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NATURAL GAS SYMPOSIUM

MONDAY, JANUARY 24, 2005

U.S. SENATE,
COMMITTEE ON ENERGY AND NATURAL RESOURCES,
Washington, DC.

The committee met, pursuant to notice, at 1:05 p.m., in room SH-216, Hart Sen-
ate Office Building, Hon. Pete V. Domenici, chairman, presiding.

OPENING STATEMENT OF HON. PETE V. DOMENICI,
U.S. SENATOR FROM NEW MEXICO

The CHAIRMAN. Hello, everyone. This is not a formal hearing, so I do not think
we will be using the gavel very much.

But before I have a couple of remarks and yield to Senator
Bingaman for a few remarks, it is obvious from the crowd that an
awful lot of people want to speak and they all cannot. So we have
done our best to put people here at the table with us in different
panels that we have selected that we think will, in total, represent
most of the issues on the topic. But we will not get that done un-
less we follow the rule, which is even a little stricter than the
house rule, and Senators cannot do it, but we expect you to, and
that is going to be 2 minutes each. I do not know what we will do
if you exceed it, but even though it is nice and warm in here, a cold
pitcher of water on your head would not feel very good.

[Laughter.]

The CHAIRMAN. In any event, you are all welcome to the con-
ference. It is pretty obvious that by your attendance and by what
we have read in advance of it that natural gas, in all of its aspects
and ramifications, is terrifically important to our country and to
many institutions, entities, users, consumers in the United States.

I want to thank all the different groups and individuals that
have submitted proposals. It is most interesting. I cannot say we
have read them all, but summaries of many of them would indicate
that these summaries that you have given us and submissions are
very, very important. By using them all, it should give us sufficient
information to move ahead with what we ought to be doing.

Thank you again to those of you who are going to participate,
and all of you here in the audience that are interested in the dis-
cussion, we thank you for being here.

Now, there was a gentleman from the U.S. House of Representa-
tives, Michael Wu, who for a long time was a terrific staff man
with reference to putting together energy policy. Linda Stuntz, who
is here, knew him because of their work together in behalf of all
of us, and I think that we would like her, if she would, to say a
few words in recognition of Michael so that we would all know
about him and spend a moment or so thinking about him. Linda.

o))
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Ms. STUNTZ. Thank you very much, Mr. Chairman.

Many of us in this room, between the years of 1977 and 1994,
had the opportunity and the privilege to work on matters relating
to natural gas, as well as other energy matters, with Michael Wu
who was Mr. Dingell’s chief counsel on energy during all that time.

Michael died last Tuesday after a terrible car accident on Christ-
mas eve. I asked and appreciate the chairman granting me a mo-
ment to remember him with all of you here, so many of his friends,
and I would simply ask we could have just a moment of silence in
honor of Michael and in support of his family. Thank you so much.

The CHAIRMAN. Thank you very much. We will do that.

[A moment of silence.]

The CHAIRMAN. Thank you, Linda, and thank you, everyone.

I think for staff members—and there are many—who work for all
of us, I think what has just transpired here would indicate that
there are people working for us, Democrat or Republican, that can
truly rise above partisanship and do marvelous things for our coun-
try and he was one of them.

The high level of response indicates that we have a shared con-
cern about the natural gas challenges that we face as a Nation.
The chart on my left illustrates the core problem. Our consumption
is outstripping production at an increasing rate. You can see that
as those lines diverge. In 2004, we imported 15 percent of our nat-
ural gas. These charts and the information come from the Energy
Information Agency. Their estimates are that in 2025 we will have
to import or find a substitute for natural gas in the quantity of 25
percent, as compared with the 15 that we do now, almost double.

The chart on my right demonstrates in their opinion, where most
of the imported natural gas is expected to come from, LNG,
liquified natural gas. According to the EIA, in 2004, we imported
6 million cubic feet of LNG. In 2025, they think the importing will
be 6.4 trillion cubic feet. Now, I am not saying these are the re-
ality. I am saying this is what they put down as the ways to meet
the demand versus the current expectations of supply.

So progress so far on siting these LNG’s has been nonexistent,
almost impossible to get done.

These two charts summarize why there is a natural gas crisis,
in terms of demand and supply, under current situations. The nat-
ural gas crisis affects residential, commercial, industrial consumers
and it has cost the consumers many billions of dollars. That is obvi-
ous purely and simply because of the price increase.

So we begin this session, those of us in the Senate and those in
the House, I hope—I believe that is the case—with renewed efforts
to pass a comprehensive energy bill. It is right and I think that it
is appropriate that our initial steps would be to assess the natural
gas situation and, working together, to attempt to develop solu-
tions.

Now, we have the rules. We are going to try to follow them with
a clear understanding that we know you are contributing to our
knowledge base. We will use it in due course, but we cannot hear
everything each of you wants to say. We are going to hear 2 min-
utes of what you want to say, and the rest will be made a part of
the record and we will read it in due course.
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[A prepared statement of Governor Bill Richardson of New Mex-

ico follows:]*
STATE OF NEW MEXICO,
OFFICE OF THE GOVERNOR,
Santa Fe, New Mexico, January 7, 2005.

The Honorable PETE DOMENICI,
Chair, Committee on Energy and Natural Resources, U.S. Senate, Washington, DC.

The Honorable JEFF BINGAMAN,
Ranking Member, Committee on Energy and Natural Resources, U.S. Senate, Wash-
ington, DC.

DEAR SENATOR DOMENICI AND SENATOR BINGAMAN: I am writing in response to
your request for comments regarding the nation’s natural gas supply. Although I am
not able to speak at your January meeting because of the legislative session in New
Mexico, I would appreciate your consideration of my comments.

Natural gas is an important part of New Mexico’s economy and of a sound energy
policy for the Nation. It is a relatively clean-burning fuel that should be an impor-
tant bridge fuel as we work together to develop a diversified, economically resilient
energy economy more dependent on renewables and new storage technologies such
as hydrogen.

The Nation’s growing reliance on natural gas has created a supply/demand imbal-
ance and significant price vulnerability affecting American businesses and con-
sumers. The Industrial Energy Consumers of America estimates that the price spike
since June of 2000 has cost U.S. consumers and businesses an extra $I50 billion or
more. Federal Reserve Chairman Alan Greenspan has noted that the sustained in-
crease in natural gas prices could have structural effects in our Nation’s economy.
Although it is critical to increase supply, we must also take serious steps that will
reduce demand, encourage fuel-switching, and stabilize demand growth. Otherwise
we will continue to make ourselves subject to future price increases like the one af-
fecting our Nation so negatively today.

DOMESTIC GAS PRODUCTION

I agree with the Committee’s recent emphasis on encouraging the construction of
the Alaska gasline, which can introduce a vast amount of natural gas into North
American markets. On the other hand, as Governor of the second-leading onshore
gas-producing state, I have been deeply concerned by the Administration’s emphasis
on opening and developing everything available on western public lands. In my state
alone, there are two major, immediate examples of the wrong approach to devel-
oping our public lands:

e the Interior Department is putting tremendous effort into opening virtually all
of Otero Mesa, a Chihuahuan Desert grassland of international ecological sig-
nificance, to oil and gas leasing—despite the fact that I have offered a sensible
and balanced alternative proposal in accordance with the agency’s planning
rules; and

e the Agriculture Department is moving toward oil and gas leasing in the Valle
Vidal, a pristine wildlife and recreation area much valued by local residents
(and adjacent to the internationally known Philmont Boy Scout Ranch)—despite
the fact that this area was donated to the Carson National Forest by Pennzoil
for perpetual conservation.

Access to natural gas resources in the West is not a problem that needs Congres-
sional attention. According to Bush Administration numbers, 88% of the technically
recoverable federal gas resources in the five major Western basins are open to explo-
ration and development. These available federal reserves are in addition to signifi-
cant natural gas available on state and private lands. I would discourage the Com-
mittee from streamlining environmental laws and taking other measures to expedite
gas production from federal lands. Such an approach would wrongly affect hunters,
ranchers, local residents, landowners, and conservationists throughout the West, re-
gardless of party affiliation.

ENERGY EFFICIENCY: REDUCING DEMAND

Energy efficiency and conservation represent the fastest way to reduce demand
pressures and to create conditions for long-term natural gas affordability. The July
2004 joint statement of the American Gas Association and Natural Resources De-

*All proposals submitted for the record can be found in the Comittee records.
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fense Council showed how collaborative, effective, and sensible the concept of nat-
ural gas conservation and efficiency is for our country. This statement was endorsed
by the Alliance to Save Energy and the American Council for an Energy Efficient
Economy.

Energy efficiency is critical across all sectors of the economy. Fast-growing nat-
ural gas demand for space heating and electrical generation can be met in part by
various measures that are affordable and will pay off for consumers and businesses.
The energy efficiency tax incentives in H.R. 4206 (Cunningham and Markey) and
S. 2311 (Feinstein and Snowe) from the past Congress are a good basis for the Com-
mittee’s consideration. The Congress must act on efficiency immediately, because it
is in this area that the greatest gains can be most quickly achieved. Passage of tax
incentives will assure that affordable conservation and efficiency measures enter the
marketplace quickly.

FUEL-SWITCHING TO CLEAN ENERGY SOURCES

The second step that the Committee should explore and emphasize is how to en-
courage the clean new technologies that will help meet the demands now being in-
creasingly placed on natural gas. This nation is overreliant on a few fuels, such as
oil for transportation and coal for electric generation, and will benefit economically
and environmentally from diversifying its energy portfolio by investing in clean en-
ergy that can come to market today. In some cases, such as wind and solar, the re-
sources are not always in the same place as the demand, so this also implies a need
for new national transmission planning that will allow these valuable resources to
be brought to market affordably and soon.

Based on bipartisan support for a resolution co-sponsored by California Governor
Arnold Schwarzenegger and myself last June, the Western Governors’ Association
is now producing a blueprint for 30,000 MW of clean energy development in the
West by 2015.

This is achievable—but we need federal help. By producing this amount of renew-
able energy, the West can help displace and prevent growing demand for natural
gas in the electrical sector. The Congress should immediately:

e extend the wind, biomass and solar tax credits for ten years, to remove the
stopand-start dynamic of these current federal tax incentives;

e initiate research and investment tax credits for energy storage projects that will
help make wind and solar energy more dispatchable;

e adopt a national renewable energy requirement, which will prevent or dampen
future price spikes, create thousands or millions of jobs, save vast amounts of
natural gas, and strengthen the Nation’s economic resilience; and

e embrace a program of advanced clean coal development in the American West,
where the gasification of coal promises huge, long-term potential for clean fossil
fuel combustion and carbon sequestration.

These steps, taken together, will create a new energy development dynamic that
will reduce pressure on natural gas supplies, and assure that this important but fi-
nite resource is not overused for our immediate needs.

LIQUEFIED NATURAL GAS

Although I support increasing imports of liquefied natural gas (LNG), I believe
that the Nation must look at LNG as a partial solution to its energy challenges.

First, natural gas markets are becoming more global, which implies potential sup-
ply and price disruption, as well as price competition, at a scale we have not pre-
viously experienced in gas markets. Becoming heavily reliant on imported natural
gas can give other nations the opportunity to constrain supply at strategic times,
as has happened to the United States in international oil markets with terrible eco-
nomic effects. Protecting ourselves by limiting our reliance on imported gas is in the
national interest.

Second, as recently recognized in a report released by the Sandia National Lab-
oratory, LNG tankers and facilities-are terroristtar gets. This is less true of some
of the distributed clean energy facilities that I recommend above, and certainly en-
ergy efficiency and conservation constitute no attraction to terrorists.

As past Secretary of the U.S. Department of Energy, I commend you and the
members of the Committee for attempting to address the Nation’s energy policies.
Strong, comprehensive, and balanced energy policy is needed, and you are in posi-
tion to provide the leadership our Nation needs. Please work toward resolution of
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our natural gas challenges in a way that helps address the issues I have put before
you today.
Sincerely,
BiLL RICHARDSON,
Governor.

The CHAIRMAN. With that, Senator Bingaman, you are not lim-
ited by any rule.

[Laughter.]

The CHAIRMAN. Do you have anything to say?

STATEMENT OF HON. JEFF BINGAMAN, U.S. SENATOR
FROM NEW MEXICO

Senator BINGAMAN. Well, Mr. Chairman, I want to set a good ex-
ample and be very brief in my comments. I want to congratulate
you on convening this conference and I think it is extremely impor-
tant that we try to better understand this set of issues. Obviously,
a lot has changed with regard to our natural gas supply and usage
in recent years, and we have a room full of very knowledgeable
people here who are anxious to tell us about it and I think it is
a very constructive step that you have taken. So I look forward to
hearing the testimony and statements and I hope we get a chance
to ask some questions. Thank you very much.

The CHAIRMAN. Thank you very much, Senator Bingaman.

So we are going to proceed now. This will be the order we will
use each time. The question now, with reference to panel number
one, is increasing the supply of natural gas. Now, we understand
many of these issues work in harmony and there may be overlap-
ping. We have selected you on the basis of your talking to us about
your ideas on natural gas supply.

We are going to start now on our left with Larry Downes from
the Natural Gas Council. Is that correct?

Mr. DOwWNES. Yes, it is, Mr. Chairman.

The CHAIRMAN. Now, in each case I am not going to be naming
you. You will each tell us who you are as you move around the
table. Larry.

STATEMENT OF LARRY DOWNES, CHAIRMAN, NATURAL GAS
COUNCIL AND THE AMERICAN GAS ASSOCIATION

Mr. DOowNES. Yes, Mr. Chairman, Senators, thank you. My name
is Larry Downes. I am chairman of the Natural Gas Council and
the American Gas Association. I am also CEO of New Jersey Re-
sources. We are a local natural gas distribution company.

I first want to say thank you for your leadership in addressing
this important issue. Ensuring reasonably priced natural gas for
émerica’s customers is among the most important things we can

0.

I think you know from our perspective natural gas is America’s
preferred fuel for homes and businesses. My company is at the
front door of many of those homes and businesses, and from that
perspective, I want to tell you what I think they would be sharing
with you if they were here today.

The facts are we know that demand for natural gas is growing.
We know that supply is struggling to keep up. We also know that
customers are bearing the burden of record-high prices and that we
must take action promptly. But what should we do?
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First of all, we need to make an objective, dispassionate reassess-
ment of restricted Federal lands. There are large tracts of Federal
lands that are restricted for resource activity. These limitations
were appropriate when they were put in place decades ago, but in
the interim, significant technological advances have been made in
developing our Nation’s resources in an environmentally friendly
fashion. And as a result, I think it is time that we need to take
a fresh look to determine which limitations remain necessary to
protecting our environment and really identifying those which do
not.

Secondly, we must streamline and expedite the Federal permit-
ting processes and ensure adequate funding. Today permitting
processes seriously delay our ability to draw upon our Nation’s
ample reserve base of natural gas. Given our Nation’s needs, we
need to expedite these procedures while still observing our core en-
vironmental values, and we need to make sure that the Govern-
ment has the fiscal resources to do so.

Third and very importantly from our perspective, we do not ask
that environmental values be relaxed or loosened. It is sometimes
suggested that our industry seeks a relaxation or a loosening of our
Nation’s environmental values. This is simply not true.

Rather, what we are looking for is a reasoned and dispassionate
reconsideration of decades-old land limitations, undertaken through
the prism of the experience and technological advances that have
been gained in those years, to put in place a permitting mechanism
that assures proper environmental review while eliminating abuse
and delay.

In summary, the time is short. The issues are clear. We need to
act.

Thank you for having me.

The CHAIRMAN. Thank you very much.

STATEMENT OF VELLO KUUSKRAA, PRESIDENT,
ADVANCED RESOURCES INTERNATIONAL, INC.

Mr. KUUSKRAA. Good afternoon. I am Vello Kuuskraa, president
of Advanced Resources.

The CHAIRMAN. Of what?

Mr. KUuuskraA. Of Advanced Resources International.

Many view that domestic natural gas supplies have peaked and
are in terminal decline. We do not have to accept this view. Yes,
we are running low on easy-to-find and cheap-to-produce conven-
tional gas. Yet, massive volumes of unconventional gas remain
locked in tight gas sands, gas shales, and coalbed methane. Also,
our deep gas resources and methane hydrates await technological
breakthroughs.

We are in a race between resource depletion and technology
progress. The public-private partnerships and research investments
of the past enabled technology progress to stay in the lead. Today,
with severe reductions in such investments, the iron grip of deple-
tion has moved to the forefront. To correct this problem I would
like to propose three actions.

First, create a new set of private-public partnerships with $100
million per year of funding for applied research and technology de-
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velopment and demonstrations of advanced natural gas supply
technology.

Second, provide targeted investment tax credits for unconven-
tional gas development.

Third, ensure improved access to natural gas resources on Fed-
eral lands.

This three-part strategy will enable domestic onshore natural gas
production to be 2 tcf per year higher, equal to six LNG plants, and
natural gas prices to be significantly lower in the near term. This
is not intended to argue that we can do without increased imports
of LNG or without the Alaska natural gas pipeline. Rather, with
supportive legislation and policies, we can keep from becoming
overly reliant on imports.

Thank you for this opportunity.

The CHAIRMAN. Thank you very much.

