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December 6, 1993

MEMORANDUM EFOR Vice President Al Gore

FROM:; -
SUBJECT:

Lioyd Bentsen, Secretary of Treasury

Ron Brown, Sacretary of Commerce

Mack MclLarty, Chief of Staft

Carol Rasco, Domestie Pollcy Councll

Bab Rubin, National Ecenomic Councll
Laura Tyson, Council of Economic Advisors
Bl Burton, Staff Director to Chisf of Staft

Bill White

MEETING ON OIL PRICES

| am forwarding to you the attached material as background for the NEC meeting to
discuss oil prices tomorrow afiemoon. 1 have enclosed a one-page “Highlights of the
Oil Price Book™. The "Briefing Book on Impact of a Dramatic Oil Price Decrease” will
be given to you tomoirow.

In averview, the oil price decline of recent months is not ag extreme as the decline of
1988. As a result, the economic bensfits and costs are not as dramatic, Nonstheless,
the impacts of low oll prices are similar and can be fairly characterized as follows:

Nationa! economic growth will be stronger. Sustained low oil prices will
have a net positive Impact on the economy in terms of GDP and job
grawth.

Consumers and energy intengive industriss will bensfit from lower energy
prices.

The natural gas and oil industry and associated service Industries will
lose jobs. These job losses will be concentrated in the nation’s gas and
oil producing States. The technolegy base will continue to declins.
Low energy prices reduce inflationary pressures.

U.S. gae and oll production will decline.

Oil imports, specifically from the Persian Gulf producers, will increass,
both for the United States and the world..
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Specific Impacts of Lower World Qil Prices
(Assumas $16.43 per barrel in year 2000, 1991 Dollars)

. Gross Domestic Product averages $33 billion higher each year.
. Net smpioyment increases by 400,000 to 500,000 jobs.

- Direct losses In oll and gas production: 60,000 to 80,000
- Indirect lossas in support industries: 132,000 to 198,000
- U.S. job gains from lawer energy pricas: 0.6 tv 0.8 million

. Domestic oil production is expected to decrease in 2000 drops by 1 million
barrels per day compared to current baseline projections. Qil consumption
rises by 2.1 million barrels per day. Oil imports increass by more than 3 miliion
barrels per day to 64 percent of tota! oil consumption.

. On the lower oil price path, natural gas production in 2000 Is 16.8 TCF rather
than the previous baseline estimate of 19.2 TCF. a reduction of 12 percent.
Consumption closely follows production rates.

. Expected growth of renewable and alternative fuels lags at lower oil prices.
However, both sources still increase compared to current lovels. At lower oil
prices, renewables growth is 29 percent rather than 31 percent over the decade
of the 1860s.

. With low oll prices, carbon emissions rise by 81 million metric tons in excess of
the baseline forecas!.

Office ot Economic Analysis
December 6, 1993
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Highlights of Oil Price Book

Qil prices have been historically volatile. Sharp price movements within short
periods are not uncommon.

The volume of oil imports from the Persian Gult increased from 93 million

barrels In 1885 to more than 600 millions barrels in 1988--an incrsase of more
than 800%. This trend will continue.

In 1986 prices fell more than 50% in six months. Qil patch states were hurt
economically; bank capital and real estate values declined.

- Exploration declined by 50%; independents wee hurt.

- Domestic oil consumption rose; refining and marketing fared well.

- Lower oli prices reduced inflation and interest rates, and helped sxtend
the already mature economic expansion for 3 additional years.

1993 differs from 1986. Tc date, oil prices have declined about 20% in 8
months.

- So far, the 1993 prica decling Is smallar and less sudden than the 1988
drop. Because of this, the impacts on the economy and il production
are similarly smalier.

- The sconomy of the Southwest is far more diversified than it was in
1986. An oil price decrease will hurt the oil pateh, but not as mugh as in
1986,

Lower ail prices, even at $15 per barrel, will increase GDP and employment
from projected levels of a year ago.

- But low oil prices reduce U.S. oil and gas praoduction,
Increase oil imports, and

Increase domestic energy consumption, and

- Increase air emissions.

National economic growth will be stronger, with particular advantagas to
transportation, paper, primary metals, petrochemicals, and cement and glass.

A decrease In oli prices will also put downward pressure on the prices of natural
gas and other fuels. Low prices will reduce expected levels of natural gas
production. This will limit the capability of natural gas to penetrate new and
existing staticnhary source markets and 10 replace oll In the transpornation
markets.

@oos
o004
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- Natural gas penetration into new and existing markets will decline.
- Expanding use of renewable and alternative fusis will be slowed.
- Alr emissions will increase.

cc:  Sylvia Matthews



THE WHITE HOUSE

WASHINGTON

October 29, 1993

To: Distribution
Cc: Bob Rubin
Bo Cutter
Bill White

Kyle Simpson
From: Heather Ross

Subject: DOE Domestic Natural Gas and 0il Initiative

The NEC will convene a deputies meeting on Wednesday, November 3,
from 2:00 to 3:30 pm in the Roosevelt Room of the White House to
consider DOE's Domestic Natural Gas and 0il Initiative.

The initiative is described in a policy statement and an
implementation plan, both of which are enclosed. These documents
reflect the review of an interagency working group of affected
agencies.

To accommodate everyone in the Roosevelt Room, each agency is
asked to keep its attendance to two representatives. Please call
Gaylen Barbour, 456-2802, for clearance into the White House.
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DOMESTIC NATURAL GAS AND OIL INITIATIVE

I INTRODUCTION

Earlier this year Secretary Hazel R. O’Leary announced that the Administration would
develop a "plan that will lead to expanded opportunities for domestic gas and oil
producers.® The Secretary noted that "the end goal of this project will be to develop
new and expanded opportunities for jobs in the domestic gas and oil industries, while
fostering a climate which will increase production from domestic resource bases and
reduce our reliance on foreign oil.”

A viable and productive domestic gas and oil industry is essential to our shared national
goals of increased trade, national security, and environmental preservation. Even with
the aggressive increases in energy efficiency and new sources of supply -- increases
the nation must strive to achieve -- a sound economic future requires an investment in
our domestic gas and oil industry. By leaming to use our gas and oil resources more
productively and efficiently, we will preserve worldwide skill and product export
opportunities that are vital to our economic future and our leadership role around the
world.

This document summarizes the intent of the Domestic Natural Gas and Oil Initiative,
which is to develop an effective approach for maintaining the viability of the American
gas and oil industry without compromising economic efficiency or environmental quality.
We fully recognize that this Initiative is only one part, but an important part of the
Administration’s enargy, economic, and environmental policies. In total, these policies
reflect the need for job creation and security, global competitiveness, preservation of the
environment, improved energy efficiency, and national security. The Administration has
developed, and will continue to develop, initiatives that reflect these priorities.

To cite just a few related examples:
] The Clean Car Initiative is dedicated to working with the automobile

industry to develop a fuel efficient car, in order to reduce our long-run
dependence on oil and associated greenhouse gas emissions.

. The Climate Change Action Plan represents the Administration’s plan for
reducing the growth of gases linked to global warming, primarily via
increased energy efficiency actions.

. The Natural Gas Utilization Initiative is focusing the Department of
Energy’s research and development efforts on new and more efficient
types of natural gas end-use technologies, such as fuel cells and natural
gas appliances. T

DOMESTIC NATURAL GAS AND OIL INITIATIVE DRAFT
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J The Clean Cities Program and the Federal Fleet Conversion Task Force
are working to accelerate the introduction of low-pollution, alternative fuel
vehicles into our urban transportation markets;

. The Renewable Fuels Programs are a continuing coordinated effort of the
Departments of Energy and Agriculture to explore with industry the cost-
effective and environmentally beneficial utilization of agricultural and
forestry resources in the manufacture of biofuels and their chemical co-
products (e.g. ethanol, methanol, fuel additives, and biodiesel) for
transportation and the generation of electricity for utility applications.

In addition to these initiatives, the Department of Energy, the Federal Energy
Regulatory Commission (FERC), and other Federal agencies are in the midst of
implementing the Energy Policy Act and many other new programs and policies that
affect transportation and energy use.

All of these efforts, and many more to follow, affect the nation’s gas and oil producers
and consumers. However, these efforts stop short of examining issues unique to the
exploration, production, and refining of domestic gas and oil resources and the
particular economic and energy issues posed by our increasing reliance on imported oil.

The purpose of this Initiative is to address these issues in the context of the array of
new Federal policies. Moreover, the global economic and political environment has
changed so much in the past few years that the effects of our petroleum dependence on
domestic economic activity may need to be restudied.

Two key overarching goals of the Initiative are enhancing the efficiency and
competitiveness of the U.S. industry and reducing the trend towards high imports. Most
of our economic competitors strongly encourage petroleum conservation - often
through imposition of high consumption taxes -- in part to reduce their vulnerability to
price shocks and supply interruptions. Americans have preferred to find other strategies
to address these problems. As a complement to these efforts, we propose additional
policies to strengthen exploration and production of domestic gas and oil resources in a
cost-effective, pro-competitive manner.

DOMESTIC NATURAL GAS AND OIL INITIATIVE DRAFT
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The Initiative was developed by working with stakeholders and various Federal
agencies with significant energy responsibilities. Figure 1 summarizes the three major
elements of the Initiative:

(1)  toincrease domestic gas and oil production and environmental protection
through the advancement and dissemination of new exploration and
production (E&P) technology;

(2) to stimulate markets for natural gas and enhance its feasibility as a
substitute for imported oil; and

(3) to streamline and improve communication and govemment
decisionmaking.

In addition to these three elements, the Department of Energy will undertake a broad
new study, coordinated by the National Economic Council and the National Security
Council of the costs and benefits of increased petroleum imports. This study will form
the basis for additional actions, if any, found to be warranted under the study.

In assembling the Initiative, the Department has sought to achieve the specific
objectives without sacrificing other paramount national interests, such as deficit
reduction, economic growth and environmental protection. Wherever possibie, the
tactics and actions under the initiative take advantage of market forces, and also seek
to achieve a cooperative and efficient balance between the public and private sectors
and between Federal and State governments.

DOMESTIC NATURAL GAS AND OIL INITIATIVE DRAFT
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Figure 1

Domestic Natural Gas and Qil Initiative Roadmap
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. THE NEED FOR ACTION

A. The Worldwide and Domestic Importance of Natural Gas and OQil

Natural gas and oil will remain critical elements in every nation for the foreseeable
future. In 1990, United States consumers spent over $300 billion on gas and oil--5.5
percent of Gross Domestic Product (GDP).! Gas and oil supply 99.9 percent of
transportation fuel needs (almost entirely oil); 75 percent of industrial needs;? 61 percent
of residential and commercial needs and 13 percent of electric utility needs.?

In the rest of the world, natural gas and oil are equally important, or, in some cases,
even more important commodities, than in the United States. Gas and oil consumption
represent 61% of total energy consumed worldwide in 1991.* Because of the
developing world's enormous appetite for energy, gas and oil are likely to play an ever-
increasing economic role. In addition, global warming concerns may cause an even
larger shift towards gas, and possibly oil, than might otherwise occur.

By any standard, the domestic gas and oil industry remains an important source of
capital formation, technological development, and employment in the American
economy. In 1990 the industry invested $21.0 billion® in infrastructure. The gas and oil
industry, including the associated service industries, account for nearly 380,000
American jobs. Though this represents a relatively small fraction of the total U.S. work
force, Figure 2 demonstrates that these jobs pay wages 30 percent above those of the
average American worker, thus representing the sort of high-skill, high-value jobs
America needs.® Identification of hydrocarbon deposits far underground requires much
training and application of advanced technologies.

'Source: Energy Information Administration; The Annual Energy Review 1992. U.S.
Department of Energy, Table 3.8, page 85.

“Includes non-utility electric generation, independent power producers, feedstocks
and other industry users.

“3Source: Energy Information Administration; The Annual Energy Review 1992. U.S.
Department of Energy, Table 3.7, p. 83.

“Energy Information Administration, Intemational Energy Annual, 1991, Table ES2,
page XVI.

Source: Survey of Oil and Gas Expenditures 1990, American Petroleum Institute,
November 1991, Table ll, page 2.

®*Source: Bureau of Labor Statistics, Department of Labor: Current Employment
Statistics Survey.

DOMESTIC NATURAL GAS AND OIL INITIATIVE DRAFT
Revised October 28, 1993 DO NOT CITE OR QUOTE



B. Maintaining Our Lead in Gas and Oil Exploration and Extraction
Technologies Will Benefit the Nation

Improving Technology, Productivity and Competitiveness

The American people are looking to this Administration to pursue public policies which
help the private sector generate production of high-wage jobs and a secure economic
future for American citizens. The American public and their government increasingly
understand that the citizens of this country compete internationally for jobs, for
investment, and for economic growth. Success in that competition will depend, in part,
on an explicit strategy that emphasizes improvement in American technology and
competitiveness.

The U.S. gas and oil industry is in transition. Most major domestic cil companies have
shifted a larger share of their exploration operations abroad. Independent producers
play an increasing role in finding and extracting domestic gas and oil. Natural gas is an
abundant and underutilized domestic resource which can be substituted for oil and has
many environmental and economic benefits. Furthermore, the U.S. has large remaining
resources of oil, but they require advanced, relatively high-cost technologies to locate
and extract.

It is beyond question that natural gas and petroleum will remain critical materials in the
world economy for the foreseeable future. Increasing scarcity anywhere in the world will
increase the value of exploration and production skills that reduce the cost, or increase
the availability of, natural gas and petroleum.

The gas and oil industry relies upon advanced technology, in which American firms
traditionally have led the world. Modern gas and oil exploration and production
represent the quintessential "high tech® industry. In fact, many foreign nations, such as
the former Soviet states, desire to apply our expertise and technology in the extraction
of their resources. However, the number of trained young people in the United States
entering the gas and oil business has shrunk to a small fraction of what it used to be.

As in many other industries, worldwide competition in extraction and exploration is fierce
and increasing. If domestic producers are to continue to provide a substantial portion of
U.S. oil needs, and compete in world oil markets, new and advanced technologies must
be developed and widely applied. New technologies will also be vital in developing our
abundant domestic natural gas resources to meet the widely-expected increased levels
of demand.

In the long run, increased productivity of the American gas and oil industry will create
jobs for Americans. First, by keeping U.S. technologies *on the cutting edge," we
ensure that they are the technologies of choice worldwide, thereby maintaining and
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expanding technology export opportunities and export-related jobs. Second, increased
productivity can make more of a domestic energy resource economically available,
ultimately allowing expanded domestic production and increased employment.

Revolutionary technologies that use state-of-the-art computer mapping of the sub-
surface for exploration and production are being enhanced and developed in the gas
and oil industry today. A case in point is known as three dimensional (3-D) seismic
surveying. This procedure provides high-resolution images of subsurface gas and oil
deposits, thus enabling more efficient exploration and development. Success using this
approach has been documented by many companies. An example is in the Bay
Marchand field in Louisiana (See Figure 3). Prior to 3-D utilization, production in this
field had declined to 18,700 barrels per day in November 1985. Using 3-D technology,
the decline in production was reversed and output more than doubled, rising to 45,200
barrels per day in April 1991. Other case studies suggest that, where new undrilled
reservoir prospects lie adjacent to producing fields, the discovery success rate can be
improved by as much as 50 percent through use of 3-D and other technologies.

Independent producers, integrated major producers, and the gas and oil service
industry believe that these technologies hold great promise for expanding production
from our domestic resources. Furthermore, these technologies have great potential for
developing gas and oil resources abroad, thus representing a significant export
opportunity and allowing a diversification of intemational supply.

American industrial competitiveness will depend on improvements in productivity and
technology equal tc or better than that of other nations. The gas and oil industries are
poised to research and adopt new methods of exploration and extraction that will allow
us to expand our economically recoverable domestic resource base without
compromising environmental quality. Increased reliability of subsurface mapping
means fewer dry holes and increased reserves. If we develop and deploy these new
procedures in a domestically-based industry, the U.S. will lay claim not only to
increased energy production, but also technologies that can be marketed to our trading
partners abroad.

Preserving Woridwide Environmental Quality

As we move toward the twenty-first century, our nation must reduce its dependence on
fossil fuels, minimize wastes, preserve our water resources, and protect sensitive
environments. This Administration will assert world leadership on such issues. The
policies that encourage gas and oil exploration and production will be pursued with
these environmental goals in mind and with the understanding that energy and
environmental objectives are compatible. In doing so, the U.S. will be setting an
international standard for environmental sensitivity in the natural gas and oil industries.
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Figure 3. Bay Marchand Field
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. THE DOMESTIC GAS AND OIL INITIATIVE

As mentioned in the introduction, the Domestic Gas and Oil Initiative has three principle
elements:

1. Increase gas and oil production and environmental protection through the
advancement and dissemination of technology;

2. Stimulate markets for natural gas; and
3. improve communication and government decisionmaking.

In the remainder of this section, each of these elements is discussed and described. An
implementation plan, making use of stakeholder and other agency comments to date, is
currently being developed to address these elements.

Element 1. Advancement and Dissemination of Natural Gas and Oil
Technologies

Advanced computing technologies are revolutionizing the search for gas and oil. In
some areas, for example, advanced computing technologies have allowed for the direct
detection of natural gas through the analysis of seismic data.

American national defense labs--specifically Los Alamos, Sandia, and Livermore--
historically have created the demands which spurred the development of cutting-edge
computer technologies. America has made a major investment in applying the scientific
capability of the National Laboratories to the development of world-class modeling
capabilities. National Laboratory scientists and facilities can and do model complex
subsurface conditions for both underground nuclear testing and some current gas and
oil projects.

The gas and oil industry is poised to realize enormous benefits from the advanced
exploration and production techniques. To take maximum advantage of these
opportunities, the Administration proposes an industry driven Advanced Computational
Technology Initiative to enhance joint government/industry/university research,
development, and deployment efforts on advanced computing problems related to
exploration and production. These efforts will build on the longstanding leadership of
the United States in developing and marketing new computer technologies and
applications, and will help to maintain a strong U.S. position in this critical, high-wage
field.
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To meet this objective, the DOE shall expand its oil R&D program to increase advanced
oil recovery capabilities and reduce the rate of reservoir abandonment. This will be
accomplished through accelerating field demonstrations; conducting in-depth
evaluations of selected past and ongoing industry projects to pinpoint important
unsolved problems; disseminating more complete information on technology
developments; conducting field-based reservoir characterization and innovative
recovery process experiments; and expanding supporting research to address industry-
identified needs.

The President directed his Administration to work together for the benefit of the
American people and for the environment. Domestic gas and oil producers face
increasing costs of compliance with environmental regulations. To help reduce the
costs of meeting environmental objectives, the DOE, with the assistance of the
Environmental Protection Agency, the Office of Environmental Policy, the Office of
Science and Technology Policy and the Department of the Interior, will coordinate
environmental research related to the gas and oil industry and will consult with industry
as necessary on energy related R&D issues. The Initiative will also create an
environmental technology demonstration and technical assistance program and develop
specific studies and demonstrations, such as an examination of the feasibility of
significantly increasing the amount of lubricating oil that is recycled in the United States
and exploring the Federal role in oil spill clean-up R&D.

The Administration also proposes to stimulate development of a nationwide technology
transfer network and assistance program. Technology transfer efforts will be especially
important in encouraging the 8,000 independent operators in the U.S. to adopt
innovative exploration and production methods. Historically, these operators have led
the exploration of our domestic resource base. Two-thirds of these independents have
fewer than 20 employees and cannot individually finance large, long-term R&D
programs.” Smaller independents have expressed strong interest in organizing
themselves to better disseminate technology.

Due to the increased upfront costs associated with new technologies such as advanced
computing, some independents have formed associations that reduce the costs of
gaining access to new technologies. By familiarizing individual firms and these
associations with new technologies developed by both industry and government,
technology transfer efforts can make a critical contribution.

Finally, and in conjunction, the Department of the Treasury and the Department of
Energy are reviewing the tax treatment of geological and geophysical expenditures in
relation to certain advanced exploration and production techniques. By encouraging the

"Source: Department, of Commerce, Bureau of the Census, 1987 Census of Mineral
Industries, MIC 87-1-13A, Table 1, page 13A-5.
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use of the most advanced technologies for gas and oil production and environmental
compliance, the proposed Initiative will bolster technical progress; and create high-wage
employment for United States citizens. Thus, advanced gas and oil extraction
technologies represent a natural part of the Administration’s technology strategy.®
Ultimately, investments in technology represent investments in people. Only superior
skills of American workers will keep the domestic gas and oil industry at the forefront of
intemational competition for advanced seismic exploration services.

Element 2. Stimulate Markets for Natural Gas

As the President has stated, the substitution of domestically-produced natural gas for
energy purchased in the form of imported oil provides environmental, economic and
national security benefits to the nation.

The remaining resource base for natural gas appears to be more abundant and cost-
effective to tap than the remaining resource base for domestic oil. Independent studies
indicate that the size of the gas resource base promises the extended availability of
natural gas (Table 1). Figure 4 indicates that since 1987, gas and oil exploratory drilling
yields have nearly doubled. Most of this increase in productivity represents the
discovery of new gas reserves.®

The Federal Energy Regulatory Commission (FERC) has taken a number of dramatic
actions intended to improve competition and service in the natural gas industry. These
actions shall continue. The Administration recognizes the valuable contribution these
efforts have made to expanding and improving natural gas markets. We also recognize
the need to carefully target new policies in order not to jeopardize the progress made to
date. President Clinton has directed the DOE to work with the FERC to continue to
facilitate the implementation of reforms that will increase the availability and use of
natural gas.

Our discussions with other agencies and the FERC have demonstrated that there is
scope for additional activity that will complement and support the FERC's efforts. To
ensure that the targeted efforts under this element work in concert with the FERC's
activities, the Department of Energy and the FERC will establish an interagency working
group that will meet on an ongoing basis to coordinate policy development and
implementation. These meetings will be conducted so that infringement on either the
FERC's, or the Department's rights and responsibilities under the law will not occur.

®President Clinton and Vice-President Gore, "Technology for America’s Economic
Growth: A New Direction to Build Economic Strength®, February 22, 1993.

*Energy Information Administration; U.S. Crude Oil. Natural Gas, and Natural Gas
Liquids Reserves 1991, Figures 10 and 11, page 18..

-
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Table 1. Recoverable Resources in the Lower-48 States

Comparison to Other Estimates

(Trillion Cubic Feet)

Resources

onconventional Resources

National Potential Gas Energy
Petroleum Gas Research Information
Council Committee Institute Administration
1992 1990 1992
Proved Reserves 160 160 160 160
Conventional Resources

Reserve Appreciation 203 170 150 265
New Fields 413 491 394 327
Total Conventional 616 661 554 592

N

Resources

Coalbed Methane 98 88 110 90
Shales 57 - 123 30
Tight Gas 349 - 238 383
Other 15 — 32 —_

Total Nonconventional 519 88 503 503

h

Total Assessed Resource 1,295 749 1,047 1,095
Total Resource 1,285 909 1,207 1,255
Adjust to 1/1/91 — - -— 35
Total Adjusted Resource 1,295 809 1,207 1,220

Source: National Petroleum Council, The Potential for Natural Gas in the United States, December 1992,
Volume Il - Source and Supply, page 37.




Figure 4. Indexes of Gas & Oil
Productivity
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The Climate Change Action Plan directs the DOE to accelerate the commercialization of
high-efficiency gas technologies, such as fuel cells, through joint ventures with utilities,
research organizations and technology developers to fund demonstrations and market
entry initiatives.

In addition, the Administration is pursuing two coordinated efforts whose net effect will,
we believe, accelerate the use of natural gas in transportation markets: (1) The
Federal Fleet Conversion Task Force, a program designed to convert public and private
fleets to alternative fuels, including natural gas, over the next few years and to
coordinate efforts leading to alternative fuel refueling infrastructure development; and
(2) The Clean Cities Program, an effort to coordinate state and local public and private
alternative fuel vehicle market development. Efforts such as these will have a major
impact on reducing imports, creating jobs and opening new markets for alternative
motor vehicle fuels.

Improving The Natural Gas Deliverability Infrastructure

Efficient delivery of natural gas from the wellhead to the burner tip is dependent on a
well-functioning physical infrastructure for gathering, transporting, storing, and
distributing gas, and on an accurate and timely information infrastructure for monitoring
natural gas supply and demand.

To help improve the physical infrastructure, the Administration will work with the FERC
to remove barriers to environmentally sound construction of additional pipeline and
storage facilities. To this end, the Office of Management and Budget has approved a
proposal by FERC to implement a program that will allow applicants seeking certificate
authority to construct new natural gas pipeline facilities to use third party contractors to
do initial environmental analyses of their projects. This voluntary third party contracting
program will enable the Commission to speed up the processing of certificate
applications without compromising the environmental review requirements of the
National Environmental Policy Act.

In addition, the Administration will encourage increased access to existing facilities; and
accelerate the development and use of advanced technologies in natural gas storage
and distribution.

