 

• Limit relief to new leas€.s: Limiting relief to new leases eliminates near-
term revenue concerns. In deep water, lead times between leasing 
and development are long enough to delay actual royalty relief several 
years into the future. In addition, bonuses bid on new leases eligible 
for financial incentives allow the Government to recapture some of 
the value of the incentive. 

• "Pay-back" provisions-} The Department of Interior proposed that 
incrementally higher royalty rates apply to post-suspension production. 
Short term revenue losses would fall to the extent that firms with large 
discoveries might prefer current royalty terms over a combination of 
the suspension and higher future payments. In the long term, the 
Treasury would recover all or part of the forgone royalties from large 
discoveries through the higher royalty rate. For the marginal fields to 
which incentives should be targeted, post-suspension production would 
be too small to recover the forgone royalties. Existmg authority to 
reduce royalties on producing leases would still allow the Secretary to 
grant relief to prevent premature abandonment. 

• Addiiioruii screens: In the absence of case-by-case reviews, some 
general screens can reduce the likelihood of granting relief to projects 
that would proceed anyway. For example, the incentive could apply 
only to fields for which no development plan had been filed prior to 
enactment, since development plans are a strong indicator of an 
intention to proceed. While this would eliminate those existing 
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applications, may preclude the careful evaluation of applications if the 90-
day limit is enacted. This increases the probability that there will be 
revenue losses from granting relief to fields where production would occur 
anyway. 

S. 403 (Tax Credit) 

S. 403 provides a tax credit of S5.00 per boe for production in at least 400 
meters of water. Preliminary analysis of the tax credit estimated a lone-term 
revenue loss of over $5 billion from fields that would produce in the absence 
of an incentive. In addition, the tax credit would result in production from 
several fields for which development and production costs exceed the 
expected market value of the resources. Several limitations were 
considered, including a smaUer credit, restricting the credit to new leases or. 
to a specific volume of production, and limiting the credit so that project 
specific taxes would be no less than zero.-^ ̂ However; in the absence of case-
by-case review, no combination of these limitations would clearly result in 
revenue neutraUty. ) ' J 
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Royalty Rate Reduction Program 
For Stripper Oil Properties 

Background 

In an effort to increase domestic oil production, the Bureau of Land 
Management (BLM) amended regulations at 43 CFR 3100 (1992) for 
stripper oil properties. The final rule, "Promotion of Development, 
Reduction of Royalty on Stripper Wells." published August 11, 1992, and 
effective September 10, 1992, established the Stripper Program whereby 
operators can file for reduced royalty rates ori stripper oil properties:^ A 
stripper oil property is classified as one producing less than 15 barreis-of 
oil per day, as averaged over a 12-month qualifying period. Under the 
Program the amount of royalty reduction is dependent on the rate of 
production. The Federal lease royalty rate can be reduced to as little as 
0.5 percehtf 

The Program is designed to operate for five years. The Program can 
terminate prematurely if the oil price, adjusted for inflation, remains on 
average above $28 per barrel, based on West Texas Intermediate crude 
average posted price for a period of six consecutive months. Under 
these circumstances, the benefits of the royalty rate reduction may be 
terminated upon six months notice. 

The BLM initiated the Stripper Program to encourage operators "to place 
marginal or currently uneconomical shut-in oil wells back in production 
and to provide the economic incentive to increase productlon~by 
reworking such wells, drilling new wells, and/or by implementing 
enhanced oil recovery projects.!t A Department of Energy study 
concluded that a royalty rate reduction initiative on stripper oil properties 
could increase annual domestic oil production by 4.7 million barrels. 

The Royalty Management Program (RMP) is now administering the 
Stripper Program for the Bureau of Land Management (BLM). In 
implementing the Program, the RMP issued "Dear Operator" letters on 
August 20 and September 2,1992, describing the Program and providing 
instructions on filing the required form. In addition, a number of regional 
informational sessions were held in September 1992 to provide operators 
with Program details. Every effort was made to notify industry of the 
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availability and requirements of the Program. 

In administering the Program, the RMP is primarily tasked with verifying 
the reduced royalty rates submitted by the operator. Operators of 
qualifying properties must notify RMP of the intent to take the reduced 
rate via a notification form. Operators are required to calculate the 
reduced rate based on their production records for the initial qualifying 
base period, which is defined in the regulations. While the notification 
form is very simple to complete, the time the operator invests in 
calculating the reduced rate can vary depending on the number of wells 
involved in the property in question. It is important to emphasize that 
one notification will meet the regulatory requirements for a five-year 
royalty reduction: submission of an additional notification is needed only 
if the operator wants to further reduce their royalty rate based on reduced 
production levels. 

Experience Under The Program 

The RMP received notification forms on approximately 3,800 properties in 
the initial year of the Program; this represents over 60 percent of the 
properties anticipated to qualify for a reduced royalty rate. Although 
there Is not a single explanation for the other properties not coming 
under the Program, a number of operators told us they decided against 
submitting for the royalty rate reduction because of privately-executed 
contracts they had with overriding royalty interests. The contracts 
provided that if the lessee received a royalty rate reduction on Federal 
royalties, they must pass the windfall on to the overriding royalty interests 
thereby negating any economic gain from the royalty rate reduction on 
the Federal percentage. 

Of the approximately 3500 property notifications that have been reviewed 
by RMP to date, 74 % of the notifications resulted in a match between the 
royalty rate reduction submitted by the operator and the royalty rate 
reduction calculated by RMP. Approximately 7 % of the properties 
reviewed were confirmed for a rate lower than the operator calculated 
while about 8 % of the properties were confirmed for a higher rate than 
what the operator submitted. Only about 6 % of the reviewed 
notifications resulted in a denial of the reduced royalty rate, 
Approximately 5 % of the notifications received were duplicates of 
previous submissions. 
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Since September 28.1993, RMP has received notification forms on 780 
properties. Of the 780 properties, approximately 85 percent are 
properties on which operators are submitting for a further reduction of 
their first-year reduced royalty rate. 

Overall reactions of operators toward the Program have been favorable 
However, several small operators have expressed concerns regarding the 
availability of production Information. Usually these operators have 
encountered problems in obtaining production information on properties 
they took over from other operators. In these cases, RMP provides the 
available production history to them. In a few other cases, RMP has 
been asked why operators are required to submit a notification form to 
qualify for a reduced rate. These operators feel RMP should calculate 
the rate on behalf of the operators and not require operators to calculate 
the rate themselves. The RMP feels strongly that the obligation should 
be with the operator to seek the royalty rate reduction. Individual 
operators have also expressed an interest in having the program 
extended to gas wells. 

Effect iveness Of The Proffrgm 

The overall feedback that RMP has gained from day-to-day contacts with 
the industry is that the Program Is well received. The effectiveness of the 
Program in terms of accomplishing BLM's overall objectives has not yet 
been determined. The BLM is currently conducting a study that is 
intended to provide an overall assessment of the Program's 
effectiveness. 
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March 14, 1994 

MEMORANDUM FOR DISTRIBUTION 

FROM: Heather Ross 

SUBJECT: Domestic Gas and Oil Incentives 

Attached are materials for the subject NEC Deputies meeting on 
Wednesday, March 16, from 8 am to 9 am in Room 180 OEOB. 

* Senator Breaux letter 

* Senator Boren et al letter 

* proposals under development by Boren group 

* summary l i s t of proposals 

The purpose of the meeting i s to consider these proposals and 
agree on a process for establishing an Administration position 
and strategy in this area. 

B i l l White DOE 
Roger Altman TRS 
Bob Armstrong DOI 
Jeff Garten DOC 
Bob Sussman EPA 
B i l l Burton C of S 
Pat G r i f f i n Leg. Aff. 
Joe S t i g l i t z CEA 
Alice Rivlin OMB 
B i l l Galston DPC 
Katie McGinty OEP 
Bo Cutter NEC 
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JOHN BREAUX BTATE OFFICES: 
LOUIEIANA 

I PLASIP Sum 1010 

HwewTr , " ^ (So<)M»40Be 

COMMITTHi: 

Bitited States Senate 
COMm>e^<aiNei«ND WA8HIN0T0N. DC 20810 ^^m^^Ui^o. 

TftANSPom'A'noN 
riiMiiEi 2,1'ttiTM 110 Smn. flooM lOU 

.PEeiALcoHMiTTiioi.M.N6 j j a r c h 7 , 1994 ^- .STi iMMo' 
WMWUTea OPFICI: • * 

BOf^btsMi m m , 8urr( 

The Honorable William J. Clinton 
PreBident of the United States eim̂iLou..*,.: 
The White House oiii«7-a44« 
Washington, D.C. 20500 
Dear Kr. President: 

I appreciate the tine and-attention your A±Rini stration has 
given to the development of an energy policy. Your Domestic 
Natural Gas and Oil Initiative (the initiative) issued in 
Dacenber of 1993 is an important fi r s t step towards developing a 
long-term strategic policy for domestic energy security. I have 
been meeting with key officials of your Administration on 
suggestions which I believe will build upon what you have already 
started in the Initiative. I am writing to bring these proposals 
directly to your attention and urge your support. 

Clearly, for the foreseeable future, oil and natural gas 
will be the key components of domestic energy supply. However, 
with the continuing drop in oil priceis and increase in energy ̂  ̂  
imports, domestic energy security continues to be at risk;; Costs 
of exploration and production are, in most cases, greater than 
the rate ef retum.:> If sreps are not taken, this country will 
lose valuable energy production, thereby further increasing our 
reliance on imports. The following are proposals that, i f 
adopted, w i l l strengthen domestic energy security. 

Expensing of Geological and Geophvaieal costs. Currently, a 
taxpayer can deduct geological and geophysical exploration coats 
only i f the well i s dry. In order to make state of the art 
technology financially available to a l l producers and to 
encourage exploration and production, I have introduced 
legislation (S. 1622) to provide that these expenses are 
deductible regardless of whether the well is dry or producing. 