STATEMENT OF ERIC BARLOW, ON BEHALF OF
THE WESTERN ORGANIZATION OF RESOURCE COUNCILS

Mr. BARLOW. Greetings, Mr. Chairman, Senator Thomas, mem-
bers of the committee. My name is Eric Barlow. I am with the
Western Organization of Resource Councils. I live on a family
ranch in northeast Wyoming in the Powder River Basin. Living on
a ranch that is experiencing coalbed methane development affords
me with a different perspective than some of the perspectives you
may hear today.

The West is making a contribution to increasing natural gas sup-
ply. The significant rise in permitting, active wells, and production
are evidence that a boom is occurring the West. However, this is
coming at a cost. It is a cost to our water, our air, our land. It is
also coming with the associated conflicts and controversies which
are a cost to our families, our communities, the industry, and ulti-
mately the consumer.

I come here with a simple message: let’s do it right.

Mr. Chairman, there are ample opportunities to go down a road,
a flawed path to reducing, weakening protections, to limiting mean-
ingful participation, to further erosions and accountability. This
course can only lead to greater conflict. It can only lead to more
impacts and less certainty.

It can be done right. Our proposal is for more opportunities for
input, stronger values in our resources, all of our resources, greater
accountability, not less.

An example of doing it right might be taken from SMCRA, the
Surface Mining Control and Reclamation Act. It requires very dis-
tinct things. It requires surface owner consent, water remediation
and replacement. It requires public input. For 28 years that law
has been in effect and the coal mining industry is an integral part,
a prosperous part of our energy situation today. I believe following
this type of an example, we can go forward and come to a better
place for the industry and a better place for all us.

Thank you for your time.

The CHAIRMAN. Thank you very much.
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STATEMENT OF NOLTY THERIOT, DIRECTOR, CONGRES-
SIONAL AFFAIRS, NATIONAL OCEAN INDUSTRIES ASSOCIA-
TION

Mr. THERIOT. Good afternoon, Mr. Chairman and Senators. My
name is Nolty Theriot and I am representing the National Ocean
Industries Association, the only trade association comprised of all
segments of the offshore energy industry. I am delighted to have
the opportunity to discuss some of the possible solutions available
to increase our domestic natural gas supply, specifically the impor-
tant choices involving offshore energy exploration and production
fS'r}(l)rrllfthe submerged public lands of the Federal Outer Continental

elf.

At present, over 80 percent of the offshore areas are off limits to
oil and gas development. In addition, these areas under drilling
moratoria are estimated to hold at least 79 trillion cubic feet of
natural gas. This is enough energy to meet current residential
needs for more than 15 years.

We understand not all areas are suitable for development. How-
ever, before we can have an informed discussion, it is important
that we carefully examine all areas likely to contain natural gas
and determine which can be harvested using our Nation’s highest
environmental standards.

We recommend that Congress allow all Federal OCS areas to be
assessed for their resource potential, and decisions as to which
areas should be off limits and which may be appropriate for energy
development be made based on the information gathered.

Another issue affecting the stability of our domestic energy sup-
ply is the Coastal Zone Management Act of 1972. Overall, this 1s
valuable legislation, but some interest groups have used the law to
stall or hold offshore development in a never-ending loop of permit
approvals and appeals. In order to improve the cesium A planning
and consistency review process and ensure that it is not inappro-
priately used as a delaying tactic, we recommend that Congress es-
tablish clear information requirements for State and Federal deci-
sion-making, ensure timely action by the Secretary of Commerce on
State appeals by setting a deadline of 120 days from the date of
filing, with limited opportunity for extension, and provide a single
consistency certification covering all Federal license and permitted
activities.

In closing, I would like reiterate that the ability to meet the Na-
tion’s natural gas needs will continue to be in question until prom-
ising areas are open for responsible exploration and production and
barriers to development are removed.

Thank you very much for your time and attention.

The CHAIRMAN. Thank you.

STATEMENT OF BERT KALISCH, PRESIDENT AND CEO,
AMERICAN PUBLIC GAS ASSOCIATION

Mr. KALISCH. Good afternoon, Mr. Chairman, Senator Bingaman
and other members present today. My name is Bert Kalisch. I am
the president and CEO of the American Public Gas Association.
About 950 public gas utilities serve 5 million homes and businesses
across America, including 15 communities in New Mexico. We are
very pleased to participate.
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APGA’s number one priority is to bring natural gas prices back
to an affordable level. As the voice on this panel closest to the con-
sumer, APGA is keenly aware of the hardships and burdens high
natural gas prices have had and continue to have on the customers
we serve.

We believe many important steps must be taken to bring natural
gas prices back to an affordable level. But one critical step is to in-
crease access to domestic gas supplies, including offshore resources.
A big step in this direction is a proposal called SEACOR, State En-
hanced Authority for Coastal and Offshore Resources. SEACOR
alone could provide access to more than 145 trillion cubic feet of
natural gas for potential development.

SEACOR finally makes a distinction between oil and gas produc-
tion. It requires that current moratoria be set aside. It provides
coastal States with greater authority and financial incentives to
bear the risks and impacts of offshore drilling activities.

Greater State authority is realized by: extending a State’s off-
shore boundaries from the current 3 miles out to 12 miles; having
veto authority on drilling activities out to 40 miles for natural gas,
60 miles for oil.

Greater financial incentives are realized, for example, in Cali-
fornia, which received $3 million last year, under SEACOR, it
would have been closer to $82 million. Louisiana received $35 mil-
liorll1 last year. Under SEACOR, it would have been closer to $200
million.

Mr. Chairman, APGA applauds your untiring efforts to try to
pass comprehensive energy legislation. Whether the approach
taken in this Congress is comprehensive energy legislation or a
stand-alone natural gas bill, APGA looks forward to working with
you and your staff to pass a bill that restores natural gas prices
to an affordable level.

Thank you.

The CHAIRMAN. Thank you very much.

Now we proceed right here. Bob.

STATEMENT OF BOB GALLAGHER, PRESIDENT,
NEW MEXICO OIL AND GAS ASSOCIATION

Mr. GALLAGHER. Mr. Chairman, Senator Bingaman, I appreciate
very much the opportunity to be with you today and applaud your
efforts. You make us proud back in New Mexico, and I appreciate
the opportunity.

I think the answer to affordable natural gas is easy: available
natural gas makes natural gas affordable. I think you can sum it
up in three words: “access, access, and access.” If our industry does
not have access to Federal lands and waters, our country does not
have affordable natural gas, nor will we be able to meet the grow-
ing demand. I believe it is that simple.

Several areas. The National Environmental Policy Act. We would
like Congress to have a strategy to limit the opportunity to abuse
the Federal decision-making and delay decisions.

The Endangered Species Act is broken and needs to be fixed. It
is used now as a tool to hinder land management planning and
project permitting. We would like Congress to move to require that
listing petitions be based on the best available scientific and com-
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mercial information and developing specific criteria for what con-
stitutes best available data. Also, avoid having land use agencies
treat a species petitioned for listing as a basis for managing the
species as sensitive or special status.

In the areas of land use, land use planning is required of Federal
land use agencies. We believe that the agencies should use a rea-
sonable, foreseeable development scenario as a planning tool and
refrain from using it to suspend development once the well count
is reached. Instead, total surface disturbance over time that ac-
counts for reclaimed acreage should be used.

Mr. Chairman, restrictions to drilling in the Potash Enclave
came about when potash was considered essential to national secu-
rity. Through the years, the uses and the values have changed.
There are close to 1 million acres of land in southeast New Mexico
that are off limits because of potash requirements.

Applications for permit to drill. We believe that we ought to use
categorical exclusions for wells and right-of-ways that require mini-
mal surface disturbance and, more importantly, a 45-day permit
processing period, after which the permit is approved if it has not
been denied with reason.

We would encourage research and development.

We would also encourage having some help, Mr. Chairman, on
transportation. Pipeline companies presently have no combination
authority on Indian lands, and as such, we have trouble with right-
of-ways both before and with——

The CHAIRMAN. Thank you very much.

Mr. GALLAGHER. I hear the buzzer. Thank you, Mr. Chairman.
I appreciate the opportunity.

[A prepared statement of Mr. Gallagher follows:]

PREPARED STATEMENT OF BOB GALLAGHER, PRESIDENT,
NEwW MEXICO OIL AND GAS ASSOCIATION

INCREASING DOMESTIC NATURAL GAS SUPPLY AND INFRASTRUCTURE: AN INDIAN
COUNTRY FOCUS

Executive Summary

Over the last half century natural gas companies have built hundreds of miles of
gas pipelines that transport New Mexico gas over the land of Indian Nations. This
infrastructure has created numerous on-going, steady, high paying jobs for Indian
people and has resulted in millions of dollars of tax and other revenue to state and
local governmental entities. The success of the New Mexico natural gas industry is
1(rjeliant upon the cost effective transportation of natural gas supplies across Indian

ountry.

The financial position of today’s natural gas companies serving New Mexico and
transporting gas across Indian Country has changed dramatically due to rapidly
growing competition in the western gas market and the ever increasing land costs
associated with transporting gas across Indian land.

Given the economic realities of the natural gas industry, the companies operating
in and serving New Mexico are at a crossroads: either control cost of service, of
which right-of-way costs are a component, or face the prospect of losing significant
market share, threatening the viability of the companies, and thereby limiting the
resources available for investment in New Mexico and Indian Country. The indus-
try’s preference is to work with the Indian Nations to develop an even stronger long-
term natural gas infrastructure that balances the interests of industry, Indian
Country and New Mexico. To achieve this objective, help is needed in controlling
the exponential growth of right-of-way costs in Indian Country.

The New Mexico Oil and Gas Association respectfully seeks your assistance in de-
veloping win-win investment strategies that build on the value of the current nat-
ural gas infrastructure and that multiply that value for the benefit of the natural
gas industry and consumers in the West.
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STATEMENT OF DR. MARK D. MYERS, DIRECTOR, ALASKA
DIVISION OF OIL AND GAS, STATE OF ALASKA

Dr. MYERS. Good afternoon, Mr. Chairman and members of the
committee.

On behalf of Governor Murkowski, I would like to thank you for
the opportunity for the State of Alaska to address the critical issue
of increasing domestic energy supply particularly for natural gas.
I am presenting as a petroleum geologist and director of the State
Division of Oil and Gas.

Importantly, the State proposal is jointly sponsored by the ad-
ministration and our legislature. Today I have Representative
Ralph Samuels and Senator Gene Therriault with me. Both are key
policy makers and subject matter experts on the issue of Alaska’s
natural gas potential and proposed pipeline projects.

The proposal asks that natural gas pipeline projects have been
designed to carry 4.5 to 5.6 billion cubic feet per day of gas to the
North American market as early as 2012. At these rates, the prov-
en reserves in the North Slope will last between 16 and 23 years.
The remaining gas for a 35-plus-year project will need to come from
either conventionally yet-to-be-discovered gas or unconventional
gas that is proven in the ground but not proven yet to be commer-
cial. In particular of that category is natural gas hydrates.

The in-place gas hydrates from the North Slope and surrounding
offshore areas is an astounding 32,000 trillion cubic feet, and im-
portantly, about 100 trillion cubic feet of that in-place hydrate re-
source underlies the existing producing oil fields in the Prudhoe
Bay area. If these hydrates can be produced economically, as initial
research modeling suggests, it would have a huge, positive impact
on efforts to bring large quantities of natural gas to the domestic
market.

To date, North Slope hydrate research has been funded under
the Methane Hydrate Research and Development Act of 2000,
which expires this year. This research has produced very encour-
aging results, including detailed mapping of existing well and seis-
mic data and detailed reservoir modeling, along with computer sim-
ulation. However, in order to verify these models and convert this
resource into reserves, these simulations must be verified by a
long-term program.

Our request is for $70 million over the next 5 years to perform
this critically needed, long-term production tests and other impor-
tant information gathering.

In conclusion, successful long-term production and testing of
Alaska’s methane hydrate resource could dramatically increase our
domestic reserves, could significantly reduce the reserve risk on the
Alaska North Slope natural gas pipeline, lead to early expansion of
that line to its maximum capacity, and that would benefit pro-
ducers, explorers, the pipeline project, and the domestic market.

Thank you very much, Mr. Chairman.

[A prepared statement of Dr. Myers, Senator Therriault and Rep-
resentative Samuels follows:]
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PREPARED STATEMENT OF DR. MARK D. MYERS, DIRECTOR, ALASKA DIVISION OF OIL
AND GAS; SENATOR GENE THERRIAULT, CHAIR, ALASKA LEGISLATURE, LEGISLATIVE
BUDGET AND AUDIT COMMITTEE; AND REPRESENTATIVE RALPH SAMUELS, VICE
CHAIR, ALASKA LEGISLATURE, LEGISLATIVE BUDGET AND AUDIT COMMITTEE

STATE OF ALASKA BRIEFING DOCUMENT ON PROPOSAL TO REAUTHORIZE METHANE
HYDRATE RESEARCH AND DEVELOPMENT ACT OF 2000

EXECUTIVE SUMMARY

Currently, 59 befd of natural gas is consumed daily in the United States. The En-
ergy Information Administration estimates that domestic demand for natural gas
will increase to 77 befd by 2015, and to 84 befd by 2025. If the Alaska natural gas
pipeline currently envisioned is built, the 35 tcf of known Alaska reserves could sat-
isfy 4.5 befd of the total domestic demand for a period of two decades. Alaska’s vast
gas resources are estimated to also include 250 tcf of undiscovered conventional re-
sources, 590 tcf of onshore (100 tcf within or near existing North Slope infrastruc-
ture), and more than 32,000 tcf of offshore gas hydrates, which could supply a much
greater percentage of domestic demand for generations to come, particularly if two
conditions are met: 1) gas hydrates can be commercialized; and 2) the rules for ac-
cess to and expansion of an Alaska natural gas pipeline encourage competition in
the exploration for and development of Alaska natural gas. The latter condition is
currently the subject of rule-making by the Federal Energy Regulatory Commission.
However, the former—commercialization of gas hydrates—is at risk absent Congres-
sional action in 2005. Congressional action is needed to reauthorize Pub. L. 106-193,
114 Stat. 234 (2000), the Methane Hydrate Research and Development Act, and to
fund research and field testing under that Act. It is proposed that the Act be reau-
thorized for a period of five years, with appropriations of no less than $10 million/
year in years 1-3 and $20 million/year in years 4-5.

The large quantity of hydrates that underlie the existing Kuparuk River, Milne
Point, and Prudhoe Bay Fields could in itself remove all potential reserve risk from
year 20-35 and beyond for an Alaska natural gas pipeline producing at 4.5 befd. Re-
ducing reserve risk will have a positive effect on project financing and potentially
result in a lower tariff, which in turn could lead to increased exploration and early
expansion of the pipeline.

INTRODUCTION

Sharply rising U.S. consumption of natural gas coupled with increasing worldwide
gas demand intensify the need to find additional sources of natural gas. An increas-
ingly global LNG market is developing based on these growing international energy
demands, and upon the enormous natural gas reserves in the Middle East and other
areas of the world. Reliance on these supplies worsens the U.S. trade deficit, places
the U.S. natural gas market increasingly in direct competition with other regional
natural gas markets (many of which are mushrooming), exacerbates public environ-
mental and security concerns with proposed tanker traffic and plant sitings, and in-
creases U.S. reliance on foreign sources for energy supplies.

Undeveloped Alaska natural gas resources, both conventional and unconventional,
are capable of delivering a vitally important share of U.S. gas needs. The recent rise
in energy costs to what many consider to be a new long-term level has led to nego-
tiations for building an Alaska North Slope (ANS) natural gas pipeline to ship these
domestic supplies to distribution hubs serving the lower 48 states. The currently en-
visioned pipeline would deliver 35 tcf of proven Alaskan gas reserves from existing
oil fields at a rate of 4.5 befd for more than two decades, supplying about 6% of
the 77 befd of U.S. demand forecast by the EIA for 2015.

Furthermore, numerous assessments recognize that the total North Slope gas re-
source far exceeds just these proven reserves. Mean estimates by USGS, MMS, and
the State of Alaska place at least 242 tcf of undiscovered, technically recoverable
conventional gas under federal onshore and offshore areas (Table 1, AK Division of
0Oil and Gas, 2005) plus 590 tcf in-place of gas hydrates onshore in permafrost areas,
and more than 32,000 tcf in-place of gas hydrates offshore in the Beaufort Sea
(Sherwood and Craig, 2001 after Collett, 1995). Alaska’s total gas hydrate endow-
ment, including the surrounding federal waters, is estimated at over 169,000 tcf of
in-place gas hydrate (Sherwood and Craig, 2001 after Collett, 1995). USGS assess-
ments estimate 40 to 100 tcf of gas in-place in shallow permafrost-associated gas
hydrate reservoirs in the infrastructure-served central ANS onshore area alone (Fig-
ure 1). The Alaska North Slope is one of the most promising places in North Amer-
ica to determine the resource potential of gas hydrates because of existing infra-
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structure, which will prove vital in supporting the emerging technologies required
(Johnson, 2003).