The Administration will also support the industry’s efforts to improve real-time
capabilities for monitoring and modeling natural gas availability and flows, and to match
gas storage to end-user requirements. Such efforts will be especially important in
enabling greater use of natural gas in electric power generation.

The Department of Energy, the FERC, and other interested stakeholders will undertake
further discussions of natural gas pipeline construction permitting and regulation. Staff
level discussions of this topic by the Department of Energy/FERC working group will
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also include the Departments of Agriculture and Interior as well as other key
stakeholders.

Supporting Natural Gas Regulatory Reform and
New Contracting and Hedging Mechanisms

Federal and State regulators should continue to promote a competitive industry
structure. As noted above, changes under way in the private sector and industry
restructuring prompted by the work of the FERC are already reducing the costs of
information and transactions in natural gas markets.

At the State level, changes in regulations governing the distribution of natural gas and
electricity can also lead to improved efficiency in energy use. DOE supports State
efforts to revise electricity, gas, environmental, and energy conservation pricing policies
and regulations that will help to clarify the true economic costs and lead to greater
economic value and a cleaner environment. Recognizing the States’ jurisdictional
authority in this area, we seek a cooperative effort between State utility regulators and
energy offices and DOE to help foster regulatory reforms that will:

(1) improve access to gas distribution facilities; (2) encourage efficient pricing for
electricity and gas; (3) encourage the removal of fuel-specific subsidies that work
against energy efficiency goals; (4) encourage cost-cutting by distributors; and

(5) boost the use of natural gas transportation.

One of the most important topics for this State-Federal dialogue involves the use of an
expanded portfolio of contracts for natural gas distribution companies and end users.
New types of contracts and financial instruments can lead to improved gas availability
and market performance, but only if all parties understand and utilize these new tools.
DOE will expand its fact-based educational activities in these areas without attempting
to prescribe specific state or customer contracting policies.
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Providing information services

To facilitate all elements of this Initiative, and as a final implementation measure aimed
at this objective, the Department will improve its ability to develop, collect, and
disseminate information on natural gas deliverability and storage. To complement the
proposed initiatives to improve natural gas deliverability and encourage regulatory
reform, the DOE will enhance the capability of the Energy Information Administration
(EIA) to collect these data, and will develop an Energy and Resources Mapping and
information System. EIA will work with other agencies and the private sector to provide
a coordinating function and to avoid duplication while executing this task.

Element 3. Improve Communication and Government Decisionmaking,
Including Issues of Production From Public Lands, and
Investments in Environmental Improvements

The Report of the National Performance Review issues a challenge to Federal agencies
to find new ways of problem-solving that emphasize collaboration, empowerment, and
greater efficiency. The National Performance Review calls on Federal and State
agencies to eliminate "regulatory overkill" and work together with greater coordination
and flexibility.

This component of the Initiative contains six specific action areas created in the spirit of
these Administration priorities. The six action areas are:

(1)  Various federal regulatory agencies and departments should streamline
and simplify multi-jurisdictional, multi-layer, and overly complex regulatory
processes, with no compromise in regulatory protection of the
environment and the public interest ("eliminating regulatory overkill," in
the words of the National Performance Review);

(2)  The Department of the Interior and the Department of Energy will review
alternative policies to generate greater leasing interest in mature and deep
water areas of the Western and Central Gulf of Mexico;

(3)  On acase-by-case basis, the Department of the Interior is committed to
working with stakeholders at the state and local level to attempt to resolve
issues of concern which have been raised in connection with the
exploration and development of existing leases. Stakeholders, in some
instances, may include local representatives of various federal agencies. _

(4)  Various agencies and departments should work more closely and
cooperatively with States and Tribes on gas and oil supply issues;

(5)  The Department of Energy will work with the FERC, the Justice
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Department, the Department of Interior and the California Public Utilities
Commission to ensure access to central California oil pipelines; and

(6)  The Department of Energy-shall work with Congress, the Bureau of Land
Management, and the Office of Management and Budget to prepare and
implement a plan for production of the Naval Oil Shale Reserves.
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“Eliminating Regulatory Overkill"

As in other industries, gas and oil producers have become subject to a vast number of
overlapping, State and Federal environmental rules. As the Vice-President noted in the
recent National Performance Review, these rules are usually created with the best of
intentions. As the Vice-President further notes, it is time to *put aside our reverence for
those good intentions” and focus on implementing regulatory protection with greater
flexibility and efficiency.

Fortunately, a wealth of new regulatory solutions and processes are under development
across the United States and around the world. Market-based and multi-media pollution
control solutions are under development and in some cases a matter of law: Federal
and State agencies are making increasing use of regulatory negotiations and formal
collaborative processes; and agencies such as the Federal Energy Regulatory
Commission are searching for self-enforcing, market-based processes that eliminate or
reduce the need for formal hearings.

Encouraging progress has been made in this area in gas and oil production, as well as
refining, but much more can be done. At Atlantic Richfield Corporation’s Dauphin Island
site in the Gulf of Mexico, early communication with State and local governments and
the fishing community avoided unnecessary project delays and resulted in an
environmentally superior and economically viable drilling project. in Pennsylvania, a
collaborative process has been used to establish general National Pollution Discharge
Emission System permits for stripper oil and marginal gas wells. At the Yorktown
refinery in Virginia, the cooperation of Amoco and the Environmental Protection Agency
led to unprecedented new information conceming the structure, effects, and compliance
strategies associated with environmental rules.

These efforts suggest great promise, but more action is needed. To accelerate
progress, we will:

. DOE and Federal Land Management Agencies will work cooperatively
with States through organizations such as the Interstate Oil and Gas
Compact Commission and the National Association of Regulatory Utility
Commissioners and with Federal land management agencies to promote
the streamlining and integration of State and Federal regulatory programs.
The purpose of these concerted efforts will be to seek out and eliminate
duplication in Federal and State regulatory programs, whether in the form
of needless paperwork or duplicate permits or hearings. Wherever
possible, one-stop permitting and market-based mechanisms will be

encouraged.
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. Enhance the capability of State and Federal governments to make
improved regulatory decisions affecting the domestic gas and oil industry.
This enhancement is designed to dovetail with the Administration’s
streamlined interagency regulatory review process, which also seeks to
minimize interagency rule conflicts and incorporate tradeoffs between
regulatory impacts.

. Demonstrate the feasibility of alternative approaches to environmental
regulation that more accurately balance costs and benefits, promote rather
than stifle technological innovation, and allow for compliance flexibility.

J Promote dialogue and build partnerships of industry groups, States, the
public, and other interested parties dedicated to resolving disputes and
balancing the energy, economic, and environmental objectives necessary
for sustainable development.

. Establish a joint Department of Energy and Environmental Protection
Agency working group to review the National Petroleum Council report on
the future of U.S. petroleum refining. The working group will develop a
strategy for maintaining a more viable domestic petroleum refining
industry, including the examination of the feasibility of innovative, cost-
effective approaches to regulating the refining industry.

Production From Federal Lands

The Nation’s public lands are one of its most precious resources, and it is entirely
appropriate to safeguard and preserve these lands for future generations. However,
with advanced technologies and careful extraction practices, it is not the case that our
stewardship obligations are inconsistent with the extraction of subsurface resources.

Figure 5 shows the substantial percentage of gas and oil resources that underlie
Federal waters. Federal lands comprise some 727 million acres of property onshore,
nearly one-third the entire land area of the United States.'® The Outer Continental Shelf
(OCS) also contains a vast resource of gas and oil restricted from development for
economic reasons or due to executive and legislative moratoria.

“°Estimates of Undiscovered Conventional Resources of Oil and Gas for Federal
Lands, and for Indian and Native Lands of the Continental United States, G. L. Dolton,
R. F. Mast, R. A. Crovelli, U.S. Geological Survey Open-File Report 90-705, 1990.
Table 2, page 10-12.
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Incentives such as lower royalties should be considered for the deep water portions of
the western and central Gulf of Mexico which would not be developed absent these
incentives. In addition, the Department of Interior will continue to review its leasing
policies in mature areas to ensure these policies are appropriate for changing economic
and technological challenges.

The Department of the Interior, the Forest Service and the Department of Energy have
established an informal interagency energy coordinating group. The group will
assemble a full suite of technical and scientific issues to assist Department of the
Interior in developing their leasing policies. However, access to frontier areas should be
considered on a regional basis with the participation of local stakeholders. The
Department of the Interior and Agriculture will continue to take the lead in these
endeavors and in making the tough and very important decisions of whether to lease
the Federal Lands they administer.

The U.S. leads the world in the development of environmentally effective technologies
for exploration and development of gas and oil in frontier areas. We should retain this
leadership not only for ourselves, but for the planet we share. This base of knowledge
contributes to the tools available intemationally for environmentally responsible gas and
oil development, as other nations push offshore and into the Arctic.
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Collaboration with States and Tribes

The States and Federal land management agencies bear a primary responsibility for
regulating the gas and oil industry in the areas of resource conservation, environmental
protection, and the use of natural gas. Ongoing federal interactions with State
organizations, such as the Interstate Oil and Gas Compact Commission, the Ground
Water Protection Council, the Energy Council, the National Governors’ Association, the
National Association of State Energy Offices and the National Association of Regulatory
Utility Commissioners should be strengthened. The Federal govemment will work
cooperatively with individual States to identify and resolve key issues constraining gas
and oil supply at the State and regional levels.

As part of this Initiative, the Department will also forge new partnerships with Tribes to
increase domestic gas and oil production on tribal lands. These parntnerships will strive
to recognize the importance of economic development, environmental preservation, and
cultural sensitivity to tribal affairs.

Addressing West Coast Constraints

Crude oil production from the Alaskan North Slope (ANS) is likely to decline, leaving the
West Coast once again a significant importer before the year 2000. To address this
problem the Administration proposes to:

. Encourage oil pipeline access for non-integrated producers in Califomia. Most, if
not all, of these large pipelines should operate as common carriers by virtue of
their settlements in long-standing lawsuits, or their use of rights-of-way granted
under the Mineral Leasing Act. Free and open access to transportation assets in
the State will help to increase production.

. Conduct a study on the advisability of removing the barriers to exporting crude oil
from the Alaskan North Slope (ANS). If ANS production falls as projected in the
late 1990’s, Petroleum Administration for Defense District (PADD) V will again
become permanently dependent on imported crude oil. However, permitting
ANS exports may result in a tendency to reduce imports by stimulating
production onshore in California. In addition to these issues, the study will
examine how allowing the export of crude oil from the ANS would affect
employment in the domestic Jones Act Fleet.

Prepare and Implement a Plan For Production of the Naval Oil Shale Reserves

The Naval Oil Shale Reserves represent a significant natural gas resource that is

currently unavailable for production. The Department of Energy will characterize the
production potential of the Reserves. In addition, the Department of Energy will work
with the Department of Interior and the Office of Management and Budget to conduct
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economic analysis of the options and to determine a plan for the best development of
these government owned lands in an environmentally responsible manner that will
maximize revenues to the Treasury.

This plan will use the considerable work that has already been done by the Department
of Energy, the Bureau of Land Management, the Office of Management and Budget,
and Congress. An aggressive timetable will be set for quick implementation of the plan.

IV. THE QUESTION OF OIL IMPORTS

Oil imports are critical to the U.S. economy. As a result, the possibility of the disruption
of those oil imports remains a source of vulnerability for the economy. Figure 6
illustrates the trend in oil imports. The National Economic Council and the National
Security Council will coordinate an interagency team headed by DOE to study the costs
and benefits posed by oil imports. The team will review policy options to reduce the
vulnerability inherent in oil use, which would not undermine our overall economy or
violate trade agreements. The objective is to find new approaches that build on already
successful energy security strategies, such as maintaining the Strategic Petroleum
Reserve and effective multilateral cooperation. The study would link energy security
with policy measures being considered to promote domestic supply, energy efficiency,
and pollution reduction.
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Figure 6. U.S. Dependence on Petroleum
Net Imports
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V. SUMMARY AND CONCLUSION

The Administration has a goal of moving the U.S. economy away from rising reliance on
imported oil. The achievement of this ambitious goal will require a coordinated strategy
that ranges far beyond policies primarily directed at gas and oil supplies. We must
continue to improve our energy efficiency, increase our use of renewable energy
resources, increase the use of alternative fuels for transportation, diversify our
international sources of supply, and develop new methods of production that promise to
reduce costs, pollution and energy use simultaneously.

This coordinated strategy, in turn, must reconcile conflicts between the need for energy
supply and environmental preservation. Confrontation predicated on the erroneous
belief that these two goals are incompatible has led to much delay, litigation, and
frustration, and has threatened to lock up valuable resources that could benefit the
nation. While the nation must protect the environmental heritage we hand down to
future generations, these values can and must become compatible with careful resource
development.

Of equal importance, it is time to acknowledge the fact that the exploration and
extraction of fuels is an economically strategic industry. American competitiveness
depends on the skills and productivity of American workers. We cannot maintain our
present technological and skill-based edge in the intemational energy markets without a
viable domestic gas and oil industry in which to train and deploy workers. Similarly, we
cannot increase our technological edge, nor exercise world environmental leadership, if
we no longer invest in R&D and produce domestic energy resources in and
environmentally sound manner. To safeguard our security, improve our technology and
skill base, and exercise environmental leadership, domestic gas and oil supplies must
remain a part of this fabric and a full-fledged contributor to the nation’s economic future.
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INTRODUCTION

This Implementation Plan is a companion document to the Department of Energy’s
Domestic Natural Gas and Oil Initiative Policy Statement. In the Policy Statement, the
Department establishes certain policies to continue and improve our technological
superiority in the domestic natural gas and oil industries, streamline regulations without
sacrificing environmental protection, and other measures to enhance economic security,
create jobs, and safeguard the environment.

The Initiative groups these activities into four main elements:

ELEMENT I: ADVANCE AND DISSEMINATE
GAS AND OIL TECHNOLOGIES

ELEMENT Il: STIMULATE MARKETS FOR NATURAL GAS

ELEMENT lil: IMPROVE COMMUNICATION AND GOVERNMENT
DECISION MAKING

INTERAGENCY STUDY OF IMPACTS OF OIL IMPORTS DEPENDENCE

This Implementation Plan describes, in additional detail, actions the Department of
Energy and other federal agencies will carry out to implement each of these elements.
The Plan is divided into four sections, each devoted to an element. Each section lists
the specific nature of the implementation activity, the agencies involved, and the extent
to which additional legislation or executive action is required to carry out the specific
action.

Table 1 provides a tabular summary and overview of all four elements of the
Implementation Plan. The leftmost column of the table lists specific actions and the
next three columns highlight the major contributors involved in action implementation.
The rightmost column of the table contains specific agencies involved and other
comments.
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Table 1
Summary of Domestic Natural Gas and Oil Initiative Implementation Actions

Action

Solution Requires:

Comments

All R&D actions require Congress to

DOE Action by Legisiative | ,royide funds and agencles to
Action Other Actlon implement programs.
Agencles

ELEMENT I: ADVANCE AND DISSEMINATE GAS AND OIL TECHNOLOGIES
1.0 Promote Gas and Oil Technology Advancement
1.1 Develop Advanced Computational Technology Initiative ®
1.2 Develop Natural Gas Advanced Rock Drilling Systems o
1.3 Develop a Commercialization Strategy for Natural Gas Technologies ® ® DOD, State/Tribe
1.4 Stmulate Development of a Nationwide, Regionally Based Gas and Oil Technology ®

Transfer Network and Assistance Program
1.6 Fund Expal:mded Industry-Driven RD&D for Advanced Oil Recovery Technologies o
1.6  Conduct Advanced Geological Basin Analysis 16 Target Exploration for Bypassed ® ® DOl

Gas and Oil
1.7 Target a Research Program Specifically at the Everyday Problems of Small Gas and o

Oil Producers
1.8 lon Gemputabenal ® ® ® Treasury
1.9 Ultilize the Naval Petroleum and-Oil-8hale Reserves for Advanced Technology ®

Testing, Evaluation, and Training
2.0 Improve Environmental Technologles and Practices
2.1 Improve Environmental Compliance Technologies and Practices o ® EPA, DO}
2.2 tiprove Coordination of Envitsnimenital Researeh ° ° EPA, DOY; State/Tribe
2.3 Explore DOE's Role in Oil Spill R&D o [ ] DOT, DOI, OMB, State/Tribe

® ® EPA, State/Tribe

24

Study Used Oil Recycling

1.



Table 1
Summary of Domestic Natural Gas and Oil Initiative Implementation Actions

Action

Solution Requires:

Comments

All R&D actions require Congress to

DOE Action by Legislative | ,ovide funds and agencies to
Action Other Action Implement programs.
Agencles

ELEMENT II: STIMULATE MARKETS FOR NATURAL GAS

3.0 Improve Natural Gas Infrastructure

3.1 Upgrade State Production Data Collection and Reporting ® State/Tribe  Requires budgetary
support for fiscal year 1994

3.2 Build a National Deliverability Capacity Model o Requires budgetary support

3.3 Enhance Real-Time Monitoring and Automated Systems ® No regulatory action required duse to
Order 636 implementation

3.4 Build System for Assessing Underground Storage Operations o State/Tribe Requires budget support

3.5 Match Gas Storage to End-User Requirements o State/Tribe No regulatory action
required. Budgetary requirement for full
demonstration

3.6 Demonstrate Storage Revitalization Technology ® State/Tribe No regulatory action
required. Project requires budgetary
approval with funding by GRI.

3.7 Improve Storage Effactivenass for Problem Fields ® State/Tribe No regulatory action
required, only budgetary

3.8 Strengthen and Expand the Current Clean Cities Program o { EPA

4.0 Support Natural Gas Regulatory Reform and a "Contract Portfollo™ Approach

Reform Federal Rate Regulations

4.1  Ensure Robust Secondary Markets for Pipeline Capacity ® @ FERC
EBB/EDI essential

4.2 Encourage Open Access to the Electric Transmission Grid o o FERC

4.3 Expedite Construction of New Natural Gas Facilities o L J FERC, EPA

4.4 Devslop Incentive-Based Rate Structures for Interstate Natural Gas Pipelines in L o FERC

Noncompetitive Markets




Table 1

Summary of Domestic Natural Gas and Oil Initiative Implementation Actions

Solution Requires: Comments
Action All R&D actions require Congress to
DOE Action by Legislative | piovide funds and agencles to
Action Other Action implement programe.
Agencies
Reform State Rate Regulations
4.5 Encourage Open Access for Gas Transporter through Distributor, ® State/Tribe
to Resolve the "Contract Portfolio® Issue
46 Promote the Use of Efficient Gas Pricing ® State/Tribe
4.7 Encourage the End of Fuel-Specific Subsidies ® State/Tribe
4.8 Promote Efficient Pricing of Electricity o State/Tribe
4.9 Foster the Use of Incentive Rate Design ® State/Tribe
4.10 Encourage the Elimination of Regulations that L State/Tribe
inhibit the Use of Natural Gas in Vehicles States may have safety laws that need to
be revised.
t Electric it s FERC,.DOE;State/Tribs
5.0 Provide Information Services
5.1 Develop an Energy and Resources Mapping and Information System (ERMIS) ® State/Tribe
Requires budgetary support
§.2 Enhance Energy Information Administration (EIA) ® FERC, OMB, State/Tribe
Natural Gas Storage Data Collection Requires OMB approval
Requires budgetary support
5.3 . Develop Contact Lists Readily Accessible to the Gas and Oil Industry ®  J DOT, USDA, DOC, EPA, FERC, DO!,
OMB, State/Tribe
Requires participation by other agencies




Table 1
Summary of Domestic Natural Gas and Oil Initiative Implementation Actions

Solution Requires: Comments
Action All R&D actions require Congress to
DOE Action by Legislative | ;ovide funds and agencies to
Actlon Other Action implement programs.
Agencles
ELEMENT IlI: IMPROVE COMMUNICATION AND GOVERNMENT DECISION-MAKING
6.0 Simplify Regulations Without Compromising Environmental Protection
6.1  Streamline State and Federal Regulation o ([ EPA, DOI, DOT, USDA, State/Tribe
-0 - ERA-DOL-DOF-UEBA-OMB
e ) EPA, DO, State/Tribe

83 6-4-6-6 Progress Bayond Command and Control Regulation ® o ® EPA, DOI, USDA, State/Tribe
64 6:5-6-8 Enhance Dialogue through Industry/Govemment/Public Partnerships o ® EPA, DOV, USDA, State/Tribe
66 6:6-6:7-Consider the Findings and Recommendations of the National Petroleum @ ® EPA

Council Report on U.S. Petroleum Refining
68 6710.2 Efh 1.Coumell Scops ‘e DoE
7.0 Evaluate Production from Aeseee to Federal Lands
7.1 Implement Federal Lands Working Group o ® USDA;: DO Stite/Triba
7.2 Develop Gas and Oil Resources of the Naval Oil Shale Reserves o B2 - DOl
7.3 ' Increase Production on the Deepwater Outer Continental Shelf (OCS) ® o DOl
7.4 PRrovide-neontives-for Development of Marginal Prospects on the Gull of Mexico L ® 2 (s]]

Outer Continental Shelf (OCS)
7.5 Enhance Ability of Smaller Operators to Mest Outer Continental Shelf (OCS) L Dol

Financial Requirements




Table 1
Summary of Domestic Natural Gas and Oll Initiative Implementation Actions

Solution Requires:

Comments

Action All R&D actions require Congress to
DOE Action by Leglslative | | ovide funds and agencles to
Action Other Action Implement programs.
Agencles
8.0 Work with States and Tribes
8.1  Work with States on the Domestic Natural Gas and Oil Initiative ® State/Tribe;" DO}
8.2 Increase Domastic Natural Gas and Oil Production and Environmental Protection of ® ® DO, State/Tribe
Tribal Lands Requires additional funding
9.0 Address West Coast Production Constraints
9.1  Open Access to Crude Oil Pipelines in Califomia e o DO, DOJ, State agencies
Bludy Baniers DOE; DOI; Stata/Tiibe
- - poL-DO!
-o-
INTERAGENCY STUDY OF IMPACTS OF OIL IMPORT DEPENDENCE
100 440 Interagency Study of Impacts of Oll Import Dependence
101 41+ Establish Interagency Oil Import Dependence Study Committee ® ® NSC, NEC, CEA, Treasury, USTR, OMB,
DOC, DOD, State/Tribe
102 442 Stabilize Prices with Govemment Fuel Expenditures ® o { ] OMB, DOD, HHS
) Authorizing Legislation/program

development




ELEMENT I: ADVANCE AND DISSEMINATE GAS AND OIL TECHNOLOGIES

Action Area 1: Promote Gas and Oil Technology Advancement

1.1 Develop an Advanced Computational Technoloqy Initiative

DOE will pursue an Advanced Computational Initiative to enhance, apply, and
transfer technologies developed within the Department’s National Laboratories to
improve the competitive stance of domestic gas and oil companies and to
decrease the nation’s dependence on foreign oil. This program will enable
industry to capitalize on the capabilities of the National Laboratories in earth
sciences, computer science, fluid dynamics, and mathematics. Driven by the
needs of the domestic industry the Initiative will use advanced technologies, such
as 3-D seismic and reservoir simulation, to integrate the fundamental geologic
and engineering data and analyses required for the development of domestic gas
and oil fields.

The first phase of the initiative will be organized under an expansion of the
existing Petroleum Technology Partnership, currently operated for DOE's Office
of Fossil Energy by Sandia and Los Alamos National Laboratories, with other
National Laboratories being added the parntnership. The Initiative will be driven
by an industry forum which will review and prioritize all proposals.

1.2 Develop Natural Gas Advanced Rock Drilling Systems

DOE will initiate a comprehensive advanced drilling system development
program to ensure future supplies of natural gas to the consumer at a reasonable
price. Cost-effective drilling methods in medium- to hard-rock gas formations at
current gas prices offers one of the most significant technological challenges for
the domestic gas industries. The development of advanced underbalanced air
drilling and high-efficiency drilling rig retrofit systems will result in more cost-
effective development of gas supplies. DOE will initiate cost-shared development
and field testing of these advanced drilling systems.

1.3 Develop a Commercialization Strateqy for Natural Gas Technologies

DOE will develop, with input from industry and the DOE technology programs,
‘department-wide policy guidelines and commercialization strategy for natural gas
technologies for use in all sectors of the gas system, including (exploration and
production), delivery and storage, end-use, environmental technologies. After
policy guicelines and a commercialization strategy are developed, objectives and
strategies for specific technology groups will be incorporated into the annual
budgeting cycles.
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1.4  Stimulate Development of a Nationwide, Regionally Based Gas and Oil
Technology Transfer Network and Assistance Program

DOE will stimulate development of a comprehensive, nationwide technology
transfer network and assistance program. The program will build on the strong
core of gas- and oil-related technology transfer mechanisms already in place,
including formal and informal efforts by industry, service companies, consultants,
the Department of Energy and National Laboratories, other Federal and State
agencies, and universities. It will encourage closer integration and coordination
among existing technology transfer mechanisms and information networks, and
further the development of new initiatives to meet client needs not adequately
served under existing programs.