Deepwater Production Incentives. Some of the last remaining 
oil and gas reserves are prohibitively expensive to recover, 
in partifiul&r, an estimated B billion barrels of o i l equivalent 
are loca-ted in the deepwater, water depths of 400 meters or more, 
of the Outer Continental Shelf (OCS) in the Gulf ef Mexico. 

A State of the art rig in deepwater can cost more than $1 
billion, aa opposed to $300 million for a conventional fixed leg 
platform. Because of the high coat and high risk associated with 
deepwater production, most will only occur with a production 
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March 7, 1994 
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incentive. Legislation I have introdueod, G. 403, would provida\ 
a $5 per barfsl equivalent production tax credit for oil and gaŝ  
produced in the deepwater of the OCS. I t is eBtiiotttHd that this 
tax credit proposal will eraate up te 105,000 new jebe in 1998~̂  
and will auetain job creation at a level of up to 60,000 in tha 
year 3017. 

Marginal Production liicentiveB. The drop in oil prices has, 
in many caaas, made the eoat ef production greater than the rate 
of return. This situation is particularly problematic for 
marginal and etripper producera Lhat provide 14% of the domestic 
eriArgy supply, ^ax relief for theee produoore in the form of a 
produ(;tion tax credit is critical to ensure that the country does 
net loee this valuable production. . -

Environmental Eounligation Fee. Domestic refining capacity 
is iinportant to the national eeouzity of the United States. 
During the 1980'8, 130 U.S. refinarieB cln«ed»*a 42% decrease o£ 
the n\unber of U.S. refineries. There was a correspondinq 
decrease of refining capacity of 20%. A private otudy predicts 
that 37 more refineries with a i.5 miiiinn barrels per day 
capacity (or 10%) of U.S. domestic capacity will be at risk over 
the next xive years. 

Moreover, the production costs of U.S. refiners are much 
higher than those of foreign ovned refiners due to inportant and 
stringent unviroiunental lavs such as the Clean Air Act. There ie 
a signifleant cost differential associatad vith the environmental 
requirements. This decline in refining capacity is a throat to 
U.S. national security. To guard against losing refining 
capacity, a foo en gasoline imports should be imposed to 
eliminate the differential. 

I appreciate your conaideration of these proposals. There 
is strong urgency to act nov, and T look forward to continuing to 
work with you and your Adntinls bratlon on these solutions to 
develop a comprehensive and effective energy policy that will 
help reduce reliance on oil imports and strengthen domestic 
energy eeeurity. 

in Breaux 
UNITED STATES SENATOR 
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CongrEM of tie ®mteb Ibtatei 
asibinstan. BC 20515 

March 10. 1994 

The Honorable William J. Clinton 
President of the United states 
The White Houae 
Washington, D.C. 20500 

Dear Mr. President, 

we join m this letter to call your ̂ tuention to the 

oil prices that began last October has driven u.a. ^. ^as 
rhP roar of ntuch Of our domestic production. This situation n<i» 

unemployed. 

The statistics spealc clearly to " I S j ^ 
aomastlc^ industry .and fj^'of ?hl U??SiSSa^^^^^ 

tnat nave been loat in Itie last deeaae. 

PMclous Mtur.i resources as well as jobs • ' I * ; ; , 
LOW al5° i??'„^nrai.'";?l"?.ahif ?o SroS?e 

If Jhesrweils " i l be plugged and abandoned, which moans that 
? L i ^ «.e?vM " i l l be lost pemianently. It ia astJmated that 
iŜ il/l5?̂ r«e . Will b. L^iiofSSt thi. 

5Sf I ? r ; o s f llrS5=er.'''SS? SSiJ^"a=St'l«oxd to wa.te these 
resources. 

Production is already declining precipitously. U.S. oil 
production averayed only 6.8 million barrels per day in 

?n̂r,«r̂  over 49 percent of U.S. consumpttnn Ot oil. turtner 
dS?eJ^o?a?Ion of tSe domestic industry will only increase this 
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nation's dependence on foreign sources of energy. Imported o i l 
currently accounts for an astonishing $ 44.7 billion of our trade 
deficit. That represents capital fleeing our nation that leaves 
our economy struggling to find the capital to invest and create 
jobs in the United States. 

The job loss and resource loss described in this letter 
cause real econoinic dislocation and drain scarce federal, state, 
and local resources that could be spent for the education/ 
infrastructure, and investments necessary for our nation to 
compete in a global marJcet. Many sectors of our national economy 
have reaped economic windfalls resulting from extraordinarily low 
oil prices. We do not want to impede economic growth in any 
sector ot the United States' economy. However, we feel strongly 
that i t i s in the best economic interest of the entire nation 
that our domestic energy industry survives and that we obtain the 
maximum value from our current investment in the resources 
extracted through marginal and stripper wells. 

Mr. President, ve urgently request a meeting with you at the 
earliest possible time to discuss policy options to address this 
situation. A prompt and effective response to this c r i s i s i s 
required. Although the domestic oil and natural gas producing 
industry i s highly efficient and technologically advanced, unless 
U.S. energy and investment policies are made competitive, the 
U.S. w i l l remain at great risk of the premature and permanent 
loss of v i t a l production. 

Sincerely, 
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Letter to President Clinton 
on tbe doneatic oil and gas industry 

Harch 10r 1994 

Senators: 
Max Baucus (D-MT) 
Robert Bennett (R-UT) 
Jeff Bingaman (D-NM) 
David L. Boren (D-OK) 
John B. Breaux (D'LA) 
HanJc Brown (R-CO) 
Dale Bumpers (D*AR) 
Conrad Burns (R-MT) 
Ben Nighthorse Campbell (D-CO) 
Thad Cochran (R-MS) 
Kent Conrad (D-ND) 
Larry Craig (R*ID) 
Bob Dole (R-KS) 
Pete V. Domenici (R-NM) 
Byron L. Dorgan (D-ND) 
Wendell Ford (D-KY) 
Phil Gramm (R-TX) 
.prrin Hatch (R-UT) 
Kay Bailey Hutchison (R-TX) 
Nancy Landon xaesebaum (R-KS) 
J. Bennett Johnston (D-LA) 
Trent Lott (R-MS) 
Mitch McConnell (R-KY) 
Frank H. Murkowski (R-AK) 
Don Nickles (R-OK) 
David Pryor (D-AR) 
Richard C. Shelby (D-AL) 
Paul Simon (D-IL) 
Alan K. Simpson (R-WY) 
Ted Stevens (R-AK) 
Malcolm wallop (R-WY) 
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Representatives: 

Wayne Allard (R-CO) [4th] 
B i l l Archer (R-TX) I7th] 
Michael A. Andrews (D-TX) [25th] 
Spencer Bachus (R-AL) [6th] 
Scotty Baesler (D-XY) [6th] 
Joe L. Barton (R-TX) [Sth] 
Tom Bevill (D-AL) [4th] 
Henry Bonilla (R-TX) [23rd]. 
B i l l Brewster (D-OK) [3rd] 
John Bryant (D-TX) [5th] 
Jack Brooks (D-TX) [9th] 
Sonny Callahan (R-AL) [ist] 
Dave Camp (R-MI) [4th] 
Jim Chapman (D-TX) [Istl 
Larry Combest (R-TX) [19thl 
Gary A. Condit (D-CA) [18th] 
Jerry F. Costello (D-IL) [12th] 
Cal Dooley (D-CA) [2Ond] 
Chet Edwards (D-TX) [11th] 
Thomas W. Ewing (R-IL) [15th] 
Jack Fields (R-TX) [8th] 
Martin Frost (D-TX) [24th] 
Pete Geren (D-TX) [12th] 
Dan Glickman (D-KS) [4th] 
Henry B. Gonzalez (D-TX) [20th] 
Ralph M. Hall (D-TX) [4th] 
Jimmy Hayes (D-LA) [7th] 
wally Herger (R-CA) [2nd] 
.Joel Hefley (R-CO) [5th] 
Peter Hoagiand (D-NE) [2nd] 
Amo Houghton (R-NY) (31st] 
Earl Hutto (D-FL) [Istl 
James M. Inhofe (R-OK) [1st] 
Ernest Istook (R-OK) [5th] 
William J. Jefferson (D-LA) [2nd] 
Eddie Bernice Johnson (D-TX) [30th] 
Scott L. Klug (R-WI) [2nd] 
Blanche Lambert (D-AR) [1st} 
Greg Laughlln (D-TX) [14th] 
Robert L. Livingston (R-LA) [Ist] 
Jim McCrery (R-LA) [5th] 
Dave McCurdy (D-OK) [4th] 
Scott Mclnnis (R-co) (3rd] 
Alan B. MollOhan (D-WV) [1st] 
G.v. "Sonny" Montgomery (D-MS) [3rd] 
Solomon Ortiz (D-TX) [27th] 
Michael G. Oxley (R-OH) [4th] 
Mike Parker (D-MS) (4th] 
Ed Pastor (D-AZ) [2nd] 
Collin C. Peterson (D-MN) t7th] 
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J.J. Pickle (D-TX) [10th] 
Earl Pomeroy (D-ND) [AL] 
Glenn Poshard (D-IL) [19th] 
Nick J. Rahall I I (D-WV) [3rd] 
B i l l Richardson (D-NM) [3rd] 
Pat Roberts (R-KS) [Ist] 
Dana Rohrabacher (R-CA) [45th] 
J'. Roy Rowland (D-GA) [8th] 
George E. Sangmelster (D-IL) 
Rick Santorum (R-PA) [18th] 
B i l l Sarpallus (D-TX) [13th] 
Patricia Schroeder (D-CO) [1st] 
David E. Skaggs (D-CO) [2nd] 
Joe Skeen (R-NM) [2nd] 
Jim Slattery (D-KS) [2ndJ 
Lamar Smith (R-TX) [21stl 
Charles w. stenholm (D-TX) [17th] 
Mike Synar (D-OX) [2nd] 
•W.J. "Billy" Tauzin (D-LA) [3rd] 
Frank Tejeda (D-TX) [28th] 
B i l l Thomas (R-CA) [21st] 
Craig Thomas (R-wY) [AL] 
Walter R. Tucker I I I (D-CA) [37th] 
pat Williams (D-MT) [AL] 
Charles Wilson (D'TX) [2ndJ 
Bob Wise (D-WV) [2nd] 
Don Young (R-AK) [AL] 
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• Both the tax credifand the phase out price* would be iniise&i te inflation. 