Given that all reasonable estimates of the total ANS gas resource are much larger
than the 35 tef basis for the currently envisioned Alaska to Lower 48 gas pipeline,
including the vast potential in the form of methane hydrates, it is essential that the
federal government take steps to ensure that two conditions be fulfilled: 1) current
progress in gas hydrate research and development must continue at full momentum
to determine as quickly as possible whether these resources are commercially viable,
and 2) the rules for access to and expansion of an Alaska North Slope gas pipeline
must encourage industry competition to develop much needed additional gas, both
from potential gas hydrate reservoirs and from revitalized exploration for conven-
tional gas reserves. The Federal Energy Regulatory Commission is aware of the sec-
ond condition, and is actively working to establish rules that will safeguard its abil-
ity to require capacity expansion as new reserves become available.

The economic return and risk associated with building the ANS gas pipeline de-
pends largely on its useful lifespan, a function of both available reserves and pipe-
line capacity. Table 2 summarizes the relationship between project lifespan and re-
serves for two capacity scenarios, the 4.5 befd base case and a 5.6 befd expansion
case, respectively. In the base case, project life increases from about 2 decades to
more than 3% decades when the available reserves increase from the 30-35 tcf of
known conventional gas associated with current oil fields to 60 tcf due to the dis-
covery of new conventional reserves or commercialization of hydrates in place be-
neath existing infrastructure.

The remainder of this proposal addresses meeting the former condition—federal
funding in support of gas hydrate resource commercialization.

CALL FOR LEGISLATIVE ACTION

The Methane Hydrate Research and Development Act of 2000 (Public Law 103-
193, 114 Stat. 234) was created to determine whether or not gas hydrates could be-
come a significant source of natural gas in the future. Because this Act expires at
the end of the 2005 fiscal year, immediate congressional action is needed to replace
it. Governor Murkowski’s proposal urges new legislation to cover the five year pe-
riod 2006-2010, with total appropriations of no less than $70 million. Beginning
with annual funding of $10 million to continue and expand ongoing research in
2006-2008, appropriations would increase to $20 million annually in 2009-2010 as
the emphasis shifts from laboratory research and computer simulations to field test-
ing and development pilot projects.

As stated in the proposal, the goals of the reauthorization and appropriations are
threefold: 1) determine conclusively whether major gas hydrate accumulations can
become a commercially producible resource, 2) grow the body of publicly available
data, knowledge, and technology relevant to detailed resource assessment, explo-
ration, and production of gas hydrates, and 3) fund a field testing program at a level
adequate to remove commercial hurdles that would impede or prevent private indus-
try from pursuing gas hydrate pilot projects. Specific steps will enable achieving
each of these objectives and a careful review of the previous legislation may be re-
quired to ensure language in the reauthorization that is consistent with this legisla-
tive intent.

CONCEPTUAL STEPS AND JUSTIFICATION

The suggestions that follow are not intended to replace careful planning by those
managing gas hydrate research and development programs and should not be used
in constructing legislative language without broad support of those program man-
agers. At this point, we recommend using language in the reauthorization that will
ensure clear legislative intent without specifying detailed procedures for reaching
these goals. In the broadest sense, activities fall into two categories: 1) developing
improved assessments of both the total resource potential associated with gas hy-
drates and the volume of hydrate-related gas likely to become commercial over time
given that pipeline capacity exists to ship it to market, and 2) developing gas hy-
drate production technologies, including field tests to prove up and compare alter-
native techniques. Both goals should be pursued beginning in year 1 with expanded
desktop research and maintaining current research programs, leading to a greater
emphasis on testing operations in years 4 and 5. Participation in “wells of oppor-
tunity” (i.e., industry wells targeting deeper horizons providing opportunity for data
acquisition during penetration of shallow gas hydrate-bearing horizons) during
yeafs 1 through 4 merits federal funding to share or offset the costs of reservoir
evaluation.
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Continue technical and commercial assessments of onshore North Slope sub perma-
frost gas hydrates and their associated free gas resources

Ongoing office, laboratory, and field research projects will feed directly into activi-
ties under a renewed gas hydrates act. The most successful research is likely to
come from collaborative interdisciplinary teams of geologists, geophysicists, reservoir
engineers, petroleum engineers, and commercial analysts representing a cross sec-
tion of federal and state resource management agencies, industry, consultants, and
universities. As stated in the proposal, the Alaska Department of Natural Re-
sources, Division of Oil and Gas is also discussing with the Alaska State Legislature
obtaining funding for an additional geologist dedicated to gas hydrate issues. This
would facilitate the pairing of state and federal expertise and data sets, allowing
for faster and more accurate collaborative resource assessments. In order for this
structure to be effective, early administrative attention will be required from the
participating organizations to establish the ground rules and data confidentiality re-
quirements. Some of these ground rules and requirements which must be agreed
upon early are likely to include issues such as the extent of data sharing, assess-
ment methodologies, conditions for using proprietary data in making public resource
interpretations, and specific data types and interpretive results that can be released
to the public and/or shared with participating industry to support the conclusions.

Once these resource evaluation and development planning teams are in place,
they should be authorized to integrate and expand upon current regional-level as-
sessments of in-place permafrost-related gas hydrate and associated free gas re-
sources. Some of these current assessments include the collaborative efforts under-
way involving the BLM, USGS, and State of Alaska. Future assessments funded by
this legislation should expand upon this coordination, using consistent methodolo-
gies across federal and state lands of North Alaska. Assessment provinces should
include the known hydrates in and near existing infrastructure on state lands of the
central North Slope Colville-to-Canning corridor as well as more remote areas. The
first remote provinces to be assessed should include state-lands foothills, the NPRA
in the west, and the ANWR 1002 area in the east.

The proliferation of 3D seismic data across large areas of the North Slope over
the last decade provides these research teams the opportunity to create much more
reliable assessments than has ever been possible before. Access to these privately-
acquired seismic surveys is restricted, but includes the state or federal agency that
manages the lands in question. By assigning appropriate technical personnel in ac-
cordance with their agency’s data access privileges, the research teams should be
able to obtain, use, and integrate all available 3D seismic data coverage to develop
a comprehensive portfolio of specific gas hydrate and associated free gas prospects.
In some cases, it may be appropriate to license new or existing seismic surveys for
assessment work, or even purchase the rights to release certain seismic data to the
public. The portfolio should quantify the geologic risk profile and probabilistic dis-
tribution of in-place resource for each prospect using a standard petroleum systems
approach. This work has been pioneered with tremendous success in the Milne Point
Unit through the BPXA—DOE cooperative research study (e.g., Inks and others,
2004), where it is the basis for highly detailed gas hydrate resource estimates and
production profile modeling.

Dedicated logging and/or coring of gas hydrate and sub-hydrate free gas intervals
in several key wells per year should be considered beginning in year 1. The addi-
tional data obtained will improve assessments of hydrate resource beneath existing
infrastructure. Office and laboratory studies should continue into years 4 and 5,
when they will begin to benefit from incorporation of the results of more field-based
production testing. Subsequent iterations of reservoir performance models will thus
be better calibrated and will more reliably forecast production rates and ultimate
recovery of untested gas hydrate reservoirs. Better production forecasting will mean
better ability to convert assessments of in-place resource to estimates of technically
and economically recoverable gas reserves. Ultimately, the research will develop re-
gional depletion plans and realistic potential development programs using reserves
and rate profiles to assess regional development economics. The work will extrapo-
late reservoir models into regionally verified resource potential, construct production
rate profiles within a range of expectations, and calculate potential regional gas re-
serves.

A final step in the office-based research process will be to develop commercial fil-
ters to apply to in-place or technically recoverable assessment figures to screen out
resources located in accumulations too small to develop profitably. Estimates of the
magnitude of reserves that may eventually be shipped would be far more useful
than the technically recoverable reserves figures so often cited in resource assess-
ments.
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Design and conduct field production tests and pilot development of North Slope hy-
drates to assess viability of producing free gas and associated methane hydrate
by depressurization of the free gas leg

The dearth of factual production data is one of the most critical gaps in commer-
cializing much needed gas hydrate resources. Many in private industry acknowledge
the enormous scale of the in-place resource, but without proven production poten-
tial, are unwilling to risk large-scale investments in testing and developing these
reservoirs. Given the gas supply shortage facing the nation and the likelihood that
construction of a gas pipeline will begin in the near future, the national interest is
best served by funding public projects to close the gap in collaboration with, but
without relying exclusively upon industry.

Beginning in year 1, and working in parallel with the assessment teams, engi-
neers and geologists will be tasked with designing testing operations to begin during
year 2 and continuing with the increased funding in subsequent years. Research to
date has identified gas hydrate accumulations within the footprint of existing North
Slope infrastructure that include a gas hydrate cap in communication with an un-
derlying free gas column (Figures 2 and 3) as viable candidates for initial production
testing. Accumulations of this description have been termed Type 1 hydrates
(Moridis and Collett, 2003). Conventional completion and production of the free gas
column eventually lowers reservoir pressure below the stability limit of the over-
lying gas hydrate zone, causing it to dissociate and release additional free gas across
a broad regional contact. Because hydrates store 164 to 180 times as much methane
as the same volume of free gas, their dissociation contributes large volumes of pro-
ducible gas. The Messoyakha gas field in the West Siberian Basin is often cited as
a producing example of a permafrost-associated gas hydrate accumulation, due to
the difference between expected and actual declines in both reservoir pressure and
production rate.

Feasibility studies carried out under a cooperative project between BP Exploration
(Alaska) and the DOE (Howe and others, 2004) have adapted commercially available
reservoir simulation software to model schematic and actual hydrate-bearing res-
ervoirs, with more detailed versions in progress (Figure 3).

The following discussion provides an overview of the current understanding in
some of the more significant modeling. Cases 1-3 of Figure 4 depict simulated pro-
duction profiles of a Type 1 gas hydrate representing 15 years of production from
the same 300 mD permeability reservoir, but with variations in the type and num-
ber of producing wells. The initial plateau flow rates of these three cases are oper-
ationally constrained at levels ranging from 25 to 50 million cubic feet per day
(mmcfd) per well. A 50 mmcfd plateau rate can be maintained significantly longer
using a single horizontal producer than with two vertical producers constrained to
25 mmcfd each. After 15 years, the simulated total flow rates are nearly the same
at about 18 mmcfd, regardless of whether one, two, or three producers are involved.
Additional models indicate that after the steep decline that initially follows the pla-
teau, the very slow decline rate of later years is due to steady supply of free gas
from hydrate dissociation (Figure 5). This modeling is highly encouraging, but re-
quires validation by field testing.

Details of design activities would be determined by the actual team, but a logical
workflow would presumably begin with selection of candidate prospects for field
testing within areas supported by existing North Slope infrastructure. Potential lo-
cations are already available in the Milne Point Unit where collaborative studies
have integrated well data and 3D seismic data to quantify both Type 1 and Type
2 (hydrate only) prospects.

Numerous questions will be addressed at the outset of the design phase, including
whether to drill a dedicated research well or share one intended for deeper produc-
tion. Decisions will be required regarding optimal borehole angle, the duration of
test production, and facility limitations. Depending on the type of wellbore selected
for the testing and pilot program, drilling or work-over and completion operations
will be necessary to expose the production zone in the free gas leg. This stage, in-
cluding formation evaluation, should be complete within the first month, followed
by an initial well testing phase that may last several weeks or months.

At this point, it is recommended that the well be placed on long-term production
test for meaningful comparison to modeled production profiles. Depending on free
gas volumetrics, the difference between original reservoir pressure and the hydrate
stability limit, and operational constraints on the test producer’s plateau flow rate,
a pilot production plan lasting more than two years may be required to monitor the
effects of depressurization and consequent hydrate dissociation. Because long term
production testing may yield substantial quantities of methane, it will be advan-
tageous to plan for local use of the gas. Possibilities include fuel for testing oper-
ations or field utilities, or reinjection for pressure maintenance of other reservoirs.
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Design and conduct field production tests and pilot development of North Slope hy-
drates to assess viability of producing directly from hydrates without free gas de-
pressurization

A second test should be designed to assess the viability of producing directly from
hydrates that have no free gas leg available for conventional completion and depres-
surization. A major share of potential ANS gas hydrate resources appear to be
trapped within these hydrate-only areas. Potentially, such a test could be conducted
in the hydrate cap of a Type 1 reservoir, in Type 2 hydrates, which are accompanied
by an underlying zone of movable water in the reservoir, or in Type 3 hydrates,
which fill the entire formation (Moridis and Collett, 2003). The project team will
face many of the same decisions as for the free gas/hydrate dissociation test, includ-
ing site selection, type of wellbore, and duration.

The critical difference between this and a free gas production test is that steps
must be taken to prevent further cooling of the reservoir around the producer that
would lead to reformation of the hydrates and shut off the flow of gas. The three
ways of dissociating the hydrate structure to release gas are by lowering pressure,
increasing temperature, or altering reservoir chemistry. However, dissociation is an
endothermic (heat consuming) reaction that lowers the temperature of the sur-
rounding formation. So, while it may be possible initially to liberate some free gas
simply by lowering reservoir pressure adjacent to the well bore, it can freeze solid
again unless heat and/or chemical inhibitors are added to the formation. The opti-
mum test for producing directly from hydrates would provide the capability of ex-
perimenting with and comparing various thermal and chemical stimulation tech-
nologies. Several processes have been proposed that warrant consideration in the de-
sign phase:

e thermal stimulation with steam huff and puff

e thermal stimulation by closed-system circulation of warm water from the sur-
face (either artificially heated on-site or still-warm formation water separated
out of production stream from deeper reservoir)

e thermal stimulation by closed-system circulation of hot waters brought directly
to the reservoir from a deeper aquifer zone in the same well

e thermal stimulation by in-situ catalytic combustion, electromagnetic, or micro-
wave sources

e inhibitor injection (e.g., methanol)

e Carbon dioxide replacement of methane in hydrate structure (McGrail and oth-
ers, 2004). If this process becomes viable, it may provide synergistic carbon se-
questration benefits, in addition to liberating methane.

It will be up to the test design team to identify and select the most promising
of these methods for direct field comparison.

HYPOTHETICAL R&D ACTIVITY AND EXPENDITURE TIMELINE

Table 3 represents a broad framework for executing the suggestions outlined
above. This legislative proposal is submitted in recognition of the need for funding
rapid and material advances toward unlocking the potential of our gas hydrate re-
sources. Details of research and development tasks and the proposed expenditure
timeline are subject to revision by project teams.

RECOMMENDATION

An urgent need exists for the reauthorization of federal legislation appropriating
funds to support gas hydrate research and development. In the face of escalating
demand and uncertain supply from overseas imports, it is critical that the United
States increase domestic supply and diversify its sources of natural gas to include
the development of unconventional resources. Known gas hydrates overlying the al-
ready-developed oil fields of Alaska’s North Slope afford a unique opportunity to
meet both objectives provided they can be produced and brought to market economi-
cally. The need to better understand hydrate commerciality is all the more pressing
given the inter-relationship to planning for the construction, operation, and regula-
tion of an Alaska gas pipeline. The steps suggested here are offered as a conceptual
basis for more detailed planning that will be needed to realize the intended goals
of the proposed legislation.

[Figures 1-5, tables 1-3, and references have been retained in committee files.]

The CHAIRMAN. Thank you very much.
Dave.
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STATEMENT OF DAVE HOUSEKNECHT, RESEARCH
GEOLOGIST, U.S. GEOLOGICAL SURVEY

Mr. HOUSEKNECHT. Thank you, Mr. Chairman, members of the
committee.

My name is Dave Houseknecht. I am a research geologist with
the U.S. Geological Survey. As you know, we do assessments of un-
discovered oil and natural gas which provides estimates of the
quantity, quality, and location of undiscovered gas resources na-
tionwide. I am here primarily as a resource for answering ques-
tions.

I will just summarize by saying that the USGS estimates that
onshore and beneath State waters of the United States, there are
about 600 trillion cubic feet of natural gas undiscovered, roughly
half of that conventional and the other half in tight gas sands,
shale gas, and coalbed gas.

Our colleagues from the Minerals Management Service do simi-
lar assessments of the OCS and they estimate an additional 400
trillion cubic feet offshore.

So we would stand ready to answer any questions you might
have about the natural gas resource base nationwide. Thank you,
sir.

The CHAIRMAN. Thank you.

Proceed, please.

STATEMENT OF WALTER CRUICKSHANK, DEPUTY DIRECTOR,
MINERALS MANAGEMENT SERVICE

Mr. CRUICKSHANK. I am Walter Cruickshank with the Minerals
Management Service. Our role here is also to be a resource to help
answer questions. I do not have a prepared statement. MMS is re-
sponsible for oversight of offshore oil and gas activities, and I
would be happy to answer any questions that anyone may have.

The CHAIRMAN. Very good.

STATEMENT OF THOMAS LONNIE, ASSISTANT DIRECTOR FOR
MINERALS REALTY AND RESOURCE PROTECTION, BUREAU
OF LAND MANAGEMENT, DEPARTMENT OF THE INTERIOR

Mr. LONNIE. Good afternoon, Mr. Chairman. My name is Tom
Lonnie. I am with the Bureau of Land Management. I am the As-
sistant Director for Minerals Realty and Resource Protection here
in Washington. I do not have a prepared statement. The Bureau
of Land Management, as you well know, issues leases onshore, as
well as issues drilling permits and monitors oil and gas production.
But I am here also, as Walter, to try and respond to any questions
that you may have. Thank you.

The CHAIRMAN. Thank you very much.