DOE will provide initial funding, on a cost-shared basis, for a focused and
aggressive program to increase the availability and application of current
information and technology throughout the domestic gas and oil industry. To the
greatest extent possible, DOE will involve service companies, consultants,
universities, the State Geological Surveys, other State agencies, professional
societies, and existing consortia and industry associations in these programs, in
order to take full advantage of existing networks and to encourage the formation
of new networks. The program will also increase communication and interaction
between the industry and the financial and environmental communities, and help
disseminate the environmental compliance technologies discussed in other
sections.

1.5  Fund Expanded Industry-Driven RD&D for Advanced Qil Recovery Technologies

DOE's existing program of cost-shared field demonstrations and supporting
research will be expanded for a six-year period to increase advanced oil recovery
capabilities and reduce the rate of reservoir abandonment. Currently,
demonstration projects are selected in one new geologic class per year, with
research funding at or below historical levels. The program will be expanded in
four ways:

* Field demonstrations will be expanded to address two geologic classes per
year.

* In-depth evaluations of past or ongoing projects will be done to (1)
significantly increase information transter on the most effective techniques for
use under specific conditions, and (2) to define technological challenges for
each class not currently being addressed.
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1.6

1.7

* Field-based reservoir characterization and innovative recovery process
experiments will be conducted, starting with the highest priority classes to
refine advanced technologies tested in the laboratory.

e Supporting research will be expanded to address industry-identified needs.

Conduct Advanced Geological Basin Analysis to

Target Exploration for Bypassed Qil and Gas

DOE will lead a vigorous geologic analysis of oil-bearing basins, in order to open
up new paths for oil discovery and associated gas discovery. In mature regions,
yet-to-be-discovered oil reservoirs tend to be relatively small and subtle features.
The most effective way to find more of these reservoirs is through geologic
analysis which extrapolates patterns and similarities from one geologically
comparable basin to another. This analysis will require pulling together teams to
integrate the skills of geologists, engineers, and other geoscientists from
industry, States, the U.S. Geological Survey and other sources.

Target a Research Program Specifically at the
Everyday Problems of Small Gas and QOil Producers

DOE will add a component to its oil research program which specifically
addresses the technical needs of smaller independent oil and gas producers.
Many simple, everyday technical problems, often associated with the operation of
marginal wells, could benefit from a disciplined scientific approach using
expertise currently available within the industry, DOE, the National Laboratories,
and other research organizations and inventors. For example, introducing some
basic computer analysis, scientific, or engineering analyses to independents has
allowed them to solve problems at a lower cost. The effort will be a joint program
of DOE’s Office of Fossil Energy (FE) and Office of Energy Efficiency (EE), and
will be designed to assemble and/or develop improved operating procedures,
equipment modifications, and new equipment, and the necessary demonstration
and marketing of cost-saving and regulation-meeting products to small gas and
oil operators.

This program will not compete with service companies and consultants but rather
use them to commercialize and disseminate the products. In particular, it will
encourage procedure/product field demonstration and marketing/manufacturer
links with product innovators/researchers and target operators.
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1.8

1.9

Promote Expenditures on Advanced Exploration:and Production Gemputational

Feehnigues-and-New Technologies Yseg-n-Exploration through Changes to

This action will stimulate the development of advanced computational techniques
(e.g. three-dimensional seismic mapping), horizontal drilling, and other
technologies used in exploring for new gas and oil reserves. The tax code

ding wit-be-rodified-to-allow-expensing-otall geological and ophysical

-- ropriat
costs. (Currently, G&G costs for dry holes can be expensed, whil

_______________ e G&G cost
for successful wells must be capitalized.) Since G&G expenses are similar in
many respects to intangible drilling costs, which can be expensed for tax
purposes, similar treatment may be warranted.

Since the vast majority of gas and oil fields yet to be found in the U.S. will be
small and/or subtle traps, finding costs are rising and such small fields are
typically economically marginal. This incentive will encourage the use of existing
technologies and the development of new technologies needed to improve
exploration techniques and efficiencies to find the remaining reserves at the
lowest cost.

Utilize the Naval Petroleum eng-Git-Shate Reserves (NROSR) (NPR} for
Advanced Technology Testing, Evaluation and Training

The NPR sites offer opportunities for advanced technology testing, evaluation
and training in new oil field and environmental technologies.: NPR's Casper,
Wyoming office is working closely with the Denver Regional Office of Energy
Efficiency and Renewable Energy to establish an Advanced Technology Transfer
and Training Center for the Rocky Mountain Region. This will be integrated with
the National Technology Transfer Network and Assistance Program previously
discussed in Action Area 1.4.

New applications that lead to increased production, lower operating costs and
improved environmental compliance costs can be tested at the Naval Petroleum
Reserve No. 3 (NPR-3) in Wyoming, which is owned and operated by DOE.
These validated applications could be used in mature, marginally profitable oil
fields, and transferred to newer fields, potentially increasing domestic oil
production by prolonging the life of these oil fields. The Center will serve
industry, DOE laboratories, and individual inventors through the Department's
Energy Related Inventions Program. In addition, it will serve the academic and
other communities, such as Indian tribal councils, by providing hands-on training

‘Opportunities for students and others who need oilfield experience.
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Action Area 2: Improve Environmental Technologies and Practices

2.1

2.2

Improve Environmental Compliance Technologies and Practices

DOE will conduct an aggressive environmental technology development and
demonstration program to enable the domestic gas and oil industry to more cost-
effectively comply with rapidly evolving environmental regulatory requirements.
A key objective will be to enhance the capability of gas and oil producers and
refiners to reduce environmental compliance costs and liabilities, and to improve
environmental performance.

The Department of Energy, in cooperation with the Environmental Protection
Agency, the Department of the Interior, and others, will pursue the following
activities:

» Develop a comprehensive strategy for improving environmental
compliance technology and practices, including follow-up to the
review of the National Petroleum Council report on the domestic
refining industry discussed in Action Area 6.7 of Element Ill.

* Expand research to develop and field test more cost-effective
environmental compliance technologies applicable to gas and oil
exploration, production, and refining operations.

* Explore efforts to form "technology partnerships® between
industry and the National Laboratories to address environmental
issues specific to domestic gas and oil exploration, production,
and refining operations.

* Support efforts by industry, government, and others to exchange
technical information on the environmental aspects of oil and
gas operations.

* Support individual company activities to establish programs to
promote and institutionalize waste reduction.

DOE will work to improve coordination among industry, government, and others
on environmental research and technology transfer activities related to oil and
gas exploration, production, and refining. The Department will investigate
mechanisms to improve coordination on oil and gas environmental research and

technology transfer activities. This may entail examining-the-feasibility-of:
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23

24

working cooperatrvely with non-profit organizations such as the Socrety of_

Reeeareh—FeFum to rmprove coordrnatron and technology transfer on specrfrc
research topics.

Explore DOE's Role in Oil Spill R&D

The Department of Energy will take a more active role in research and
development efforts to improve technologies for preventing and managing oil
spills. OPA 90 created the Interagency Coordinating Committee on Qil Pollution
Research and identified DOE as a member. DOE will explore the potential for an
appropriate contribution in oil spill R&D that will use the capability of the National
Laboratories as well as coordinate with industry. This effort will be coordinated
with the Coast Guard, as the lead agency for the Interagency Coordinating
Committee on Oil Pollution Research, and the Minerals Management Service
(MMS) of the Department of the Interior.

Study Used Oil Recycling

DOE will conduct a study to consider various policy altematives on the complex
issue of recycling used lubricating oil. The study will examine altematives, such
as (1) better collection of data, including used oil reprocessrng, rerefining, and
disposal statistics; (2) estimates of damage from improper used oil disposal; (3)
estlmates of future orl recyclrng gtven current EPA rulrngs and pr01ected orl
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ELEMENT ll: STIMULATE MARKETS FOR NATURAL GAS

Action Area 3: Improve Natural Gas Infrastructure

3.1 Upgrade State Production Data Coliection and Reporting

This initiative will endeayor to create a single information collection point in each
State and to achieve information compatibility between States and the Federal
government. This will be achieved by taking the following steps:

* Two or more States would join in cooperative demonstrations to upgrade their
gas production systems to be compatible with the University of Oklahoma
model with co-funding of hardware and software acquisition by DOE.

* Evaluation of the successful start-up of these initial systems would result in a
plan for implementation of systems in all gas-producing States. Though not
identical because of individual State needs, systems will be similar enough to
assure complete compatibility among States.

3.2  Build a National Deliverability Capacity Model

This project will develop a mode! for estimating the capability of the United States
to deliver natural gas to customers, linking wellhead productive capacity
estimates with pipeline capacity on a State-to-State basis. This will be achieved
by:

* A PC-based system developed for the analysis of domestic natural gas
deliverability for use throughout DOE.

* A study using the PC-based system to determine the current capability, the
impact of projected changes in supply and demand pattemns, and planned
pipeline expansion on the capability of the system.

* Anannual EIA summary report on domestic natural gas deliverability
capability, including presentation of the study.

3.3 Enhance Real-Time Monitoring and Automated Systems

This action will provide new and advanced technologies for use in the
transportation of gas that will foster increased gas deliverability to customers,
improved efficiency, reduced operating costs, and streamlined information
gathering and dissemination on natural gas flow and pressure. The following
steps will be taken:

/ to provide for an efficient and competitive environment and
help reduce the overall cost to end-users of natural gas.
* Support the recommendations of the Natural Gas Council to develop a Gas
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3.4

3.5

technology, both hardware and software, that the gas industry would require
to develop and demonstrate this project on a regional basis.

* This action may involve special use of telecommunication facilities for data
transmission, and therefore require prior approval by the FCC.

Build System for Assessing Underground Storage Operations

This project would develop an information system for evaluating domestic
storage capacity and deliverability on a site-specific basis, documenting and
assessing new technologies for developing and managing storage as well as the
role of storage in meeting variable demand pattems. This will be achieved by
taking the following steps:

* Establish a database of site-specific information on storage facilities including
geographical and geologic information, capacity, operational information
(number of wells, peak day deliverability), ownership data, and withdrawal
and injection information on a monthly basis.

* Merge the database into the EIA Energy and Natural Resource Information
Mapping System (ENRIMS) to allow cross-referencing with pipeline
connections, pipeline capacity, and market information.

* Develop a PC-based system for evaluating changes and efficiency gains from
the development and use of storage in the national natural gas delivery
system.

Match Gas Storage to End-User Requirements

This effort will identify market areas where new and expanding natural gas
capacity can meet increasing industrial and power generation demand. It will
also establish proof-of-concept and subsequent field demonstrations of
alternative storage methods and identify improvements in the system from the
alternative storage reservoir to the burner tip. To achieve this, DOE will:

* ldentify strategic market areas for new and growing natural gas capacity;
identify, screen, and rank each possible underground reservoir for its potential
and complete geologic modeling, engineering design, and cost-to-develop
studies.

* Conduct a feasibility study of alternative gas storage methods such as tight
and tight/fractured reservoirs; thin-bedded salt formations; and nonreservoir

- rock, chambers, and surface facilities.

* Conduct one or more field demonstrations near power generation facilities to

increase the amount of gas dedicated to the power generation market.
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3.6 Demonstrate Storage Revitalization Technology

To maintain the storage system capability and reduce overall storage costs, new
and improved storage technologies and techniques must be developed. In order
to do this, the following steps will be taken:

* Conduct a gas storage revitalization project to evaluate new/improved
techniques, e.g., propellant fracturing, chemical treatment, and hydraulic
stimulation methods for existing wells. Multiple candidate wells will be
selected for field verification tests.

* Through cooperative DOE/Industry agreements, develop a methodology to
improve storage field technology through geologic modeling and reservoir
simulation studies of selected storage fields. Field development strategies
would be investigated, such as increasing injection/withdrawal rates using
horizontal wells and optimizing surface facilities for reducing development
costs.

3.7 Improve Storage Effectiveness for Problem Fields

The Department of Energy (DOE) storage program will develop and demonstrate
new and improved technologies for detecting and inhibiting gas migration from
the storage area, as well as develop methodologies to reduce other costs
associated with managing underground gas storage fields. in order to do this,
DOE wil! take the following steps:

e Conduct gas migration study of problem fields followed by field verification
tests to determine the effectiveness of horizontal wells, surfactant/foams, or
other technologies to reduce the costs of gas migration.

* Perform a gas trapping study in aquifer storage fields.

* Implement field verification tests of methods to reduce gas migration and gas

trapping.

3.8  Strengthen and Expand the Current Clean Cities Program

Perhaps in no other program is the federal/state/local government partnership
with industry more evident than in the Clean Cities Program. This is an initiative
developed by DOE as a way to accelerate the use of alternative fuels in
transportation markets. Although the Energy Policy Act mandates the acquisition
of large numbers of alternative fuel vehicles (AFVs) for government fleets, it did
not provide an implementation framework. The Clean Cities commitment by DOE
will develop the infrastructure necessary to respond to the Energy Policy Act’s
requirements as well as the goals of the Clean Air Act Amendments (CAAA),
that is, cleaning up the dirtiest air in the most cost-effective way possible. DOE,
EPA and its state and local partners will take the following action:

IMPLEMENTATION PLAN: DOMESTIC NATURAL GAS AND OIL INITIATIVE CONRDENTIAL DRAFT

Revised October 28, 1993 DO NOT CITE OR QUO
15



Currently, 20 areas have expressed an interest in being designated as a Clean
City or State. Prior to such a designation, all participants are required to make
certain commitments. The goal is to aggregate purchases of alternative fueled
vehicles, to expand the infrastructure available and to encourage automobile
manufacturers to build more varieties of vehicles. In this effort, DOE will: appoint
a Federal coordinator specifically for the selected city; encourage the placement
of as many Federal AFVs as possible in or near the selected city under the
provisions of AMFA, CAAA, and EPACT; provide a hotline/clearinghouse for
technical and other information; provide sources for training for coordinators,
open fleet operators, and other participants; provide information and general!
assistance on public relations and promotional activities; and, conduct
information exchange workshops for participating cities and potential participants.

Action Area 4: Support Natural Gas Requlatory Reform and
a "Contract Portfolio" Approach

Reform Federal Rate Requlations: Actions 4.1 through 4.4

> Based—ea—da&a—develeped-#em the

expenence of natural gas industry ope

94 winter hearing season.

ehaﬁge—mﬂ—be—depeﬁdeﬁ{—upen The development of mechannsms such as

Electronic Bulletin Boards and Electronic Data Interchanges, should that-will

make timely secondary market information available to all who use the pipeline
system.
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4.2

4.3

4.4

Encourage Open Access to the Electric Transmission Grid

The Energy Policy Act of 1992 set in motion a trend that is leading toward
increased access to the electric transmission system and further competition in
power generatlon FERC has responded by i |ssumg pollcnes and inquiries into

transmlssmn groups

Expedite Construction of New Natural Gas Facilities

The DOE will work with FERC to df&ﬂ-geneﬂeMemekmg(-s)-es-neeeesaFy-te

| gas p|pe||ne certification.

new pipeline certification.

Develop Incentive-Based Rate Structures for Interstate Natural Gas Pipelines in
Noncompetitive Markets
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Reform State Rate Requlations Actions 4.5 through 4.10

4.5

4.6

Encourage Open Access for Gas Transporter through Distributor,

to Resolve the "Contract Portfolio® Issue

The Department of Energy (DOE) will work in cooperation with the National
Association of Regulatory Utility Commissioners (NARUC) and several State
regulatory commissions to establish additional pilot regulatory programs in which
nondiscriminatory access to the distribution system will be available to customers
through third-party merchants. Through analysis and pilot programs with
interested State commissions and utilities, DOE will provide States the tools to
lessen State regulation over those services over which the distributor has no
market power. During the pilot program, DOE will be able to monitor the
changes that take place as a result of the reform. The results can then be used
as a case study to show other States the value of the reform.

Promote the Use of Efficient Gas Pricing

This initiative will be carried out by working in cooperation with State regulators
who are interested in making the suggested changes, but who do not necessarily
have the required manpower or expertise to address marginal cost pricing. DOE
will sponsor workshops, submit testimony, produce white papers, and make
presentations at conferences supporting these reforms. In addition, DOE will
survey some of the efficient pricing efforts in currently in place. Through analysis
and pilot programs with interested State commissions and utilities, DOE will give
States the tools to reshape gas pricing. During the pilot program, DOE will be
able to monitor the changes that take place as a result of the reform. The results
can then be used as a case study to help other States see the virtues of the
reforms. .
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4.7

4.8

4.9

Encourage the End of Fuel-Specific Subsidies

The Department of Energy (DOE) will work cooperatively with State utility
regulators, giving States the tools to evaluate integrated resource planning
programs that consider electric, gas, and conservation measures simultaneously
when determining the most efficient way to meet the needs of customers. This
effort will be carried out by working with State regulators who are interested in
making the suggested changes, but who do not necessarily have the required
manpower or expertise. DOE will sponsor workshops, submit testimony, produce
white papers, and make presentations at conferences supporting these reforms.
During the pilot programs, DOE will be able to monitor the changes that take
place as a result of the reforms. The results can then be used as a case study to
help persuade other States of the importance of the reforms.

Promote Efficient Pricing of Electricity

This effort will be carried out by working with State regulators who are interested
in trying marginal cost pricing in their jurisdiction, but do not necessarily have the
required manpower or expertise. DOE will sponsor workshops, submit
testimony, produce white papers, and make presentations at conferences
supporting these reforms. Through analysis and pilot programs with interested

‘State commissions and utilities, the Department will provide the States the tools

to reshape electricity pricing. During the pilot program, DOE will be able to
monitor the changes that take place as a result of the reform. The results can
then be used as a case study to show other States the value of the reforms.

Foster the Use of Incentive Rate Design

This effort will be carried out by working cooperatively with State regulators who
are interested in implementing the basic tenets of incentive ratemaking, but who
may lack the required manpower or expertise. DOE will sponsor workshops,
submit testimony, produce white papers, and make presentations at conferences
supporting these reforms. Through analysis of the new proposals offered by
utilities, and pilot programs with interested State commissions and utilities, the
Department will make available to States the tools needed to apply incentive
ratemaking to their specific situation. During the pilot program, DOE will be able
to monitor the changes that take place as a result of the reforms. These results
can then be used as a case study to impress on other States the virtues of the
reforms. -
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4.10

Encourage the Elimination of Regulations that

inhibit the Use of Natural Gas in Vehicles

This initiative will be carried out by working cooperatively with State regulators
and legislative representatives who are interested in making changes to allow
greater use of natural gas vehicles. DOE will sponsor workshops, submit
testimony before legislative and regulatory bodies, and make presentations at
conferences supporting these reforms.

Action Area 5: Provide Information Services

5.1

5.2

Develop an Energy and Resources Mapping and Information System (ERMIS)

This initiative will enable the Department of Energy (DOE) to spatially analyze
energy issues at a broad level in order to quickly understand and communicate to
responsible parties the potential impact on energy activities of pending
legislation, regulations, or policy decisions promulgated by Congress, other
Government agencies, and the private sector, that have spatial implications. It
will also provide a readily available system to provide consistent, coherent data
and information to facilitate decision-making processes.

Enhance Energy Information Administration (E1A)
Natural Gas Storage Data Collection

Under this option, the Energy Information Administration (EIA) of the Department
of Energy would speed up the collection and publication of natural gas storage
data from a monthly cycle to a weekly cycle, in order to enhance the efficiency of
gas trading markets and of all energy users. EIA is already studying the efficacy
of this option.
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5.3 Develop Contact Lists Readily Accessible to the Gas and Qil Industry

Members of the oil and gas industry and the public often do not know whom to
contact within the Federal government to have even their most basic questions
answered. The lack of readily available answers can be costly to everyone. This
initiative will establish a list within the Federal government for answers to such
questions as where to apply for research and development funds, what are the
current regulations governing waste water management, who issues site permits,
etc. Such questions often arise during the exploration, development, and
production of oil and gas and commercialization of new technologies. In order to
do this buy-in from other Federal agencies, such as Department of Interior,
Federal Energy Regulatory Commission, Environmental Protection Agency, will
be obtained to prepare list of contacts, develop data base, and establish
procedure for quarterly updates. The system will be advertised through Public
Aftairs and Energy Information Administration’s marketing programs and
marketing programs of other participating agencies.
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ELEMENT I IMPROVE COMMUNICATION AND

GOVERNMENT DECISION-MAKING

Action Area 6: Simplify Requlations Without Compromising

6.1

Environmental Protection

Streamline State and Federal Regulation

d other Federal end-State agencies, will improve the
efficiency and effectiveness of State and Federal regulatory programs and
reduce undue burdens on the domestic gas and oil industry by improving
coordination among regulatory agencies, eliminating redundant or unnecessary
regulation, and avoiding duplication in § | Federal end-State regulatory
programs.

An interagency working group will be created with representatives from the
Department of Energy, Environmental Protection Agency, Department of the
Interior, Department of Transportation, Department of Agriculture, and other
pertinent Federal agencies wil-eervene to improve coordination on regulatory
issues affecting gas and oil supply. DOE will also work cooperatively with States,
through organizations such as the Interstate Oil and Gas Compact Commission,
to (1) promote regulatory reform and improve the efficiency and effectiveness of
State regulatory programs affecting the domestic gas and oil industry, and (2)
expand opportunities for improved coordination between State and Federal
regulatory agencies.
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6.2 &3 Enhance State and Federal Regqulatory Decision-Making Capability

DOE, and other Federal agencies, will work to enhance the capability of State
and Federal governments to make better regulatory decisions affecting the
domestic gas and oil industry. DOE will support research and other efforts to (1)
increase the availability of sound technical information on the environmental risks
associated with gas and oil operations, and the costs and benefits of alternative
regulatory approaches; (2) make available and continue to utilize the unique
capability of DOE for performing energy impact analyses to assist State and
Federal decision-makers in assessing the impact of environmental and other
regulatory actions on gas and oil supply; and (3) expand ongoing efforts by DOE
and other Federal agencies to assist States with research and analysis, and
improved data management to support risk-based regulatory decisions affecting
the gas and oil industry.

6.3 -6-4-6:5 Progress Beyond Command and Control Requlation

The Administration will develop alternative approaches to environmental
regulation that balance the cost of regulation against realistic health and
environmental risk, establish priorities among the various environmental
protection programs in achieving goals, and promote innovative methods of
achieving environmental objectives. A key objective is to hasten the evolution of
the current regulatory framework affecting the domestic gas and oil industry from
the traditional command-and-control approach to more innovative, cost-effective
mechanisms that achieve the same or greater levels of environmental benefit.
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6.4 -6:5-6:6 Enhance Dialogue through Industry/Government/Public Partnerships

The Administration will promote dialogue among industry, States, the public, and
other interested parties to: (1) address regional environmental issues
constraining U.S. gas and oil resource recovery; (2) avoid unnecessary delays in
the regulatory permitting process; (3) resolve outstanding disputes concemning
gas and oil development; and (4) accomplish dual objectives of environmental
protection and energy development.

der the findings and
one-half-year comprehensive study on the future
of U.S. petroleum refining that was undertaken by the National Petroleum

C il (NPC), an visory committee to the Secretary of_ Energy’'.

DOE will host in the near term one or more seminars for the experts who
prepared the NPC report to present the findings, and describe the basis of the
analysis to interested stakeholders, government, and congressional staff.

' U.S. Petroleum Refining, National Petroleum Council, September 8, 1993.
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Action Area 7: Evaluate The Effect of Access to Federa!l Lands

.....................................................

7.1 Implement Interagency: Enéf;gjLCObfdmatmgLFedefa&mds—Weﬂaﬂa Group

7.2
&u%hem-yﬁ-eb%amed- The flrst phase of the program begun in January 1993, will
consist of (1) reprocessing seismic data that are available in the DOE archive: (2)
acquiring additional, commercially avallable sensmuc data; and (3) producnng an
assessment of the ga and Oi
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7.3

7.4

7.5

Increase Production on the Deebwater Outer Continental Shelf (OCS)

The deepwater portions of the Gulf of Mexico represent one of the most
promising exploration targets in the United States, but the economic and
technological challenges are substantial. Legislation has been proposed that
would provide incentives to encourage development in new deepwater areas.

DOE and the Department of the Interior are currently studying the issues related
to these deepwater incentives. DOE and DOI have told Congress that they

would support production incentives for non-moratoria OCS areas if appropriate
distinctions are made between treatment of existing and potential future leases.

Provide Incentives for Development of Marginal Prospects on the Gulf of Mexico
Outer Continental Shelf (OCS)

While there are bills before Congress to encourage leasing, exploration, and
production from deep water Gulf of Mexico leases, these bills do not address the
issue of ereeuraging exploration and production in the thousands of shallow
water blocks in non-moratoria areas of the Gulf of Mexico outer continental shelf.
Many of these blocks have not been exploited because the potential is small.