• • The credit must be CTCditablft stgaiVisr mpilar TK md 
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are eUsibletp receive the new well tax credit . • . . 

Coriserisus Adrriirttstrizdve/PegtJ^ofy T r ^ ^ : . > . • • ' "̂^ . ' ? : 

OilPoII»XK«A.tofll)90:.Webeli«^«Th.tthefi^^^ • 
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EnuTBy end Nutural Resbureas ComTTiittce* ^ • ' r. ^ ^ ^ r ; . ; : ; ; ^ \ \ " r:;.:^ : 

R̂ovaltv CoU t̂ibn: "Reiav.Mitmg QffVArnm "̂ tefiislRtti^e propi^' ̂ l i i t '^^^^^T^f J":" 

AiimlnisiraT.nn sriould withdraw llus proposals and woik mUi mdystr̂  c u i ^ . j 
f.nilection proMcnis.". . •:. 

. deviating from recoinirei.datiQns tnadc by. the Ad-morŷ om , . . ^ ̂  repoO_ 
Ih. EPA : considering tightcing - S ^ ^ ^f .^ f S ^ ' ^ S ^ ' ^ ^ . J ^ ^ r ^ ^ ^ ^ " 
io a^nare^ which fetmd that - y ^ ^ ^ ^ ^ ^ t d ^ b f ^ to the indî tiy without 
rnthcr than adppnng ^ ^ ^ ^ ^ J e ' ^ rti^^^^ed rSlsIon of ê dstrng UIC 

reguIatiotTif- ; • 'r 

. Nst«™i «.«rn«^ Damage Assessmerit:, The P ^ ^ ^ ^ ' " ^ ^ ^ ^ S S ^ c d ' 
d̂ v̂ opihg regulauons « impose MiVy aataral ^ ^ ^ ^ ^ ^ ^ f ^ ^ ^ S ^ ^ ^ f .-

• • hazâ ôTdlsd ârges. .AlibouKh relevant ^ ^ - " ^ ^ ^ S ! ; ^ f..' ^ 
.̂emotioTial loss ..f persoos who do not use ^ ' ^ ' ^ . ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ (CV^THowever. «^ 

Sda îon oHiabillty te non-xise val̂ ^ 
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on and Gas Leasing on Public Lands. ,Thf*. rnrftrinr DepaTTment B conducdng an inlcriial • 
review of Ifvims "̂ r"TinntR si new approach called "ecoiystem majtagcmcn.t.''. Cutrcat law,<-the 
Federal TamT Policy Management Act CET2»1PA), is based on multiple use, including o3 and go$ 
leastag actlviTy; We urge the Imeridr Dqiartmcnt to abide thc poaciplo of multiple Tise.̂  

Other LcgislaiivG and Administraitve/RegidaioTy Approaches 

O Limitation* on Esportt. We favor abolishing the existing prohibitions against the export of 
dotneistie crr.v.Tft nfl prnrinrtfriTi. 

Hjgviicd Mui«h 7,1594 
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DOMESTIC GAS AND OIL INCENTIVES 

Boren Breaux 

Tax c r e d i t for f i r s t x barre l s and f i r s t y MCF per 
y y/ day of production from designated e x i s t i n g and new 
^ wells 

^ Expensing of geological and geophysical costs 

Purchasing of marginal and new well o i l for 
/ Strategic Petroleum Reserve 

v/ Tax credit for deepwater oil and gas production 

y Gasoline import fee 

y Reduce financial responsibility requirements under 
V Oil Pollution Act of 1990 

v/ Reduce federal onshore and offshore royalties 

y/ Eliminate royalty collection problems 

y Terminate revision of EPA's existing Underground 
Injection Control regulations 

Exclude liability for non-use value loss from 
*̂  DOI/DOC regulations on natural resource producers' 

liability for hazardous discharges 

• Maintain multiple use principle in o i l and gas 
leasing on public land 

/ Abolish prohibition against export of domestic 
crude oil production 
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DOMESTIC GRS & OIL INCENTIVES WORKING GROUP 

Kyle Simpson 
Rich Rosenzweig 
Elizabeth Wagner 
Carolita Kallaur 
Joe Yancik 
Dick Morgenstern 
B i l l Burton 
Barbara Chow 
Mark Mazur 
Gary Bennethum 
Brian Burke 
Wesley Warren 
Heather Roes 

DOE 586--0148 
DOE 586--7644 
TRS 622--9260 
DOI 208--7242 
DOC 482--0170 
EPA 260--0780 
CofS WHO 456--2271 
Leg. Aff. 456--2604 
CEA 395. -6809 
OMB 395. -3165 
DPC 456 -7028 
OEP 456 -2710 
NBC 456 -2223 

Following are papers received from OMB. 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICe OF MANAGEMENT AND BODOET 

WASHINOtON. O.C. 20603 

OMB ENERGY «t SCIENCE DIVISION FAX TRANSMISSION (202) 395-3165 

March 14, 1994 

Please deliver to: 
Heather Ross, OPD 

Fax was sent from: 
Daren Wong (202) 395-3810 
Energy Branch 

Total transmission: 11 pages 

< M E S S A G E > 

The "Draft Analysis of a Proposal for a National Security Fee on 
Imported Gasoline" is attached. Please direct any questions or comments to 
me. I can be reached on phone 395-3810, or fax 395-3165. 
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ANALYSIS 

The industry's own recent National Petroleum Council repoit (U.S. Petroleum Ref.mng, 

August, 1993) and other related analyses raise serious qnmiotî  about the Coalition's conclusion 

that ihlre Is a national security crises in tiie domestic refining industry. Tlie Coalition's 

arguments simply are not substaniiaied by the facts. Tlie argument's put forth to justify the 

impoilcd gasoline lax are based on faulty premises. 

u s. r,Bsolin«r imports Hre df̂ HnlTif - "ot Inr.rMsinP n 980-199?̂  

Historical data on gasoline and refined product trade do not support the Coalition's claim 

that imports are currently a ihreat to U.S. domestic production. Based on the daU, we find n five 

year trend toward decreased dependence on imports. There Is no basis to conclude that the U.S. 

has increa.scd its dependence on gasoline imports or refined products. 

Bnergy Information AdmlnistraUon (EIA) volume data for thc period 1980 to 1993 

indicates that net imports of finished gasoline have not Increased, and that net imports for all 

refined products fell by 40%. For finished gasoline, net imports accounted for 2.1* of U.S. 

finished gasoline supply in both 1980 and 1993. Net gasoline imports rose to 5.4% cf U.S. 

supply in 1985 and have declined every year since 1989. EIA data shows that total imports of 

finished gasoline rose only 78% from 1980 to 1993, rather than thc tripling claimed by the 

coalition- in fact, total gasoline imports have declined 39% since 1988. and in 1993, wood at 

iheir lowest level since 1983. 

Net imports of all refined products was 7.8% of U.S. supply (on a volume basis) in 1980. 

peaked at 8.f>% In 1988. and declined to 4.7% in 1993. Total imports defined 22% from 1988 

to 1993, see Figure 1. Also, see Figure 2 which shows that net imports of several refined 

products as percent of U.S. supply are actually trending downward sluce the late 1980s, 

Wilh regard to future gasoline imports, the industry studies differ markedly with the EIA's 

projections, AS shown in Figure 3 the NPCs growth and declining demand scenario's project 

little or no increase in future gasoline Imports. The NPC projections include lhe impact on 

foreign refineries of the availability of foreign capital and foreign regulatory requirements. Also 

draft March 14. 1094 
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tt,e NPC brieves it is in,poru.m » ««.gnl» th« *c U.S. col»n tha. drive. «h,cl« .he 

mo» h.s p . . i^ , «... >icen«d drlv„» w..h . c « « » vehicle h» .«ch«. «,e ».u..Uo« ^.ra^ 

and tha. vehicle perfonnance ImptovemenB will ttanslaU io efficiency »ving.. 

EIA data are consiaen. «l<h .he Co.mion's cla.in iha. U.S. refining capaci., «.d .he 

number of operating U.S. refineries dropped during U,c period .980 « 1993. During .he period, 

operating refinery capacity decline, from 17.6 million » U.8 .nilUon b„rels/d.y, while U.e 

number of operating U.S. relinerle., dropped from 31. In 1980 «, 173 i.. 1993. However, refnery 

.„u«owns occurred b«:»»se of market pressures r«lu« e.c«» refining capacity, no. because 

of product imports or regulau-ry related costs. Fn,m 1980 «. 1984. U.S. refiner, uUlî ..ion . . . » 

ranged ftom 67* to 77%. compared «. a oonsls.em hls.orieal range of 85% .o 90%. Marked 

,djus.«i to bring supply in line wiU. demand, as utilisation rates reached 85* in 1989. and 

surpassed 90% in 1993. 

While it is true .hat many, particularly small independent, refineries have sltut down over 

,he las. decade these closure, are largely the resuh of eompeUdve prea»,r». <u.d *c prospect of 

,h. need .o make large capUal invesunents. The small, less technologically .ophis.lct«l 

refineries face a significant disadvantage whenever «,ey ar. rcuired to upgrade. Figure 4 shows 

the tecl,nology gap whid, exists between .he small ...d large refineries. While small, lea. 

efficient and technically less complex refineries have had to clo.«, me produc.ivi.y of the larger 

refineries has increased. From 1983 through 1993. the industry operated with a crude o.l 

throughput capadty in the narrow range of 14.8 u. 15.0 million barrels/day, W "i ' l 

tSfiaaiSS m 1993 than m 1983. m the las. deed,, refinery producivity dramatically increased 

due u> .he use of new .edmology and improved operational efficiencies. 