Now, we are a little behind. My staff is kind of suggesting that
we not have the discussion that we planned, but I am going to have
a discussion anyway. That means we are probably going to be a lit-
tle late at the end. Instead of finishing on time, we might finish
15 or 20 minutes late, but I think there are too many things people
would like clarify.

So let us go with Senator Bingaman. Do you have anything you
want to move with? Any of you who are prompted by a question
to tell us something else, just put up your hand and we will let you.
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Senator BINGAMAN. Thank you very much, Mr. Chairman. Let
me just ask a question of Mr. Barlow.

In New Mexico, the Oil and Gas Association has adopted what
they entitle their “good neighbor initiatives” which are a series of
positions that all 300 of their companies are agreeing to try to com-
ply with. I did not know if you had had a chance to look at that,
and if you had any reaction to whether that solves some of the po-
tential conflict problems that you were discussing in your testi-
mony.

Mr. BARLOW. Thank you, Senator, for the opportunity.

I have not looked, point by point, through their proposal. Wyo-
ming had a similar type, conflict resolution type of approach that
was taken, and it was maybe not quite as point-by-point as that.

That is great that they are acknowledging there is an issue, and
if there is acknowledgement there is an issue, then there ought to
be a process or an effort to resolve those issues beyond the hand-
shake across the fence. I have neighbors all around me, and I can
assure you some of my neighbors take care of the fence better than
others. Some do not take care of it all, and some I do not take care
of it next to them. So when it is a good neighbor policy, that is fine
if you are a good neighbor and if you are dealing with good neigh-
bors. But we have to go beyond that I think we have to go to a
place where we not only have good neighborly attitudes, but we
have real responsibilities to follow through.

Senator BINGAMAN. Mr. Chairman, I have one other question I
was going to ask Mr. Cruickshank. The figure of 400 tcf was men-
tioned, I think, offshore. Is that your estimate?

Mr. CRUICKSHANK. Yes. It is about 400 trillion cubic feet.

Senator BINGAMAN. Where do you estimate that is? Can you tell
us how much of it is in the Gulf and where in the Gulf, how much
of it is on the east coast or the west coast, or do you not know?

Mr. CRUICKSHANK. Yes. I can give you our mean estimates for
each of those regions. In the Gulf of Mexico, about 232 trillion cubic
feet of natural gas, most of that in the central and western Gulf,
about 32 trillion cubic feet in the eastern Gulf of Mexico. In the At-
lantic, we have about 33 trillion cubic feet of undiscovered natural
gas. In the Pacific, about 18, and in Alaska, about 122 trillion cubic
feet of undiscovered natural gas.

Senator BINGAMAN. Thank you.

The CHAIRMAN. Let us see. We have got time for a couple more
Senators before I get a chance. Anybody on our side? Yes, Senator
Murkowski.

Senator MURKOWSKI. I am following up on a question from Sen-
ator Bingaman. Mr. Myers, you had indicated that we have got the
potential in Alaska for some 32,000 tcf overall. Now, Mr.
Cruickshank, you have just indicated the breakdown offshore is
about 400 tcf; onshore, 600 tcf. Are Alaska’s numbers included in
what Minerals Management is including? I understand that this is
all undiscovered at this point in time, and one of the purposes of
this hearing is to find out what the potential is and how we can
access it. But I am confused with the numbers. If you can help me
out.

Dr. MYERS. Senator Murkowski, we are looking kind of at two
different things. The 32,000 is unconventional resources related to
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hydrates. On a conventional scale, we would concur with the Min-
erals Management Service offshore. If we look at the North Slope
onshore and offshore areas, we come up with about 250 trillion
cubic feet under mean undiscovered, technically recoverable esti-
mates. That is for conventional gas. For unconventional gas, the
numbers are much larger. Of course you have to demonstrate
commerciality with the production techniques. So certainly in Alas-
ka we believe we have as much potential onshore as we do offshore.

David Houseknecht is also an expert in that subject matter.

Senator MURKOWSKI. Thanks for clearing that up. Thank you.

The CHAIRMAN. Thank you, Senator.

Senator Thomas from Wyoming.

Senator THOMAS. Thank you, Mr. Chairman.

Let me ask the gentleman, Dr. Myers. In this pipeline, would it
be subsidized to the extent that it would be noncompetitive with
the continental producers?

Dr. MYERS. Senator Thomas, we have looked extensively at the
domestic market, and of course, there have been studies that show
an Alaska gas, coming in at 4.5 to 5.6, is basically needed in base-
line gas to North America. We believe that we will use largely ex-
isting, available pipeline capacity, and therefore it will not have a
material price effect on the market. Some folks have modeled
maybe a 50 cent reduction in cost for a short period of time, fol-
lowed by market equilibrium. So Alaska gas has to be competitive
in the market at the prices, and our analysis shows that it can be.

Senator THOMAS. It would be a little unfair if these people paid
to get you to come in at below the market price. That is my point.

The BLM. Could you say briefly why do we have as much confu-
sion as we have about the length of time to issue permits?

Mr. LONNIE. Processing drilling permits is related to are we get-
ting complete applications, compliance with the National Environ-
mental Policy Act, Cultural Resources Act, Endangered Species
Act. We have got to go through all of those steps associated with
processing a drilling permit and then apply conditions of approval
and stipulations. Sometimes permits are not submitted completely.
We have got to go back to operators and request additional infor-
mation in the application. So that does add to the confusion as to
what is the real length of time it takes to process a permit because
sometimes the day it comes in the door, it is not complete. Other
times it is and we wind up getting it appealed or protested prior
to its completion.

Senator THOMAS. Some people think it might be useful if BLM
thought a little more about how to make it work more quickly rath-
er than simply explaining why it is.

Mr. LoNNIE. We have tried to develop and we have developed
procedures over the last 2 years associated with expediting cultural
resources clearances. We are working with the SHPO’s office in
your State of Wyoming, Senator, in terms of how we can more
quickly process applications. In addition, we have established work-
shops to train the cultural resource consultants.

Senator THOMAS. The Powder River thing in Buffalo has made
some progress. I hope you can apply that to other locations. Thank
you.

Mr. LoNNIE. Thank you.
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The CHAIRMAN. Before I yield, I want to just ask one of the land
managers. You speak of part of the process being impact state-
ments or impact assessments. I understand those are done on a
well-by-well basis. Is it for a well?

Mr. LONNIE. It depends on the situation. We also do full-field de-
velopment type permits, and as Senator Thomas has just men-
tioned, in Buffalo, as an example, we review what we call POD’s,
plans of development, which could include up to 60 or 70 individual
applications for drilling permits. In other areas where we have got
a wild cat well, we may only process one application at a time and
do NEPA analysis.

The CHAIRMAN. I would just ask, is there anything we should do
to encourage the inclusion of more than one well in an application?
Is there anything inhibiting that that we have on the books?

Mr. LONNIE. No. As a matter of fact, we do encourage operators,
once they know what their drilling plan is, to submit an application
for full-field development so we can review the entire package at
once and take into account cumulative impacts so we do not have
to go back and reanalyze.

The CHAIRMAN. My second question has to do with any of the
three of you. You all give assessments or evaluations of what exists
in a certain field, in a certain area, offshore or the like. With mod-
ern technology being what it is, are you coming close to what the
private sector comes out with in terms of reserves? Do you ex-
change information? You tell us this has got this much reserves,
and the companies come in and develop it. Do you end up being
pretty close?

Mr. HOUSEKNECHT. Mr. Chairman, the information available
from industry tends to be of a proprietary nature, and so they are
hesitant to share with us. However, history has shown that be-
cause industry lives on a different part of the probability curve
than the Federal Government, they are willing to look at the up-
side potential when considering an area for exploration, whereas
we tend to deal with the median or mean, the expected outcome.
So in many cases, industry has a more robust perspective of an un-
explored area than we tend to have.

Thank you.

Mr. CRUICKSHANK. If I may add to that answer. For offshore, we
do have access to all of the raw exploration data that is generated
under any of our permits. So we are able to see that data and make
our own assessment of the amount of resources.

The CHAIRMAN. Senator Bingaman.

Senator BINGAMAN. I just wanted to ask the gentleman from
BLM. The figures I got were that in 2003 BLM issued about 3,600
well drilling permits, and that that number was 6,100 in 2004,
which is a very substantial increase. Are those reasonably accurate
figures, or do you have different figures to give us?

Mr. LONNIE. Those are reasonably accurate, and if you include
Indian, those figures increase slightly but consistently across both
2003 and 2004. We actually approved approximately 6,400 permits
in 2004 and about 3,600 permits in 2003.

The CHAIRMAN. Senator Bingaman, I think that is a good ques-
tion, but also, if we had time, we should explore—and maybe we
will by questions—what were the policies in 2003 versus 2004. It
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could very well be that there were very different policies which
would have caused that to appear to be much bigger than it is. But
we are not going to do that now.

Please, Senator Alexander.

Senator ALEXANDER. Thank you, Mr. Chairman.

Mr. Cruickshank, maybe you know the answer to this. We often
compare supplies of energy because if there is more of one kind,
maybe the price of natural gas comes down.

Taking an offshore rig, how much gas does it produce? How
many plants would a typical offshore rig produce? What megawatt?
Give me a range of about how many gas plants. How many gas
plants would one rig supply?

Mr. CRUICKSHANK. Senator, I cannot, off the top of my head, con-
vert to megawatts, but the amount of gas a single rig can produce
really depends on the resource.

Senator ALEXANDER. Maybe someone can perhaps. If there is a
rig in the Gulf of Mexico, will it operate three gas plants at 400
megawatts or 20 or 15 or 10 or 1? Does anyone know?

Mr. CRUICKSHANK. It can be producing anywhere a few hundred
thousand cubic feet a day to over 100,000 cubic feet a day. So there
is an incredible range.

Senator ALEXANDER. Let me ask it another way then. Can you
give me a basis for a comparison? I believe the rig the chairman
visited might be 50 miles offshore, very difficult to see. Can anyone
give me any comparison basis for how many wind turbines it would
take, spread across the ocean, to equal one gas rig that no one
could see? Does anyone have an example of that?

Mr. KUUSKRAA. I could just take a quick stab, Senator, to tell you
we had a 500-megawatt power plant, which might be equal to 500
1-megawatt windmills. One rig producing about 150 million cubic
feet a day, which would be kind of average, would be equal to that.

Senator ALEXANDER. It would about a 500-megawatt.

Mr. KUUSKRrRAA. 500 megawatts, which could be 500 1-megawatt
windmills.

Senator ALEXANDER. Are the wind turbines typically 1 mega-
watt?

Mr. KUUSKRAA. The new large ones are. The older ones were
smaller, Senator.

Senator ALEXANDER. And how tall are these wind turbines?

Senator CRAIG. 320 feet tip to tip on the blade.

[Laughter.]

Senator ALEXANDER. I just wanted to get a visual picture of that,
for those who worry about being able to see a gas rig. It might take
500 320-foot wind turbines in the ocean to equal that.

Mr. KUUSKRAA. That is correct, Senator.

The CHAIRMAN. I think you wanted one, Senator. Senator Craig.

Senator CRAIG. Of our known reserves of gas—and I do not know
who to ask this to, and I apologize for coming late—and while we
have attempted to expedite access—my colleague from New Mexico
referenced that word at least three times. How much of the known
reserves do we have that under any circumstance are still inacces-
sible, that would take an act of Congress or a direct change of pol-
icy to gain access to, of the figures that you all have given us?

The CHAIRMAN. That is a good point.
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Senator CRAIG. Do we have that? We can stack up a lot of fig-
ures. How much of it is accessible at today’s costs? More impor-
tantly, how much of it is not at all accessible still?

Mr. CRUICKSHANK. Speaking for offshore, of the 400 or so trillion
cubic feet of undiscovered, technically recoverable resource, a little
over 80 trillion cubic feet of that is currently subject to presidential
withdrawal or congressional moratoria.

The CHAIRMAN. How much?

Mr. CRUICKSHANK. Over 80 trillion cubic feet.

The CHAIRMAN. Out of how many?

Mr. CRUICKSHANK. Out of 400.

The CHAIRMAN. So the 320 is available within current allowable?

Mr. CRUICKSHANK. In the central and western Gulf of Mexico and
Alaska. That is correct.

The CHAIRMAN. Are they offshore that we are now talking about?

Mr. CRUICKSHANK. This is offshore.

Senator CRAIG. What about onshore?

Mr. LONNIE. I do not have a figure for onshore. The EPCA study
indicated that at least in the Rocky Mountain area, approximately
85 to 88 percent of the resource is available. Now, what the total
figure is I do not have that now, Senator, but I can get that for
you.

Mr. KALISCH. Senator, when it comes to some of the restricted
natural gas, the potential, the resources, the latest numbers from
MMS, I believe that came out in December, there are about 50 tef
off the east coast, 38 off the west coast, and 40 in the eastern Gulf
of Mexico where moratoria are in place.

Mr. GALLAGHER. Senator, Mr. Chairman, I think in the Moun-
tain West, I think it is a fair statement to say between 55 and 60
percent of the known reserves of natural gas are under some sort
of moratorium, stipulation, or restrictions and would have to take
action by the land use agencies or Congress in order to free that
up.
Senator CRAIG. And the following thought is if they are under
those conditions now, nobody is considering exploration there or
permit to explore.

Mr. GALLAGHER. That is correct, Senator.

Senator CRAIG. Thank you. Thank you, Mr. Chairman.

The CHAIRMAN. On offshore, I just want to ask one question and
make one point. Do any of you have information on this? Are there
any other developed countries that restrict the development of their
offshore resources to the extent that the United States does? Does
anybody know?

Mr. KALISCH. I am unaware of that, and that includes Canada.

The CHAIRMAN. Please?

Mr. KALISCH. No other country that I am aware of, and that in-
cludes Canada which is drilling off their coast just north of our bor-
ders.

Mr. CRUICKSHANK. Senator, Canada does have a moratorium on
their west coast but not on the east coast.

The CHAIRMAN. And are you aware of other countries that have
offshore capabilities that have limitations as strict as the United
States?
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Mr. CRUICKSHANK. Beyond that, I do not think any country has
anything as broad based.

Mr. KUUSKRAA. Senator, we do work overseas and we do not see
the kind of restrictions, and even on the west coast of Canada,
British Columbia is looking to lift their restrictions.

The CHAIRMAN. I have just one last question. I think there was
a discussion of this new approach to offshore drilling that would in-
volve the States sharing in the resource more and deciding more.
Did you give us that discussion, Bert?

Mr. KALISCH. Yes.

The CHAIRMAN. Let me ask you a question about that. That is
just a proposal at this point. Right?

Mr. KaLiscH. Correct. It is just a proposal that APGA has be-
come aware of and we are supportive of.

The CHAIRMAN. Has it been discussed with Governors or State
authorities, to your knowledge?

Mr. KALISCH. To my knowledge, yes, it has, and there seems to
be a groundswell of support, especially along the coastal States in
the Gulf of Mexico where right now the States have all of the min-
eral rights out to 3 miles and then they share in just 27 percent
of the mineral rights out to 6 miles, and then it is 0 beyond that.
Under this proposal, all the way out to 12 miles—well, beyond the
3 miles, they would share 50 percent of the revenue. This proposal
actually has an impact sharing for the coastal States and for the
adjacent coastal States, and the money is shared also with the local
governments that are impacted in those local States.

The CHAIRMAN. Let me ask Eric one. You talk about essentially
the surface owners who are concerned about a failure to recognize
their surface rights as we develop. If I understand, that is one of
the concerns you have.

Mr. BARLOW. It is certainly a component of concern I would have,
yes, sir.

The CHAIRMAN. Obviously, that gets more severe as more drilling
occurs. Right? Because there are more roads. You talked about the
abuses. Can I ask you from your side, from the surface rights own-
ers, do you sense that there is a willingness to recognize that the
resource has got to be used on the part of the surface owners and
that some accommodation has to be made on their part too? Or are
the drillers the ones that have to solve this by themselves? I under-
stand some landowners have changed their views dramatically
since the prices have gone up in the last 5 or 6 years.

Mr. BARLOW. Thank you for the opportunity to respond to that.

I think that the word you use “accommodation” is very impor-
tant. There is no way to take someone else’s right without them
feeling damaged in some way. The situation now is we basically
have a supremacy or a majority and a minority in this in the way
mineral rights on surface—I do not know anything about offshore,
but on the land—are handled. Actually Senator, my family owns
mineral rights. We have chosen not to lease our mineral rights for
development because we feel so strongly that it is being done in a
manner that is not respectful to the other resources, including our
land, but also the water, et cetera.

So I believe there are companies out there and there are land-
owners out there that come to mutual understanding and come to



24

maybe some kind of an accommodation, but there are also compa-
nies—I can tell you the court date is coming up in the next 2
months where my neighbors are going to court trying to come to
some understanding with the producers that there is not an under-
standing.

The CHAIRMAN. Senator, you wanted to say something.

Senator THOMAS. These are actually comments.

I should not do this in a gas meeting I suppose. I think we have
to make some priorities, and in terms of use of resources, a lot of
them probably ought to be made differently. All the electric plants
that have been built in the last 15 years have been gas-fired, where
coal is the resource that is most available. I think we need to make
some distinctions there because gas is so much more flexible for
other uses.

Secondly, access. Certainly I am one who likes to have access and
common use, but there are some areas in which we do not want
to have drilling. I think for the producers to get along well, they
have to understand there are some places that need to be set aside.