QGE—m-eeﬂfaﬁgﬁen-wﬁh The Department of the lntenor

feya#y-rehe#-) to determine the value of encouraging this shallow water
development.

Enhance Ability of Smaller Operators to Meet OCS Financial Requirements

fepreseMed—by smaller compames who WI|| have dlfﬂculty meetmg the Iatest
financial requirements for operating on the Outer Continental Shelf (OCS).

The Minerals Management Service has recently published an Advanced Notice
of Proposed Rulemaking (ANPR) raising the minimum threshold of financial
responsibility for operators on the OCS from $35 million to $150 million. The
ANPR process is expected to identify several possible options for addressing
concerns about the requirements. DOE has asked the National Petroleum
Council to quickly provide an analysis of the criteria published in the Advanced
Notice of Proposed Rulemaking, as well as recommendations of alternatives to
fulfill the intent of the legislation.

IMPLEMENTATION PLAN: DOMESTIC NATURAL GAS AND OIL INITIATIVE GCONRDENTAL DRAFT

Revised October 28, 1993 DO NOT CITE OR QUOTE

26



Action Area 8: Work With States and Tribes

8.1

8.2

Work with States on the Domestic Natural Gas and Qi Initiative

The Federal government will work cooperatively with States, particularly gas and
oil producing States, to develop and implement the Domestic Natural Gas and Oil
Federal land management agencies

regulating activities of the gas and oil industry relative to resource conservation,
environmental protection, and the use of natural gas.

t-agencies

In June 1993, the interstate Oil and Gas Compact Commission (IOGCC), the
association of the governors of 29 gas and oil producing States established in
1935, passed a resolution that broadly supports the Domestic Natural Gas and
Oil Initiative and urges member States to immediately make available all
resources at their disposal to assist the Administration in developing workable
energy policies.

Increase Domestic Natural Gas and Oil Production
and Environmental Protection on Tribal Lands

DOE will help Tribes gain access to energy technology and environmental
management assistance by (1) working with the Administration for Native
Americans, Department of Interior agencies, the Council of Energy Resource
Tribes, and other Native American organizations including individual Tribes to
provide intemship opportunities at the Strategic and Naval Petroleum Reserves,
and to encourage maintenance and operations (M&O) contractors to do likewise;
(2) support proposed projects by individua! Tribes while developing appropriate
information transfer components that will benefit other Tribes as well; (3) work
with the Council of Energy Resource Tribes to build a management and technical
foundation at the Tribal level; (4) seek opportunities to facilitate and enhance
the evolving alliance between Tribes and industry; (5) exercise leadership within
the Administration to support and encourage an expanded Bureau of Indian
Affairs resource assessment program; and (6) continue to foster basic science
and math education for Native American youth.

This action will deal directly with the issue of possible disproportionate
environmental risks borme by minority/low-income populations.
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Action Area 9: Address West Coast Production Constraints

9.1 Open Access to Crude Qil Pipelines in California

The DOE will work with the FERC, the Justice Department, and the California
Public Utilities Commission to ensure fair tariffs for central California pipelines
and with the Deparntment of the Interior on enforcing the common carrier
requirements of the Mineral Leasing Act.
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thout itiaation.

Action Area’10 #4: Interagency Study of Impacts of Oil Import Dependence

1401 344 Establish Interagency Qil Import Dependence Study Committee

The Domestic Natural Gas and Oil Initiative will initiate a review that will assess
the economic, security, and environmental implications of rising U.S. oil import
dependence. Analysis of the issue centers on questions of national security,
costs and benefits to the economy and environment, reactions to these impacts,
and the role of the Federal government in addressing the situation. The study
will define and characterize the short- and long-term economic impacts
associated with greater oil import dependence by the United States. This
analysis will also include the effects of oil imports on U.S. employment and trade
deficit.

This policy development initiative will be undertaken by an interagency
committee, coordinated by the NEC and the NSC with DOE as the lead agency.

The interagency working group will first produce a work plan that will identify the
issues to be examined, detail the resources to be provided by group-member
agencies, outline the level of involvement by outside experts or institutions,
determine the milestones, and describe the final product. '

10.2 #2 Stabilize Prices with Govemment Fuel Expenditures

The DOE in conjunction with other agencies will undertake a study to
characterize and determine the utility of establishing a governmental program for
hedging fuel purchases by the government —Fhishitiative-willestablisha

d be a counter-part to oil
price hedging strategies with dome . The price swaps will
stabilize both the producers’ production revenues and the government's outlays
for fuel and fuel-related programs. The implementation team will include
members from the Departments of Energy, Defense, and (perhaps) Health and
Human Services, as well as agencies such as the Office of Management and
Budget and the National Economic Council.—Fhe-team-wili:
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DOMESTIC NATURAL GAS AND OIL INITIATIVE

I INTRODUCTION

Earlier this year Secretary Hazel R. O’Leary announced that the Administration would
develop a "plan that will lead to expanded opportunities for domestic gas and oil
producers." The Secretary noted that "the end goal of this project will be to develop
new and expanded opportunities for jobs in the domestic gas and oil industries, while
fostering a climate which will increase production from domestic resource bases and
reduce our reliance on foreign oil."

A viable and productive domestic gas and oil industry is essential to our shared
national goals of increased esenemis trade, national security, and environmental
preservation. Even with the aggressive increases in energy efficiency and new
sources of supply -- increases the nation must strive to achieve -- a sound economic
future requires an investment in our domestic gas and oil industry. By learning to use
our gas and oil resources more productively and efficiently, we will preserve worldwide
skill and product export opportunities that are vital to our economic future and our
leadership role around the world.

This document summarizes the intent of the Domestic Natural Gas and Oil Initiative,
which is to develop an effective approach for maintaining the viability of the American
gas and oil industry without compromising economic efficiency or environmental
quality. We fully recognize that this Initiative is only one part but an important part of
the Administration’s energy, economic, and environmental policies. In total, these
policies reflect the need for job creation and security, global competitiveness,
preservation of the environment, improved energy efficiency, and national security.
The Administration has developed, and will continue to develop, initiatives that reflect
these priorities.

To cite just a few related examples:
. The Clean Car Initiative is dedicated to working with the automobile

industry to develop a fuel efficient car, in order to reduce our long-run
dependence on oil and associated green house gas emissions.

. The Natural Gas Utilization Initiative is focusing the Department of
Energy’s research and development efforts on new and more efficient
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types of natural gas end-use technologies, such as fuel cells and natural
gas appliances.

. The Clean Cities Program and the Federal Fleet Conversion Task Force
are working to accelerate the introduction of low-poliution, alternative fuel
vehicles into our urban transportation markets:

coordirated
. The Renewable Fuels Programs are a contrnurng jeirteffort of the

Departments of Energy and Agrrculture to explo develep—and—premete

of agricultural and forestry resources in the manUfaeture of biofuels (e.g.
ethanol, methanol, fuel additives, and biodiesel) for transportation and
the generation of electricity for utility applications.

In addition to these initiatives, the Department of Energy, the Federal Energy
Regulatory Commission (FERC), and other Federal agencies are in the midst of
implementing the Energy Policy Act and many other new programs and policies that
affect transportation and energy use.

All of these efforts, and many more to follow, affect the nation s gas and oiI producers

The purpose of this Initiative is to address these issues in the context of the array of
new Federal policies. Moreover, the global economic and political environment has
changed S0 much in the past few years that the effects of our petroleum dependence

i the trend towards high imports.
Most of our economic competrtors strongly encourage petroleum conservation -- often
through imposition of high consumption taxes -- in part to reduce their vulnerabrlrty to
price shocks and supply interruptions

abread. Americans have preferred to find other strategies to address these problems.
- As a complement to these efforts, we propose additional policies to strengthen
exploration and production of domestic gas and oil resources in a cost-effective, pro-
competitive manner.
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The Initiative was developed by working with stakeholders and various Federal
agencies with significant energy responsibilities. Figure 1 summarizes the three major
elements of the Initiative:

(1)  toincrease domestic gas and oil production and environmental protection
through the advancement and dissemination of new exploration and
production (E&P) technology;

(@)  to stimulate markets for natural gas; and

(3)  to streamline and improve communication and government
decisionmaking.

In addition to these three elements, the Department of Energy will coordinate
undertake a broad new study coordnnated by the Natlonal Economlc Council and the
petroleum dependence. This study will form the basis for ater any:additional actions
found to be warranted under the study.

In assembling the Initiative, the Department has sought to achieve the specific
objectives without sacrificing other paramount national interests, such as deficit
reduction, economic stimulus and environmental protection. Wherever possible, the
tactics and actions under the initiative take advantage of market forces, and also seek
to achieve a cooperative and efficient balance between the public and private sectors
and between Federal and State governments.
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Figure 1

Domestic Natural Gas and Oil Initiative Roadmap

10/22/93
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. THE NEED FOR ACTION

A.  The Worldwide and Domestic importance of Natural Gas and Oil

Natural gas and oil will remain critical elements in every nation for the foreseeable
future. In 1980, United States consumers spent over $300 billion on gas and oil--5.5
percent of Gross Domestic Product (GDP)." Gas and oil supply 99.9 percent of
transportation fuel needs (almost entirely oil); 75 percent of industrial needs;? 61
percent of residential and commercial needs and 13 percent of electric utility needs.®

In the rest of the world, natural gas and oil are equally important, or, in some cases,
even more important commodities, than in the United States. Gas and oil
consumption represent 61% of total energy consumed worldwide in 1991.* Because
of the developing world’s enormous appetite for energy, gas and oil are likely to play
an ever-increasing economic role. In addition, global warming concerns may cause an
even larger shift towards gas, and possibly oil, than might otherwise occur.

By any standard, the domestic gas and oil industry remains an important source of
capital formation, technological development, and employment in the American
economy. In 1990 the industry invested $21.0 billion® in infrastructure. The gas and
oil industry, including the associated service industries, account for nearly 380,000
American jobs. Though this represents a relatively small fraction of the total U.S. work
force, Figure 2 demonstrates that these jobs pay wages 30 percent above those of the
average American worker, thus representing the sort of high-skill, high-value jobs
America needs.® Identification of hydrocarbon deposits far underground requires much
training and application of advanced technologies.

'Source: Energy Information Administration; The Annual Energy Review 1992.
U.S. Department of Energy, Table 3.8, page 85.

?Includes non-utility electric generation, independent power producers, feedstocks
and other industry users.

*Source: Energy Information Administration; The Annual Energy Review 1992. U.S.
Department of Energy, Table 3.7, p. 83.]

‘Energy Information Administration, International Enerqy Annual, 1991, Table ES2,
page XVI.

*Source: Survey of Oil and Gas Expenditures 1990, American Petroleum Institute,
November 1991, Table Il, page 2.

®*Source: Bureau of Labor Statistics, Department of Labor; Current Employment
Statistics Survey.
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B. Maintaining Our Lead in Gas and Oil Exploration and Extraction
Technologies Will Benefit the Nation

future for Amencan citizens. The Amerlcan publlc and their government increasingly
understand that the citizens of this country compete internationally for jobs, for
investment, and for economic growth. Success in that competition will depend, in part,
on an explicit strategy that emphasizes improvement in American technology and
competitiveness. .

The U.S. gas and oil industry is in transition. Most major domestic oil companies have
shifted their exploration operations abroad. Independent producers play an increasing
role in finding and extracting domestic gas and oil. Natural gas is an abundant and
underutilized domestic resource which can be substituted for oil and has many
environmental and economic benefits. Furthermore, the U.S. has large remaining
resources of oil, but they require advanced, relatively high-cost technologies to locate
and extract.

It is beyond question that natural gas and petroleum will remain critical materials in the
world economy for the foreseeable future. increasing scarcity anywhere in the world
will increase the value of exploration and production skills that reduce the cost, or
increase the availability of, natural gas and petroleum.

The gas and oil industry relies upon advanced technology, in which American firms
traditionally have led the world. Modern gas and oil exploration and production
represent the quintessential "high tech" industry. It is instructive to note that, when oil
fires in Kuwait required unique firefighting skills, U.S.-based experts made important
contributions to ending this economic and environmental nightmare. ‘However, the
number of trained young people in the United States entering the gas and oil business
has shrunk to a small fraction of what it used to be.

As in many other industries, worldwide competition in extraction and exploration is

- fierce and increasing. If domestic producers are to continue to provide a substantial
portion of U.S. oil needs, and compete in world oil markets, new and advanced
technologies must be developed and widely applied. New technologies will also be
vital in developing our abundant domestic natural gas resources to meet the widely-
expected increased levels of demand.
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In the long run, increased productivity of the American gas and oil industry will create
jobs for Americans. First, by keeping U.S. technologies “"on the cutting edge," we
ensure that they are the technologies of choice worldwide, thereby maintaining and
expanding technology export opportunities and export-related jobs. Second, increased
productivity can make more of a domestic energy resource economically available,
ultimately allowing expanded domestic production and increased employment.

Revolutionary technologies that use state-of- the art computer mapping of the sub-

and oil industry today. A case in point is known as three dimensronal (3-D) seismic
surveying. This procedure ean provides high-resolution images of subsurface gas and
oil deposits, thus enabling more efficient exploration and development. Success using
this approach has been documented by many companies. An example is in the Bay
Marchand field in Louisiana (See Figure 3). Prior to 3-D utilization, production in this
field had declined to 18,700 barrels per day in November 1985. Using 3-D
technology, the decline in production was reversed and output more than doubled,
rising to 45,200 barrels per day in April 1991. Other case studies suggest that, where
new undrilled reservoir prospects lie adjacent to producing fields, the discovery
success rate can be improved by as much as 50 percent through use of 3-D

technology ahd

Independent producers, integrated major producers, and the gas and oil service
industry believe that these technologies hold great promise for expanding production
from our domestic resources. Furthermore, these technologies have great potential
for developing gas and oil resources abroad, thus representing a significant export
opportunity and allowing a diversification of international supply.

American industrial competitiveness will depend on improvements in productivity and
technology equal to or better than that of other nations. The gas and oil industries are
poised to research and adopt new methods of exploration and extraction that will allow
us to expand our economically recoverable domestic resource base without
compromising environmental quality. Increased reliability of subsurface mapping
means fewer dry holes and increased reserves. |If we develop and deploy these new
procedures in a domestically-based industry, the U.S. will lay claim not only to
increased energy production, but also technologies that can be marketed to our

trading partners abroad H—we—iaii,-%he-U—S—mii—hkeiy—be-pimhasmg-these

Preserving Worldwide Environmental Quality

As we move toward the twenty-first century, our nation must reduce its dependence
on fossil fuels, minimize wastes, preserve our water resources, and protect sensitive
environments. This Administration will assert world leadership on such issues. The

DOMESTIC NATURAL GAS AND OIL INITIATIVE CONFIDENHAL DRAFT.
Revised October 21, 1993 DO NOT CITE OR QUOTE



policies that encourage gas and oil exploration and production will be pursued with
these environmental goals in mind and with the understanding that energy and
environmental objectives are compatible In doing S0, the U S will be settmg an
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. THE DOMESTIC GAS AND OIL INITIATIVE

As mentioned in the introduction, the Domestic Gas and Qil Initiative has three
principle elements:

1. Increase gas and oil production and environmental protection through the
advancement and dissemination of technology;

2. Stimulate markets for natural gas; and
3. Improve communication and government decisionmaking.

156
In the remainder of this section, each of these elements a®e discussed and described.
An implementation plan, making use of stakeholder and other agency comments to
date, is currently being developed to address these elements.

Element 1. Advancement and Dissemination of Natural Gas and Oil
Technologies

Advanced computing technologies are revolutionizing the search for gas and oil. In
some areas, for example, advanced computing technologies have allowed for the
direct detection of natural gas through the analysis of seismic data.

American national defense labs--specifically Los Alamos, Sandia, and Livermore--
historically have created the demands which spurred the development of cutting-edge
computer technologies. American taxpayers have invested many billions of dollars in
applying the scientific capability of the National Laboratories to the development of
world-class modeling capabilities. National Laboratory scientists and facilities can and
do model complex subsurface conditions for both underground nuclear testing and
some current gas and oil projects.

The gas and oil industry is poised to realize enormous benefits from the advanced
exploration and production techniques. To take maximum advantage of these
opportunities, the Administration proposes an industry driven Advanced Computational
Technology Initiative to enhance joint government/industry/university research,
development, and deployment efforts on advanced computing problems related to
exploration and production. These efforts will build on the longstanding leadership of
the United States in developing and marketing new computer technologies and

- applications, and will help to maintain a strong U.S. position in this critical, high-wage
field. These efforts will be expanded in FY-95 to a total federal commitment of $50
million, in addition to substantial funds from private enterprises.

To meet this objective, the DOE shall expand its oil R&D program to increase
advanced oil recovery capabilities and reduce the rate of reservoir abandonment. This
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will be accomplished through accelerating field demonstrations; conducting in-depth
evaluations of selected past and ongoing industry projects to pinpoint important
unsolved problems; disseminating more complete information on technology
developments; conducting field-based reservoir characterization and innovative
recovery process experiments; and expanding supporting research to address
industry-identified needs.

mcreasnng costs of comphance with environmental regulations. To help reduce the
costs of meeting environmental objectives, the DOE, with the assistance of the
Environmental Protection Agency, the Office of Environmental Policy, the Office of
Scnence and Technology Policy and the Department of the Interior, wnll establish-an

ray : Y
envuronmental technology demonstration and technical assistance program and
develop specific studies and demonstrations, such as an examination of the feasibility
of significantly increasing the amount of lubricating oil that is recycled in the United
States and exploring the Federal role in oil spill clean-up R&D.

The Administration also proposes to stimulate development of a nationwide technology
transfer network and assistance program. Technology transtfer efforts will be
especially important in encouraging the 8,000 independent operators in the U.S. to
adopt innovative exploration and production methods. Historically, these operators
have led the exploration of our domestic resource base. Two-thirds of these
independents have fewer than 20 employees and cannot individually finance large,
long-term R&D programs.” Smaller independents have expressed strong interest in
organizing themselves to better disseminate technology.-

Due to the increased upfront costs associated with new technologies such as
advanced computing, some independents have formed associations that reduce the
costs of gaining access to new technologies. By familiarizing individual firms and
these associations with new technologies developed by both industry and government,
technology transfer efforts can make a critical contnbutlon to-increasing-domestic

"Source: Department, of Commerce, Bureau of the Census, 1987 Census of
Mineral Industries, MIC 87-1-13A, Table 1, page 13A-5.
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geetegteat—and—geephyereateuﬂay& By encouragrng the use of the most advanced

technologies for gas and oil production and environmental compliance, the proposed
Initiative will bolster technical progress; and create high-wage employment for United
States citizens, and+educe-the-transter-of-American-purchasing-powerabigad. Thus,
advanced gas and oil extraction technologies represent a natural part of the
Administration’s technology strategy.® Ultimately, investments in technology represent
investments in people. Only superior skills of American workers will keep the
domestic gas and oil industry at the forefront of international competition for advanced
seismic exploration services.

Element 2. Stimulate Markets for Natural Gas

As the President has stated, the substitution of domestically produced natural gas for

The remaining resource base for natural gas appears to be more abundant and cost-
effective to tap than the remaining resource base for domestic oil. Independent

exploratory drilling yields have nearly doubled Most of this increase in productivity
b\ ! xl\represents the discovery of new gas reserves.’

\\\\ \D The Federal Energy Regulatory Commission (FERC) has taken a number of dramatic
R actions intended to improve competition and service in the natural gas industry.

TeSY These actions shall continue. The Administration recognizes the valuable contribution
N these efforts have made to expanding and improving natural gas markets. We also
recognize the need to carefully target new policies in order not to Jeopardlze the
progress made to date President. :

®President Clinton and Vice-President Gore, "Technology for America’s Economic
Growth: A New Direction to Build Economic Strength”, February 22, 1993.

*Energy Information Administration; U.S. Crude Oil, Natural Gas, and Natural Gas
Liquids Reserves 1991, Figures 10 and 11, page 18..
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Our discussions with other agencies and the FERC have demonstrated that there is
scope for additional activity that will complement and support the FERC'’s efforts To

FERC's actlvmes the Department of Energy and the FERC will establish an
interagency working group that will meet on an ongoing basis to coordinate policy
development and implementation. These meetings will be conducted so that
infringement on either the FERC's, or the Department’s rights and responsibilities
under the law will not occur.

cnattzatnon

In addition te-these-Federatregutatory-referm-nitiatives, the Administration is

pursuing two coordinated efforts whose net effect will, we believe, accelerate the use
of natural gas in transportation markets: (1) The Federal Fleet Conversion Task
Force, a program designed to convert public and private fleets to alternative fuels,
including natural gas, over the next few years and to coordinate efforts leading to
alternative fuel refueling infrastructure development; and (2) The Clean Cities
Program, an effort to coordinate state and local public and private alternative fuel
vehicle market development. Efforts such as these will have a major impact on
reducing imports, creating jobs and opening new markets for alternative motor vehicle
fuels.

Improving The Natural Gas Deliverability Infrastructure

Efficient delivery of natural gas from the wellhead to the burner tip is dependent on a
well-functioning physical infrastructure for gathering, transporting, storing, and
distributing gas, and on an accurate and timely information infrastructure for
monitoring natural gas supply and demand.

‘To help improve the physical infrastructure, the Administration will work with the FERC
to remove barriers to enwronmentally sound constructlon of addmonal pipeline and
storage facilities;. " To:this enc
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and accelerate tne development and use of advanced technologles in natural gas
storage and distribution.

The Administration will also support the industry’s efforts to improve real-time
capabilities for monitoring and modeling natural gas availability and flows, and to
match gas storage to end-user requirements. Such efforts will be especially important
in enabling greater use of natural gas in electric power generation.

One-tep+e++pe—ie(—d+seuee+en—ieetween-tThe Department of Energy the FERC

Departments of Agriculture and Interior as well as other key stakeholders.

Supporting Natural Gas Regulatory Reform and
New Contracting and Hedging Mechanisms

Federal and State regulators should continue to promote a competitive industry
structure. As noted above, changes under way in the private sector and industry
restructuring prompted by the work of the FERC are already reducing the costs of
information and transactions in natural gas markets.

At the State level, changes in regulations governing the distribution of natural gas and
electricity can also lead to improved efficiency in energy use. DOE supports State
efforts to revise electricity, gas, environmental, and energy conservation pricing
policies and regulations that will help to clarify the true economic costs and lead to
greater economic value and a cleaner environment. Recognizing the States’
jurisdictional authority in this area, we seek a cooperative effort between State utility
regulators and energy offices and DOE to help foster regulatory reforms that will:

(1) improve access to gas distribution facilities; (2) encourage efficient pricing for
electricity and gas; (3) encourage the removal of fuel-specific subsidies that work
against energy efficiency goals; (4) encourage cost-cutting by distributors; and (5)
boost the use of natural gas transportation.

One of the most important topics for this State-Federal dialogue involves the use of an
expanded portfolio of contracts for natural gas distribution companies and end users.
New types of contracts and financial instruments can lead to improved gas availability
and market performance, but only if all parties understand and utilize these new tools.

- DOE will expand its fact-based educational activities in these areas without attempting
to prescribe specific state or customer contracting policies.
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Providing information services

To facilitate all elements of this Initiative, and as a final implementation measure
aimed at this objective, the Department will improve its ability to develop, collect, and
disseminate information on natural gas deliverability and storage. To complement the
proposed initiatives to improve natural gas deliverability and encourage regulatory
reform, the DOE will enhance the capability of the Energy Information Administration
(ElA) to collect these data, and will develop an Energy and Resources Mapping and
Information System. EIA will work with other agencies and the private sector to
provide a coordinating function and to avoid duplication while executing this task.

Element 3: Improve Communication and Government Decisionmaking, Including
Issues of Access to Public Lands, and Investments in Environmental
Improvements

The Report of the National Performance Review issues a challenge to Federal
agencies to find new ways of problem-solving that emphasize collaboration,
empowerment, and greater efficiency. The National Performance Review calls on
Federal and State agencies to eliminate “regulatory overkill" and work together with
greater coordination and flexibility.