Finally, *i.h respect .0 .he adequacy of exiting capacity to refine Straregic rcroleum 

Reserve (SPR) crude oil in an cnergency, toutl dom«i.ic daily tetining capachy is abou. 15 

million barrels per day compared wl* SPR s maximum daily drawdown rate of 2 million barrels 

per day Clearly, there is sufficient U.S. cap«:i.y .0 refine SPR oil. In addition, there is nothing 

draft March 14, 1994 
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,0 prevent s ™ oil from being refined abro«.. Tun.1 world crude oil refinery capacity i . about 

73 million barrels per day. Abou. one-fltth is locat«l in the U.S.. U>e largest pccenlage of any 

country. 

mPP.f t|ie reeMlm'̂ '-Y '̂"»"c»ge-

Based on thdr modeling effora using EIA product dema..d dau. the National PeUol«m. 

Council, an indusby advisory gtoup to *e Energy S»«.ar,. conclud«l that -imports may be 

«cpected to play a diminishing role m U.S. light product supply" in fteir 1993 refinery study 

INPC p 26]. underlying ttris projection is NPC assessment U.a. curren, forks' rcfl"^ 

. . v « » g . s w,« no, groK., or w» iUnlnUH U. rte ̂ .u«. The NPC was explici. in I. . .sses»nen. 

,h.. U,e U.S. m«ke. will be a formidable challenge u> foreign refiners given .heir limited offshore 

financial and operating resources; 
"First healUi safety, and environmental costs are expected to increase in all 
fo "ĝ^̂^̂^̂^̂^̂^̂  s'econd. product consumption is expected to 
and product quality is expected to shift u>ward environmental fuels, making P'̂ ^^^ °fi 
"^tsCease' sigikamfy more than in the U.S. . F ' - " ^ ; 

from foreign supply points to U.S. demand centers .s expected to increa.se. [NPC, p.zo j 

Tl,e co.st of meeting environment, safety, and health (ES&H) regulations will be H major 

challenge for the U.S. refining industry. According to the NPC. U.S. refiner capital spending (per 

unit of capacity) will be about 17% higher (or $7.3 billion) in the 1990s Utan the 1980s, but 39% 

lower during 2rx»l-2010 than the 1980s. Furthermore, ES&H compliai)ce and reformulated fuels 

production costs will also increase refiners" operating and maintenance expenses dramatically. 

The NPC estimated capital expenditures by U.S. reHners for stationary source regulatory 

compliance and product quality, amounting to $37 billion during the 1990s, They projected a«t 

two-thirds of this spending will occur in the period 1991 to 1995. The NPC projects that the 

industry will have to .see. external financing to support its cash flow needs and that thts w.U 

make It more sensitive to upswings In interest rates und downturn* in demand. C«h poor 

refiners will have to decrease costs, and may have to sell, merge, partner with other firms, or go 

out of business. In particular, small refiners, known to be generally behind in modernizing the.r 

facilities, will carry an extra burden to upgrade their plants. 
. draft March 14, 1994 
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Although this level of investment will stress *e Industry's .bilily «. finance tf,e .«eded 

changes i. will also eventually affect non-domesUc refiners ^ well. Foreign refineries mus. alao 

mee. domestic product specitica.ions. And In many countries, enviromnenul regul.»ry 

requlreroente are becoming equal to .hose in the U.S. 

yflf rf^niahiliiY 1̂ ' Hn.,.eMir rf.flninc ingpawtf In 1???. 

I, ta difflcul. to argue fta. .he state of U.S, refining ind„«ry is a narlonal securty rt..c« 

when many of companies are m U H good profits on dielr downstteam operations. Refining and 

marketing proflB for the 19 companies tracked by Th. Oil Ball, increased 64* in 1993 over 

,992 while profit margins increased 60%. Protl« snd profit margins ot most of the member 

companies of thc Independent Refiners Coalition also increased in 1993. Because of an Improved 

economic climate encouraging gasoline consumption, and prices of crude oil at five-ycat lows, 

the 1994 profi. picture for rennlng and marketing continues to look favorable. I. seems tl«... 

would be difficul. for me Administration, in ligh. of .he curren. refinery profl. ou.look » jusufy 

providing import fee protection. 

Thf.. National .r""'-'*̂  wpmt̂  "̂ '̂̂iv '̂"'"̂ ^ lowrn''tion?i] recn̂ cnts-
Unless it is applied to domestic as well as imported gasoline, the proposed fee on gasolme 

would violate the GATT. NAFTA, and the CFTA. If the U.S. determined that imported gasoline 

threatened the nation security, a fee could be justified under GATT. NAFTA, and the CFTA. 

Undoubtedly, such a fee would be challenged under GATT. Nothing in the GATT 

permits the imposition of fees on imports to equalize the economic burden bome by domestic 

industry in complying with environmental or other .standards that take the form of mandates, 

rather than taxes affecting domestic products. 

Under the Canada Free Trade Agreement, the U.S. would have to exempt Canada from 

the import fee. Because Canada is a primary source of gasoline imports to the U.S.. exemption 

would significantly reduce thc intended effect of the fee. 

A gasoline import fee of 7 to 13 cents per gallon would, of course, raise the prices 

consumers, truckers, farmers, other businesses and all gasolines users must pay for fuel. This of 

course would adversely affect the International competitiveness of non-refining U.S. mdustry. 
draft March 14. 1994 
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The import fee would al« have a significant effect on income distribution, transferring billions 

of dollars from consumers and business to the domestic ga»llne refining industry. Consumer, 

objected strongly u, last year's A.3c/gallon gasoline tax. 

U S Bureau of Ubor Statistics data in 1980 the petroleum refining industry employed 

155.000 workers. By 1992 there was a 25 percent drop in employment (mostly because of 

productivity increases) to 116.000 workers. However, the rate of decrease was substantially less 

in more recent years declining only 7 percent between 1987 and 1992. IT̂ e a^alition's argument 

that the loss of 10 percent of U.S. refining capacity would result in the loss of 570.000 jobs when 

the industry only employs less than 120.000 is difficult to understand. 

r^ip. .vn^ tir rrr--i —'""^^^ ^^""^^ ''^ 
Uvels of finished gasoline Imports may be much less than that estimated by the Coaluion. 

Revenues from the fee may be much lower than the CoaUtion projects. 

•1-he level of finished gasoline Imports assumed by the fee's proponents is about 

122 million barrels/year, which is 34 percent higher than the 1993 import level of 

VI million barrels (U month esUmale annualized). We believe this places an 

upper bound on 1994 revenues at $267 milUon. $92 miUlon less than the Coalition 

estimate. 

The national security fee is a significant percentage of importer's profits. Some 

importers may stop shipments to the U.S. totally, and others may curtail imporus 

because of reduced demand. Imports may drop beyond 1994 because the fee 

escalates through 1994. Revenues may be far below the upper bounds wc 

calculated above. 

draft March 14. 1994 
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Figure 1. Reduced dependence on Imports of refined proCwis. 

Net Imports of Refined Products 
as a Percent of U.S. Supply 

i9eo leei laez laas I S M 
Source: Energy Informallon Administration, 
Monthly Enarav RBVIBW. JanuarvJSM, Tables 3.4'3.10. 

taea lae? 
Year 

1990 leai 18B2 I B M ' 

11 and 12 month estimate. 

8s a proportion of lotal supply dropped by over 60 percent .n the last decade. Thi* 
classes of products tracked by the EIA. 
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Figure 
2. import dependence for a variety of refined products, including gasoline. 

Net Imports of Refined Products 
as a Percent of U.S. Supply 

PRODUCTTYPE 

Finished Gasoline 

Distillate Fuel Oil 

Jet Fuel 

LPGs 

,980 1981 1W3 IP*- 1985 1WB 1987 1956 lOM 1900 1M1 1902 l a W 

source: Energy information Administration. Year M l and 12 month BStlmalM. 
Monihly Enerov Review, Janaurv 1664 — ^ 
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Figure 3. 

Forecasts of Net Imports of Gasoline 
EIA and NPC Results 

1993 1995 1997 1999 2001 2003 2005 2007 2009 
Year 
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Figure 4. Teehnolotfes .mpl.m.nted ax and l.rg. retlnlna companies. 

On Crude Technology Comparison 
Small vs. Large Refining Companies 1994 

Alkylation 

Catalytic Cracking 

Catalytic Reforming 

Coking 

Hydrocracking 

Hydrorefining & Hydrotreating 

1 i I I 

T ^ I O 15 20 25 30 35 40 
On Crude (%) 

Source: OH & Gae Journal 

Large Refiners ^ | Small Refiners 

Companies capable of refining more 
than 200,000 b/d of crude oil utilize sophisticated refinino 

technoloBles at u much higher level than small refiners. 

The 87 refineries owned by large refiners have an average capacity of 137 670 b/d of crude, 
coJ.paredToTaverage of'34.772 b/d for tha 91 refineries owned by small ref.nera. 