Finally, Eric, you have already touched on it, but as we speak,
the Wyoming legislature is dealing with this split estate situation
again and I hope they can do it on the State level as opposed to
the Federal because I think they are more aware of how it can be
handled. Thank you.

The CHAIRMAN. Thank you, Senator.

Now we are going to proceed.

Senator MURKOWSKI. Mr. Chairman?

The CHAIRMAN. Yes.

Senator MURKOWSKI. Just one quick comment. I have been sit-
ting here trying to figure out if the biggest problem is the restric-
tion on access to the land. But in listening to the panelists here,
it is not just the restriction on the land caused by the Federal Gov-
ernment or whatever policies we have. We also have restrictions to
access because the technology has not advanced far enough. I go
back to my colleague here from Alaska. We do not know how much
is out there. We believe that there are huge quantities, but we are
strapped because we do not have access to the technology yet.

So I think it was you, Mr. Kuuskraa, that mentioned we have got
a race between resource depletion and the technology progress. We
might not be depleting to the level that others would have us be-
lieve if we can advance the technology in very sound ways to ac-
commodate the interests of everybody here. That is not a question
but just a comment about access that way.

The CHAIRMAN. Thank you very much. That is a very good obser-
vation.

However we do this, we are going to have the next panel. I as-
sume you all are going to leave and another one is going to come
on. Thank you all very, very much.

[Pause.]

The CHAIRMAN. All right, we are not on schedule, but we have
at least proved it will work.

Panel two is going to discuss LNG. So let us start right on our
left here with you, Mr. Sharples, the Center for LNG. Would you
please tell us who you are and then give your 2 minutes, as best
you can?
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STATEMENT OF RICHARD J. SHARPLES, EXECUTIVE
DIRECTOR, CENTER FOR LIQUID NATURAL GAS

Mr. SHARPLES. Mr. Chairman, thank you very much. My name
is Dick Sharples. I am the executive director for the newly formed
Center for LNG. We represent actually 65 companies and associa-
tions interested in the safe and secure development of a North
American, particularly the United States, LNG business.

As you mentioned in your introductory remarks, the U.S. Energy
Information Administration recently predicted that the demand for
natural gas was expected to grow about 25 percent in the next 10
years. Both the EIA and the National Petroleum Council have rec-
ognized that LNG, along with the development of other domestic
resources, will be necessary to meet future demand.

One of the greatest benefits of LNG is that new supplies of nat-
ural gas could enter the market here in the United States within
the next few years, well ahead of many other opportunities, and
begin to offer relief to American consumers.

It must also be recognized that LNG is being delivered safely to
America and around the world today. The LNG shipping industry
has a safety record spanning more than 45 years. LNG has been
delivered across oceans without any major accidents or safety prob-
lems either in port or on the high seas. During this time, DOE has
referenced in a recent Sandia study that there have been more
than 80,000 LNG cargo deliveries, covering more than 100 million
miles, without incident. Today more than 150 LNG ocean tankers
safely transport more than 110 million metric tons of LNG annu-
ally to more than 40 ports around the world.

The LNG industry is already subject to strong and successful
Federal oversight, and we as an industry support the continuation
of both the Federal oversight role and the extensive coordination
that exists among local, State, and Federal agencies to facilitate
and streamline regasification terminal permitting. The center sup-
ports an open, inclusive, and thorough regulatory process, but we
also support an efficient process that recognizes the urgency associ-
ated with bringing new supplies of energy to this country.

As for the risks associated with energy deliveries, we as a Nation
need to keep those risks in perspective. As the Sandia report points
out, when examining risks associated with LNG delivery, the Na-
tion must not focus solely on the consequences of an event, but
more importantly, there needs to be a thorough assessment of the
probability of an event occurring. We can then concentrate our ef-
forts on continuing to reduce those probabilities.

The robust worldwide trade of LNG that takes place every day
is proof that LNG can be handled safely and securely, and we as
an industry, as regulators, the executive branch, and Congress
must play a leadership role in communicating with the public so
that they can make informed decisions about constructing much
needed energy infrastructure.

In summary, our natural gas challenges will not be solved solely
by expanding production in the Rocky Mountains or the Outer Con-
tinental Shelf or solely by building an Alaskan natural gas pipe-
line. We must also import LNG.

Thank you very much for the opportunity, sir.

The CHAIRMAN. Thank you very much.
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Linda.

STATEMENT OF LINDA STUNTZ, MEMBER,
NATIONAL COMMISSION ON ENERGY POLICY

Ms. STUNTZ. Good afternoon. My name is Linda Stuntz and I am
grateful to appear before you today on behalf of the National Com-
mission on Energy Policy, of which I am a member, along with 15
other people of divergent backgrounds and political stripes, ranging
I would say from a representative of the NRDC to the chairman
emeritus of Conoco.

We addressed energy policy in a wide-ranging study issued in
December. Among the topics we addressed was liquified natural
gas and natural gas supply generally. I would highlight today two
of the recommendations.

One on safety. With respect to safety, the commission prepared
a paper which was peer reviewed and which we would be happy
to make available to the Congress and the committee. Essentially
what we concluded is that LNG does not appear to pose greater
public safety hazards than other widely used sources of energy,
such as petroleum and its byproducts, at this time.

Secondly, we looked at the regulatory process. While we support
a strong Federal role in the siting of LNG facilities, we do believe
that cooperative federalism, which is a term some you may recall
from electricity, is necessary for effective implementation of LNG
proposals. While the commission believes FERC’s authority for
siting and regulating onshore LNG terminals is clear, we would
support FERC’s recommendation for legislation confirming this to
reduce litigation and any uncertainty. We do, however, point out
that there are many other matters in which State concurrence and
cooperation is essential, air, water. FERC does not have eminent
domain to site LNG terminals. So if there is ever going to be one,
there has to be some collaboration and cooperation. We think this
can happen.

Education is necessary and getting the real story out about what
the real safety risks are and are not. Thank you very much.

The CHAIRMAN. Thank you.

Please proceed.

STATEMENT OF GARY SYPOLT, PRESIDENT,
DOMINION TRANSMISSION

Mr. SypoLT. Good afternoon, Mr. Chairman and other distin-
guished members of the committee. I am Gary Sypolt, president of
Dominion Transmission, the subsidiary of Dominion Resources that
owns and operates the Cove Point LNG import terminal in south-
ern Maryland.

Since Dominion reactivated the Cove Point terminal in the sum-
mer of 2003, we have received over 100 ships of LNG and delivered
over 287 bef of gas into the mid-Atlantic market. Cove Point’s max-
imum send-out rate is about 1 bcf per day, enough to heat about
3.4 million homes. And we are now seeking FERC approval to al-
most double that capacity to 1.8 bef a day.

While FERC has been aggressively working to advance LNG de-
velopment, there are steps Congress should take to help.
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First, jurisdictional disputes cannot be allowed to place worthy
projects in limbo. Congress should reiterate that FERC, after thor-
oughly considering input from other Federal agencies, State and
local governments, and affected citizens, has the final say in siting
onshore terminals. These facilities are national in scope and impor-
tance and a clearly defined regulatory path, including enforceable
time frames, will benefit all parties involved.

Congress should also codify FERC’s Hackberry policy, which al-
lows new import facilities to be built without open access require-
ments and unnecessary economic regulation. And in doing so, the
expansion of existing facilities, such as Cove Point, must be in-
cluded as such projects are the most direct and least environ-
mentally intrusive way to quickly expand import capacity.

LNG is not a cure-all fix for our supply needs. The pipeline from
Alaska and improved access to both onshore and offshore gas re-
serves are the other critically important pieces of the puzzle.

I commend the committee for focusing its attention on this issue
and hope your deliberations will be successful. And I will be happy
to answer any questions later.

The CHAIRMAN. Thank you very much. I am sorry we do not have
your nameplate there, but would you tell us who you are?

STATEMENT OF STACY GERARD, ASSOCIATE ADMINISTRATOR
FOR PIPELINE SAFETY, DEPARTMENT OF TRANSPORTATION

Ms. GERARD. Yes, Mr. Chairman. I am Stacy Gerard. I am the
Associate Administrator for Pipeline Safety, U.S. DOT. We set the
safety standards for LNG facilities and inspect those facilities for
compliance with those standards. We work cooperatively with the
FERC and the Coast Guard to consider the need to improve those
standards long term and to look at the need for investing in tech-
nology for risk assessment and mitigation controls that might be
appropriate. We consult with FERC prior to their siting facilities,
and we are cooperatively involved today in an educational program
with the National Association of State Fire Marshals to undertake
important community education about the risks and controls that
we impose and to get people to understand how LNG is safely mon-
itored.

Thank you.

The CHAIRMAN. Thank you very much.

Marilyn, would you proceed?

STATEMENT OF MARILYN SHOWALTER, PRESIDENT,
NATIONAL ASSOCIATION OF REGULATORY UTILITY COMMIS-
SIONERS

Ms. SHOWALTER. Yes. I am Marilyn Showalter. I am the presi-
dent of the National Association of Regulatory Utility Commis-
sioners. I am also the chair of the Washington State Utilities and
Transportation Commission.

The State regulators are the ones who deal directly with busi-
nesses and citizens, who are the ones who are paying the rates.
And we also deal, of course, with the utilities that we regulate. We
are the ones who have to raise the rates for natural gas and also
electricity. We are very keenly aware of the relationship between
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natural gas and electricity prices and the demand that electricity
places on natural gas prices.

Our general approach to natural gas I think is reflected by your
conference here. It is three-pronged. We think you need to look at
diversification, conservation and efficiency, and supply. So with re-
spect to liquid natural gas, that is a way to increase supply.

Ms. Stuntz alluded to the role of State and local governments in
liquid natural gas issues. She mentioned air and water. I would
also add public safety, emergency preparedness in siting of facili-
ties connected to LNG facilities. So all of that means, I think, that
State, Federal, and local governments need to cooperate and coordi-
nate.

In that respect, NARUC and DOE have a partnership, with the
help of ICF Consulting, in which we are going to release two re-
ports this February, next month. One is a white paper on issues,
such as the ones I just mentioned, that State commissions, legisla-
tures, and environmental agencies need to face. The other is a com-
munications model for dealing with communications issues that
citizens need to know. We look forward to sharing that with you
next month.

Thank you.

The CHAIRMAN. Thank you very much.

The FERC representative, Mr. Robinson.

STATEMENT OF MARK ROBINSON, DIRECTOR, OFFICE OF
ENERGY PROJECTS, FEDERAL ENERGY REGULATORY COM-
MISSION

Mr. ROBINSON. Senators, my name is Mark Robinson. I am the
director of the Office of Energy Projects at the commission. We are
the office that is charged with creating the record from which the
commission makes decisions on hydropower projects, interstate nat-
ural gas pipelines and storage facilities, as well LNG facilities.

First, I should identify my bias. I have been involved with siting
energy infrastructure for 27 years, from hydropower and the associ-
ated electric transmission lines to gas pipelines, storage facilities,
and now LNG. I, therefore, tend to see energy from the ground up.
A lot of folks at FERC see it from the consumer back, and we have
a chairman who is very capable of looking in both directions and
seeing it both ways. I have the luxury of showing you my bias
today and speaking from the ground up.

There are a couple of things about LNG that I think I want to
make clear to the committee as they are contemplating legislation.

One is that there is a risk associated with LNG that is devel-
oping in this country that I have termed an irrational risk stand-
ard. There is the potential for the public to get to a point on infra-
structure where they want you to be able to answer, as a policy
maker or as a legislator, that they are not at risk, that there is no
risk associated with whatever infrastructure it is that you may
have to have to accommodate our economy. I cannot do that and
I do not think anyone can. But there is a demand for that type of
risk assurance that I think we have to be careful about, especially
if you are contemplating legislation, that we do not somehow get
into the posture where we, through legislation, develop a standard
that cannot be met.
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The other point that I want to make on LNG—and eventually I
will talk about siting, but since I am on the next panel, I will do
sitiﬁg there and it covers LNG and everything else that we deal
with.

But the other issue I wanted to mention to you is the jurisdic-
tional eminent domain aspect of this. It would be very helpful if,
in any legislation, it was made clear that the FERC is the jurisdic-
tional entity for siting, which is as we understand it now, but it
needs to be codified, and with that, if we acquired, under section
3 of the Natural Gas Act, the right to allow for eminent domain
where necessary. Right now, an LNG facility that would be in the
public interest and would have the permits from the State, the per-
mits from all the Federal agencies and the authorization from the
commission could be stopped by a single homeowner if that home-
owner was in an exclusion zone that we had determined needed to
be under the control of the LNG plant operator, and they would be
unable to acquire that property.

So it is something that we have for pipelines, we have for hydro-
electric projects. It makes sense, I think, to also allow it for LNG
facilities.

The CHAIRMAN. Thank you very much.

Mr. CRUICKSHANK. Walter Cruickshank, Deputy Director of Min-
erals Management Service. We work in cooperation with the Coast
Guard in looking at offshore LNG terminals. Again, I am here just
to help with any questions anybody may have. Thank you.

The CHAIRMAN. Let us hear from the Coast Guard. Captain,
thank you for coming.

STATEMENT OF CAPTAIN DAVID SCOTT, CHIEF, OFFICE OF
OPERATING AND ENVIRONMENTAL STANDARDS, U.S. COAST
GUARD

Captain ScoTT. Thank you for inviting me, Mr. Chairman. Good
afternoon, Senators.

My name is Captain Dave Scott. I am the Chief of the Office of
Operating and Environmental Standards here at the Coast Guard
headquarters in Washington. I am principally involved in LNG in
three main areas, and my office is the one at headquarters respon-
sible for processing the applications for LNG deepwater ports,
which we currently are working on eight of them. Two of them
have been permitted and six are now undergoing environmental re-
view. We are expecting probably several more applications for off-
shore terminals here in the next couple of months.

The second main responsibility that my office has deals with the
security policy for siting of shore-side LNG terminals from the wa-
terways management and vessel safety and security navigation
point of view. In that regard, I work very closely with my col-
leagues at DOT, Office of Pipeline Safety, Minerals Management
obviously on the offshore stuff, and over the past 18 months, I have
been kind of a regular fixture over at FERC as well.

The third major responsibility of my shop is developing the safe-
ty standards for LNG vessels themselves. Right now the worldwide
fleet is about 160 LNG vessels. About 40 of them are regular call-
ers in the United States. Unfortunately, we no longer have any
U.S.-flagged LNG carriers. We did have eight at one time. They
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were reflagged to the Marshall Islands in 1999. So they are all for-
eign flagged, subject to rigorous international standards, as well as
many detailed domestic U.S. standards, and through our process of
the inspection and the issuance of what we call a certificate of com-
pliance, we ensure that the vessels that do call on the United
States are in compliance with the international standards, as well
as applicable U.S. regulations.

So I am here today to provide any kind of technical advice on
matters pertaining to the Coast Guard and LNG vessel safety and
security. Again, it is a pleasure for me to be here. Thanks for invit-
ing me.

The CHAIRMAN. Thank you.

Senator Bingaman.

Senator BINGAMAN. Thank you very much, Mr. Chairman. I
thank all the witnesses.

Let me just ask Mr. Robinson and any of the other witnesses
that want to comment on it. I am just a little unclear as to how
the Federal jurisdiction in this area is separated out from State
and local jurisdiction in the siting of LNG and the permitting of
LNG facilities. I saw the executive summary that FERC gave us
of their testimony here today, and they indicate that they want to
have exclusive jurisdiction over the siting of onshore LNG import
facilities in State waters and, of course, as you mentioned, author-
izing eminent domain for such facilities.

What would the States’ authority be in those circumstances if
you have exclusive jurisdiction for the siting of these facilities?

Mr. ROBINSON. The State’s role would be unchanged from what
it is right now and what it has been for years. The State has au-
thority, through the Coastal Zone Management Act, to not author-
ize an LNG facility. The State also has authority, through the
Clean Water Act, section 401, to not authorize, and therefore an
LNG facility cannot be constructed.

What the commission is requesting is that for purposes of the
siting process, in determining where a project should be located
and it is in the public interest, that that be the exclusive jurisdic-
tion of the commission. The State and other Federal agencies would
all have their continuing authorities under other statutes to decide
whether they should or should not be constructed.

Senator BINGAMAN. So existing State authority to object or to
block the siting of one of these facilities—you are not suggesting
they be disturbed or changed?

Mr. ROBINSON. We are not suggesting that that authority be
touched in any way, shape, or form.

Senator BINGAMAN. All right.

Let me ask Marilyn if you have any disagreement with that
statement of what is being proposed.

Ms. SHOWALTER. Well, there is a court case going on now be-
tween FERC and the State of California. NARUC has not taken a
position in that case. But it could be that the court would find in
that case that current law already gives FERC that kind of author-
ity. On the other hand, what California is asserting is that because
this particular LNG plant deals only, it asserts, with in-State serv-
ices, that in that situation California has jurisdiction.
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Now, I should say that that fact pattern of an LNG facility that
assertedly deals only with in-State pipelines is probably not typical
and may not happen again, as far as I know. So in a case where
there clearly is an interstate aspect, you do not have the question.