¥ IY
This component of the Initiative contains séven specific action areas created in the v’
spirit of these Administration priorities. The seven action areas are:

(1)  {2Various federal regulatory agencies and departments should
streamline and simplify mutti-jurisdictional, multi-layer, and overly
complex regulatory processes, with no compromise in regulatory
protection of the environment and the public interest ("eliminating
regulatory overkill," in the words of the National Performance Review);

2

(3)  {4¥The Department of the Interior is initiating a regional process for
examining Outer Continental Shelf (OCS) policy in certain frontier areas
(the Arctic National Wildlife Refuge is not included). That process should
include representation by the Department of Energy, the Environmental
Protection Agency, and state and reglonal representatlves of aII
significant stakeholders;: . the:
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(4)  {&)Various agencies and departments should work more closely and
cooperatively with States and Tribes on gas and oil supply issues;

(5)

(6) {AHThe Department of Energy shall work with Congress, the Bureau of
Land Management, and the Office of Management and Budget to

prepare and implement a plan for production of the Naval Oil Shale
Reserves.
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"Eliminating Regulatory Overkill"

As in other industries, gas and oil producers have become subject to a vast number of
overlapping, media-specitic State and Federal environmental rules. As the Vice-
President noted in the recent National Performance Review, these rules are usually
created with the best of intentions. As the Vice-President further notes, it is time to
"put aside our reverence for those good intentions" and focus on implementing
regulatory protection with greater flexibility and efficiency.

Fortunately, a wealth of new regulatory solutions and processes are under
development across the United States and around the world. Market-based and multi-
media pollution control solutions are under development and in some cases a matter
of law; Federal and State agencies are making increasing use of regulatory
negotiations and formal collaborative processes; and agencies such as the Federal
Energy Regulatory Commission are searching for self-enforcing, market-based
processes that eliminate or reduce the need for formal hearings.

Encouraging progress has been made in this area in gas and oil production, as well as
refining, but much more can be done. At Atlantic Richfield Corporation’s Dauphin
Island site in the Gulf of Mexico, early communication with State and local
governments and the fishing community avoided unnecessary project delays and
resulted in an environmentally superior and economically viable drilling prOJect In

At the'York'town reﬂnery in V|rg|n|a the cooperation of Amoco and the Enwronmental
Protection Agency led to unprecedented new information concerning the structure,
effects, and compliance strategies associated with environmental rules.

These efforts suggest great promise, but more action is needed. To accelerate
progress, we will:

. Work cooperatively with States through organizations such as the
Interstate Oil and Gas Compact Commission and the National
Association of Regulatory Utility Commissioners to promote the
streamlining and integration of State and Federal regulatory programs.
The purpose of these concerted efforts will be to seek out and eliminate
duplication in Federal and State regulatory programs, whether in the form
of needless paperwork or duplicate permits or hearings. Wherever
possible, one-stop permitting and market-based mechanisms will be

encouraged.
. Enhance the capability of State and Federal governments processes.
-~ This enhancement is designed to dovetail with the,streamlined

; C./\'j)“f‘“k" interagency regulatory review process {-bn”Administrations e,
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which also seeks to minimize interagency rule conflicts and incorporate
tradeoffs between regulatory impacts.

. Demonstrate the feasibility of alternative approaches to environmental
regulation that more accurately balance costs and benefits, promote
rather than stifle technological innovation, and allow for compliance
flexibility.

. Promote dialogue and build partnerships of industry groups, States, the
public, and other interested parties dedicated to resolving disputes and
balancing the energy, economic, and environmental objectives necessary
for sustainable development.

. Establish a joint Department of Energy and Environmental Protection
Agency working group to review the National Petroleum Council report
on the future of U.S. petroleum refining. The working group will develop
a strategy for maintaining a more viable domestic petroleum refining
industry, including the examination of the feasibility of innovative, cost-
effective approaches to an "environmentally invisible" refining industry.

The Nation's public lands are one of its most precious resources, and it is entirely
appropriate to safeguard and preserve these lands for future generations. However,
with advanced technologies and careful extraction practices, it is no longer the case
that our stewardship obligations are inconsistent with the extraction of subsurface
resources.

Figure 5 shows the substantial percentage of gas and oil resources that underlie
Federal lands and waters. Federal lands comprise some 727 million acres of property
onshore, nearly one-third the entire land area of the United States.'® The Outer
Continental Shelf (OCS) also contains a vast resource of gas and oil restricted from
development for economic reasons or they are under executive and legislative
moratoria.

“Estimates of Undiscovered Conventional Resources of Oil and Gas for Federal
Lands, and for Indian and Native Lands of the Continental United States, G. L. Dolton,
R. F. Mast, R. A. Crovelli, U.S. Geological Survey Open-File Report 90-705, 1990.
Table 2, page 10-12.
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The U.S. leads the world in the development of environmentally effective technologies
for exploration and development of gas and oil in frontier areas. We should retain this
leadership not only for ourselves, but for the planet we share. This base of knowledge
contributes to the tools available internationally for environmentally responsible gas
and oil development, as other nations push offshore and into the Arctic.

Collaboration with States and Tribes

The States aiid Federal land manageme
regulating the gas and oil industry in as of resource conservation,
environmental protection, and the use of natural gas. Ongoing federal interactions
with State organizations, such as the Interstate Oil and Gas Compact Commission, the
Ground Water Protection Council, the Energy Council, the National Governors’
Association, the National Association of State Energy Offices and the National
Association of Regulatory Utility Commissioners should be strengthened. The Federal
government will work cooperatively with individual States to identify and resolve key
issues constraining gas and oil supply at the State and regional levels.
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As part of this Initiative, the Departmentywill also forge new partnerships with Tribes to
increase domestic gas and oil production on tribal lands. These partnerships will
strive to recognize the importance of economic development, environmental
preservation, and cultural sensitivity to tribal affairs.

Addressing West Coast Rreduwetien Constraints

Crude oil production from the Alaskan North Slope (ANS) is likely to decline, leaving
the West Coast once again a significant importer before the year 2000. To address

this problem the Admlnlstratlon proposes #emewe—many—eﬁhe—bame;s%nh@#

. Encourageirg oil pipeline access for non-integrated producers in California.
Most, if not all, of these large pipelines should operate as common carriers by
virtue of their settiements in long-standing lawsuits, or their use of rights-of-way
granted under the Mineral Leasing Act. Free and open access to transportation
assets in the State will help to increase production.

Prepare and Implement a Plan For Production of the Naval Oil Shale Reserves

The Naval Oil Shale Reserves represent a significant natural gas resource that is
currently unavailable for production. The Dep rtment of Energy ill characterize the
productlon potentlal of the Reserve qddition; the: | f:Energy: will. work

v

t.of these government owned lands in an
environmentally responsible manner that will maximize revenues to the Treasury.

This plan will use the considerable work that has already been done by the
Department of Energy, the Bureau of Land Management, the Office of Management
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and Budget, and Congress. An aggressive timetable will be set for quick
implementation of the plan.
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IV.  The Question of Oil:ImportsNew-Interagency Study-of the Impacts-of-Oil
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V. SUMMARY AND CONCLUSION

During his campaign, President Clinton stated that "a primary goal of the Clinton/Gore
National Energy Policy will be reducing the amount of foreign oil consumed in
America." The achievement of this ambitious goal will require a coordinated strategy
that ranges far beyond policies primarily directed at gas and oil supplies. We must
continue to improve our energy efficiency, increase our use of renewable energy
resources, increase the use of alternative fuels for transportation, diversify our
international sources of supply, and develop new methods of production that promise
to reduce costs, pollution and energy use simultaneously.

This coordinated strategy, in turn, must reconcile conflicts between the need for
energy supply and environmental preservation. Confrontation predicated on the
erroneous belief that these two goals are incompatible has led to much delay,
litigation, and frustration, and has threatened to lock up valuable resources that could
benefit the nation. While the nation must protect the environmental heritage we hand
down to future generations, these values can and must become compatible with
careful resource development.

Of equal importance, it is time to acknowledge the fact that the exploration and
extraction of fuels is an economically strategic industry. American competitiveness
depends on the skills and productivity of American workers. We cannot maintain our
present technological and skill-base edge in the international energy markets without a
viable domestic gas and oil industry in which to train and deploy workers. Similarly,
we cannot increase our technological edge, nor exercise world environmental
leadership, if we no longer invest in R&D and produce domestic energy resources in
an environmentally sound manner. To safeguard our security, improve our technology
and skill base, and exercise environmental leadership, domestic gas and oil supplies
must remain a part of this fabric and a full-fledged contributor to the nation’s economic
future.
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THE WHITE HOUSE

WASHINGTON

December 3, 1993

MEMORANDUM FOR DISTRIBUTION

Cc: Bob Rubin
Bo Cutter
Bill White
Kyle Simpson <¥2ﬂ
From: Heather Ross
Subject: DOE Domestic Natural Gas and 0il Initiative

Following the November 3 deputies meeting on this subject, DOE
has repackaged its material into one document, which is enclosed.
While substantially rewritten, the text is intended to reflect
the agreements reached at that time.

The purpose of this circulation is to provide you with an advance
copy of what DOE is planning to release shortly. If you see any
significant substantive divergence from our November 3 agreement,
please let Kyle Simpson (fax 586-0148) and me (fax 456-2223) know
by Monday, December 6.

Thank you for your participation in this review.
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will be to develop new and
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jobs in the domestic gas and
oil industries, while.fast_ering |
a climate which will increase
production from domestic
resource bases and reduce our
reliance on foreign oil.” |

Hazel R. O’Leary
Secretary of Energy

April 1993 Announcement of the
Domesti¢c Natural Gas and Oil Initiative
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THE NEED FOR ACTION

The American people have entrusted
this Administration with pursuing public
policies that help the private sector gener-
ate highwage jobs and a secure eco-
nomic future. The Federal Government and
American cifizens are increasingly realiz-
ing that this couniry must compete interna-

 tionally for obs, for investment, and for
economic growth. Success in that com-
petition will depend, in part, on explicit
strategies that emphasize advances in
American technology.

Any discussion of [obs, fechnology, com-
petitiveness, and economic growth must
consider the strategic role of energy. This
Inifiative was developed with the under-
standing that economic, energy, and
environmental objectives can be compati-
ble, and that all activities offecting energy
issues need to be integrated. Implemen-
tation of the Energy Policy Act of 1992
and many other new programs and

FoUc/Us

policies that affect transportation and
energy use are currently under way (see
box below). A strategic combination of
efforts will improve the overall effective-
ness of how our Nation produces and uses
energy, creates jobs, and enhances the
quality of life for all Americans.

Natural gas ond oil will remain critical
components of energy supply in every
nation for the foreseeable future. In 1990,
U.S. consumers spent over $300 billion on
natural gas and oil — 5.5 percent of the
gross domestic product (Figure 1).!
Imported oil is a significant factor in this
total. The United States, long a dominant
producer of oil for domestic consumption,
has become ¢ mature producing region.
As a result, the Nation is increasingly
depending on imports from areas with
more readily accessible oil.

Energy Efficiency and
Renewable Energy Strategies

Among the most important national energy, environ-
mental, and economic strategies are: to improve the
efficiency of the way we utilize natural gas and oil
for transportation, industrial, commercial, and resi-
dential applications; and to implement policles that
allow renewable resources to play a prominent role
in the Nation’s energy future. This will include more
widely adopting waste minimization practices.
Within the Department of Energy, overall funding for
these activities is estimated fo increase by 25
percent in Fiscal Yeor 1994 éver Fiscal Year 1993.
Examples of programs benefiting from the increase
include the follawing:

* The Clean Cer Inifigtive is dedicated to working
with the automobile industry to develop a fuel-
efficient-car, in order to reduce both our long-rur

dependence on il and the associoted emission
of pollutants.

* The imate Change Action Plan represents the
Administration’s plan for reducing the growth of
gases linked to global warming, with an emphasis
on energy efficiency.

¢ The Clean Cities Program and the Federal Fleet
Initiatives are working to accelerate the introduction
of low-pollution clternative fuel vehicles into our
urban transportation markets and to reduce the use
of oil in transportation.

¢ The Notural Gas Utilizafion Inifiative is focusing
DOE'’s research and development efforts on new
and more efficient types of natural gas end-use
technologies, such as fuel cells and naturel

gas appliances, to increase gos use.

* The Renewable Fuels Programs are a continuing
coordinated effort of the Departments of Energy and
Agriculture to explore with indusiry the costeffective
and environmentally beneficial utilization of egricu
tural and forestry resources in the manufacture of
biofuels and their chemical co-products (e.g.,
ethanol,'methanol, fuel additives, and biodiesel) for
fransportation, and the generation of electricity for
utility applications.
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 This shift is particularly significant because  Despite the maturing of the United States

for over 20 years, costs for imported oil as a producing region, the domestic
have amounted to more than 60 percentof  natural gas and ol industry remains
our frade deficit. Between 1980 and an important source of capitol formation,
1992, the United States paid $742 billion  technological development, and employ-
(1987 dollars) to other countries to pur- ment in the American economy. In 1990,
chase imported crude oil ond petroleum the industry invested $21 billion in infre-
products. In comparison, over the same structure.? And the Industry’s reliance on

. period Americans paid $498 billion for advanced technology, In which American
imported automobiles. In fact, oil import firms troditionally have led the world, has
trends are rising. In 1992, imporis been the driving force in numerous tech-
accounted for 41 percent of U.S. consump-  nological innovations. In fact, modern
tion: The Energy Information Administra- natural gas and 6l exploration and

fion projects that by 1995 or 1996 this preduction represent the quintessential
figure will exceed 50 percent. And by the ~ “high tech” industry.

year 2000, the U.S. Office of Technology
Assessment estimates that it could rise o as
high as 70 percent.

For example, technologies that use state-of-
the-art computer mapping of the subsur-
face for exploration and production are

" In the rest of the world, natural gas and il being enhanced through further-develop-
are equally important commodities, and in  ment in the natural gas and oil industry

some countries they are aven more impor-  todoy. A case in point is known as three-
tant than in the United States. Worldwide,  dimensional (3-D) seismic surveying. This
natural gas and oil will play an ever- procedure provides high-esolution images
increasing role in facilitating economic of subsurface natural gas and oil deposits,
growth. The developing world will con- thus enabling more efficient and environ-
tinve to consume increasing amounts of menlally sound exploration and develop-
energy. It is hoped that these nations will ment resulting In increased reserves ond
turn toward renewable and other clean fewer dry holes.

energy sources.

Within U.S. Sectors Worldude

- %4 Natural Gas
¢ Trans or:aﬂon CrudeOll& . |
100 8% . Refined Products : S N
] )
Industrial*
-8 13%% Resdonia & _
e mmarcia . .
L 60.5% §4.7% §0.3%
. B . .
40
Figure1: 30 Elactric
1991 Consumption of Natural Gas and 20 ,‘5"2‘.‘,’,
Oil as a Percent of Total Energy Consumption 16
Natural gas and oil represent major portions of 0 <
. the energy consumed in the United States and . "Includas non-utlnm:lecmc generation, Independent pawer producars,
L feqdstacks, and other Industry usars.

throughout the world.
Source: Energy Informalion Adminisiration.
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Figure 2:

Average Hourly
Eamings for the
Natural Gas and Oil
Extraction Industry
Pay scales in the natural
gas and oil extraction
industry are 30 percent
higher than the wages
earned by the average
American worker. -

Independent producers, integrated major
producers, and the natural gas and oll
service indusiry believe that domestic -
development and deployment of these and
other technologies will lay claim not only
to increased domestic production, but also
to the creation of high-wage jobs for -
domestic companies markefing new tech-
nologies to our rading pariners abroad.
Impraved technologies will also lead to
increased diversification of siable sources
of international natural gas and oil sup-
plies. Many foreign nations, such os the
former Soviet states, desire to apply our
expertise and technology in tha producﬂon
. of their resources.

In the long run, the increased productivity
of the U.S. natural gas and oil industry will
create jobs for Americans. The natural gas
and oll induslry, including the associated
service industries, accounts for nearly
380,000 American jobs. Though this num-
ber represents a relotively small froction of
the total U.S. work force, these jobs poy
wages 30 percent above those of the aver-
age U.S. worker {Figure 2). These are the
types of high-skill, hlgh-value jobs thns
Notion needs.?

Natural Gas and Oll 'F..\‘t'rﬁion

st Total Private

L4 L] LN

1 A k) L L] LS 1

1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992

iy int

10 Administralion.

P.7740

As in many other industries, worldwide
competition in oil preduction and explo-
ration is fierce and increasing. If domestic -
producers are fo continue fo tap the large
remoining resource of U.S. cil to meet @
substantial portion of domestic oil needs
and compete in world oil markets, ad-
vonced jechnologies must be developed
ond widely opplied. New technologies

will also be vital in developing our abun-

. dont, underutilized domestic natural gas

resources to meet the widely expected
increases in demand, to substitute for oil
imports, and to support U.S: efforts fo
reduce greenhouse gas emissions. Most of .
our economic compatitors strongly encour-
age oil conservation — often by imposing
high consumplion taxes — in part lo
reduce their vulnerability to price shocks
and interruptions in supply. Americans
have preferred to find other strategies lo
address these problems.

By keeping U.S. technologies on the cut
ting edge, we ensure that they are the
technologies of choice worldwide, thereby
maintaining and expanding lechnology

- export opportunities and exportrelated

jobs. Increased productivity can make
more domeslic energy resources economi-
cal to develop ond con enhance capital
formation and availability for further invest-
ment. Ultimately, this will increase domes-
fic production ond create jobs.

As we move foward the 21st-century, our
Nation must reduce its dependence on fos-
sil fuels, minimize wasles, preserve natural
resources, and protect sensitive environ-
ments. This Administration will assert world
leadership on these issues. The policles ™~
that encourage natural gas and ail explo-
ration, production, and refining will be
pursued with these environmental goals in
mind and with the understanding that



energy and environmental objectives are
compatible. In doing so, the United States
will be setting an international standard
for environmental protection in the natural
gas and oil industry. The industry is poised
fo research and adopt new technologies
that will allow us to expand our base of
recoverable domestic natural gas and oil
without compromising environmental qual-
ity. This progress can be realized in @ way
that is consistent with the responsible use
of natural resources, as expressed in the
1992 Framewerk Convention on Climate
Chenge. Part of the objective of the Con-
vention was “to enable economic develop-
ment to proceed in g sustainable manner.”

Efforts to enhance the Nation’s energy
efficiency have to date stopped short of
examining issues unique to the explo-
rafion, production, and refining of domes-
fic natural gas and oil resources and the
parlicular economic and energy issues
posed by our increasing relionce on
imported oll. This Initiative specifically
addresses these issues in the context of
the array of new Federal policies.

Two key overarching goals of this Initiative
are enhancing the efficiency and competi-
fiveness of U.S. industry and reducing the
frend toward higher imports. These goals
fake info account new Federal policies that
reflect economic needs, including eco-
nomic growth, deficit reduction, job cre-
ation and security, and global competitive-
ness, as well as the need to preserve the
environment, improve energy efficiency,
and provide for national security.

The success of this Initiative clearly
requires coordinated strategies that
range far beyond policies primarily
directed ot natural gas and oil supplies.
Such strategies must seek to achieve a
cooperative ond effective balance
between the public and private sectors
aond between Federal and State govern-
ments. Therefore, this Initiative proposes
three major strategic activities:

Strategic Activity 1

Increase domestic natural gas and

oil production and environmental protec-
fion by advancing and disseminating
new explorafion, productien, and
refining technologies.

Strategic Activity II

Stimulate markets for natural gas and
natural-gas-derived products, including
their use as substitutes for imported oil
where feasible.

Strategic Activity I

Ensure costeffective environmental
protection by streamlining and improving
government communication, decision
making, and regulation.

Finally, the Ininiarive will reexamine

the costs ond benefits of increased oil
imports through a broad new Department
of Energy study, coordincted by the
National Economic Council and the
National Security Council. This study will
form the basis for additional actions found
to be warranted under the study.

Figure 3 depicts the relationship between
the Initiative and the Administration’s
national goals and sirategies. The strategic
components and their specific implementa-
fion actions, outlined in the following

" poges and in Table 2 at the end of the

document, indicate a clear direction for
improving the integration of policies affect-
ing energy issves.

e UJ/IUJ

“The Clinton/Gore energy
policy stresses developing
new wﬁys to use the
energy sources we already
have— including
domestic gas and oil,
canservation, efficiency,
and exploring alternative

and renewable sources.”

Bill Clinton
September 1992

.Presidential Questionnaire

by People for an
Energy Policy
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Natural Gas
and Oil

Strategic
Aclivities

Natural Gas
and Oll Actions

Figure 3: The l')omeu,t.k N atui-a,! Gas and Oil Initative Roadmap

The Domestic Natural Gas and Oil Initiarive flows directly

from the Administration’s national and energy goals.

Overarching National Goals

« Promote responsibie econromic growth
s Create and sustain high-paying jobs

® Presarve enviranmental quallty

Energy Gosls

8 Provide the scientilic foundation, technelogy, policies, and
Institutional [sadership to achleve:

* Efficiancy of energy use

« Diversity.In energy sources

= Economic productivity and compatitiveness
« Impraved environmental quality

* Energy security ,
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STRATEGIC ACTIVITY |1

ADVANCE AND DISSEMINATE NATURAL GAS AND OtL TECHNOLOGIES

' Benefits from advanced natural gas ond

oil technologies are representative of the

~ impacts desired in the Adminisiration’s

. technology strategy.” By encouraging the
i use of the most advanced technologies for
. natural gas ond oil production and envi-

ronmental compliance, these actions

" - bolster progress toward the craation of

- high-wage employment for U.S. citizens.
: {nvestments In technology represent invest-

ments in people. Only the superior skills of

" Amaerican workers will keep the domestic

natural gas and il industry at the forefront
of international competition for advanced

~ exploration and production services.

- i This strategic activity is composed of
* two major actions:

| Action 1: Promote the Advancement of

Natural Gos and Oil Technologies
DOE will promote technology through @

: . continuum of complementary actions

that include:

. eConducting research and development
~ specificolly targeting the needs of

smaller producers.

e Participoting in o Treasury Department
review of tox provisions related to
certain odvanced technologies and
marginal producers.

*Directing customer-oriented
technology transfer efforts.

¢ Daveloping a strategy for expanding
natural gos markets and technologies.

Action 2: Improve Environmentol
Technologies ond Practices
DOE will also advance technologies that

. sarve the dual needs of environmental

protection and costeffective regulatory

compliance. :

9150y

Action 1: Promot'e'the
Advancement of Natural
Gas and Oil Technologies

Muliiple activities will support the Admin-
istration’s efforts fo advance the develop-
ment of natural gas and oil technologies.
DOE will work to complement the expen-
ditures of private.and public entities.

DOE will directly spearhead the develop-
ment of several advanced technologies,
including computational analysis of geo-
logic or geophysical data to improve
drilling success rates, rock drilling systems

‘for natural gas, advanced oil recovery

technologies, and analyses of geologic
basins to recover bypassed oil.

Additional activities involve developing a
natural gas commercialization strategy,
establishing a brood technology transfer

network, reviewing tax treatments for cer-

tain advanced technologies and marginal
wells, and using the Naval Petroleum
Reserves for technology testing, evalua-
tion, and training.

1.1 Develop an Advanced

Computotional Technology Initiative
Advanced computing technologies are
revolutionizing the search for natural gos
and oil. American nationol defense labs
under DOE jurisdiction — specifically Los
Alamos, Sandia, and Livermore — histori-
cally have crected cutling-edge computer
technologies thot, in turn, have spurred
demand for their application in the private
sector. America has made @ major invest-
ment in applying the scientific capability of
the National Laboratories to the develop-
ment of world<lass modeling capabilities.

‘National Laboratory scientists and focilities

model complex subsurface conditions for
both underground nuclear testing and

some current natural gas and oil projects.
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To take maximum advantage of these
opportunities, DOE will pursve an
Advanced Computational Initiative that
will enhance, apply, and transfer tech-
nologies developed within DOE’s National
Loboratories to the industry sectors -
involved in domestic production.’It will.im-
prove the competitive stance of domestic
natural gas and oil compoanies, and
decrease the Nation’s dependence on
foreign oil. This program will enable in-
dustry fo copitalize on the copabilities

of the National Laboratorias in earth
sclences, computer science, fluid dynam-

“ics, and mathematics fo meet specific

industry needs. Driven by this particular
attention to the needs of the domestic -
industry, this effort will use such odvanced
technologies as 3-D seismic and reservoir
simulation and characterization to infe-
grate geologic and engineering:data and
analyses required for the development -
of domestic notural gas and oll fields
{Figure 4). '

The first phase of the Advanced Compu-
tational Initiative will be organized under,
an expansion of the existing Pefroleum,
Technology Parimership, currently operated
for DOE's Office of Fossil Energy by
Sandia and Los Alamos National
Laboralories. Other National Laboratories
will be added to the partership as appro-
priate. This Initiative will be driven by an
industry forum, which will review and pri-
oritize all proposals, consistent with appli-
cable procurement rules and procedures.