03/15/94 20:07 ©202 456 2223 
03/15/96 lkJ:53 

WHITE HOUSE/NEC 12)012/012 

U.S. Finished Motor Gasoline 
Production, Imports and Exports 

8000-

7000-

1 .ii .BTrl-.L 
•80 • "si • "ea ' '83 • '84 • '85 ' '86 ' '87 ' '88 " '89 ' "90 ' '91 '92 '93 

Year 

U.S. Production Total Imports H i Exports 

Source: EIA 
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U.S, DEPARTMENT OF COMMERCE 

BUREAU OF EXPORT ADMINISTRATION 
OFTICE OF INDUSTRIAL RESOURCE ADMINISTRATION 

14TH & CONSTITUTION AVENUE, N.W., ROOM 3878 
WASHINGTON, DC 20230 

DATE: _ 

SEND TO: 

RECmENTS FAX NUMBER: 

FROM: 

MESSAGE: 

NUMBER OF PAGES INCLUDING COVER: 

1 
If this transmission is incomplete or illegible, please call (202) 482-3695 
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DOMESTIC GftS & OIL lyCENTlVES WORKING GROOP 

NAME AGENCY PHONE ' 

Kyle Simpson DOE 586 -5500 
Rich Rosenzweig DOE 582 -6210 
Elisabeth Wagner THS 622 -X778 
Carolita Kallaur DOI 208 -3500 
Er i c Toder TRS 622 -0120 
Dick Morgenstern EPA 260 -4034 
B i l l Burton CofS WHO 456 -6797 
Barbara Chow Leg. Aff. 456 -2604 
Mark Mazur CEA 395 -5147 
Gary Bennethum 0KB 395- -3634 
Brian Burke DPC 456- -7777 
Wesley Warren OEP 456-6224 
Heather Roes NEC 45602802 
Daren Wong OMB 395-3810 
Don Eiss USTR 395- -5656 
Bernie Kritzer DOC 482' -0074 
Lori Krauss OMB 395-3463 
Michael Shelby EPA 260-5492 
Steven Goldman DOC/BXA 482- -4060 
Hudson Milner TRS 622- -1785 
Ray Squitieri TRS . 622--2340 
Janet Minkler OMB 395- >4993 
Len Coburn DOE 586-5667 

586-0148 
586-7644 
622-9260 
208-7242 
622-0646 
260-i)780 
456-2271 
456-2604 
39S-6809 
395-3165 
456-7028 
456-2710 
456-2223 
395-3165 
395-3911 
482-3195 
395-1086 
260-0512 
482-3195 
622-1772 
622-1294 
395-6895 
586-4341 

Reminder: The next Working Group meting i s Friday, March 25, 
from 10:00 a.m. until noon in Room 476 OEOB. We will discuss 
progress on current assignments and preparations for April 6 
Deputies Meeting. 

Following this notice, i s a listing of names on our permanent 
clearance l i s t for the Gas & Oil Incentives Working Group. 
Hereafter, everyone on this listing will be cleared into the 
GSOIWG meetings. If you are not on the listing, you need to ca l l 
Gaylen Barbour at 456-2802 to arrange for clearance. 
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U N I T E D S T A T E S D E P A R T M E N T O F C O M M E n C E 
B u r e a u of E x p o r c Admin iscrac ion 
Washing ton , D.C. 2 0 2 3 D 

March 24, 1994 

To: 

From: 

Subject: 

Distribution 

Steven C. Goldman 
Deputy Director 
Office of Industrial Resource Administration 

Califomia Crude Oil Notice 

Attached for your review and comment i s DOC's proposed rule 
regarding exports of California heavy crude o i l . 

Attachment 
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(«J special Gî  
-iccon' 

flight. i«plac« che bolt with a serviceable' 
nagnaQuzfid bolt or with a new bolt.Jn 
eccoHaaoa with tbe service bulleji 

(2) Rflplaee each ensting MJJSntnd 
actuator bracket retaininaJMfritem B40 (?' 
N AIR 123940), withp̂ tCew bolt. P/N AIR 
134736. ia accoijitrtfce with the'service 
bulletin. 

(cl AMfâ aext MLC ovarhaui, or withio 
IZ.QperlajidijDgs oAer the effective date of this 

, whichever occurs earlier, remevejihe 
existieg aoM landing gear trunniOB n̂ cross 
bott. P/N NAS 130&-540. aodjC êce it with 
fl cew bolt. P/N NAS IJMxSDD. in 
4ccocdacce with Pmgeipiis C through P. of 
the AccomplishiudElDstructionsofSaab 
Service Bi:lle;icf540-]2-094. dated Oaober 
19. I99r, 

(dl̂ dl alternative method of compliance or 
adî ânect ofthecoispliaoce time 
{Srovidas ag acceptable level of safety nuy be 
M-i64 if approved by the I ' 
5caad.trd(iatioa 8ranch.̂ XM-113, FAA. 
Traciport Airplaae Dĵ euonte- Operators 
stiW tubmit thelxsBtJuests through an 
appropriate FAATrincipal Maintenance 
l̂ p̂sctorj»>IIo ctay add comments and then 
Mcd It jitf^e Msoager. Standardization 

. ANM-113. 
: InfbcTDdUoa coocercing Ch^e^tt^nce 

' ot' ippnvei akeraatii-e me;hodu>r 
corapiiaBoe w^th (his AD, if^ftyTma)- ba 
cbcaiced bom the ManajerStandardizaiion 
Brarxh. MitA-lU.^^ 

(kipennits(nay be tSJued in 
laoce with pMeral Aviation 
•tio^FARJ 21.197 acd 21.1S9 to 
jnhe aiq)1aBe lo a location whera the 

rK t̂renients ef this AO can be 
,̂;8WO(Epll3hed. 

l:ssued in Rectos. VVashir-gtoa. oji>rSrch 
ii. 19»4. 
OUTBU M. Pederson. ^ / i ^ 
iSctjflg Manager, Tmriiport Airplane 
Oit̂ lorul̂ . Ainr^Cenifleotlon Service. 
(FR Doc Mr«M9 Filed 3-23^4; S:45 asl 
eujMO-em aeie-iMi 

iDEPARTMEKT Of COMMERCE 

Bureau ot Export A^mlntstratlon 

(ISCfnPaft777 

[Docket No. 9306S3-91S3] 

nJN WS4-AA70 

Exports of CertatVi Cdlitomlg Crude OU 
AOSHCtz Svucau of Expon 
/\doaiaistratioa, Conunerce. 
ACnOM: Proposed rule with a request for 
coojDetas, 
SUMMAnr: The Bureau of Export 
Admiaistiation (BXA) is proposing to 
azend the shon supply provisions of 
the Export AdmLnistraiion Regulatioos 
(E.*Si] by revision the restrictions on 
expoits to initially allow the export of 
up to 25,000 barrels per day of 
CaUfomia heavy oude oil having a ' 

gravity of 20 degtees API or lower. The 
changes proposed by this rule are based 
03 the {Resident's October 22,1992, 
nemotandum to the Secretaiy of 
Commerce to nodl^ e)dsting 
restrictions on the export of certain 
California heavy crude oil. This notice 
delineates the actions the Department is 
taking to iffipiement the President's 
decision. It also proposes speciRc 
regulatory changes iniplementlng those 
aclioru and solicits public comments. 

DATES: Comments must be received by 
April ZS. 1994. 
AODflESSESi Written comments (six 
copies) should be sent to Bernard 
Kritzer. Senior Industry Analyst. Oflice 
of Foreign Availability, room 1087, U.S. 
Department of Commerce. 14th Street 
and Pennsylvania Avenue ^nv., 
ivashicgton. DC 20230. 
FOR FWRIHERINPOMIATICN CONTACT: 
Bernard Kritzer. Office of Foreign 
Availability (OFA), Bureau of Export 
AdminisUation. Telephone: (202) 482-
0074. 

SUPf>UEMENTART INFORMATION: 

Sackgroufid 

Sectioa 777.e(d)(l) of the Export 
Administration Regulations (EAR) 
restricts exports of crude petzoleum. 
including reconstituted crude 
petroleum, tar. sands and crude shale 
oil This rule proposes to ainend 
§ 777.6(d)(1) to permit exports of cenain 
CalifORiia crude oil pursuant to a 
Presidential Memoisndum of October 
22,1992,1 in which the President 
detennined that exports of California 
heavy crude oil having a gravity of 20 
degrees API or lower were in the 
national interest. Before the Presidei\,t 
authorized this entort of crude oil, he 
made Cadiogs aod determinations 
under three statutes: Section 103 of the 
Energy Policy and Conservation Act (42 
U.S.C 6212(b)]; section 2B(u} ofthe 
Mineral Leasing Act, as amended by the 
Ttuns-Alaska Pipeline Authorization 
Aa of 1973 (30 U.S.C IBS(u)}: and 
provisions of the Export Adminisuation 
Act. es amended, and to the extent 
consistent with law. continued in effect 
through the President's invocation of 
the latersAtional Emergency Economic 
Powers Act The Export Administration 
Act was continued dn March 27,1993, 
by Public Law 103-10. The President 
made findings that exports of Califomia 
heavy oude oil having a gravity of 20 
degrees API or lower (1) Were in accord 
with the provisions of the Export 

• The Pnaidmrttncmotandumot October 22. 
1992. "CKpons of DniMfticallv ftoducad Hetvy 
Crud* Oil" (1 OH. 1991 Cemp., p. 3U1. 

Administration Act of 1979, as 
amendeiL' 

(2) Were consistent with the purposes 
ofthe Energy Policy and Conservation 
Act; and 

(3) Would not diminish the total 
quality or quantity of petroleum 
available to the United States. 

Based upon the above findings, the 
President authorized the Secretary of 
Commerce to modify the existing 
restrictions on the export of crude oil 
produced in the lower 46 states to ' 
initially allow the expon of an average 
quantity of 2S.0O0 barrels per day (MB/ 
D) of Califomia heavy crude oil having 
a gravity of 20 degrees API or lower-

The President also directed the 
Secretary of Energy, in consultation 
with the Secretaries of Commerce, the 
Interior. Transportation, and other 
interested agencies, to conduct periodic 
reviews of such exports in light of then-
existing market circumstances. Based 
upon the results of these market 
reviews, the President authorized the 
Secretary of Energy to recommend to the 
Secretaiy of Commerce that adjustments 
be made in the quantity of California 
heâ -y ccude oil that may be authorized 
for export (i.e.. adjustments to the tnitiil 
average authorized level of 2S MB/D). , 

Department ef Commerce Actions 
The Department proposes to take the 

following actions to implement the 
President's decision: (l) Propose rules to 
implement the President's decision: 

(2) Solicit public comments on lhe 
rules: and 

(3) Pubhsh a final rule implementing 
the President's findings and taking into 
account public comments on this 
proposed rule and other relevant 
evidence. 