But I do think that the law at this point is somewhat unsettled
and it could be settled clearly or it could be, if it is settled in Cali-
fornia’s—well, if it is settled in FERC’s favor, that is it. If it is set-
tled in California’s favor, it does not really answer the question of
other fact patterns.

But I do think the issue is who actually gets to decide this ques-
tion and is it FERC or is it a State in whatever circumstances may
apply.

The CHAIRMAN. Is that in a Federal court, ma’am?

Ms. SHOWALTER. Yes, it is.

The CHAIRMAN. So if it is decided there, it will not be determina-
tive for the land. Circuits do not determine law of the land.

Ms. SHOWALTER. Not unless it went all the way up to the U.S.
Supreme Court.

The CHAIRMAN. So there would be some reason, in terms of
delay, for us to decide which we prefer or not prefer, but which we
think is the best policy.

Ms. SHOWALTER. Yes, and you may be aware that Congress put
some intent language but that is not quite the same as changing
the law.

The CHAIRMAN. Yes, that was my language.

[Laughter.]

The CHAIRMAN. I could not put it in the statute, so I just put it
in hortatory language.

But anyway, how about the remaining Senators here? Senator
Murkowski.

Senator MURKOWSKI. Thank you, Mr. Chairman.

Several of you have mentioned the education component and
making sure that the communities are accepting. Siting is a very,
very, very difficult issue. I think it is probably the most difficult
thing that we are dealing with right now.

We have heard the panelists just before you talk about the sup-
ply, and I am convinced that there is supply out there. We are en-
tering long-term contracts with folks overseas, and now we have
got to figure out how we get the LNG into the country. The number
of LNG terminals has not been increasing.

And it seems that since September 11th everybody is shying
away from any kind of a facility that might be viewed as an oppor-
tunity, whether it is an LNG facility or whether it is the oil ter-
minal that we have in Alaska at Valdez. People are saying, no, if
it is going to come my way, I do not want it.

How do we work the education? How do we get beyond this mind
set that if we put it in my back yard, my family and I are at risk?
What do we do?

Ms. SHOWALTER. Well, I would like to give an example in another
arena which is closely related, and that is in hazardous liquid pipe-
line safety. A few years ago, you may know, we had an accident
in the State of Washington and it created great fear and trepi-
dation of pipelines. Stacy Gerard over there, head of Office of Pipe-
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line Safety, initiated with, I should say, $800,000 from Senator
Gorton——

Ms. Gerard and Senator Murray.

Ms. SHOWALTER. And Senator Murray. It essentially was a pro-
gram whereby OPS and our agency, the UTC, and local govern-
ment, mayors and emergency preparedness officials all got to-
gether, in essence, a network, and a great deal of education went
on. Interestingly, when we had subsequent incidents, which will
happen with pipelines, the network really was in place to deal with
it. Also the citizenry became far more educated about what was
dangerous and what was not and where they could lend their
voices. I think it really is a success story, and I think that kind of
thing is possible with LNG as well. It takes a lot of work.

Mr. SHARPLES. Senator, if I may add to that because I agree com-
pletely. The partnerships are developing. They are developing
amongst the agencies, between the States and the Federal agencies
and with industry. In fact, one of the driving forces to start the
Center of LNG was to provide a resource to provide technical mate-
rial, educational material that then the individual companies or
anyone else could, frankly, use when they go out and have discus-
sions in the local communities. It needs to continue but I think we
all recognize the need for the educational tools.

But what I think we also need to realize, though, is there is a
need for strong leadership. There are local communities around
here who are very strongly advocating the construction of an LNG
plant, and usually, if you look at them, the common denominator
is one or two or several strong local leaders that have been willing
to come out and say I understand the risk. It is a good thing to
do. I think that we need to marry those two things: the educational
material and strong leadership.

Senator MURKOWSKI. I want to ask the captain here a question
about the number of LNG vessels. I heard you say there are 160
LNG vessels, 40 of which are coming into U.S. waters, no U.S.-
flagged vessels currently. Now, recognizing what our demand pic-
ture is going to look like in just a few years, we are at 59 billion
cubic feet a day. By 2015, we are up to 77 and by 2025, we are
up to 84. Now, we are going to try to get some of it domestically,
but we know we are going to have to bring some, obviously, to meet
this demand, imported LNG. Are there enough vessels out there as
we ramp up our consumption here?

Captain SCOTT. There has just been a tremendous growth in new
builds of LNG vessels worldwide. To construct LNG vessels, they
are rather unique. So there are only about, I think, nine shipyards
worldwide, three in Korea, a couple in Japan, and the rest in Eu-
rope, that really specialize in LNG due to the highly technical na-
ture of it, the kind of materials you have to acquire, the skill sets
that the shipyard people have to have.

Right now, I think I said there is between 150 and 160 in service
right now. I think the order books indicate for the next several
years, there are probably about another 25 or 30 on order at the
shipyards. We are seeing China enter the LNG shipbuilding mar-
ket as well. So I think in the near term, probably in the next 3 to
4 years, we see adequate international shipyard capacity, but be-
yond that, it remains to be seen.
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With regard to the offshore terminals that we see here, as I said,
we have eight proposals we are working. We are expecting a couple
more. Probably as an economic matter, I do not think you would
really see more than probably realistically half a dozen of those ac-
tually coming to fruition. I know FERC has quite a number, around
30 or so, shore-side facility applications in process. How many of
them might actually eventually come into operation, I do not know.

But I do see adequate shipbuilding capability in the next 3 to 4
years. Unfortunately, though, I do not see it occurring in the
United States.

Senator MURKOWSKI. Well, that is the problem. Of course, in
Alaska, if they are not U.S.-flagged vessels, we cannot bring the
LNG out of State and into the rest of the States.

Captain ScoTT. Right. There is also that pipeline option as well.
But that may be something for you to look at the Jones Act per-
haps for LNG.

Senator MURKOWSKI. Thank you.

The CHAIRMAN. Senator Craig.

Senator CRAIG. With current costs of construction of LNG port fa-
cilities, looking long term, the blended need of both domestic on-
shore/offshore production in LNG—and none of us disputes the re-
ality of both supplies. Without divulging proprietary information,
what is a break even to delivery? In other words, what keeps an
LNG plant’s lights on? Does anybody have that figure or are will-
ing to talk about it? I know you have the figure.

[Laughter.]

Mr. SypoLT. I will clarify that Dominion is not the supplier of
LNG. We are the terminal operator. We receive the ships. We store
it in tanks. We revaporize it and take it to the market.

Senator CRAIG. You have escaped. You are going to double your
operating facility. Doubling it at location should cause less regu-
latory problem and therefore speed up the process, should it not?

Mr. SYPOLT. We believe that it should, sir.

Senator CRAIG. And you are now supplying 3 million households.
You could go to 6 million with that capacity?

Mzr. SypoLT. Yes, we could.

Senator CRAIG. Who can answer the first question? In other
words, what are we flooring the price of gas at with the construc-
tion of LNG facilities?

Mr. SHARPLES. If I may take a stab at your first question, Sen-
ator, and I do not have the exact details, but we can get it for you.
If you will allow me a band, around the $4 range is what I think
most studies have talked about. But I would point out that even
by 2025, if you take the National Petroleum Council estimates,
which are not far off EIA numbers, you are looking at only 15 per-
cent of the natural gas in the United States coming—I think it is
between 14 and 17 percent of the natural gas in the United States
is coming from LNG.

Senator CRAIG. No. I appreciate that.

Mr. SHARPLES. So I think the question is, on the margin, what
is the most expensive gas? I think that we can very clearly have
some more costly domestic supplies than that.

Senator CRAIG. I concur.
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Mr. SHARPLES. And we may knock a few of those out and replace
them with some of this gas, but I do not believe it is going to set
the price for gas.

Senator CRAIG. Thank you.

The CHAIRMAN. Well, it might be that small percentage you are
speaking of, but in terms of terminals and the like, it is only 13
times the capacity that we have now. So whatever we have got,
that is a pretty big chunk. I do not know that we can do it.

Let me ask Ms. Stuntz. In terms of the economics of energy de-
pendence, what is the difference between becoming more and more
dependent upon crude oil for our existence and becoming more and
more dependent upon LNG for our existence?

Ms. STUNTZ. That is a very difficult question, Mr. Chairman.

The CHAIRMAN. It seems to me it is simple. There is no dif-
ference.

Ms. StuNTZ. Well, the only difference is natural gas is inter-
esting. It is not located in exactly the same places that oil is, and
in fact our largest supplier right now is Trinidad and Tobago. That
is not going to last indefinitely. The commission looked at this.
There are substantial western hemisphere supplies of gas, Latin
America, Colombia, Venezuela. Will the reserves ultimately be lo-
cated in the places where we are worried about oil reserves now?
At the end of the day, yes. So I think, as you know better than any-
one, we have to do what we can to boost domestic supplies and to
place our bets in as many places as we can so that we reduce our
vulnerability. That is the best we can do.

The CHAIRMAN. Well, I agree with that, but from the standpoint
of a balance of trade, it is the same.

Ms. STUNTZ. Yes.

The CHAIRMAN. And we dramatically increase the balance of
trade either way.

Ms. STUNTZ. Yes, sir.

The CHAIRMAN. I do not know to whom this applies, but probably
industry as much as the Government. There is no doubt in my
mind that LNG has some of the characteristics of nuclear power in
the sense that people are so frightened of it and I would say with-
out hesitation that in both instances they are frightened about
things that are non-facts, but people could argue about that. But
I have heard people that oppose LNG equate the explosive range
of LNG by equating it with a Hiroshima bomb to a 500-meter haz-
ard zone. Some of you might have heard that. One of you talked
about risks. Well, it obvious that neither of those are right at all
with reference to LNG.

I would suggest if we are going to grow independence and use,
somebody has to do a real educational piece for the American peo-
ple and for a lot of leadership in the country or we will be so slow
in getting there that we will become drastically dependent and un-
able to supply products that are like natural gas for America’s fu-
ture. Is that the industry? Who is that? Does anybody have any
ideas? Yes, ma’am.

Ms. GERARD. I think we are convinced that it has to be a part-
nership effort that we were alluding to earlier, and we have asked
the National Association of State Fire Marshals to play a role in
this as their Governors’ senior risk managers at the State level.
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They are producing a product that is comparable I think to the
product that Marilyn mentioned that NARUC is working on. I
think through a collegial approach, involving Federal, State, local
government and industry and with local emergency response rep-
resentatives, we have a hope. The fire service of the country is still
its hero, especially since 9-11, and with the State fire marshals
agreeing to play a lead role in this, I think we have a real oppor-
tunity. They can host the rollout of these educational programs
with local officials that they have a relationship with. Gary Powell
from the State of Alaska is involved in the project.

The CHAIRMAN. Senator Craig.

Senator CRAIG. Mr. Chairman, it still remains a siting issue, and
putting them in the right locations and then disallowing people to
build up next to them. It was not my friend’s feed lot that caused
the problem in the beginning. It was the folks who decided to move
in next to it and disliked the odor after they got there and tried
to shut it down. The same problem is here. Let us site them appro-
priately in those distances that create the margins of safety and
get smart about it and be willing to be tough enough to put the
prohibitions for urbanization in place to disallow it from hap-
pening.

Ms. STUNTZ. Senator, if I might just add. In this case there is
one hopeful development and that is the development of these off-
shore unloading and regasification facilities. There are a number of
applications now that Captain Scott could speak with you about.
But that technology—and there are varying, different kinds—if it
proves out, could make this simpler, at least in some places. But
I remain concerned that folks in the Northeast and California who
probably need this the most are still having difficulty dealing with
it.

The CHAIRMAN. Yes. What is new?

[Laughter.]

Mr. SHARPLES. If I may add. First of all, I think the last point
is very critical, and that is the reason that we have isolated pockets
that need this energy is because there are infrastructure bottle-
necks getting energy to them. So we have to find solutions in terms
of how do we site things where we need them, in addition to where
we would like them to be.

The other thing I would like to say is that while we as an indus-
try are very hopeful on the offshore technologies—and there are a
large number of applications pending, as Captain Scott men-
tioned—there are technological issues and there are economic
issues. It is not a panacea. There may be places. There may be in-
dividual facilities that make economic sense, but as of today, it is
not a panacea to answer all the questions. They do not make sense
in some cases.

The CHAIRMAN. Very good. Thank you. I thank all of you for the
excellent testimony.

We are going to get to the next panel. Senator Bingaman, will
you start this next session for me please?

Senator BINGAMAN. Why do we not go ahead and get started? All
right. This panel is dealing with natural gas infrastructure, what
legislative and regulatory policies should be implemented to en-
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courage needed additional safe and adequate infrastructure for nat-
ural gas transmission, distribution, and storage.

So we will start with the State of Louisiana. Scott Angelle. Is
that the correct pronunciation?

Mr. ANGELLE. Yes, sir.

Senator BINGAMAN. Please go right ahead.

STATEMENT OF SCOTT ANGELLE, SECRETARY, LOUISIANA
DEPARTMENT OF NATURAL RESOURCES

Mr. ANGELLE. Good afternoon. My name is Scott Angelle. I am
the secretary of the Louisiana Department of Natural Resources,
and I bring to you today a real Louisiana accent——

[Laughter.]

Mr. ANGELLE [continuing]. And a real passion to continue help-
ing America meet her energy needs.

Louisiana has a long and distinguished history of oil and gas pro-
duction. Currently 34 percent of the Nation’s natural gas supply
and almost 30 percent of the Nation’s crude oil supply is either pro-
duced offshore Louisiana or moves through the State’s coastal wet-
lands. This production is connected to nearly one-half of the total
refining capacity in the United States.

Governor Blanco has asked me to convey the State’s desire to not
only continue this production, but to seek additional ways to in-
crease it and to continue to ensure that the supply is provided to
the rest of the Nation.

We understand just how vital these energy resources are to the
Nation’s economy, but Louisiana, like other coastal producing
States, sustains impacts and bears the cost of onshore support in-
frastructure. In my State, some of this infrastructure contributes to
the loss of more than 24 square miles of our coastal land each year,
a rate of land loss believed to be the fastest on the planet Earth.
In fact, during the time of this afternoon’s meeting alone, Lou-
isiana will lose a football field-wide area from the Capitol Building
to the Washington Monument. If what is happening in Louisiana
today were happening in this city, the steps of this building would
be washing away today, the White House tomorrow, and perhaps
the Pentagon soon thereafter.

When States like yours, Senator Bingaman, holds drilling on
Federal lands onshore, they receive 50 percent of those revenues in
direct payments, which is appropriate. In contrast, Louisiana pro-
duces an average of 5 billion—that is billion with a B—off its
shores and gets only a fraction of a percent back. We believe this
inequity is profound. It is critical we receive our Federal share of
revenues to build and maintain onshore infrastructure to continue
to support this production activity. We believe it makes sense to
take care of the energy-producing States that produce the energy
for the benefit of the rest of the Nation.

Today, 4 months after Hurricane Ivan, a significant amount of oil
and gas production has yet to be fully restored. According to ana-
lysts, oil prices would realistically be $75 a barrel had Ivan made
a direct hit on the infrastructure of Louisiana.

Like a good bank account, one must make a few deposits to make
a few withdrawals. Relative to America’s energy industry, Lou-



37

isiana has made her share of deposits and we need to make a with-
drawal on the Federal Treasury to protect the infrastructure.

Help us to allow us to continue helping America. What else must
Louisiana do to get the attention? Just last month, the Federal
Government sited the newest LNG facility in America in Cameron
Parish, Louisiana. We are doing our share but we do need some
help to protect our infrastructure.

Thank you very much.

The CHAIRMAN. Thank you very much.

Mr. Secretary, I did not leave because you were coming up. I
know you very well, and I guess it is fair to tell you I knew what
you were going to say.

[Laughter.]

The CHAIRMAN. Let us proceed. Go ahead, ma’am.

STATEMENT OF CHRISTINE HANSEN, EXECUTIVE DIRECTOR,
INTERSTATE OIL AND GAS COMPACT COMMISSION

Ms. HANSEN. Mr. Chairman, Senator Bingaman, thank you for
the opportunity to testify. I am Christine Hansen, the executive di-
rector of the Interstate Oil and Gas Compact Commission, a com-
pact representing 30 oil and natural gas producing States. Our cur-
rent chairman is a former chairman of this committee, Governor
Frank Murkowski of Alaska. The IOGCC is the Nation’s leading
advocate for conservation and wise development of our domestic re-
sources.

Increasing domestic supplies of natural gas has a myriad of com-
ponents, including the infrastructure component. In the year 2000,
the IOGCC and the National Association of Regulatory Utility
Commissioners, in response to a 1999 report by the NPC on nat-
ural gas, formed a regulatory work group to look at impediments
to infrastructure development because the NPC identified regu-
latory impediments as being something important to look at. We
have given the committee copies of that final report, so you have
all of our recommendations in front of you.

Specific recommendations contained in that report which also, by
the way, praises FERC—FERC was a member of that committee,
and oftentimes the States forget to mention when they think the
Federal Government is doing something well. In that report we
praised FERC’s streamlining efforts on pipeline siting.

We focused on the need to streamline State and local permitting
and called for consideration of things like pre-approval of utility
corridors. Louisiana then was a pilot project, and I have distributed
copies of that pilot project report, proving that our recommenda-
tions do work.