1.2 Develop Advanced Rock Drilling
Systems for Naturol Gas

DOE will initiate o comprehensive pro- -
gram for developing advanced drilling sys-
tems fo ensure future supplies of natural
gas fo consumers at a reasonable price.
Costeffective drilling methods in medium-
to hardrock natural gas formations at cur-
rent natural gas prices offer one of the
most significant fechnological challenges
for the domeslic natural gas indusries. The
development of advanced underbalanced
air drilling and high-efficiency drilling rig -
refrofit systems will result in more cost-

100

Thexsand Barrsis per Day:

Figure 4: Impact of 3-D Technology In the Bay Marchand Field, Louisiana

Bay Marchand Field Monthly Average Ptbduction History, 1975-Early 1993.

au P o, W

Prior to 3-D utilization, produc-
tion in this ficld had declined to’
18,700 barrcls a day in November
1985. Using 3-D technology, the
decline in production was re-

3-0 Seismic Survey Shot

doubled, rising to 45,200 barrels
per day by April 1991. Other case

i - studies suggest that where new .

undrilled reservoir prospects lie
adjacent to producing fields, 3-D
technology can improve the dis-
covery success rate by as much
as 50 percent.

1]
1975

T L] T

1978 1981 1883 1985

Source: Dwight's Energydata, Inc. via Energy Imotmalbn Mmlnlslrdion.

1087 1968 1991 1993
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effective development of notural gas sup-
plies. As the centerpiece of this program,
DOE will initiate costshared development
and field festing of these advanced drilling
systems.

1.3 Fund Expanded Industry-Driven RD&D
for Advanced Oil Recovery Technologies
DOE’s existing program of cost-shared
field demonstrations and supporting
research will be expanded for a six-year
period fo increase advanced oll recovery
capabllifies and reduce the rate of reser-
voir abandonment. Currently, demonstra-
tion projecls are selected in one new
geologic class per year, with supporting
research funds at or below historical
levels. The program will be expanded in
five ways:

o Field demonsirations will be Increased to
address two geologic classes per year.

* Detailed evaluations of past or ongoing
projects will be performed (1) to signifi-
cantly increase information fransfer on the
mos} effective techniques for use under
specific conditions, and (2) to define
technologleal challenges for each class not
currently being addressed.

e Field-based reservoir characterization
and innovative recovery process experi-
ments will be conducted, starling with the
highest priority classes, fo refine advanced
technologies tested in the laboratory.

* Supporting research will be expanded
" to address industry-dentified needs.

* More complete information on.tech-
nology developments will be disseminated.

1.4 Conduct Advanced Geologic Basin
. Analysis fo Target Exploration for

" Bypassed Netural Gas and Gil

DOE will lead vigorous geologic analyses
of oil-bearing basins in order to open up
new paths for oil and associated natural
gas discovery. In moture regions, yetto-be-
discavered oll reservoirs tend to be relc-
tively small and difficult to identify. The

most effective way to find more of these
reservoirs is through geologic analysis,
which extrapolates patterns and similari-
fies from one geologically comparable
basin to another. Such analyses will be
performed by teams that integrate geolo-
gists, engineers, and other geoscientfists
from industry; the States, the U.S. -
Geological Survey, and other sources.

1.5 Target o Research Program at
Specific, Basic Operoting Issues of
Small Noturol Gas and Oif Producers

DOE will add a component to its oil
research program that will specifically
oddress the technical needs of smaller
independent natura! gos and oil produc-
ers. Many of the small producers’ every-
day technical problems, such as those
associated with the operation of marginal

~ wells, could benefit from a disciplined sci-

entific opprooch to production. For exam-
ple, introducing some basic computer,

~ scientific, or engineering analyses to inde-

pendents has cllowed them 1o solve prob-

lems at o lower cost.

This effort will be a joint program of DOE’s
Office of Fossil Energy and Office of
Energy Efficiency and Renewable Energy,
and will be designed to assemble and/or
develop Improved operating procedures,
equipment modifications, and new equip-
ment, as well as the necessary demonstra-
fion and marksting of products for small
nolural-gos and oil operators that reduce

costs and facilitote regulatory compliance.

This program will not compete with service
companies and consultants. Rather, it will
use them to commercialize and dissemi-
nate new ond underutilized oil products. In
particular, it will encourage procedure/
product field demonstrations and market-

-ing/manufacturer links with product inno-

valors, researchers, ondforger operators.

P.2/29

The Deparrment of

Energy will expand its

oil R&D program to
incréase advanced oil
recovery capabilities and
reduce thé rate of

reservoir abandonment.
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In the natural gas and oil
iridustry, we have long
been leaders in
production technologies.
We intend to maintain
this ieadership posttion.
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1.6 Develop o Commericlization
Strategy for Natural Gas Technologies
With input from indusiry and the DOE
technology programs, DOE will-develop
policy guidelines and a sirategy for com-
mercializing natural gas technologtes.

The strategy will be applied to all sectors
of the natural gas system, including explo-
rotion and production, delivery and stor-
age, end-use, ond environmental improve-
ment technologies. DOE will also develop
objectives and strategies for specific tech-
nology groups to be incorporated into the
annual budgeting cycles. ~

1.7 Stimulate Development of a
Nationwide, Regionelly Based Natural

Gas and Oil Technology Transfer Network
ond Assistance Program .

DOE will coordinate the development of a
comprehensive, nafionwide technology
transfer network and ossistarice program.
Technology transfer efforts will be espe-
cially important in encouraging the 8,000
independent operators in the United States
to adopt innovative exploration and pro- -
duction methods. Historically, these opera-
tors have led efforts in the exploration of
our domestic resource base. Two-thirds of
these independents have fewer than 20" ..
employees and cannot individudlly finance
large, long-term R&D programs.*

Due to the increased up-front costs associ-
ated with new technologies such as
advanced computing, some independents
have formed associations that reduce the
costs of gaining occess to new technolo-
gies. By encouraging individual firms and
these associations fo utilize technologies
developed by both industry and govern-
ment, technology tronsfer efforts con make
a critical contribution. o

This assistance progrom will build on the
strong core of natural gos- and oilvelated
technology transfer mechanisms already in
place, including formal and informal
efforts by industry, service companies, con-
sultants, DOE and National Laboratories,
other Federal and State agencies, and uni-
versities. It will encouroge closer integra-
tion and coordination among existing
technology transfer mechanisms and infor-
mation networks, ond will further the devel-
opment of new initiatives to meet client .
needs not adequately served under
existing programs. '

DOE will provide initial funding, on a cost- -
shared basis, for a focused and aggres- .
sive program fo increase the avoilabilily
and application of current information and
technology throughout the domestic natural
gas and il indusiry. To the greatest extent
possible, DOE will involve service compa-
nies, consultants, universities, the State
Geological Surveys, other State agencies,
professional societies, and existing consor-
tia and industry associations in these pro-
grams, in order to take full advantage of
existing networks and 1o encourage the |
formation of new networks. The program
will also increase communication and
interaction among the industry and the
financial and environmental communifies,
and wilt help disseminate environmental
compliance technologies discussed in
other sections of this Initiative.

i

33530NCME cE:4T E6. 20 O3




. 1.8 Review Tax Treatment of Geologic and

Geophysical Expenditures and Other Tax

" Provisions

" DOE and the Department of Treasury will

. complete a review of the tox treatment of

. certain advanced exploration and produc-

. fion techniques in May 1994. Encourag-

- ing increased use of advanced exploration
‘and production techniques s one the most
important aspects of this Initiative.

~ The costs and benefits of tax incentives for
" malntaining production from marginal and
stripper walls will also be reviewed by the
National Petroleum Council {NPC). An
Energy Information Administration (EIA}
study entitled “Economic Analysis of
Domestic Oil Production,” scheduled for
completion in February 1994, will provide
o thorough foundation for the NPC study
fo onalyze the economic status, needs,
and policy issves related to marginal well
producers. The NPC study is expected to
be completed in June 1994.

1.9 Use the Noval Petroleum Reserves

for Advanced Technology Testing,
Evaluation, and Teaining

The Noval Petroleum Reserve {NPR) sites
offer opportunities for advanced technol-
ogy testing, evaluation, and fraining in
new oll field and environmental technolo-
gies. The NPR's Casper, Wyoming, office
is working closely with the Denver

91,8°'d

Regional Office of Energy Efficiency and
Renewable Energy fo establish a training
center for notural gas and oil producers in
the Rocky Mountain Region.

New applications that lead 1o increased

production, lower operating costs, and

improved environmental compliance costs
can be tested at Naval Petroleum Reserve
No. 3 in Wyoming, which is owned and
operated by DOE. These validated appli-
cations could be used in mature, morgin-
ally profitoble oil fields, and transferred fo
other fields, potentially increasing domes-
tic oil production by prolonging the life of
these fields. The center will serve indusiry,
DOE National Laboretories, and individ-
val inventors through DOE's Energy-
Reloted Inventions Program. In addifion, it
will serve the academic ond other commu-
nities, such as Native American Tribal
councils, by providing handson fraining

- opportunities for students and others who

need oil field experience.

Our strategy must
reconcile conflicts
between the needs for
energy supply and
environmental
preservation, and
demonstrate that
environmental
preservation is fully
compatible with

careful resource

development.
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A'key objective will be to
crjzhance the caﬁabiltty
ofnatural gas and oil
producers and refiners
to reduce enutmnmenml
compliance costs and
liabilities and to
irinpmve environmental

performance.

Sts/6°d

Action 2: Improve Environmental
Technologies and Practices

Domestic natural gas and oil producers
ond refiners face increasing costs of com-
pliance with environmental regulations.
The President has directed Federal agen-
cies to work together and more closely
with stakeholders for the benefit-of the

American people and for the environment.

Toward this end, DOE will conduct on
aggressive environmental technology
development and demonstration program
to enable the domesltic natural gas and oil
industry to comply more costeffectively
with environmental regulatory require-
ments. A key aspect of this effort will be
coordination with the Environmentol
Protection Agency {EPA), the Department
of the Interior, and other stakeholders.
Additionally, DOE will work to develop
coordinating mechanisms with nonprofit
organizalions whose afforts are focused
on advancing environmental fechnologies.

Two specific environmental protection
areas will also be studied wnh the.inten-
tion of developing appropricta policies
and actions for DOE's role in the research
and development of oil spill c‘aunup and
used oil recycling. :

2.1 Improve Environmental Complionca '
Technologies and Practices

The key objective of this action will be to
enhance the capability of natural gas and
oil producers and refiners to reduce envi-
ronmental compliance costs and liabilities
and to improve environmental perfor-
mance. As part of this action, DOE, in
cooperation with the Environmentol
Protection Agency, the Depariment of the
Interior, and others, will pursue the follow-
ing activities:

*Develop a comprehensive sirategy for
improving environmental compliance tech-
nologies and practices, including follow-up
fo the review of the National Petroleum.
Council’s report on the domestic refining
industry, discussed in Action 6.5 of
Strategic Activity |il. '

Expand research, development, ond field
testing of costeffective environmental com-
pliance fechnologies opplicable to natural
gas and oil exploration, producﬂon, and
refining operations.

o Explore efforts to form technology port-
nerships between indusiry and the -
National Loboratories to address environ-
mental issues specific to domestic natural
gas ond oil exploration, produchon, cmd
refining operations.

» Support efforts by industry, government,
and others to exchange techaical informa-
tion on the environmental aspects of nat-
ural gas end oil operations.

o Support individual company activities fo
establish programs to promote and institu-
tionalize woste reduction.
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2.2 Improve Coordination on
Environmentol Research

With assistance from the Environmental
- Protection Agency, the Office of Environ-
mental Policy, the Office of Science and
Technology Policy, and the Department of
the Interior, DOE will work to improve
coordination among industry, government,
and other stakeholders on environmental
research and fechnology transfer activities
related to natural gas and oll exploration,
~production, and refining. DOE will investi-
gate mechanisms fo improve coordination
on natural gas and oll environmental
research and technology transfer activities.
This effort will entail working cooperatively
with such nonprofit organizations as the
Soclety of Pelroleum Engineers and the
Ground Water Protection Council, among
others, to improve coordination and fech-
- nology transfer on specific research topics.

2.3 Explore DOE’s Role in Oil Spill R&D
DOE will take @ more active role in
research and development efforts 1o
Improve technologies for preventing and
managing oil_spll?s. The Oil Pollution Act
of 1990 created the Interagency
Coordinating Committee on Oil Pollution
Research and identified DOE os o mem-
ber. DOE will explore the potential for an
appropriate contribution in oil spill
research and development that will use the
capability of the National Laboratories as
well as that of industry. This effort will be
coordinated with the Coast Guard, which
is the lead agency for the Interagency
Coordinating Commiitee on Oil Pollution
- Research, the Minerals Management
Service-of the Department of the Interior,
and the Environmental Protection Agency.
Recommendations for a more active role
~ by DOE in oil spill R&D octivities will be
made in June 1994.

2.4 Study Used Qil Recycling

There are serious questions about the
basic dato that define the used oil prob-
lem. For example:

o The only data on generafion factors are

20 years; old.

oIn the case of recycling rates for do-it-

~ yourself oil changers, there has been no

update since a 1981 DOE survey.

oThere are no data on the prevalence of
dumpling used oll.

Moreover, burning used oil releases lead,
cadmium, ond other metals into the atmos-
phere through space heaters that are not

‘currently-air-pollution controlled.

DOE will conduct a study. to consider vari-
ous policy alternatives for significantly

- increasing the recycling of used lubricating

oll. Scheduled for completion by 1995,

. rl'\e'studyj will examine such actions as:

'Improvi:ng collection data, including used
oll reprocessing, rerefining, and disposal
statistics.

. Es!imotln? damoge from the improper
disposol ‘of used oil.

OEstimoting future oil recycling, given cur-
rent EPA rulings and projected oil prices.
» Conducling research on how to remove

or render harmless metols in used oil, such
as lead and codmium.

P.&6729

The Depwmt of
Energy wUl conduct an '
aggressl;.le environ-
mental t?chnology
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- industry to comply. -

more cost-effectively
with rapidly evolving
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regulatory requirements. '
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indexes of Natural Gas
and Oil Productivity

Since 1987, natural gas and

STRATEGIC ACTIVITY II:

STIMULATE MARKETS FOR NATURAL GAS

Substifuﬁng domesfically produced nat-
ural gos for energy purchased in the form
of imported oil provides environmental,
economic, and national security benefits to

the Nation. The remaining resource base

for natural gas now appears to be more
abundant and costeffective to top than the
remaining resource base for domestic oil
(Figure 5). Independent studies indicate
that the size of the natural gas resource
base ensures that natural gas will be
availoble well into the 21st century
{Table 1). This activity will help stimulate
markets for natural gas in eleciricity ond
fransporfation. These two market sectors
have the greatest potential for increasing
the use of natural gas. :

The Federal Energy Regulatoty Commis-
sion {FERC) has implemented & number of
policies intended to improve competition
and service in the natural gas industry in
order to expand and enhance nalural gas
markets. President Clinton has directed
DOE 1o work with the FERC to confinue to
facilitate the implementation of these
reforms and to carefully examine new

‘oil exploratory drilling yields > . .
have more than doubled. policies that do not jeopardize the
Most of this increase in pro-  Progress the FERC has made to date.
ductivity represents the : '
discovery of new natural
gasreserves, -
250 -
. Extensions and Discoveriey/Bxploratory
; Foot Drilled (U.S.)
200 -
175
12 Lo s Bl Gas a0 O ProductionWell
. ,,‘_...a.-:'_,‘.-dv'?-"'”_”‘“
100 Loerewrmmemme e u
7% — -t { f
1888 1987 1088 1989 1899 ,1901

14

Source: Energy information Adminisiration.
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Toward this end, DOE and the FERC will
establish an interagency staff working

group that will meet on an ongoing basis
fo discuss policy development and imple-
mentation. All consultation and proposed

inifiatives will be pursued in-a manner con-

sistent with the FERC's independent status
under the Department of Energy Organ-
ization Act and will not infringe on either
the FERC’s or DOE’s rights and résponsibil-
ities under the law.

The President's Climate Change Action
Plan includes several initiatives fo increase
the utilization of natural gas. The strategy
includes additional FERC regulatory
reforms to encourage increased use of
natural gas where it can disploce fuels
that emit more greenhouse gases. These
reforms will include an investigation of
current pipeline construction rules, proml-
gation of incentive ratemaking guidelines,
and a review of rules regording the sec-
ondary market for pipeline transportation.
In addition, this Initiative recognizes the
increasingly important role that natural
gas could play os a fuel for electric power
generation, and the critical role that on
efficient transmission system will play In
ensuring the penetration of natural gas as
a generoting fuel.

The Climate Change Action Plon clso
directs DOE to accelerate the commercial-
ization of highefficiency naturl gas tech-
nologies, such as fuel cells, through joint
ventures with utilities, research organiza-
fions, and technology developers, in order
to fund demonstrations and marketentry
initiatives. Finally, the Plan recognizes the
benefits of reducing nitrogen oxide emis-
sions by using natural gas In utility and ="
industrial boilers, and instructs EPA fo use
its existing regulatory authorily in imple-
menting the Clean Alr Act to promote such
use on a seasonal basis.
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The Administration also recognizes that
public utility commissions have jurisdiction
over refail electric ufilities. Accordingly,
this Initiative will establish o program fo
'work with States on & more comprehensive
basis to ensure that there are complemen-
tary State and Federal policies to achieve
the optimal use of natural gas.

This sirategic octivity consists of three
major actions that support these efforts:

Action 3: Improve the

Natural Gos Infrestructure

This action addresses weaknesses in the
present infrastructure, including the physi-
cal capabilities for gathering, transporting,
storing, ond distributing nature! gas, and -
‘the capabilities for producing accurate,
timely information on natural gas supply
and demand.

Action 4: Support Notural Gas Regulatory
Reform and a “Contract Porffolio”
Approoch

This action will focus on improving occess
fo natural gas distribution focilities; boost-
ing the use of notural gas for transporto-
fion; and encouraging the removal of
subsidies that work against energy effi-
ciency goals, costcutting by distributors,
and efficlent pricing for electricity and
naturdl gas.

Additionally, DOE will work to educate
offected stakeholders on new contract
approaches that could lead to improved

- natural gas availability and market

performance. - .

Action 5: Provide Information Services

In support of this Initiative, DOE will
improve its ability to develop, collect, and
disseminate information on natural gas
deliverability and storage, primarily by
enhancing the capabilifies of the Energy
Information Administration and by devel-
oping an Energy and Resources Mapping

" and Information System.

National Patential Gas National Table 1:
Petrolsum ~ Gas Research Energy
Recoverable Resouraes Councll Committae Institute Strategy Recoverable Natural
: 19%2 1930 _ 1892 1890 Gas Resources In the
Proved Ressrves 160 160 160 160 Lower-48 States:
Conventional Resources : Comp nof
Reserve Appreciation 203 170 150 265 Estimates
New Fjelds 413 491 | . | 394 315 (Trfllion Cubfc Feet)
Total Conventianal 616 661 sS4 £80 '
Resaurces .
' Nonconventional Resources 3
Coalbed Methane 98 88 ' 110 S0
Shales 57 -1 . ] 123 20
Tight Gas 349 - | 28 383
Other St 15 - 32
Tatal Nonconventional 518 8 i) R S
— Resources ; . '
Total Assessed Resource . 1135 749 1047 1083
Tota} Resource 1295 908 1207 1243
Adjust to 11181 . e - | .. —
Totzl Adjusted Resource 1295 909 1207 1208

* Matiomat Energy Stralegy, 1990, fesoutce case wilh substantlal technology development,

Sourea: National Petroleum Council, Ihe Potentfal for Natural Gas in the United States.

Decomber 1992, Volume It — Source and Supply, page 37.

Si/11°d
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“The Clinton
Administration will
1 e mtm.'al gasa
major priority. We will
encourége_ ﬂw use of
natural g'a.sI for power
generation ;md
aummobuelﬁel We
will help create new
dtslribuuor; systems for
especially t serve
i market!s.’.’

Bill Clinton ;
September 1892

Presidential ; -
Quesdonnaire by People
for an Energy Policy

Action 3: Improve the Natural Gas
Infrastructure '

Efficient delivery of natural gas from the
wellhead to the burner fip depends on o

welHunctioning physical infrastructure for

gathering, transporting, storing, and dis-
iributing natural gas, and on an accurate
and fimely information infrastructure for
monitoring natural gas supply and
demand (Figure 6).

To help improve the physical infrastructure,
DOE will work with the FERC 1o remove
barriers fo environmentally sound construc-
tion of additionol pipeline and storage
focilities. DOE will encourage increased
access to existing facilities and will accel
erate the development and use of ad-
vanced technologies in natural gos storage
and distribution. Lo

DOE will also support the. industry’s efforts
to improve reaHime copabilifies for moni-
toring and modeling naturel gas availabil-
ity and flows, and to makch natural gas
storage to end-user requirements. Such
efforts will be especially important in
enabling greater use of natural gas in elec-
fric power generation. -

DOE, the FERC, and other interested
stakeholders will undertake further discus-
sions of the permitting ond regulation of
the construction of natural gas pipelines.

‘Stafflevel discussions of this toric‘ by the

DOE/FERC working group will include the
Depariments of Agriculture and the
Interior, as well as other key stakeholders.

3.1 Upgrode State Data Collection and
Reporting on Natural Gas Production

This action will create a single information
collection point in each State for data on
natural gas production-and will make
State and Federal production information
more compatitle. Specifically:

- P.2s7

¢in 1995 two or more States will join in
cooperative demonstrations to upgrade
their natural-gas-production reporting sys-
fems fo be compatible with the University
of Oklahoma model, with co-funding

of hardware and software acquisitions
by DOE. '

*Evaluation of the successful startup of
these initial systems will result in a plan for
implementing similar reporting systems in .
other noturalgas-producing States. While
the objective of this aclion is not to require
absolutely identical reporting systems, we
expect systems to be ﬁeloped by 1996
which ensure compaitibility among States.

3.2 Build ¢ National Deliverability
Capacity Model :

DOE will develop a model for estimating
the U.S. capability to deliver notural gas 1o -
customers, linking wellhead productive
capacity estimates with pipeline copacity.
on a State-by-State basis. The model is
scheduled to be completed in March
1995, through the accomplishment of
these activities:

« A personal computer [PC)based system
for use throughout DOE will be developed
for the analysis of domestic natural gos

deliverability. .

* A study will be conducted using the PC. -
based system to determine: the Nafion’s
current capabllity to deliver natural gas;
the impacts of projected system expansion,
regulations, and contract changes on sup-
ply and demand patterns; and the impacts .
of planned pipeline expansion, including

the transportation of liquefied natural gas. =~ -

{ING) in the future, on the capability of the

system, -

»The Energy Information Administretion
will publish and present an annual sum-
mary report on the domestic capability for

‘delivering natural gas.
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Figure 6: U.S. Natural Gas Supply and Disposltlon, 1992

Improvement of environmental, energy, and economic benefits will
require more efficient producton, delivery, and utilization of natural gas.

Trillion CubicFeet (tcf)

Gross Withdrawals H
From QGas and Oit Wells 22.1 tcf W
Natural Gas Processed 16.0 icf

Natural Gas Storage Facllities

,iNawral Gas

*"Ligquids to
-Petroloum
o Dry Gas Production
Additions - 2.6 1cf 17.8 1t
Withdrawals
2.8 tct
Imperts '
2.1 tcf
Exports
B 0.2 wf
Gas Operatons '
1.7 tef
Residential Commercial Industrial Vehicle Fual Elec;ric.ity Utility.
4.8 tcf (26.8%) 2.8 1cf (15.6%) 7.5l (41.9%) 0.0005 tef (-%) 2.81cf (15.6%)

Source: Energy Informalion Adminisiration.
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New and advﬁnced
technologies for
transporting natural
gas will increase
deliwrabilt;y, improve
efficiency, reduce
operating costs, and
streamline gathering

«  disseminating
information.

3.3 Enhonce Real-Time Monitoring

and Automated Systems -

This oction will provide new and ad-
vanced technologies for ironsporting
natural gas that will increase deliverability,
improve efficlency, reduce operating costs,

and streamline gathering ond disseminat -

ing information about natural gas flow
aond pressure. DOE will take the following
steps: .

*in conjunction with the implementation of
FERC Order No. 636, and in cooperation
with the FERC and other Federal agencies,
consider enhancing the operation of the
secondary market for capacity as o way fo
foster an efficient and competitive environ-
ment and fo help reduce the overall cost to
end users of natural gas. :

* Support the recommendations of the
Natural Gas Council to establish o Gas
Industry Standards Board in order fo -
develop elecironic informationexchange
standards that will permit more efficient
market fransactions.

¢Initiate a series of surveys in 1994 to
determine the level of communication
technology, both hardware and software,
that the natural gas industry will require
to develop and demansirate this project
regionally.

3.4 Build o System for Assessing Notural
Gos Underground Storage Operations :
In conjunction with other Federal agencies,
DOE will develop an information system
for evaluating domestic storage capacity
and deliverability of natural gos on a site- -
specific basls, documenting and assessing
new technologies for developing and man-
oging storage, and examining the role of
storage In meeting variable demand pat-
terns. This will be achieved by the gnd of
1994 by taking the following' steps:

¢Establish a dota base of site-specific
information on natural gas storage facili-
ties, Including geographical and geclogic
data, capacity, and operational informa-
tion {number of wells, peak day deliver-
ability), as well as ownership data and

‘monthly data on withdrawal and injection.