The Department of Cominerce's 
Proposals 

This notice proposes to amend § 777.6 
of the Export Administration 
Regulations (EAR) to allow the licensing 
of exports of up to 25 MB/D per day of 
Califomia heavy crude oil ha\-ing a 
gravity of 2Q degrees API or lower. 

To unplement this program, the 
Department, proposes to: (1) Grant 
licenses for these exports on a Hrst-
come-Grst-served basis; (2) authorize the 
expon of up to 25 percent (2.28 million 
barrels) of the axmual authorized 
volume (9.125 million barrels) of such 
Califomia crude oil per license: (3) 
approve only one application per 
company, including its ef&liates, as long 
as there axe other outstanding non-
affiliate company applications in that 
month; (4) allow the licensee up lo 90 
days bom the issuance of the license to 
export the oih (S) require the licensee to 
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certify to the Department in writing that 
the export(s) occurred during the 90-day 
license term: (6) carry forward any 
portion of the 25 MB/D quota that the 
Department has not licensed, except 
that the Department will not carry 
forward unlicensed portions more than 
30 days into a new calendar year; (7) 
return to the available quota volume all 
licensed volumes not shipped during 
the 90-day term of an export license, 
except that the Department vfiW not 
carry forward unshipped portions more 
than 30 days into the new calendar year; 
and (8) allow a 10 perceni shipping 
tolerance on the licensed, but not 
shipped volume of barrels and a 25 
percent shipping tolerance on the total 
dollar value ofthe license, respectively. 

The Department proposes to require 
that a prospective exporter: (l) Submit 
an application on BXA Form 622-P; (2) 
state the total number of barrels for 
export during the 90-day license term 
not a per day rate; (3) include 
supporting documents proving that the 
CLpplicant has: (i) Title to the quantity of 
barrels stated in the application, or an 
accepted order for the purchase of the 
quantity of barrels stated in the 
application, (ii) a verifiable contract of 
sale to export the cmde oil contingent 
on the applicant obtaining an export 
license, (iii) documentation proving that 
the crude oil to be exported has a 
gravity of 20 degrees API or lower, (iv) 
documentation proving that the crude 
oil was derived from production within 
the state of Califomia, including its state 
submerged lands, (v) documentation 
certifying that the cmde oil was not 
produced or derived from a U.S. Naval 
Petroleum Reserve, and (vi) 
documentation certifying that the crude 
oil was not produced from the 
submerged lands ofthe U.S. Outer 
Continental Shelf: and (4) export the 
licensed volumes within 90 days ofthe 
issuance ofthe license and to report the 
export to the Department of Commerce. 
In addition, the Depanment will allow 
the applicant to combine licensed 
quantities into one or more shipments, 
provided that the vaUdity period of 
none of the affected Ucenses has 
expired. As set forth in tha EAR. the 
appUcant carmot transfer a license to 
another person. 

An applicant can file for a license at 
any time during the calendar year. The 
Department, however, will process only 
one license per applicant per month as 
long as there are other non-affiliated 
applications pending during that month. 
The Department will issue validated 
Ucenses expeditiously as long as there 
are sufficient quantities of the. 
authorized heavy cmde oil volumes 
available. If there is no available volume 

of heavy cmde oil. the Department will 
retum the application without action. If 
the volume of heavy cmde oil available 
for export is less lhan the applicani 
requested, the Department will contact 
the applicant and determine if the 
appUcant wants the available volume. If 
not. the Department will reium the 
application urjtliout actioiL If the 
appUcant wants the available volume, 
the Departmeni will request that the 
applicant amend its appUcation to 
reflect the lesser volume. 

The Departmeni will apply the 
procedures eventually aclopted in 
response to this proposed rulemaking 
with additional notice and comment to 
any future increase in the export volume 
that the Secretary of Energy may from 
time to time recommend to the 
Department of Commerce. 

Nature ofthe Export Market 
In developing an approach to . 

implementing the President's decision, 
ibe Department is taking into account 
the nature of the heavy cmde oil expon 
market. The Department's 1989 "Report 
to the Congress on U.S. Cmde Oil 
Exports," (pp. IV-i-IV-11) concluded 
that opportunities to export Cahforaia 
heavy cmde generally consist of spot 
market rather than year-round export 
activity. The repon found that 
opporttmities to export CaUfomia heavy 
cmde oil occur Intermittently and 
randomly throughout the year when the 
price of these oils are low and the price 
of Pacific Rim substitutes are high. Tbe 
Department's recent experience 
monitoring licensed export volumes 
strongly suppotu this position. The 
Department recognized the need, 
therefore, to develop Ucensing 
procedures permitting firms to take 
advantage of brief windows of 
opportunity and to conduct spot market 
export transactions. 

The 1989 Conmierce Report also 
identified numerous potential 
partidpants in such a market wilh a 
wide range of economic strengths and 
capabiUties. The study found that 
allowing Umited exports of California 
heavy cmde oil would enable some 
firms (e.g., the independent producers) 
to expand their crude oil marketing 
opportunities, to maintain their existing 
oil production, and to earn additional 
revenue to reinvest in'exploring for new 
domestic oil reserves. 

The Department also recognized diat 
having only one applicant could reduce 
the effectiveness ofthe export program. 
For example, an exporter could, in a 
Ucensiiig program without time limits, 
apply for and obtain on expon license 
for the entire 25 MB/D per day for a'one 
year period. If, however, the finn did 

not expon the oil because of some 
problem with the transaction, the 
Ucense would never be used. This 
would limit the number of potential 
exporters, deny conunercial 
opportunities to other participants, and 
fmstrate the intent ofthe President's 
export initiative. This concem argued 
for limiting tbe term of aa export Ucense 
to insure that the Ucensee used the 
Ucense and exported the oil, or thai ihe 
volume of oil quickly became available 
to other interested appUcants. 

There was also a need to assure thai 
licenses Issued to exporters would be in 
commercially viable voltmies since the 
total volume initially authorized for 
export is low—9.125 milUon barrels 
annually. It would be difficult io 
achieve economically viable shipments 
if the Department were to issue 
numerous licenses for small volumes 
(e.g.. 100,000 barrels). 

Departmental Considerations 
Given the noted market dynamics and 

commercial consideration, die 
Department considers it necessary to 
develop a Ucensing regime that: (i) Is 
equitable: (2) minimizes govemmem 
involvement in commercial 
transactions; (3) makes licenses 
available to a wide number of 
participants; (4) reviews Ucense 
appUcations expeditiously to allow 
firms to take advantage of time-sensitive 
spot market trading opportunities: (5) 
prevents a firm from obtaining a license 
and not exporting the oil; (6) aUows for 
economically viable export cargoes; and 
(7) does not impose unnecegsaiy 
administrative burdens on exporters. 

Although the Department proposes to 
implement the option of first-come-first-
served, the Department will consider 
and may adopt any ofthe options in this 
miemaking, ot an altemative proposal 
that addresses the above considerations. 
In fact, the Department did consider 
several different options: they are 
discussed below. The Department is 
soUdting comments from interested 
parties on the most effective approach 
for the DeparUnent to implement the 
President's dedsion. 

Option #1—Finl-Come-First*Served 
Under this option, the Department 

would grant Ucenses for the export of 
CaUfornia heavy cmde oil on a first-
come-first-served basis. This option 
involves the minimum govemment 
management of an export licensing 
regime and intervention in the market. 
There are numerous variations to this 
option which involva the number of 
times per year that the Department 
would review and authorize export 
licenses. The Department could grant -
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the licenses annually, quarterly or 
monthly on a firat-come-first-seived 
basis. llMre an also numerous 
variations on (he volume of oU the . 
Departmeiit could authorize per license. 
Under one variation the Department 
could Uceixse (he entire export volume 
(9.125 miUion baneb) to the first firm 
that filed as expon license appUcation: 

Although licensing the entire volume 
at one time Would auieve tbe. 
Department'e.objective of minimising 
the government's iole in export 
transactions, it may resuh in limiting 
this export opportunity to the first firm 
that filed a license appdication. The 
Department, however, wants to ensure 
that tbe potential benefits of the 
program are diffused among many firms 
and utilized. This option, therefore, 
calls for UTiiiHwg tke quantity per. • 
Ucense (i.e., 25 pacoest of the total 
authorized volume) and &r each Hcense 
to have a 90 day limit. In addition, a 
company and its affiUates can receive 
only one Ucense per month as long as 
there are other outstanding applications. 

The IXntartment considers this option 
to be the best means available to'ptovide 
a number of opportunities (at leest four) 
for.a number of firms to partidpate in 
heavy crude oil exports with a 
minimum of gowvminent InterEerence in 
the export transaction. The Department 
also considers that the 90 day license 
term would essure tbe ntlUzation of Che 
Ucense or the rapid retum of the volume 
of oil to the quota so others may use it. 

On the negative side, s single 
company could reqoest end leceive'fer 
four montibs in a row a Ucense covering 
25 percent of the euthorized vohime of 
oil Just by being the earliest apphcant to 
file with the Departmeni. hi addition, 
this option would require the 
Department to Veep running accotmts 
on the amount avtdlable for licensing at 
any one time. The Department; 
however, sfaoaM be able to handle diis 
because the authorized export volumes 
are small and the exports are likely to 
occur intennittently nrther than year 
round. 

Opiion 92—Prorationtag 
Pioratiooing procedures, such as the 

one the Department uses for the Alaskan 
North Slope/Ganada (ANS/Canada) 
cmde oil export re^me, offer some 
advantages but also involve a greater 
measure of government involvement. 
than does licensing on a first<ome-first-
served basis. 