I want to comment just on the INGAA recommendation on prop-
erty tax. We have not looked at the impact of that on the States,
and I think that a study would be appropriate before the Congress
did anything to change the property tax.

I also would endorse the need for education. There are some
overriding issues that complicate infrastructure needs and at their
base is the lack of education of the public but also of the State and
local government leaders.

Thank you, sir.

The CHAIRMAN. Thank you very much.
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Mr. Cooper.

STATEMENT OF MARK COOPER, DIRECTOR OF RESEARCH,
CONSUMER FEDERATION OF AMERICA

Mr. MARK COOPER. Mr. Chairman, thank you. My name is Mark
Cooper. I am director of research at the Consumer Federation of
America.

The first time I testified on this issue was 25 years ago before
this committee almost to the day. In the past 25 years, we have
failed to adopt a coherent, balanced policy. We are paying the price
today, but if we fail in the next 25 years, the price will be much
greater. So I commend the committee for starting fast, for pitching
a big tent, and hopefully we can get a policy that balances con-
sumer and producer interests.

I have been asked to talk about infrastructure. Natural gas
transportation, distribution, and storage infrastructure exhibit
characteristics of natural monopoly and public goods. They are a
natural monopoly in the sense that there are not likely to be re-
dundant facilities in a given area because of high fixed and sunk
costs. They are a public good in the sense that the benefits of reli-
ability and market disciplining that inhere in these facilities are
non-excludable. All of the consumers in an area receive those bene-
fits whether or not they bear the costs. These are classic economic
characteristics.

As a result, the occurrence of market failures of commission, the
manipulation of markets, or omission, socially irresponsible under-
supply, is likely to occur unless there is public policy.

We believe a critical first step in building the consensus that we
have failed to build in the past 25 years is to restore confidence in
the transparency and fairness of these markets. And that means
starting with an infrastructure, including an information infra-
structure, that people believe in and therefore will be willing to
make the hard choices that we firmly believe must be made.

Four suggestions to start with.

First, evaluate alternatives including infrastructure savings as a
critical component. If we do something that saves on an LNG plant
or a pipeline, that is a benefit to society we should not miss.

Second of all, stop deregulating where markets are too weak to
protect consumers. That will first diminish abuse, but even more
importantly, it will restore the utility finance model to build these
infrastructure facilities. The merchant builders of infrastructure
aredhlaving difficulty. We need to restore faith in the utility finance
model.

Third, adopt requirements to expand storage. We have inad-
equate storage. Every price shock we hear, stocks were low. Well,
we need policies to guarantee storage is there.

And finally, we need a reporting system of prices and stocks and
balance in supplies that is honest, audited, and instills confidence
in the public.

Thank you.

The CHAIRMAN. Thank you very much.

You are on this one also.

Ms. GERARD. Stacy Gerard, Pipeline Safety, Associate Adminis-
trator, DOT. It is our job to be the safety regulator to make sure
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that the natural gas pipelines are safe and that people can be con-
fident that they are safe.

In the last couple years, we have raised those safety standards
in a very significant way to a higher level than they have been in
the past 30 years. These are risk-based regulations. We took a sci-
entific approach. Concentrate the protection on places where people
can be affected. The industry supported this approach and we are
moving into full implementation. And from a consumer standpoint,
that is an important thing.

We are pleased that the gas industry has stood with the Federal
Government and State government here to support more trans-
parency, but from a safety side so that we have much more public
reporting on how the pipelines are managing the testing and re-
pair. So from a consumer standpoint, it is a really good thing that
people will be able to see how it is working from a safety stand-
point.

The CHAIRMAN. INGAA.

STATEMENT OF KEITH RATTIE, CHAIRMAN, CEO, AND
PRESIDENT, QUESTAR CORPORATION

Mr. RATTIE. Senator Domenici, Senators Bingaman, Murkowski,
and Craig, thank you for inviting us here today. My name is Keith
Rattie. I am chairman, CEO, and president of Questar Corporation.
We are one of the fastest growing natural gas producers in the
United States. We are also in the interstate pipeline business, and
we own a natural gas utility.

But I am here today on behalf of the Interstate Natural Gas As-
sociation of America, INGAA. I am the current INGAA chairman.

The bottom line is that America will need all the natural gas the
market can deliver over the next couple of decades. We cannot con-
serve our way out of the supply problem except at an unacceptable
cost to our economy and our standard of living. We do not have the
luxury of choosing to just say no to new pipelines or to new natural
gas development or to LNG terminals required to access the mas-
sive amounts of natural gas that have been found in this country
and around the globe. In short, we need new supply from new
areas and new pipelines to move more gas.

INGAA joins with the many others who urge Congress to act to
remove government-imposed barriers to domestic natural gas sup-
ply, but new gas supply will not solve the problem without new
pipelines to transport it. And if you remember just one thing from
my statement today, I would like you to remember this number.
$200 billion. That is how much more consumers will pay for nat-
ural gas between now and 2020 if we do not fix the government-
imposed barriers to new pipeline and LNG import terminal con-
struction.

Now, Congress gave FERC authority to approve interstate pipe-
lines in 1942. FERC has done much to improve its processes and
expedite permits in recent years. I will give you some current ex-
amples on that in Q&A if you are interested. But other Federal and
State agencies frequently challenge FERC’s role as lead agency.
They do so by exploiting conflicts in Federal statutes, notably
NEPA, the Coastal Zone Management Act, and the Clean Water
Act. Now, we are not asking you to remove the authority granted



40

to other agencies under these statutes, but what we are asking for
is a little adult supervision. Congress should do these six things.

One, affirm FERC’s role as lead agency for pipeline and LNG ter-
minal permitting and construction under the Natural gas Act.

Two, task FERC with coordinating all environmental reviews
under Federal law, including NEPA.

Three, affirm that FERC has siting authority for LNG terminals.

Four, codify FERC’s Hackberry decision. This, by the way, is one
excellent example of how common sense and a commitment to proc-
ess improvement can make a difference.

Five, require other Federal and State agencies to use the FERC
administrative record as sole record for all reviews and appeals.
This will prevent other agencies from sitting out the FERC review
process and then subsequently conducting their own duplicate pro-
ceedings with a duplicate record.

And finally, number six, require expedited judicial review by the
U.S. Court of Appeals for the D.C. Circuit when disputes do arise
over FERC-approved projects.

And I will be glad to explain all of this in Q&A. Thank you.

The CHAIRMAN. Thank you very much.

Mr. Robinson.

Mr. ROBINSON. Senators, we need help. We need help with siting,
and we need help with siting basically because it is not good
enough to site infrastructure where people want it, where people
can accept it. I will use LNG as an example. We have 13 pending
LNG applications at the commission right now. Probably two-thirds
of those have no real opposition whatsoever. We have also author-
ized three new LNG facilities in this country. Those LNG facilities
that are not opposed and those LNG facilities that have been au-
thorized are all in the Gulf. It is not enough to put LNG in the
Gulf. We will probably never see or I would be hard-pressed to
imagine that we will ever get another pipeline across the Hudson
River. You can put all the LNG that you want to in the Gulf of
Mexico and you will not do one thing for New England in terms
of their gas supplies. So we need a siting policy which is rational
and allows for everybody’s input and decisions to be made that are
in the regional interests, not governed by parochial restraints.

Three points to have a rational siting process.

First, you have to have clear jurisdiction for a lead agency, an
agency that people look to to make that decision.

Second, you need the development of one Federal record. All
agencies that operate under Federal statute or State agencies that
operate under delegated actions from the Federal statutes need to
cooperate with the commission and develop one record from which
all those actions can be taken in a time frame established by that
lead agency. That is just good government, to have everybody do
it at one time and use one record.

There needs to be some teeth in it, however. If an agency does
not take that action within the time frame required by that Federal
agency, it should be assumed waived, that their authority is as-
?umed waived if they do not take that action in a reasonable time
rame.

The third element that you need, beyond the clear jurisdiction
and one Federal record, is you need to have a direct appeal of all
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of those actions to the Federal Court of Appeals, not a series of se-
quential administrative and State court and Federal court appeals
that can kill a project with a death by a thousand cuts just in
terms of the time frames associated with going through all those
appeal processes.

If we have those three elements in a siting process that only you
can provide to us, we can rationalize the siting for not only natural
gas, but I offer it as a model for any infrastructure development
that people are interested in seeing move forward in this country.

The CHAIRMAN. Thank you very much.

Mr. Davies.

STATEMENT OF PHILIP DAVIES, VICE PRESIDENT AND
GENERAL COUNSEL, ENCANA GAS STORAGE, INC.

Mr. DaviEs. Thank you, sir. My name is Phil Davies. I am Vice
president and general counsel of EnCana Gas Storage, Inc. How-
ever, today I am here to speak on behalf of my company and two
others, Pine Prairie Energy, a Sempra company, and eCORP, LLC.
Together those companies represent amongst the largest inde-
pendent storage developers operating in North America today.

I would like to talk very quickly about the changing nature of
gas demand. We are all aware that demand is increasing, but its
nature is changing as well and it is changing in a radical way. It
has become increasingly weather-dependent and it has become
much more variable. Stable industrial load is being displaced by
more variable residential and commercial demand and by gas-fired
generation, the latter being the largest single contributor to in-
creasing gas demand spikes.

Now, the extreme price volatility that we have seen during peri-
ods of peak gas demand demonstrates that the current delivery in-
frastructure can no longer consistently satisfy the demand spikes
that frequently challenge its capacity. And failing to identify and
respond to this dynamic by increasing investment in our gas deliv-
ery grid will only perpetrate the extreme price volatility that we
have witnessed over recent winters.

Mr. Rattie and others have spoken about the need for additional
transmission capacity. Our focus is on the need for more storage
and on looking for vehicles or ways in which policies can be adopt-
ed to encourage incremental investment in storage. Storage is un-
usual because it requires a substantial up-front investment in the
form of cushion gas and cushion gas at today’s prices can easily
equal 50 percent of the capital costs of the storage facility if it is
a reservoir facility. With salt it is somewhat less. By contrast,
cushion gas would have represented less than 10 percent of capac-
ity invested in a similar project were it built in 1975 and less than
25 percent were that project sited in 1995.

At prevailing gas prices, simply put, new gas storage develop-
ment is becoming cost prohibitive. We would recommend reforms to
tax depreciation rules which recognize this reality and we have
outlined some of the suggestions we have in our more detailed pro-
posal.

I would like one more word to express a comment about leader-
ship. I think these are uncertain times and those are the times for
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leaders to emerge. I compliment you and your committee members
for convening this conference.

I also want to compliment the FERC for focusing on storage. It
has been a subject which has had a lot of staff time. They have
issued a storage report and made storage the feature the piece for
this year’s natural gas state of the industry conference. They have
also shown regulatory flexibility in relaxing some of the more oner-
ous regulations that apply to independent storage, and we con-
gratulate them for that as well.

The CHAIRMAN. Thank you very much.

Please.

Mr. CRUICKSHANK. Good afternoon once again, Mr. Chairman.

The CHAIRMAN. Yes, indeed.

Mr. CRUICKSHANK. Walter Cruickshank with Minerals Manage-
ment Service, and we oversee the infrastructure for development of
resources on the OCS. I would be happy to answer any questions
the committee may have.

The CHAIRMAN. All right.

BLM.

Mr. LONNIE. Good afternoon, Mr. Chairman. Tom Lonnie, Assist-
ant Director for Minerals Realty and Resource Protection with the
BLM. We process right-of-way applications and applications for
gathering systems on public lands.

The CHAIRMAN. Senator Bingaman.

Senator BINGAMAN. Thank you very much.

Again, I will ask Mr. Robinson, since this is obviously an area
you spend a lot of time on, and then Mr. Rattie if he has a different
perspective.

INGAA’s recommendations and I think what you have said as
well are that FERC be given clear authority to establish an admin-
istrative schedule for the NEPA review and associated permitting
decisions for all relevant Federal and State authorities. Are the re-
spective State agencies in agreement with this, or is there substan-
tial push-back from them on this idea?

Mr. ROBINSON. Well, it is actually an idea that we have imple-
mented administratively at the commission through what is called
a pre-filing process where we try to gather all the agencies, State,
Federal, local, and have them, from the very beginning, identify
issues and work them out with us. The problem with that process
is that it is administrative, and as long as the project is well re-
ceived and going well, then everybody plays nice. As soon as you
come to a project where there is an agency that does not nec-
essarily think it is a good idea, that has a tendency to break down.
That is why we would ask that legislatively we have this one Fed-
eral record concept in place. Again, it does not remove anyone’s au-
thority, but requires them to play in one game and not try to kill
a project with a death by a thousand cuts.

Senator BINGAMAN. So how does this work then? States do have
authority under the Coastal Zone Management Act and under the
Safe Drinking Water Act. And you say their authority would not
be overridden or diminished. But you would give them a schedule
for carrying out that authority or exercising it, or how would that
work?
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Mr. ROBINSON. Again, that is exactly the way we try to work it
now, and in most instances it works quite well. The States will de-
velop their record with us, use our NEPA document in many in-
stances, and then take their action in a time frame which is con-
sistent with the commission’s time frame. What we would like to
see is that be a legislative requirement so that the agencies have
to perform in that fashion as opposed to picking and choosing.

Senator BINGAMAN. Mr. Rattie, you are in agreement with what
he has just described as the right way to proceed?

Mr. RATTIE. I certainly endorse what Mark has just said. Let me
give you an example. I think we are seeing great progress in this
area. We have got a long ways to go. If someone had told me 2
years ago that we were going to file an application with the FERC
for a significant pipeline expansion in the Rockies and get the cer-
tificate 90 days later, I would have told you you were absolutely
nuts. But we did just exactly that. We received a FERC certificate
for an expansion of a pipeline in central Utah in 90 days. We used
the pre-filing process. FERC, I believe, has shown a serious com-
mitment to try to expedite and streamline the permitting process.

Now, this was in an area where there were not a lot of issues
to resolve, but it shows you what can be done if we use a single
process. The situation we have today is everyone deems themselves
responsible which means no one is accountable. We have got to fix
that.

Senator BINGAMAN. I would just ask one other question, this to
the representative from the Department of Transportation. We
passed that legislation to give additional authority to you folks
with regard to pipeline safety. Are you persuaded that that has
given you the wherewithal or what you needed in order to solve
some of these obvious problems that existed with pipeline safety?

We had a terrible tragedy in our State a few years ago, as you
will remember, near Carlsbad, New Mexico, where several people
were killed because of a rupture in a pipeline that had not been
tested maybe since it was constructed. Are you confident that the
testing is occurring on a regular basis and that those kinds of prob-
lem do not continue to plague us?

Ms. GERARD. Well, it is a 10-year process. We put the regulations
in place in accordance with the schedule. In that law, we are a year
past that point where the companies are required to have identified
the sites where the protection is required. I believe that the com-
munity that you are speaking about would be protected under that
risk-based scheme that I spoke about before. A lot of emphasis has
been put on protecting people who are unsheltered in outdoor areas
where they are known to congregate. We have, again, enlisted the
support of local officials in identifying those places.

So the process is well underway, but it will take a 10-year period
to get all the testing and repair done. That testing and repair could
lead to some capacity issues because until the repairs can be made,
there may be pressure reductions that are necessary. But the test-
ing is underway that you are referring to.

The CHAIRMAN. Thank you, Senator Bingaman.

Senator Craig.

Senator CRAIG. Thank you very much, Mr. Chairman.
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Mark, let me ask you this question. Do you know if the 404 per-
mit for the Islander East pipeline has been let?

Mr. ROBINSON. No, it has not.

Senator CRAIG. Well then, Mr. Rattie, do not get your hopes up.

[Laughter.]

Senator CRAIG. The reason I say that and the need for what
Mark has just told us, Mr. Chairman and our ranking member,
Senator Bingaman—I think we are 27 months now or better?

Mr. ROBINSON. Over 2 years.

Senator CRAIG. Over 2 years since FERC said go.

The CHAIRMAN. What is this on, Senator?

Senator CRAIG. This is on the Islander East pipeline in the State
of New York.

Mr. ROBINSON. It goes from Connecticut to New York.

Senator CRAIG. Does it feed New York City?

Mr. ROBINSON. Long Island, yes.

Senator CRAIG. It feeds Long Island.

Twenty-seven months later, the Army Corps of Engineers has not
yet agreed that FERC is right in what they did. Here is an exam-
ple of duplicative process, waste of resource, and the right hand
questioning the left hand’s actions.

Now, it is a very cold winter. New York City is experiencing
record temperatures and this morning the national news suggested
that the consumer of New York would pay a higher energy bill this
year than ever before. Shame on us.

Thank you for holding this hearing.

Mr. Rattie, until we get those bottlenecks out of the way, do not
bet your company’s bank on 90-month—what did you say?

Mr. RATTIE. Day.

Senator CRAIG. 90-day permit issuances.

Mr. RATTIE. Well, let me just help underscore your point. The
price of gas on the spot market today is about $6 in Chicago. It is
about $20 in Transco zone 6. High prices convey a very simple mes-
sage.

Senator CRAIG. Where is Transco zone 6?

Mr. RATTIE. That is the New York area. We do not have enough
pipeline capacity to move the gas into where the market needs the
gas. So, Senator Craig, you are spot on.

I was only offering a hopeful vision of what might be achievable
if we could get all parties to agree to let FERC take the role as
lead agency and let their record stand.