*Merge the data base into the EIA Energy
and Natural Resource Informalion
Mapping System 1o ollow crossreferencing
with pipeline connections, pipeline capac-
ity, and market information.

e Develop a PC-based system for evaluat-
ing changes and efficiency gains from the -
development and use of storage in the

- national natural gas delivery system.

3.5 Match Notural Gas Storage fo End-User
Requirements

This effort will identify market areas where
new and expanding natural gas capacity
can meet increasing industrial and power
generation demand. It will also establish
the feasibility of alternative natural gas
storage methods, provide subsequent field

demonsirations, and Identify improvements.=- -

in the system from the alternative natural
gas storage reservoir to the burner tip. To
achieve this, DOE will:



DeC @< "33 15:47 BRANDEGEE

'Idonélfy strategic market areas for new
and gﬁowlng natural gos copacity; iden-
tify, screen, and rank possible under-
ground resarvoirs by potentiol; and
complete geologic modeling, engineering
design, and costto-develop studies

by 1996.

OC_onéuct a feasibility study of alternative
natura| gas storage methods, such os tight
" and ﬂg’ht/fractured reservolrs; thinbedded
- salt fogmations; and nonreservolr rock,
chambers, and surface focllifies by 1996.

«Conduct one or more field natural gas
storage demonsirations near power gener-
afion facilifies to Increase the amount of
natural gas dedicated fo the power gener-
ation nl'warket by 2000.

3.6 Demonstrate Natural Gas Storage
Optimization Technology

To maiptain its natural gas storage system
capub;;ity and reduce overall storage

costs, the industry must develop new and
improved storage technologies and tech-
niques. DOE will take the following steps

toworqf this end:

*Conduct a natural gas storage optimiza-
fion project to evaluate new/improved
techniques — e.g., propellant fracturing,
chemical freatment, and hydraulic stimula-
tion méthods — for existing wells. Multiple
candidate wells will be selected for field-
verifica;:tion tests by 1995.

-Devell;op, through cooperative DOE/
industry agreements, o methodology

to improve field storage technology
through geologic modeling and reservoir-
simulatjon studies of selected storage
fields. lpvestigate field development sirate-
gles, sych as increasing injection/with-
drowaljrates using horizontal walls, and
opfimizing surface facilities for reducing
development costs as an ongoling process
Ihrougl'f 2000.

|
|.

3.7 Improve Natural Gas Storage
Effectiveness for Problem Fields

The DOE notural gos siorage program will
develop and demonstrate new and
improved technologles for detecting and
inhibiting natural gas migration from the
storage area. It will also develop method-
ologies to reduce other costs associated
with managing underground natural gas
siorage fields. To achieve this, DOE will:

*Conduct o nawrc’?amlgroﬁon shudy
of problem fields, followed by field-
verification tests to determine the effective-
ness of horizontal wells, surfactant/foams,
or other technologies to reduce the costs
of natural gas migration by 1996.

*By 1997 perform a notural-gastrapping
study in aquifer storage fields.

*Implement field-verification tests of

“methods fo reduce naturel gas migration

and trapping by 1998.

3.8 Sirengthen and Expand

the Clean Cities Program

DOE’s Clean Cities Program, formally
Initiated In September 1993, supports
inifiatives throughout the country to
promote Investment in alternative fuels for
fransporiation. The program’s objective is
to encourage increased State and local,
public and private use of — and commit-
ment to.use — alternative fuels, particu-
larly in regions with o population base of
250,000 or more.

To achleve recognition as a Clean City,

rogrom-participants in a region (such as
f:)pal officials, fuel suppliers, vehicle
providers, and representatives of Federal
agencles) must commit to specific actions
required fo increase the use of alternative
tuel vehicles. Since the program'’s incep-
tion only three months age, Atlanta,
Philadelphia, Denver, Wilmington, Las
Vegas, and Washington; D.C., have been
designated as Clean Cities. We believe
that this pragram will be a catalyst for the
naflonat goal of replacing 10% of rans-
portation petroleum with alternative fuels
by the year 2000.

The Clean Cities Program
supports inttiatives
throughout the country
to promote investment

in alternative fuels for
transportation,

Pl



Efficient deltvery of
natﬁfal gasis éependent
on é well-ﬁmciionlng
physical infrastructure
and on an accurate and
timely information
tnfrastructure.
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This DOE program has been reinforced by
recommendotions of the Federal Fleet
Conversion Task Force, which was creoted
by an April 1993 Executive Order. The -
Task Force concluded that Cleon Clties
should be given increased visibility and
stature.

The Federal Fleet Conversion Task Force
has also mode a significant contribution to
DOE's alternative fue! activities. This pro-
gram is designed to convert public and
private fleets to alternative fuels, including
natural gas and naturalgasderived

fuels, and to coordinate efforts leading to
the development of an infrastructure for
refueling alternative fuel vehicles. The Task
Force has made interim recommendations
fo the President and is now moving toward
finol recommendations. One goal, omong
others, is placing 15,000 alternctive fuel
vehicles in selected locations during Fiscal
Year 1995. -

Under this Initiative, DOE will explore
methods of strengthening the Clean Cities
Program and the activifies of the Task
Force by linking the two programs.
Working with stakeholders; the Office:

of Energy Efficlency and Renewable
Energy and the Office of Policy, Picnning,
and Progrom Evoluation will explore
synergies between these two alternative
fuel activities. o

Action 4: Support Natural Gas
Regulatory Reform and a “Contract
Portiolio” Approach

Federal and State regulators should con-
tinue to promote a competitive indusiry
structure. As noted above, changes under
way in the private sector and industry
restructuring prompted by the work of the
FERC are already reducing the costs of
information and transactions in natural
gas markets.

At the Stote level, changes in regulations
governing the distribution of natural gas
and electricity can also lead to improved
efficiency in energy use. DOE supports
Stote efforts to revise thelr electricity,
natural gas, and energy conservation pric-
ing policies and regulations. These efforts
can help to clarify the frue operating costs
and_lead 16 greater economic value and @

 cleaner environment. Recognizing the
“ States’ jurisdictional authority in this area,

the Adminisiration seeks a cooperative
effort among DOE and State utility regula:
tors and energy offices to help foster
regulatory reforms that will: '

*improve access fo natural gas
distribution facilities.

« Encourage efficient pricing for electricity
and natural gos. '

» Encourage the removal of fuekspecific
subsidies that work against energy
efficiency goals. '

* Encourage State regulations that promote
local distribution company efficiency.

e Boost the use of natural gas
transportation.
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One of the mast important topics for this
StateFederal dialogue and cooperative
effort Involves the use of an expanded
porffolio of contracts for natural gas disiri-
bution companies and end users. New
types of contracts and financial instruments
con lead to improved natural gas avalk
obility and market performance, but only if
all parties understand and use these new
tools. DOE will expand its factbased edu-
cational activities in these areas without
atiempting to prescribe specific State or
customer confracting policies.

Reform Federal Rate Regulations:

Actions 4.1 through 4.3

DOE ond the FERC will jointly monitor

the experience of notural gas Industry
operations under FERC Order No. 636 in
the 199394 winter heating season. Based
on the data developed from the initial
implementation, DOE, the FERC, ond other
members of the Interagency staff working

. group will begin discussions in the spring
of 1994 to undertake the following
actions. By the end of the summer of
1994, DOE will produce an issue paper
addressing the potential for additional
FERC regulatory reforms fo enhance the
utilization of natural gos.

4.1 Ensure Robust Secondary

Markets for Pipeline Capacity

- DOE will examine the need to propose to
the FERC clternative ways lo siructure the
secondary market for pipeline capacily.
The efficient operation of the transporta-
tion market will discipline the price of
delivered natural gas and will allow
customers who own pipeline capacity to
avoid some of the costs of excess capacity.
A less consirained secondary market may
require a new understanding of the FERC's
responsibilities under the Natural Gas Act.
The development of such mechanisms as
electronic bulletin boards and electronic
data interchanges should make timely
secondary-market information available to
all who use the pipeline system.

4.2 Encourage Open Access
to the Eleciric Transmission Grid

Provisions to amend the Federal Power Act
included in the Energy Policy Act of 1992
will continue the frend that is leading
foward Increased access fo the electric
fransmission system and further competi-
tion In wholesale power markets. The
FERC has responded by Issuing policies
and inquiries into wholesale fransmission
pricing, regional ransmission groups, and
good-faith requests for electric transmis-
sion. The FERC has adopted a Final Rule

- that creates a transmission data base.

DOE and other interested Federal agen-
cles will work with the FERC as it continues
to establish the rules that govern access to
the. wholescle eleciric iransmission grid,
including the promotion of regional trans-
mission groups. '

" 4.3 Expedite Construction
of New Naturol Gas Facilities

DOE will work with the FERC fo expedite
cerlification of natural gas pipelines. As
on initicl step, the-Office of Management
and Budget hos approved a proposal by
the FERC to implement a program that will
allow applicants sesking certification to
construct new natural gas pipelines to use

third-party controctors to do initial environ-

mental analyses of their projects. This vol-
untary thirdparty coniracting program will
enoble the FERC fo speed up the process-
ing-of certificate applications without com-
promising the environmental review
requirements of the Naliona! Environ-
mental Policy Act. Working with the FERC,
the Environmental Proteclion Agency, and
other offected Federal agencles, DOE will
identify practicas that can expedite the
economic and environmenial review
process for certifying new pipelines.

P.6s7

New tjfpes ajconzi;acts

and financial instruments
can lead to tmfrﬁved
natural gas auailébility

and market pér;fqmza nce.
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Federal and State
regulators will continue
fo promote a competitive

Industry structure.

Reform State Rate Regulations:
Actions 4.4 through 4.9

In support of these actions, DOE will work
with utility regulators who are interested in
reforms that enhance the industry’s com-
petitiveness but who do not necessarily
have the required resources fo implement
such reforms. Issue papers on each State
inifiative will be produced by the end of
1994. Additionally, DOE will sponsor
warkshops, submit festimony, produce
issue papers, and make presentations at
conferences that educate States on the
potential benefits of reforms. Through
analyses of current reforms under woy and
pilot programs with interested Stote com-
missions and utilities, DOE will provide
States with the tools to reshape natural gas
pricing. During the pilot programs, DOE
will monitor the changes that take place as
a result of the program and will present
the results as a case study for other States.

4.4 Encourage Open Access for Natural
Gas Tronsporters Through Distributors, to
Resolve the “Contract Portfolio” Issue

DOE will work in cooperation with the
National Association of Regulatory Utility
Commissioners and State regulatory com-
missions to establish additional pilot regu-
lafory programs in which nondiscrimine-
fory access to the distribution system will
be available to customers through third-
party merchants. This effort will aim to
lessen State regulation of those services
over which the distributor has no

market power.

In addition, public utility commissions will

be‘encouraged to consider innovative gas
contracting mechanisms for local distribu-
fion companies and electric utilities — for
example, using long-term contracts and
permitting local distribufion company
investments in gos supply.

4.5 Promote the Use of Efficient Natural
Gas and Electricity Pricing

This effort will be carried out by working
with State regulators who are interested in
ulilizing marginal costpricing for natural

Lo URIUD

gas and electric services. Electric utilities
will be encouraged fo consider timeof-use
pricing for industrial, commercial, and resi-
dential customers. Similarly, seasonal pric-
ing of both the delivery services and the
commodity will be encouraged for oll
classes of natural gas customers.

4.6 Encourage the End of
Fuel-Spedific Subsidies

DOE and other interested Federal agen-
cies will assist States in their evaluations
of integrated resource planning programs,
which consider electric, natural gas, and
conservation measures simultaneously
when determining the most efficient way to
meet the needs of customers.

4.7 Foster the Use of Incentive Rate Design
In this effort, DOE will work with State
regulators fo establish rates that divorce
the local distribution company’s rates from
their costs. Such mechanisms as price caps
and indexing will be analyzed to deler-
mine each method’s applicability. These
mechanisms will constrain rates and set
minimum service quality standards, while
ollowing the local distribution company
control over its profitability.

4.8 Encourage the Elimination of
Regulations That Inhibit the Use of
Noturel Gas in Vehicles

DOE and Stote regulotors will identify

those regulations that may be barriers to
achieving the Nation’s environmental and
energy security goals. Examples of these
barriers are regulations thot freat natural
gas service stations as public utilities, and
others thot prohibit compressed notural o
gos vehicles from driving through tunnels.
The effort will also oddress (1} whether the
costs of fueling facilities and vehicle con-
versions should be recovered through nat-
ural gos rates, and (2) whether the utility is
the best entity to develop this market, or

““should opercte in competition with others.

4.9 Encourage the Use of Natural
Gos for Electric Power Generation
The largest potential natural gos market

teday is directed af notural-gas-fired gener-
afion of electricity. DOE and the FERC will
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work cooperatively with State regulators to
ensure that regulatory policies at both the
Federal and the State levels appropriately
encourage the use of natural gas by elec-
fric generators. For example, the capacity
release program under FERC Order No.
636 may lead to @ more symbiofic rela-
tionship between local distribution compe-
nies and their electric generator customers.

Action 5: Provide
Information Services

To facilitate all elements of this Initiative,
and as a final implementation measure for
this strategic activity, DOE will improve ifs
ability to develop, collect, and disseminate
information on natural gas deliverability
and storage. To complement the proposed
strategies to improve deliverability and
encourage regulatory reform, DOE will
enhance the capability of the Energy
Information Administration to collect these
data, and will develop an Energy and
Resources Mapping and Information
System. ELA will work with other agencies
and the private sector fo provide a coordi-
nating function and to aveid duplication
while executing this task.

5.1 Develop an Energy and Resources
Mapping and Information System

This action will enable DOE to analyze the
geographic implication of energy policies
at a State or regional level in order to
quickly understand ond communicate the
potential impacts on energy activities of
pending legislation, regulations, or policy
decisions promulgated by Cangress, other
~ government agencies, or the private sec-
tor. It will combine the information system
and other existing systems to provide con-
sistent, coherent data and information to
facilitate decision making processes.

5.2 Enhance the Energy

Information Administration’s

Notural Gas Storage Data Collection
Under this action, the Energy Information
Administration will work with industry to
speed up the collection and publication of

notural gas storage data, from @ monthly
to a weekly publication cycle. If adequate
information is not available from the
private sector, the Energy Information
Administration will conduct the survey.
Accelerated publication of natural gas

storage data will enhance the efficiency of

natural gas trading markets and will
improve the likelihcod of market stability
ond growth.

5.3 Develop g “One-Stop-Shopping”
Contact List Readily Accessible to a
Clearinghouse for the Natural Gos
and Oil Industry

During the exploration, development, ond
production of natural gas and oil, mem-
bers of the industry often do not know
whom in the Federal Government to con-
tact to obtain information on technical or

 financial assistance. This problem is

exacerbated if regulatory complionce or
the commerciclization of innovative or
experimental technologies and techniques
is involved.

To reduce the costs of information search
ond to improve government effecﬁveness,
DOE will establish o Federal progrom
clearinghouse for natural gas and oil pro-
ducers. The clearinghouse will contain up-
to-date contact lists for all Federal assis-
tance and regulatory activities in all agen-
cies. In addition, clearinghouse personnel
will be trained to act as facilitators and
ombudsmen for natural gas and oil pro-
ducers, particularly for firms that lack spe-

cialized government offairs and regulatory

compliance specialists. The clearinghouse

and its toll free “800 number” will be pub-

licized extensively through the public con-
tact of Public Affairs’ and Energy Infor-
mation Administration’s marketing pro-
grams and the markeling programs of

other participating agencies.

The clearinghouse and.contact lists will
be in ploce in March 1994.
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The Department of
Energy will improve its
abilit}; to develop,
collect, and disseminate
information on natural
gas deliverability and

storage.



Federal agencles will
streamline overly |
campfa regulatory
processes, with no
campfomtse in
pmtecitid'n of the
environment and the
pu.blici interest.
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STRATEGIC AcCTiVITY {Il:

IMPROVE GOVERNMENT COMMUNICATION AND DECISION MAKING

The report of the National Performance
Review challenges Federal agencies to
find new ways of problem-solving that
emphasize collaboration, empowerment,
and greater efficiency. It calls on Federal
and State agencies to "eliminate regulo-
tory overkill” and work together with
greater coordination and flexibility.

This sirategic activity encompasses four
specific octions created in the spirit of -
these Administration priorifies:

Action &: Simplify Regulations Without
Compromising Environmental Protection
Federal regulatory agencies and depart-
ments will streamline and simplify mult-
jurisdictional, multilayer, and overly
complex processes that increase
compliance costs, with no compromise in
protection of the environment and the
public interest.

Action 7: Evaluate Production
From Federal Lands '

Various agencies and departments will
coordinate o ensure that national energy
strategies in leasing decisions related to
Federal londs, and alternctive policies to
generate greater leasing interest in mature
and deepwater areas of the western and
central Gulf of Mexico are appropriotely
considered. In addition, DOE will work
with Congress and other key agencies to
prepare and implement a plan for produc-
tion of the Naval Oil Shale Reserves.

Action 8: Work With Stotes
and Notive Americon Tribes

Various ogencies and deparments will
work more closely and cooperatively with
States and Tribes on natural gas.and oil
supply issues.

Action 9: Address West

Coast Production Constraints :
DOE will work with the Justice Depariment,
the Department of the Interior, and the
Cdlifornia Public Utilities Commission to
ansure access o central California oil
pipelines. The economic, social, and
environmenta! benefits and costs of export-
ing Alaskan North Slope crude oil will
also be examined.

Action 6: Simplify Regulations
Without Compromising ,
Environmental Protection

As in other industries, natural gas ond oil
producers have become subject to many
overlopping State and Federal environ-
mental rules which can lead fo increased
cost. Though these rules are usually cre-
ated with the best of intentions, the Vice
President noted in the National Perform-
ance Review that it is time to “put aside
our reverence for those good intentions”
ond focus on implementing regulations
with grecter flexibility and efficiency to
*aliminate regulatory overkill” and to
achieve aptimal levels of environmental
protection ot the lowest possible cost.

Fortunately, o wealth of new regulatory
solutions and processes is emerging across
the United States and around the world.
Marketbased and multimedia pollution
control solutions are under development
and, in some cases, are already a matter
of law; Federal and State agencies are
increasingly using regulatory negotiations
and formal collaborotive processes; ond
agencies such as the Federal Energy

Regulatory Commission are searching for=-—.. -

selfenforcing, market-based processes that
eliminate or reduce the need for formal
hearings. The following actions reflect the
Federcl Government’s commitment to
increasing the productivity and competi-

- tiveness of the natural gas and oil industry,

without compromising the Administration’s
goal of environmental protection.
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6.1 Streamline State
aond Federal Regulation

' DOE, working with the States and with
other Federal agencies, will enhance the
efficiency and effectiveness of State and
Federal regulatory programs and will
reduce undue burdens on the domesfic nat-
ural gas and oil industry by improving
coordination omong regulatory agencies,
eliminating redundant or unnecessary reg-
ulation, and avoiding duplication in State
and Federal regulatory programs.

An interagency working group will be cre-
ated with representatives from DOE, the
Federal Energy Regulatory Commission,
the Environmental Profection Agency, the
Departments of the Interior, Transportation,
".and Agriculture, and other pertinent
 Federal agencies to improve coordination
on regulatory issues affecting natural gas
and oil supply.

- DOE will work cooperatively with the
States through such organizations as the
Interstate Oll ond Gas Compact Commis-
sion and the National Asseciotion of
Regulatory Utility Commissioners and with
. Federal land management agencies to
help streamline and integrate State and

Federal regulatory programs. The purpose
of these concerted efforts will be to seek
out and eliminate duplication in Federal
and State regulatory programs, whether in
the form of needless paperwork or dupli-
cate permits or hearings. Wherever possi-
ble, one-stop permitiing and marketbased
regulatory policias will be encouraged.
Efforts will also be focused on expanding
opporlunities for improved coordination
between State and Federal regulatory
ogencles. -

6.2 Enhance State and Federal

Regulatory Decision Making Capability
DOE and other Federal agencies will work
to enhance the capability of State and
Federal agencies fo make better regulatory
decisions affecting the domestic natural
gas and oll industry. Designed to dovetail
with the Administration’s sireamlined
process for interagency regulotory review,

" this action also seeks fo minimize infer-

agency rule conflicts and incorporate
trade-offs between regulatory impacts.

Collaborative Approaches to Environmental Compliance
 Improved communication and closer collaboration among regulotors, the regulated

community, and other interested parties are enhancing the notural gas and oil indus-
ry’s efforts to protect the environment costeffectively. For example:

o In the Gulf of Mexico, ot Atlantic Richfield Corporation’s Dauphin Island site,
" early communication with State and locel governments and the fishing community
avoided unnecessaryproject delays and resulted in-an environmentally superior and
-economically viable drilling project.

"o In Pennsylvania, a collaborative process has been used fo establish general
National Pollution Discharge Elimination System permits for stripper oil and marginal
natural gas wells. ) '

_e In Virginia, ot the Yorktown refinery, the cooperation of Amaco and the
Environmental Protection Agency led to unprecedented new information concerning
the structure, effects, and complionce strategies associated with environmental rules.

Si/v1°d
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Through existing research and analysis
activities, DOE will support efforts to:

eincrease the availability of sound techni-
cal information on the environmental risks
associated with natural gas and oil operc-
tions, as well as the costs and benefits of
alternative regulatory approaches.

Continue fo use and make available the
unique capability of DOE to assist State
and Federal decision makers in assessing
the impacts of environmental and other
regulatory actions on narurcl gos and

oil supply.

sExpand ongoing efforts by DOE and
other Federal agencies o assist States with
research and analysis ond with improved
data management to support risk-based
regulatory decisions affecting the natural
gos and oil industry.

¢ We will use this fepon in discussions with Environmental
Protection Administrator Carol Browner as we work to ldentify
oost-eﬂ'ectlue ways to meet our Administration’s stated |
environmental objectives. The Department will also
coordinate aneffort to provide a forum for those involved in
this two-year study to have an open dialogue with the '
Congress, the Environmental Protection Agency, and others

" within this Administration who play a role in overseeing our
Nation’s refining industry.” |

Hazel R. O’Leary

Secretary of Energy

August 30, 1933 — In response to the National o=
Petroleum Council study on the refining industry.

r.c/c

6.3 Progress Beyond Commeand- -
ond-Confrol Regulation

The Administration will develop alter- = |
native approaches to environmental regu-;

lation that balance the cost of regulation -

against realistic health and:environmental
risks, establish priorities among the various
environmenta! protection programs in
achieving gools, and promote innovative
methods of achieving enwronmentcl
objectives.

A key objective is to demonstrate the
feasibility of alternative approaches to
conventional, command-and<control
environmental regulation that more accu- -
rotely balonce costs and benefits, promote
rather than stifle technological innovation,
cllow for compliance fexibility, and
ochieve the same or greater levels of envi:
ronmental benefit at less cost.

DOE will inifiate selected alternative regu-
lotory compliance demonsiration projects -

in May 1994 with a project joirtly spon-

sored by DOE ond the Department of the ;
Interior on improved safely and environ- :
mental management planning for offshore
natural gos and oil facilities.

6.4 Enhance Dialogue Through
Industry/Government/Public Puﬂnefshlps
The Administration will promote dnalogue
and build parinerships among industry,
States, the public, and other lnl'erested
parties to:

» Address regional environmentol issues -

constraining U.S. natural gas and oil
resource recovery. '

* Avoid unnecessary delays in the regulo: -_ii'.'» o

tory permitting process.

«Resolve outstanding disputes concerning.
netural gas and oil developmant.

Balance the Administration’s objectives .

- for environmental protection, energy davel

opment, and economic growth.
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6.5 Review the Findings and
Recommendations of the Notionol
Petroleum Council’s Report on U.S.
Oil Refining
. DOE, the Environmental Profection
Agency, and other inferested Federal
agencies will establish a working group 1o
review the findings and recommendations
of a iwo-and-one-halfyeor comprehensive
" study on the future of U.S. oil refining
undertaken by the National Pefroleum
Council, an advisory committee to the
Secrefory of Energy.® The working group
will develop a strategy for maintaining @
more viable domestic oil refining industry,
while maintaining or enhancing current
. lavels of environmental protection through
innovative, costeffective approaches to
regulations. The strotegy will be used to
guide current efforts to sirangthen existing
research and development programs for
oil refining technologies.

DOE will host one or more seminars in
which the experts who prepared the
refining report present thelr findings ond
describe the basis of thelr analysis to
interested stakeholders, government, and
Congressional staff. The review of the
NPC siudy and implementation recommen-
dotions will be completed in April 1994.