On the positive side, this option may 
ensure that more firms ccMild participate 
in the export program than would be the 
case under Ucensing option #1. This 
option also wqulĉ  alssure evezyohe who 

appUes would gel some portion ofthe-, 
authorized export volumê  

On this negative side, this option 
would entail active govemment 
involvement in •HTn<Tii»»»»riT»g an expon 
prorationing regime on a year round . 
basis. In addition, a prorationing 
scheme could be difficult to administer 
•and could result in econunicdly not 
viable volumes. The volume of 
Califomia heavy crude oil exports (25 
MB/D] allowed under Ihe President's 
October 22.1992 decision amounts to . 
one-half of die volume authorized for 
the ANS/Canada export regime (50 MB/ 
DV Over the past four yean Ibe demand 
for ANS expons to Westem Canada has 
not forced the Department to prorate' 
exports among competing appUcations. 
This may not be tbe case in the. -
CaUfomia situatioa where the volume is' 
much smaller and more finns have 
expressed an interest ID partidpating in 
this program. Although several liceitsees 
with sniall volumes could possibIy< 
combine vohimes to make one 
shipneat. it would not help exporters » 
dial had cootiacts to deUver large 
volumes. 

Option SS-r-Pre-Qualificathm With 
Export NomliiatiDns 

This optiOA would result in a greater 
degreQ of goveramem management than. 
would be the case under any of the 
other options described above because it. 
would involve a two step review 
process of all export licensing 
trasisactioDS. 

Under this procedure, potential 
exportNB would provide enou^ . 
infoimitidn to allow the Department to 
pte-qualify a firm as. an exporter .and 
subsequently grant final export 
authorization to the firm upon the 
provision of mrisfartory infonnation 
regarding end-uscf* and istensediate . 
consignees, if any. 

The first step would involve the 
Department pre-qualiiyiag exporters 
based upon the foQoti^ diietia: (1) . 
Tbe fita is a commerdal entity that is 
interested io exporting California heavy. 
crude oil: (2) the applicant con 
demonstxaie that an end-user is 
inietasted in puRhasing oil from them 
as evidesoed by a lettetttelex 

Tb» QQBuaaiionB process—sMp 2— 
would operate as foUows: 

1. On a monthly basii, a pre^fualified 
exporter would nominate the. quantity it 
would like la.eiaport during the moam. 

2. Ajir»^{ua]iDed0]qpoiterwould . -
have to his twimtnatiftTt no later-
than 10 oolendar days before the first ° 
day of tha month! 

3. At the outset oTeachmonth, the 
Department would notify pre-qualified 
expoitets of Low. aiirh, oil was ayailahle 

fai export pursuant to the quota for die 
month. (It could provide notice by 
having firms telephone a special 
number and/or talk with a licensing 
officer.) 

4. When nominating expon volumes, 
the Ucensee would be required to 
provitle the Department with 
documentation establishine: (a) Title to 
the oil OI a CMtraa to puiuase the oil 
sub)ea to approval of the export 
transaction; (o) a contract or contingent 
contract to export the oil subject to 
approval of the export transaction. The 
Department would also have to approve 
the inlennediate and ultimate foreign 
con^gnees for the oil and; . 

5. 'fae licensee would have 30 days to 
complete the export If the expon did 
not occur during the 30 day license 
term, the Department would return thp 
volume to this quota. If the Ucensee. 
shipped pert of the volume, the 
Department would retum unshipped 
volumes to the quota.. 

Other key provisions Include: 
1. TheDepBrtment would allow the 

expon of up to a lotal of 2.28 l.ooo 
barrels durmg any .30 day period. 

2. The Departmeint would limit 
individual company ei^rts to, 
1,000,000 barrels of oil during any 30 , 
day period. 

3. The Department would process 
only one nomination per firm per 30 
day period as long as there are 
outstanding nonuoalions frtim non-
affiUated fmns. 

The Department would iroplement the 
following provision in the event the 
volume of cmde oil nominated for 
export exceeds the amouai allowed 
during a 30 day period: 1. It would 
aUocate to each applicant an equal share 
of the authorized volume. For example, 
if five licensees nominated a total over 
the atuhoriaed volume of expons, the 
Dqianment would allocale eachpany 
20 percent of the volume available for 
export (i.e., 456,000 barrels out the tbtal 
of 2,281,000 barrels available), and 

2. Licensees would be allowed to 
combine volumes to achieve economic-
sized cargoes. 

On the positive side, this option 
would be responsive to the.spot-market 
natun of die markeL The pie-quaU îng 
process niay ensure that many firms had 
the opportimity to participate in the 
export program. 
. On the nsgarivB side, die Depann 

coDsideis the two-step review process 
unneeessarily hureaucratic. This , 
approach wuild require the Department 
to actively managr Ucenaes and keep 
running accounu OD the amounts 
available for licansug «i any one time. 
In addition, ea^ortois would have to 
contBct the DepaTtmcnt on. oa OBgotog . 
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basis to determine what volume was 
available for export during e given 
month. Exporters would have to 
constantly report on whether they . 
conducted exports and whether they 
exceeded their authorized export level. 
The Department would also have to 
establish a procedure to screen and pre-
qualify new entrants on a continuous 
basis 10 ensure that they would receive 
an opportunity to participate in the 
export program. 

The Department invites written, 
comments from interested parties that 
may assist it in implementing the 
President's dedsion. SpedficaUy, we 
solidt information conceming the 
following: 

(1) What are the pros and cons of each 
of the Ucensing options presented, and 
which, if any. do VOU prefer? 

(2) Are there other'boensiag . ' 
approaches that would better allow U.S.. 
exporters lo take advantage of this 
opponunity? If you have a spedfic 
Ucensing scheme in mind, please 
explain it, discuss the pros aod cons of 

. the seleaed option, and explain how 
the Departmeni diould implement your 
approach. 

[2] Should the Department review 
export license applications mondlily. or 
more or less frequently (e.g.-, quarterly, 
semiarmually, armually. continuously)? 
Are exports of up lo 2.28 milUon barrels 
per Ucense sufficient tp m.akelicenses 
available to more than one company 
while retaining the commercial viabiUty 
of the exports? If not. what is the . 
optimal cargo size (barrels) for 
ecoaomicaUv viable export shipments? 

(3) Shoula on eniorter have more or 
less lhan a 90-day Ucense to export 
CaUfomia cmde oil in a spot market 
trading envirorunent? What wquld be ' 
the optimal liine to allow an exporter to 
pursue business activities whUe not 
denying opportunities lo other 
exporters? 

(4) Should the Department carry over 
export volumes not shipped in one 
calendar year to the next year? What is 
the optimal time that the Depanment 
should cany over volumes not shipped 
during one calendar year? 

(5) Are Uiere any spedfic heavy . _ 
crudes, with particular assay properties, 
that the Department should exclude 
from Ucensing? Comments in this area 
should indicate the spedfic soutce and 
type of cmde, its fiill assay, Ihe unique 
nature of lhe assay, the av^abiUty of 
substitutes and the special user. 
Conunent Procedures 

Tixe Department.is iwuing this rule in 
proposed form and will cpnsider pubUc 
comments in Ihe developinent of the 
final regulations. The Department • 

encourages interested persons who wish 
to comment lo do so at lhe earliest 
possible time to permit the fuUest 
consideration of their views. 

The following procedures will apply 
to any comments submitted pursuant to 
this procedure: (1) Interested parties are 
invited to submit written comments (G 
copies), opinions, data, information, or 
advice with reaped to this notice to the 
address above by the dates spedfied 
above; . 
. (2) 'The Department wiU consider all 
comments received before the close of 
the comment period in developing final 
regulations. While comments received 
after the end of the cconment period will 
be considered if possible, this cannot be 
assured: 
. (3) All pubUc comments on these 
regulations will be a matter of pubUc 
record and will be available for pubUc 
inspection and copying. 
(Coannunications from agericies of the 
Uiuted States Goveminenl or fbrei^ 
governments wiU not be made available 
for pubUc iiispection.): 

(4) In the interest of acciuacy and 
completeness, the Department requires. 
comments in written form. Oral 
comments must be followed by written. 
memoranda which w]U also be a matter 
of pubUc record and wiU be available 
for public review and copying; 

(5) The Department wul not accept 
public comments accompanied by a 
request that a part or. all of the material 
be treated confidentially because of ita 
business proprietary nature or fbr any 
other reason. Hie Department will 
return such comments and materials to 
the person submitting the comments 
and %iriU not consider them in the 
development of final regulations; and 

(6) .Ine comments received in 
response to this notice will be 
maintained in the Bureau bf Export ' 
Administration Freedom of Infomiation 
Records Inspection PadUty, room 4525,-
Deoattment of Commerce, Mth Street 
ano Pennsylvania Avenue, NW., . . 
Washington, DC 20230. Interested 
parties may inspect md copy records in 
this faciUty, including written public 
comments and memoranda 
summarizing the subĵ ance of oral 
commimicaiions. in accordance with 
regulations pubUshed in part 4 of title: . . 
15 ofthe Code of Federal Regulations. 
Information about the inroecdon and 
copying of records at the bdUty may be 
obtained from Margaret Comejo, Bureau 
of Expon Administration Freedom of 
Information Officer, at the above 
address or by calUng (202) 482-5653. 

Rulemaking Reqiiirementa 
1. This proposed rule caotoins 

coUections of infonnation sub)ect to ihe 

requirements ofthe Paperwork . 
Reduction Act of 1980 (44 U.S.C 3501 
et seq.) The public reporting burden for 
this collection of information is 
estimated to average 12 hours per 
response. Including the time required 
for reviewing instmctions. searching. 
and maintaining the necessary data, and 
completing and reviewing the collection 
of infonnation. Send comments 
regarding this burden to: Bernard 
Kritzer,-Senior Industiy Analyst, Office 
of Foreign AvailabiUty. room 1067, U.S. 
Department of Commerce. 14th Street 
and Pennsylvania Avenue. hJW., 
Washington. D.C, 20230; and to the 
Office of Information and Regulatory 
Affaiis, Office of Management and 
Budget. Washington, DC 20503. Project 
No. 06»4rAA70. 

2. Because a notice of proposed, 
miemaking and an opponunity for . ~ 
pubUc comment are not required to be 
given for this mle by section 553 of the 
Administrative Procedure Act (5 U.S.C 
553) or by any other law, under section • 
3(a) of the Regulatory FlexibiUty Act (5 
U.S.C 603(a) and 604(B)) no initial or . 
final Regulatory FlexibiUty Analysis has 
to be or will be prepared. 

3. This proposed rule dees not 
contain poUdes with Federaliism 
impUcations suffident to wanant 
preparation of a FederaU&m assessment, 
under Executive Order 12612. 

4. This rule was not subject lo review 
by the Office of Management and 
Budget under Executive Order 12866. 
List of Subjects in IS CFR Part 777 

Administrative practice and 
procedure. Exports, Forest and forest 
products, Petroleum. Riapotting and 
recordkeeping requirements. 

Accordingly, pan 777 of the Export 
Administration Regulations (15 CFR 
parts 730-799) is proposed to be 
amended as follows; 

1. The authority dtation for 15 CFR 
part 777 cojitinues to read as follows: 

Atttboriljr: Pub. 90-i9Si, 82 Slat 197 (18 
U.S.C 2S10 «f se<}.), as amended: sec. 101, , 
Pub. L 93-153, .87 Slat S76 (30 US.C IBS), 
as unended; sec 103. PuK L. M-163, 69 ' 
Slat. 877 (42 us e 6212). as amended: sees. 
201 and 201(11)(e]. Pub. I . 94-258,90 Stat. 
309 (10 U.S.C 7420 and 7430(e)), aa 
amended: Puk L 9&-Z29,91 Stat 1628 (so ' 
U.S.C 1701 ef teq.): Pub. L 95-242,92 Sist. 
120 (22 U.S.C 3201 el nq. and 42 U.S.C 
2139a); sec 208. Pbb. L 95-̂ 72.92 StaL 668 
(43 U.S.C 1354); Pub. L 96-72. B3 Stat. 503 
(50 U.S.C. App. 2401 et sê .). as amended; 
E.0.11912 of April 13,1976 (41 FR 1SS2S, . 
ApnViS; 1976); E.Q 12002 ofjuly 7.1977 
(42 PR 35629. July 7,1977), aa amended; E.Q. 
12058 of May 11.1978 (43 FR 20M7. May 
16,1978): E.a 12214 of May 2.1980 (45 FR 
29783, May 8. isao): E~ai2730 of September 
3a 1990 (55 FR 40373. OctobcK 2.1990). as 
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continued by Notice of Ŝ tember 2S. 19S2 • 
(37 FR 44649. September 28.1992): mid E.O. 
1273S of November 16.1990 (SS FR 48587. 
Novambar 20,1990). as continued by Notice 
of November 14,1991 (56 FR 5S171, .. 
November 15.1991).. 

PART777-tAMENDEW 
3. Section 777.6 is amesided by 

adding a new paragraph (dUl)(}di} and 
a new paragraph (k) to read as foUows: 

$777.6 P^leumandpetroleuRi ] 
pfoduct&i 
• * • ' » • 

(d) • • • 
(1) - • • 
(xii) Exports of certain Califomia 

crude oil. CaHfomia heavy cnide.oil can 
be exported under Ihe followirig 
conditions: (A) The commodity has a 
gravity of 20 degrees API or lower; 

(B j The commodity is produced in the-
state of Califomia, nrĉ uding Its 
submerged state lands; 

(C) Tne'appUnnt certifies by affidavit 
that: (I) The commodity is not produced 
or derived bom a TJ-S. Naval Petroleurn 
Reserve; 

[2) The commodity is not produced 
from the submerged lands of die U.S. 
Outer Continentu Shelf; and 

{3) AB aspects of die transaction 
comply wim the provisions of 
paragraph (k) of this section. 

(k) Exports of Califomia heavy crude 
oil pursuant to 5 777.6(dXlJ(xuJ- The 
export ot CaUfomia heavy crude oil will 
be allowed for ao average of ao Bote 
than 25,000 banels per day (MB/D) (or 
such greater or lesser volume as the 
Secretary laf Commerce anilhorizes based 
on the determination and 
recommendation ofthe Secretary of 
Energy) California heavy crude oil 
having a ̂ vity of 20'degrees API or 
lower as Ibllows; 

(1) AppUcants must submit 
applications on Fonn BXA-622P to the 
follovring address: Office of Export 
Licensing. ATTN: Short Supply, . 
Petrolenm, Btxreau of Export 

. AdministiHtion, U.S. Departmeiit of 
Commerce. P.O. Box 27a, Washington. 
DC 20044. 

(2) The quantity stated on each 
apphcation must be tbe total nuaber of 
barrels—not a per day rate. This 
quantity must not exceed 2.28 miltiOH 
barrels or 2S petoent of the annual 
authorized export inota. 

(3) Each apphcabon shall his 
accompanied oy docuznexrts that show: 
(i) Tbe applicant has or will acquire a 
title to tbe quantity of ̂ lanels stated in 
the applicatioo by providing either an . 
accepted oontnct or biUftf side for lhe 
quantity efbatteb stated in die 

qipUe8tiOB;,or a t \tii\imX to 
the quantity of barrels stated in 
applicatianr v^iich may be ccadngent : 
upon issuance .of an ei^ort license to • 
theappbcant; 
. (ri) Cantract(s) to export the (quantity 

of barrels sttted ia die appUcatioa, 
whidi may be ooidingem upon issuance 
of tiie export license to the spfHesal 

(iii) Tbe crude oih (A) Has a grsvity 
of 20 degrees API or lower: • 

(B) Was produced within the state of 
CaUfomia, incduding its Mbmerged state 
lands; 

(Q Was not produced or derived from 
a U.2. Naval Petroleum Reserve: and . 

(l^ Was not produced from -
sobaiaiged lamds of the U.S, Outer 
Continental Shelf. 

(4) DEL will adhere to the JdUowtng 
procedures for Uceiising expons of 
Caliitiniia oude oih 

(i) OEL WiU issue validated hoBBses 
for approved appUcations ia dn order 
In vdddi lecelved the sppSaattiaa 
(date-time stamped), with fhs total 
quantity authorized not to exceed 2S 
peiceot (2.28 inilHoii banels) of ^ 
aimual (9.12S nilUoa banel^ -
authorized whnae per license: ff any 
unused quota eodsu. OEL will continue 
to issue Ucenses far the unused partial 

. of die quota. 
(ii) OEL will aî oDve tnly one 

application pec nioBdi fcr each 
company and itt afBIiates, as long as 
thue«ie other noo-affiliatod ~ 
applieatioDS pending during that month. 

Uii) QQ. will cany forward any 
' pordoB of te 2S MB/D tfnaHi tet OEL 
has set boeased. except that OEL will • 
not cany aver any onulocated portions 
more thsD SO diya iate a newcaaendar 
year. 

(iv) OEL wilTreturn to te available 
authorized export quota any pordon of 
the 25 MB/D qeota tet OEL had 
licensed but a boenaee had not shipped 
within te 90 day authoriad Ucense 
tenn. except that OEL will net cany 
over unsUpped ToItBDes more (km 30 
days into « Bcw caiendaT year. 

(5) LioenaB holders: 
(t) Have 9ft cakndar days horn te 

date OEL issued te boeiue to export 
the quantity outeiiBd on te Ucense. 
The exporter is leqoind to provide OEL 
with a certified statement cuufkiuiug 
te dateand'quaatiiy of expoi^ 

(fi) May ganbinB stateciied 
qnanlitiee liilo one s wtn shlpvenlx. 
piQvidad tet te validity period of 
none of tbe a&cted Ucenses has 
expired. 

(iii) Ate ptohibiled froa transfemng 
te license to another paity. See, 15 CFR 
part 787. - ' • -

(6) OEL witt allotf, putsuant to 
§ 78&7(e) of this sufachepte, a t« 

percent doping tolerance on te 
unshipped balance hased upon te 
volume of barrels it has authorized, fai 
addition to te 10 percent tolerance on 
te unshipped volvne of barrels, OEL 
will aDov B 25 percent shipping 
tolerance on te total dollar value of te -
license. 

(7)QEL: 
^ Will not cany over to te next 

calendar year pending applications from 
the previous year. 

• (iij Will w l y te procedures" 
described in this section widiout 
notifying te pubUc concerning any 
ihoease in export volume autmarized by 
te Secretary of Ei>ergy from time to 
time. . . . 

Dated; March 17.1994. 
SueE.Eckert, 
AssUtotitSeantoiyfot Export 
Adatnittmtion. 
(FR Doc 94-6965 Filwl 3-23-94: 6:45 an) 
eiLUNs oooE asit^-f 

DEPARTMENT OF STATE 

Bureau of Economic and Buslnc 
Affairs 

22 CFR Part 89 
{Publtc Notice 1 

ForelQp.Koh)bttlon9 on Longshore 
W^ik^ ILS. Nationals 

AQENCr: Department of State. 
ACTION: Advance notice of 
rulemaking. 

SUMMART: In acomdance wifh te 
ImmigratSoiî zcaNartioDality Act of 
1952. as^annded, te Deportment of 
State Jr^ocppiling inlbnnatioa to update 

I. by particular activity, of 
countries that prohibit by. law. 
regulation or ia practice oewmei] 
aboard U.S. vessels from p^jls^ing' 
longshore work. 
DATES: Intere8te .̂]iSfties are invited to 
submit comjirints in tripUcateby April 
25,18 

Susses: For maiUrig public 
'^mments: OIBce of Man time and Land 
Transport (EB/TRA/MA), room 5828, 
Depaitaaent of Stale. WasUnaipnrOC. 
20520-581& ^ > ' ^ 
FOa FIMTHER WFraiilCflON CONTACT: 
Stephen l /L}4S^, Office of Maritime 
aniiLanA'transpQit. Department of 
S{0i«rt2OZ) M7-6961. 
SUPPLEWENTART INFORMATION: SectiOE 
258(d)(2) of te Inunigratio 
Nationality Act of l9S2^w«iaed by Ihe 
Immigratioa AOt DfuatfTPublic Law 
101-^9, • U.S^p<<l2B» Riereinafter 
te Act) dinsl^te Secretaiy of State 