6.6 Enhance the Scope of the

Notional Petroleum Council

" As part of renewing the National Petro-
leum Council’s charter for an additional
two years, DOE will increase the number
of representatives from consumer, environ-
mental, ond endse groups {such as man-
ufacturers) by 15 to 20 new members. This
will bring the total membership to approxi-
mately 175 and will broaden the parfici-

~ pation of the stakeholders. The current
charter expires November 21, 1993.
Renewal of the charter is expected to be
completed by the end of December 1993.

In addition, the Secretary of Energy
will formally commission a Nationol
Petroleum Council study of government/
industry roles to:

QDissemincte facts' about the role of

_ the naturol gas and ail Industry in the

U.S. economy.

iBring industry, government, and inferest
groups closer together where disagree-
ments have crected barriers.

e Identify ways fo setfle disputes over
natural gas and oil development issues.

Action 7; Evaluate Production
From Federal Lands
Our nation’s public londs are one of our

most precious resources, and they must be
sofeguarded and presarved for future gen-

- erations. The United States leads the world

in the development of environmentally
effective technologies for exploration and
development of natural gas and oil in fron-
fier areas. With advanced technologies
and coreful preduction praclices, our stew-
ardship obligations can be consistent with
the production of subsurface resources.
These technologies constitute a major por-
fion of the toals available internationally
for environmentally responsible natural gas
and oil development, as other nations
push offshore and into the Arctic.

The following actions are aimed at contin-
ved collaboration of Federal land manage-
ment agencies with State and local siake-
holders-on the many technical, economic,
and enviranmental challenges they foce in
developing policies for producing natural
gas and oil from Federal lands.

7.1 Continue the lnteragency
Energy Coordinating Group

. DOE, the Depariment of the Interior, the
‘Depariment of Agriculture, the Environ-

mental Protection Agency, and the Deport-
‘ment of Defense have-established an in-

formal interagency energy coordinating

* group o ensure that national energy strote-
gies are appropriately considered in leas-
Ing decisions related to Federal lands.

P.20/29

With advanced
technologies and
practices, our Nation
can produce subsud‘aca
resources from public
lands while |
safeguard ihg and
preserving these lands
for future gehératians.
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Advanced technologtes
constitute a major
portion of the tools
available internationally
Jor environmentally
responsible natural ga;s
and oil development.

The coordinating group will first assemble
a full range of technical and scientific find-
ings o assist the Depariments of the
Interior and Agriculiure in developing their
leasing policies. The group will then
develop pdlicies that encourage environ- .
mentally responsible natural gas produc-
tion and will reconsider both producer
access to public lands and revenue
sharing. '

The Department of the Interior will work
with stakeholders on State and local levels
and with local representotives of Federal
agencies o attempt to resolve issues of
concern raised in connecfion with develop-
ment of existing leases. This Includes
attempting fo resolve long-stonding ques-

tions concerning identification of areas

suitable for development and areos war-
ranfing permanent protection from naturc!
gas and oil development.

7.2 Develop the Nature! Gos and Oil
Resources of the Naval Qil Shole Reserves

The Naval Oil Shale Reserves represent
a significant natural gas resource that is
currently unavailable for proeduction. DOE
will work with Congress, the Bureau of
Land Management, and the Office of
Management and Budget to prepare and
implement a plan for the disposition and

produciion of the Reserves.

To develop this plan, DOE will char-.
acterize the production potential of the
Reserves. The first phase of the program,
begun in January 1993, consists of (1)
reprocessing seismic dafa that are aveil
oble inithe DOE archive; (2} acquiring
additionol, commerciolly availoble seismic
data; and (3) producing an assessment of
the natural gas and oil potential of Naval
Oil Shale Reserve Nos. 1, 2,.and 3.

'%P721/29

'DOE will also work with the Deparment of

the Interior and the Office of Management :
and Budget to conduct economic analyses :

" of the options and to develop o plan for

the optimal development of these govern- .
mentowned lands in an environmentally
responsible manner that will meximize
revenues to the U.S. Treasury. This plan
will use the considerable work that has
already been done by DOE, the Bureau of
Land Management, the Office of Manage-
ment and Budget, and Congress. An
aggressive fimetable will be set for the
plan‘s quick implementation. Assessment
of Naval Qil Shale Reserve No. 3 will

be completed in January 1994. Assess-
ment of Nos. 1 and 2 will be completed
in June 1994. : :

7.3 Increase Production on the

Deepwater Outer Continentol Shelf

The United States, including the Outer
Continental Shelf {OCS}, contains vast
resources of natural gas ond oil (Figure 7).
Federal lands comprise some 727 million
acres of property onshore — nearly one-
third of the entire lond area of the United :
States.” ' :

The deepwater portions of the Gulf of
Mexico represent one of the most promis- -
ing exploration targets within the United
States, but the economic and technolo-
gical development challenges are substan-.
tiol. Legislalion has been proposed that
would encourage development in deep-
water areas.

The Department of the Interior is currently -
coordinating a working group fo study the -
issues relaled to these deepwater incen- ;. -,
fives, including royalty relief. Interior and .~
DOE have testified before Congress that
they would support production:incentives .
for OCS arecs available for leasing if
appropriote distincfions are made between -

.. treatment of existing and potential future

leases, and if only those areas are con-
sidered that would not otherwise be de-
veloped by industry. A recommendation
from the Depariment of the Interior will be
completed in December 1993: :



In addition, interior will continue to review
its leasing policies in mature areas fo
ensure they are appropriate for changing
economic and technological challenges.

7.4 Assess Opfions for Developing
Marginal Prospects on the Gulf of Mexico
Ovter Continento! Shelf

The legislotion before Congress that en-
courages leasing, exploration, and pro-
duction from deepwater Gulf of Mexico
leases does not address the thousands of
shallow water leasing fracts in non-
moratoria areas of the Gulf of Mexico
Outer Continental Shelf. Many of these
blocks have not been exploited because
producers believe the potential prospects
are small.

* The Department of the Interior, with fechni-
cal consuliotion from DOE, will assess
options for spurring development of

marginal prospects to determine the value
of encouraging this shallow water develop-
ment. A recommendation from Interior will
be completed in February 1994.

7.5 Enhance the Ability of Smoller
Operators fo Meet Outer Continentol

Shelf Finoncial Requirements

Provisions of the Qil Pollution Act of 1990
would raise the minimum threshald of
financial responstbility for operators on the
Outer Continental Shelf from $35 million
to $150 million. DOE and the Department
of the Interior are studying the effects of
this increase on smaller companies who
will have difficulty meeting the latest finan-
cial requiremants.

1981 Production

Qil
(2.7 Bbbis)

' Natursl Gas
(21.7 tcf gross withdrawals)

Figure 7:

United States
Production and
Reserves

(Percent of U.S. Total)

A substantial percent-
age of natural gas and
oil activity underlies
Federal waters, which
include the Outer
Continental Shelf .

Bbbls=blllion barrels
tcf=triflion cublc feet

1991 Proved Reserves

ol
(24,68 Skbls)

Federal OCS
17.7%

Al Elsg
82.3%

Natursl Gas
(167.1 tct)

Source: Energy Information Administration,
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The Federal Government
will work cooperatively
with individual States to
identify and resolve key
!s;ua constraining
natural gas and oil
supply at .the'State and
regional levels.

Pursuant to the implementation of the

Oil Poliution Act of 1990, the Minerals
Management Service has recently pub-
lished an Advanced Notice of Proposed
Rulemaking on the financial responsibility
provisions. The notice is expected to iden-
tify several possible options for addressing
concerns about these requirements. DOE
has asked the National Petroleum Council
to quickly analyze the criteria published in
the notice, as well as recommend alterna-
five approaches to fulfill the intent of the
legislation, while allowing smaller opere-
fors fo parlicipate. An interim report

from the Council is scheduled for
December 1993.

Action 8: Work With sﬁteg
and Native American Tribes

States and Federal land management
agencies have a primary role In regulating
the activities of the natural gas and oll
industry relative fo resource conservation,
environmental protection, and the use of
natural gas. The Federal Government will
work cooperatively with States, particu-
larly natural gas- and oil-producing Stotes,
to develop and implement this Initictive.

DOE will also forge new partmerships with
Native American Tribes 1o increase domes-
tic natural gas and oil production on Tribal
lands. These parterships will strive to rec-
ognize the impartance of economic devel-
opment, environmental preservation, and
cultural sensitivity to Tribal affairs. This will
involve cooperalive efforts among DOE,
various Interior Depariment agencles, the
Administration for Native Americans, the
Council of Energy Resource Tribes, ond
other Native American organizations and
Individual Native American. Tribes.

P.23723

8.1 Work With States on the Domestic
Naturol Gas ond Oil Initiative

In June 1993, the Interstate Oil and Gas
Compact Commission, the association of
the governors of 29 natural gas- end il
producing Stafes, passed a resolution that
broadly supports the Domestic Natural
Gas and Oil lnitiative. It urges member
States to immediately make availoble oll
resourcas at their disposal to assist the
Administration in developmg workoble
energy policies. :

. Federal agencies will sirengthen communl-

cations with State organizations, such as -
the Interstote Oil ond Gas Compact Com-
mission, the Ground Water Protection
Council, the Energy Council, the National
Governors’ Associalion, the National
Association of State Energy Offices, and
the National Association of Regulatory
Utility Commissioners. In addition, the
Federal Government will work coopera-
tively with individual Stotes to identify and
resolve key issues constraining natural
gos and oil supply ot the State and
regional levels. .

8.2 Increcse Notural Gos and Oil
Production and Environmentol Protecfion
on Nofive American Tribal Londs

Under this action, DOE will help Native
American Tribes gain access to energy
technology and environmental monage-
ment assistance by:

* Working with the Administration for
Native Americans, the Department of the
Interior, the Council of Energy Resource
Tribes, other Native American orgonize-
tions, and individual Tribes to provide
infernship opportunities at the Strategic
ond Noval Petroleum Reserves, and to
encourage maintenonce and operations
contractors to do likewise.

-.* Supporting exploration and production

projects proposed by individual Nalive
American Tribes, while developing appro- |
priate information transfer mechanisms

that will benefit other Tribes as well.
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* Working with the Council of Energy
Resource Tribes to build a notural resource
management and technical skill base at
the Tribal level.

* Seeking opportunities to facilitate and
enhonce the evalving allionce between
Native American Tribes and indusiry.

* Exercising leadership within the
.Administrotion fo support and encourage
an expanded Bureau of Indion Affairs
resource assessment program.

» Continuing to foster basic science
and math education for Native Amer-
ican youth.

This action will also deal directly with the
issue of possible disproportionate environ-
mental risks borne by minority/low-income
populations, as a result of natural gas and
oil explorafion and production on Native
American Tribal lands.

Action 9: Address West Coast
Production Constraints

Crude oll production from the Alaskan
North Slope is likely to decline, leaving
the West Coast once again a significant
importer before the year 2000. This action
addresses this problem.

9.1 Open Access to Crude

. Oil Pipelines in Colifornia

DOE will work with the Justice Department
" and the California Public Utilities Com-
mission fo ensure that fariffs for central
~Cadlifornia pipelines are nondiscriminating
" and reasonable for all users. This effort
will encourage oil pipeline accéss for non-
infegrated producers in California. Most, if
not all, of these iarge pipelines should
operate as common carriers by virue of
their setflements in long-sianding lawsuits,
or thelr use of rights-of-way granted under
the Mineral Leasing Act. Free and open
access to fransportation assets in the Stote
- wlll help to increase production.

DOE: will also work with the Department of
the Interior to enforce the common carrier
requirements of the Mineral Leasing Act
for pipelines gaverned by the Department
of the Interior.

9.2 Study Barriers fo Export of

Aloskan North Slope Crude Oil

In conjunction with the Departments of
Defense and Transportation, DOE will
examine the economic, sacial, and envi-

ronmental benefits and costs of exporting
Alaskan North Slope (ANS) crude oil.

- Among other things, the study will con-

sider the relationship between ANS
exporls and investment in producing and
upgrading onshare Californic heavy crude
oils, and the effects on employment in the

‘domestic Jones Act Fleet.

If ANS production falls os projected in the
lote 1990’s, Pefroleum Administration for
Defense District V will again become per-
manently dependent on imported crude
oil. Permitting ANS exports in the near
term will potentially stimulate onshore
California preduction, and could initiate a
less volatile transition oway from imports
in general.

The conclusions of this study will be avail-
able In April 1994, in time for discussions

concerning the Export Administration Act,
which is scheduled for renewal next year.

P.24/29

Crude oil ﬁroductio_n
Jrom the Alaskan North
Slope is likely to decline,

leaving the West Coast |

onceagaina .rigniﬁcanlt
importef before the
year 2000.
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;‘All opiibns should be
investigatedin
-determining how best to
té?kle our eﬁerg
@M problem.”

BiliClinton
September 1992
Presidential Questionnaire
by People for an

Energy Policy

Net Imports as % of Preduct Sapplied
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THE QUESTION OF OIL IMPORTS

Oil imports are critical to the U.S. econ-
omy (Figure 8). The possible disruption of
oil imports would have serious repercus-
sions for the transportation, industrial,
commercial, and residential sectors
(Figure 9). In addition, oil imports repre-
sent by far the lorgest component of the
Nation’s trade deficit. '

10.1 Study the Costs and

Benefits of Oil Imports

The National Economic Council and the
Notional Security Council will coordinate
on inferagency team headed by DOE to
assess the near- and long-term economic,
environmental, and security implications of
rising U.S. dependence on oil imports and
the role of the Federal Government in
addressing the situation.

The team will also review policy options to
reduce oil import vulnerabilities. These
options will not undermine our overall
economy nor violate trade agreements.
The study will link the oil imports issue -
with policy measures being considered

to promote domestic supply, energy offi-
ciency, and pollution reduction. And new
approoches will be explored that build on
already successhul energy security strote-
gies, such as maintaining the Strategic
Petroleum Reserve and effective
multiloteral cooperation.

The study will be completed in
December 1994,

: _ Figure 8:
A U.S. Dependence
Reforance Cass | O Oil: Net Imports
60 Havy dependence on
imported oil remains a
e, =1 source of vulnerability
il h World Qi .
mﬂm Casa for the U.S. economy.

Ay
1870 1976 1380 1985 1890 1995

Souree: Encray Informalion Agministration,

2000 2005

2010
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' Figure 9: U.S. ?etmle(:m Supply and Disposition, 1992

An analysis of the costs-and benefits of crude oil imports will require a strétegic
understanding of the role of petraleum products in the domestic economy.

Million Barrels perDay
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“America needs a
| natianal energy policy
that lets Americans |
controlAméﬂca's
energy future.”

Bill Clinton
Summer 1992

Putting People First

P.27/29

ENERGY LEADERSHIP IN THE WORLD ECONOMY

Americans must compete with others in
the world for the scle of goods and ser-
vices. In the natural gas and ofl industry,
we have long been leaders in production
technologies. We intend to maintain this
leadership position.

The Domestic Natural Gas and Oil
Initiative seeks to preserve the comparative
advantoge of American firms while help-
ing fo reduce imports; to substitute environ-
mentally sound natural gas for less clean
fuels; and to ensure that more Americans
will enjoy high-wage, high-tech employ-
ment. The achievement of these ambitious
goals will require a coordinated sirotegy
that ranges far beyond policies primarily
directed at notural gas and ol supplies.
We must continue fo improve our energy
efficiency, increase our use of renewable
energy resources and alternative fuels for
transportation, diversify our international
sources of supply, and develop new meth-
ods of production that will reduce costs,
pollution, and energy consumption
simultaneously.

This coordinated strotegy, in furn, must rec-
oncile conflicts between the needs for
energy supply and environmental preser--
vation. The delay, litigation, and frustrotion
that have resulted from the erroneous
belief that these two gools are incompati-
ble have threatened to lock up valuable
resources that could benefit the nation. We
must eliminate these barriers with dcfions
that demonstrote that environmental preser-
vation is fully compatible with careful
resource development.

Of equal importance, we myst maintain
our present technological and skillbased
edge In the international enérgy markets. -
This requires o viable domestic natural gas

ond oil industry in which to train and

-deploy workers. Similarly, we cannot

increase our technological edge, nor exer-.
cise world environmental leddership, if we
no longer invest in the research, develop-
ment, production, and refining of domestic
energy resources in an environmentally -
sound manner. If we ore o Improve our
technology and skill base, exercise en- :
vironmental leadership, and:safeguard our .
security, the domestic natural gas and oil
industry must remain a healthy and full-
fledged contributor to the Noﬂon s
economic future. . X
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Federal
Agencies

Action
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Table 2: _
Summary of Domestic Natural Gas
and Ol Initiative Implementation Actions
DOE  Actionby Lepislative Coordicating Agencles

: STRATEGIC ACTIVITY I: ADVANCE AND OI1SSEMINATE NATURAL GAS AND 0i{ TECHNOLOGIES

" - 1.1 Develop an Advanced Computational Technology Initiative R
. 1.2 Develop Advanced Rock Drilling Systems for Natural Gas
© 1.3 fund Expanded Industry-Driven RO&D tor Advanced Ot Recovery

' 1.5 Target a Research Program at Specitic, Basic Operating Issues of Small

. 1.6 Develop a Commercialization Strategy for NaturaJ'Gas Technologies
1 1.7 Stimulate Development of 2 Nationwide, Reglonally Basad Natural Gas

i 1.8 Review Tax Treatment of Gaologic and Geophysical Expanditures and
1.9 Use the Naval Petroloum Reserves for Advanced Technology Tesnng.

.- 2.8 |mprove Enviranmantal Technologios and Practices
© 21 Improve Environmental Compliance Technologies and Practices:
.1 22 |mprove Coordination on Environmental Rasearch

" 2.3 Explore DOE's Role In Oil Spill R&D
2.4 Study Used 0il Racyeling

~ 8.0 Imprave the Natural Gas Infrastructyre

' 3.1 Upgrade State Data Collection and Reporting on Naturai Gas Prad uetlon
. 3.2 Build a National Deliverability Capacity Model

' 3.3 Enhance Real-Time Monitoring and Automated Systems

. 3.4 Bulld a System for Assessing Natural Gas Undarground Stonge:Opgratlons
3.5 Maich Natural Gas Storage to End-User Requiraments '

- 38 Stengthen and Expand the Clean Cities Program
- &0 8upport Natural Gas Regulstary Reform

41 Ensure Robust Secondary Markers for Pipeling Canacny
- 42 Encourage Open Access to the Electric Transmisslon Gtid '
1 43 Expedite Construction of New Natural Gas Facilitles

1.9 Pramoto the Advancement of Natural Gas and 01 Tachnologles

Technolagies
1.4 Conduct Advancad Geologic Basin Analysls 1o Target Explomlon for
Bypassad Gas and Ol

Natural Gas and Oil Producars

and Oil Technology Transfer Network and Assistance Program .
Othar Tax Provisions

Evaluation, and Training

pol

DOC, DOD, Stata/Tribe

Traasury

DOI, EPA

DOC, 80D, 00I, DOT, EPA,
Statg/Tribe .

DO0), DOT, EPA, OMB, Stata/Ttibe
DOO. DOT, EPA, Stata/Tribe

STRATEGIC ACTIVITY (i STIMULATE MARKETS FOR NATURAL GAS'

36 Demonstrate Nalural Gas Storage Optimization Technology
3.7 Imgrove Natural Gas Storage Effectiveness for Problem Flelds

and a “Contract Portfolio” Approach
Reform Fedaral Rate Reguiations

Stata/Tribe

FCC, FERC
No regulatory action required due
to Order 636 implementation

Stata/Tribe, USDA
Stata/Tribe .
Stale/Tribe
State/Tribe

DOT, EPA

il

FERC
FERC, USDA.
EPA, FERC, USDA
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Table 2:
continued
DOE Actlonby: Lsgislative  Coordinating Agencles -
Actlon Other ~ Action
Action ‘ Federal -
~ Agencles

Reform State Rale Regutatians

4.4 Encourage Open Accass for Natural Gas Transporters Through Distributors,
10 Resolve the “Contract Portiallo® Issue

45 Promaie the Use of Efficient Natural Gas and Electricity Pricing
46 Encourage the End of Fuel-8pecific Subsidies
4.7 Fosier tha Use of Incentive Rate Design

4.8 Encourage the Ellmination of Reguiations That Inhidit the Usa-of
Natural Gas In Vehicles

4.9 Encourage the Use of Natural Gas for Electric Power Generatian

S1ae/Tribe

State/Tribe
State/Tribe, USDA .
State/Tribe
State/Tribe

FERC, Stata/Tribe

5.0 Provids Informatlon Sarvices
-9.1  Devslop an Energy and Resources Mapping and Snformdtion System

$2 £nhancs the Energy Information Adminlstration’s
Natural Gas Storage Data Collaction

§3 Develop a “One-Stop-Shopping™ Contact List Readity Accassible to a
Clearinghausa for the Natural Gas and Oil Industry

State/Tribe
FERC. OMB, Stata/Tride.

DOC, DOD, DO, DOT, EPA, FERC,
OMB, State, USDA

STRATEGIC ACTIVITY |li: IMPROVE GOVERNMENT COMMUNICATION AND DECISION Mﬁklﬁ

6.6 8implify Regulstions Without Compromising Enviroamentat Protection
6.1 Streamline State and Federal Reguiation '

6.2 Enhance State and Federa) Regulatory Decision Making Capability
6.3 Progress Bayond Command-and-Coatrol Regulation
'6.4 €nhance Dialogua Through Industry/Government/Public Partnerships

6.5 Review Ihe Findings and Recommendations of the Natlonal Petraleum
Council's Report on U.S. Oil Refining

.6.6 Enhance the Scope of the National Patroleum Council

DOC. 00D, DOI, DOT, EPA, FERC
State/Tribe, USDA

DO, EPA, State/Tribe -
001, EPA, Stata/Tribe, USDA
00!, EPA, State/Tribe, USDA
€PA

7.0 Evaluate Praduction Fram Federal Lands

7.1 Continue tha Interagency Energy Coordinating Graup

7.2 Develop Natural Gas and Qil Resources of the Naval Qil Shale Reserves
7.3  Incraase Production on the Despwater Outer Continental Shelf

7.4 Assass Options for Developing Marginal Prospacts on the Gulf
- of Mexico Outer Continental Shelf

7.5 Enhance the Ability of Smaller Operators 1o Meet Outer
Continental Shalf Hnanclal Requirements

DOD. DO, EPA, State/Tribe, USDA
00l '
ool
Dol

DO}

8.0 Wark With States and Native Amsrclan Tribes
8.1 Work Wllh States on the Domestic Najural G(as and Oil Initiative

82 Incrasga Natural Gas and Ol Production and Environmental
Protection on Native American Tribal Lands

DO\, State/Tribe, USDA
DO, State/Tribe

9.0 M'amg West Coast Production Constraints
9.1 Open Access o Crude Qit Pipelines in California

9.2 Study Barriars to Export of Alaskan North Slope Crude Qit

DOI, DOJ, DOT, FERC,
State agencles

D0O, DOI, DOT, SataTrive

THE QUESTION OF OIL IMPORTS
10.1 Study the Casts and Benefits of Qil Imports

NOTE: Industry co-funding or cost-sharing for thase actions is expected to be genenally
iercialization or in a demonstration phase.
Actions which may have a limitad group of beneficiaries ace expécted to be suppornted-by
gharing, or it is unlikely that the agtians will be implemented.

at or above 50 percent for projectscl  to¢

significantly more it !

it

CEA, DOC, DOO, NEC, NSC, OMB,
State, Treasury. USTR

|
1h
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KEY TO TABLE 2

CEA = Gouncil of Ecanomic Advisers
00¢ = Department of Commerce

DOD = Department of Defense

DOt = Department of the Intasior

DOJ = Department of Justice

DOT = Department of Transporuﬁo:{

EPA = Environmental Protection Agency:
FCC = Faderal Commerce Commission
FERC = Federal Enstgy Regulatory Commission
NEC = National Economic Cauncil

NSC = National Secunty Council

OMB = Office of Management and Budget
USDA = U.S. Depariment of A'griwlti.lm
USTR = US. Trade Represeniative

oesign: Brandegee, Inc., Pittsburgh, Pennsyivania

pHoToGRAPHY: U.S. Department of Energy, Bruce Wells,
"and the Independeat Petroleum Assoclation of Amarica
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FOOTNOTES

1 Energy Information Administration, U. S Depart-

ment ot Energy, The Annual Enerqv Review 1992,
Table 3.8, page 85.

2 american Petroleum {nstitute, Survey of Qil and Gas
Expandiwres 1990, November 1991 Table Ij, page 2,

3 Bureau of Labor Stalistics, U.S. Departmant of
Labor, Current Employment Stabistics Sqryey.

4 presigent Clinton and Vice Prasident Gore,

“Technology for America’s Economic Growth:
A New Direction 1o Build Economic Strenqlh

February 22, 1993.

S Bureau of the Cansus, U.S. Department of
Commerce,
MIC 87-1-134A, Table 1, page 13A8.

6 National Petroleum Council, u_’i_Eﬂm:um
Refining, September 8, 1933.
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