Senator CRAIG. Well, the reality is that the consumers of New
York City today are, in fact, paying a phenomenally high price for
a scarce supply because we cannot get it to them because we let
our agencies fall over each other.

The CHAIRMAN. Well, I was going to ask the question a different
way, but I was going to say New York residents ought to look at
Chicago and say what happened, because the bill in Chicago did
not go up. New York’s went up because they did not have enough
gas because of no pipelines. But if you woke up in Chicago, even
if you had the same weather, the same thing did not happen. That
is what we understand, and I was going to ask why but you just
told us, I assume. Is that correct?
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Mr. DAvIES. I have an additional comment, if I may. Chicago is
representative of a market that is well balanced with both incre-
mental pipeline capacity. There has been a number of new lines
sited there. It also well balanced in terms of its access to storage
capacity.

The CHAIRMAN. Senator Bingaman.

Senator BINGAMAN. Mr. Chairman, it seems to me we ought to
be telling the Secretary of Defense to get the Army Corps of Engi-
neers off the dime here. I mean, he has got a few other things to
worry about, but this is obviously in his jurisdiction.

Senator CRAIG. Senator Bingaman, it is the New England district
office of the COE, and if you need the name of the player up there,
who I have been corresponding with for well over 2 years who can-
not give me an answer yet, I will be happy to supply it.

The CHAIRMAN. Well, the Secretary of Defense may have direct
authority but my subcommittee appropriates its money.

[Laughter.]

The CHAIRMAN. So I guarantee you you have taught me some-
thing today, and they will probably react much, much more adroit-
ly when we call them in and talk about it. I hate to say that but
that is the reality of it. You might find that works here. We will
see since my staff will remind me about this.

Let us see. I had one other question. You have already supported
the idea about one central FERC line of authority. Does everybody
agree with that or do you not agree with it? Anybody on this side?
Do you agree with that, Mr. Cooper?

Mr. COOPER. Let me make a point about process because the im-
portant point and the political point—and we have emphasized this
in our comments—is that at the end of the day, the point here is
to make sure that the parties affected feel that they have had the
opportunity to be represented in the process. I agree emphatically
that one fair chance to speak is all you ought to get, all you need
to get, and if you organize the process carefully and make that
record a part of it, the Army Corps of Engineers ought to be able
to challenge the FERC’s judgment at some point and that ought to
be part of the record. If it gets litigated, it is a little bit peculiar
but the Army Corps of Engineers might sue the FERC if they real-
ly think they have made a mistake. But that does not have to slow
the process down beyond one set of approaches.

And the same thing would be true of the State of Washington.
They ought to have a fair chance to be part of that record, to insert
documents in that record so one record versus two records is not
the issue. A complete record is the issue.

So in that sense, I think that is the right way to approach it, and
I do not object to a single process, as long as we develop ways for
everybody to get their point in, to have their right to object and
move it along.

Mr. ROBINSON. If I could just make one quick point to that. In
terms of the public having the right to be involved, this morning
with our chairman and Commissioner Suedeen Kelly we met with
two of your colleagues, Senators Kennedy and Kerry and the mayor
of Fall River where there is a proposal to build an LNG plant.
Prior to that meeting, I went back and looked at the number of op-
portunities. We had 12 different meetings in their area by FERC
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staff to take comments and discuss with the people that would be
affected, and we had six different meetings directly with the mayor
himself about that project. We have the most public process that
I am aware of in the Federal Government for taking comments and
concerns and making sure that they are in the record.

One other point, using Islander East as an example. Even there
where the Corps of Engineers has not acted in over 2 years, all we
are really talking about is having the Corps develop their record
as we develop ours, at that same time, and then take their action.
Failure to take the action can be as damning as saying no when
it comes to energy infrastructure because pretty soon we will get
to the point where the first dollar will not be invested. People will
not come to you and ask to develop infrastructure because they do
not know what the process is going to be like and how long it is
going to take. It is just not a transparent process. You are stopped
at different points along the way. What I have proposed, as far as
a rational siting process, would respond to those types of first-dol-
lar concerns.

The CHAIRMAN. Well, I guess I would just close these comments
by saying it is so obvious, I guess, to everybody in this room listen-
ing to the discussion, including the comments that Mr. Cooper had
from the Consumer Federation standpoint, that we ought to fix
this. But I would bet that it has not been fixed because it is not
easy to fix. I mean here. But maybe we will give it a try and see
if perhaps we can.

I want to thank all of you. It is good to see you again, Scott. It
is a pleasure. I hope I can get down there again to visit with you.

Let us get the next panel please.

I understand that this is a place where we all could take a break
even though we are a little bit behind. So let us take 15 minutes
and come back and start.

[Recess.]

The CHAIRMAN. If you all would take your seats, we would appre-
ciate it. Okay, is everybody in place?

I was looking out there and telling Senator Bingaman what a
wonderful crowd you are and that you all stayed for the whole
afternoon. I will not tell you what he said, but in any event, I as-
sume you are all here because it is your job. That is good. That is
all right with me. If you stay here and learn something because
you are getting paid to, that is okay.

In any event, we are going to proceed, and we thank you for
what we have done so far. The participation I think has been good.
Certainly we could have taken any panel and taken a half-day. We
just do not have that much time, so we are going to pick and
choose. On the last panel, on liquified natural gas, the one before
that, we are going to have another full hearing on it because of
some of the very significant ramifications for the future.

So we are going to proceed on the environmental side. We will
hold ourselves to the 2-minute rule and have some questions that
will follow. IPAA, Lee Fuller, will you start?
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STATEMENT OF LEE FULLER, VICE PRESIDENT OF GOVERN-
MENT RELATIONS, INDEPENDENT PETROLEUM ASSOCIA-
TION OF AMERICA

Mr. FULLER. Thank you very much, Mr. Chairman, and Senator
Bingaman. I am Lee Fuller. I am here on behalf of the Independent
Petroleum Association of America.

Let me state at the outset that independent producers under-
stand that energy must be developed with environmentally sound
practices. No one questions the need to manage the environmental
consequences of energy development. However, no regulatory sys-
tem will ensure perfect compliance with its standards. Neverthe-
less, the regulatory process must be fashioned to provide essential
protection without becoming a barrier to action.

Producers operate in a dual regulatory world, generally coping
with both State and Federal requirements. Most Federal regulatory
laws are written to delegate their implementation to the States.
This structure is essential and should be enhanced.

Equally important, States have long been the primary regulators
of the natural gas production process. Congress needs to avoid
yielding to the false arguments that only Federal regulations, only
the Federal process can effectively regulate.

Managing Federal resources presents a different challenge. A
portion of the onshore Federal reserve base is off limits and
underlies national parks or wilderness areas, but the remainder of
these Federal reserves principally underlies multiple use lands,
lands where energy development should be treated equally with the
other uses of the land. 36 years ago, Congress enacted the National
Environmental Policy Act, NEPA, creating a mechanism to ensure
that the Federal Government fully considers the environmental
consequences of its actions when it makes decisions. Significantly
when NEPA was enacted, Congress sought to create and maintain
conditions under which man and nature can exist in productive
harmony.

Times have changed. Opponents of development move their agen-
da first to a philosophy of preservation and now, apparently, to one
of prohibition. NEPA and other Federal land management proc-
esses have become tools to prevent Federal decisions through delay
and litigation rather than assure effective environmental manage-
ment. Congress needs to assure that the Federal decision-making
is just that, a decision-making process, not a tool to prevent deci-
sions.

Thirty-six years ago, man also landed on the moon and a terrible
offshore oil spill occurred near Santa Barbara. Today we are send-
ing remote satellites to the moons of Saturn and we are using simi-
larly advanced technologies to develop our offshore oil and natural
gas resources. Yet, today we are arbitrarily foreclosing the develop-
ment of critical national resources at a time when there can be no
question that those resources are crucial to meeting key energy
needs, key to the retention of thousands of important domestic jobs
and essential manufacturing industries. Congress can no longer ig-
nore the consequences of its failure to address this critical issue.

Independent producers remain the principal player in developing
America’s natural gas resources, drilling 90 percent of the domestic
wells and producing about 85 percent of domestic natural gas. Fed-
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eral environmental regulatory policies and procedures can deter-
mine their success or failure. Providing a balanced, predictable,
and well-reasoned Federal framework is essential.

Thank you.

The CHAIRMAN. Thank you very much.

We will proceed now with the NRDC representative. Thank you
for coming, ma’am.

STATEMENT OF SHARON BUCCINO, SENIOR ATTORNEY,
PUBLIC LANDS PROGRAM, NATURAL RESOURCES DEFENSE
COUNCIL

Ms. BucciNno. Good afternoon. My name is Sharon Buccino and
I am a senior attorney in the Public Lands Program of the Natural
Resources Defense Council.

I would like to emphasize two points this afternoon.

The first is we can increase domestic gas production without re-
laxing environmental protections. There are significant untapped
gas resources open to development today. As Senator Thomas rec-
ognized earlier, there are some places that are too sensitive to drill,
and these should remain off limits, including the moratoria areas
of the Outer Continental Shelf.

Second, environmental review and public participation are crit-
ical to ensuring that energy development moves forward in a way
that minimizes impacts and reduces controversy. Despite advances
in technology, exploration and development have lasting impacts. I
did bring with me a picture of the development in Wyoming’s Pow-
der River Basin. As you can see, energy development has a lasting
impact. It is changing the landscape of the West. It is depleting
EQ,“czigce water resources and destroying trout streams and farmers’
ields.

The key to accelerating energy development is to identify these
impacts and address them. NRDC supports the National Commis-
sion on Energy Policy’s recommendation to increase the funding for
BLM and the Forest Service to manage our public resources wisely
and efficiently.

In conclusion, we should act now on what is certain. We know
that renewables and energy efficiency are the fastest, cheapest, and
most reliable way to solve our Nation’s natural gas shortage. We
should act on these measures and give them a chance to work be-
fore accepting irreversible damage to our treasured landscapes in
the West and our coastal resources. These are based on uncertain
estimates of dramatic new supply needs. We should remember that
it was just a few years ago that the National Petroleum Council
concluded—and I am quoting—“sufficient resources exist to meet
growing demand well into the 21st century.”

Thank you.

The CHAIRMAN. Obviously they were wrong.

STATEMENT OF JASON GRUMET, EXECUTIVE DIRECTOR,
NATIONAL COMMISSION ON ENERGY POLICY

Mr. GRUMET. Mr. Chairman, you have probably figured out that
I am not Linda Stuntz. I am, however, Jason Grumet. I am the ex-
ecutive director of the National Commission on Energy Policy, of
which Linda was one of our finest commissioners.



49

Natural gas, of course, was a——

The CHAIRMAN. You are here because she cannot be here.

Mr. GRUMET. I am here because she cannot be.

The CHAIRMAN. Very fine.

Mr. GRUMET. Thank you.

As was said on the first panel, I think our commission agrees
that the key to balancing the precious balance between our energy
needs and our natural resource needs is access. I think that we be-
lieve many good decisions are being made to balance that access,
but we, of course, recognize that there is inefficiency, there are sit-
uations where over-restrictive or under-protective decisions are
made. And our commission, in studying the problem, came to the
conclusion that it is really the inadequacy of information that often
leads to these decisions. So we are proposing in our report two, I
think, modest but important efforts to increase the quality of infor-
mation.

The first, as Sharon just pointed out, is a targeted increase for
BLM resources. Now, the BLM budget, with many good offices
here, was increased significantly in 2001, but we believe not
enough of those resources are going into the land use management.
Still 162 plans are in process. Many of them are delayed. We did
a study with the Teddy Roosevelt Conservation Partnership, and
everyone agreed from hunters to developers to environmentalists
that good information, good data gives you good decisions and less
litigation.

Secondly, we also propose that on a national basis, we should
have a better understanding of our overall energy resources. And
our commission is proposing to synthesize and augment the collec-
tion of data so that we have a comprehensive national inventory
every 5 years of our fossil, of our renewable, and our efficiency re-
sources. We are not proposing to do inventories in national parks
or wilderness areas, but we are proposing that the Outer Conti-
nental Shelf requires a better understanding and that the natural
gas resources there on the Outer Continental Shelf can, in fact, be
understood in ways that do not damage the environment or marine
life.

Thank you.

The CHAIRMAN. Thank you very much.

We are going to go here. The Wilderness Society.

STATEMENT OF DAVID ALBERSWERTH, PROGRAM DIRECTOR,
THE WILDERNESS SOCIETY

Mr. ALBERSWERTH. Thank you, Mr. Chairman. We appreciate
very much being invited to this very interesting forum this after-
noon.

The Wilderness Society supports the idea of developing natural
gas on our public lands. We believe that that is a legitimate use
of the public lands, but not everywhere.

We question the presumption that current environmental statu-
tory and regulatory safeguards represent severe impediments and
restrictions to the oil and gas industry’s ability to obtain sufficient
access to that resource. An examination of the pertinent facts re-
garding the BLM’s onshore program reveals that, as we heard from
Mr. Lonnie this morning, that 88 percent of the natural gas occur-
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ring in the overthrust belt on public lands is currently available for
leasing and development. The BLM issued over 6,400 drilling per-
mits last year. That is more than we had originally thought they
had from earlier data we received from them. The BLM has under
lease right now about 42 million acres of public lands, with ap-
proximately 12 million acres in production.

And we have found, in looking at some of the data made avail-
able by the BLM, that protected lease stipulations—these are spe-
cial stipulations often criticized by the industry—are frequently
waived at the request of the operator by the BLM.

Moreover, review of the annual reports of various production
companies that operate on the public lands reflects large profit in-
creases during the past few years and also indications of increased
gas production and additions to reserve estimates.

The fact of the matter is that current public land management
policies favor the extraction of oil and gas resources at the expense
of environmental integrity of our western public landscapes. Pro-
posals from some industry representatives that Congress act to
weaken these environmental and decision-making processes as a
means of increasing gas supply and thus lowering prices will, in-
stead, only weaken existing protection for the environment and
lead to no more supply.

We have a couple of recommendations, but in view of the time
here, you can ask me about those.

Thank you.

The CHAIRMAN. Just two?

Mr. ALBERSWERTH. We have five.

The CHAIRMAN. We will ask you about them.

Mr. ALBERSWERTH. Thank you.

STATEMENT OF WILLIAM WHITSITT, PRESIDENT,
DOMESTIC PETROLEUM COUNCIL

Dr. Whitsitt. Mr. Chairman, I am Bill Whitsitt, president of the
Domestic Petroleum Council. I represent the large independent ex-
ploration and production companies. We have made a number of
recommendations, but I have been asked to focus a few comments
on technology at this session.

Let me read you one sentence. “From coast to coast, innovative
E&P,” exploration and production, “approaches are making a dif-
ference to the environment. With advanced technologies, the oil
and gas industry can pinpoint resources more accurately, extract
them more efficiently and with less surface disturbance, minimize
associated wastes, and, ultimately, restore sites to original or bet-
ter condition.” That sentence is from a DOE report under the Clin-
ton administration and it as true today as it was then.

Failure to recognize that our technology has advanced and con-
tinues to do so runs the risk of leaving us in a perception and pol-
icy time warp that may preclude us from adopting good energy pol-
icy as we take another shot at it. Failure to recognize how explo-
ration and production has improved and technologies have im-
proved may lead us to not consider the ability to access certain
areas that were put off limits decades ago.

I want to just highlight two elements today. There are two charts
here. One talks about our ability now to drill multiple wells from
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single pads, to drill and complete multiple wells from a single well
bore, to extended reach drilling and other technologies that allow
us to access places we could not even several decades ago.

The other on the other side is just a schematic of one offshore
project that is state-of-the-art today where the well completions are
actually subsea, allowing us to gather oil and gas through central
facilities, far fewer facilities, that can be as far away as from here
to Baltimore, maybe even further, and certainly well over the hori-
zon.

Thank you very much.

The CHAIRMAN. Just a question. How long is that? The scope of
one of those horizontal—what is the furthest you can go?

Dr. Whitsitt. Well, the extended reach well there—I just got a
note this morning, in fact, from one of our producers that they are
in the process of drilling one they expect to be 4 miles. Now, an
extended reach well like that, of course, cannot be used everywhere
because it is going to be limited by geology, going through sand
versus rock and so forth. But again, it gives us an option that we
did not have maybe several decades ago.

The CHAIRMAN. Is 2 miles becoming ordinary?

Dr. Whitsitt. It is certainly more frequent now than not, and that
will continue to increase.

The CHAIRMAN. Thank you.

Mr. LoNNIE. I am Tom Lonnie with the BLM. I am the assistant
director for Minerals Realty and Resource Protection here in Wash-
ington.

The CHAIRMAN. Thank you.

Senator Bingaman.

Senator BINGAMAN. Let me just be sure and just give anyone a
chance to speak up if they want to. My strong impression from the
testimony and the written statements here is that there is a virtual
consensus that the BLM and the Forest Service both should be
given additional resources with which both to act on applications
but also to monitor compliance with various conditions that they
put on leases. Is that what everyone agrees? Mr. Fuller, do you
agree with that or not?

Mr. FULLER. I definitely agree with that, but I would probably
go a bit beyond that in that I think there are other agencies like,
for example, the Fish and Wildlife Service who have to consult in
these processes. We also need to be certain that they have ade-
quate funding to participate in it. That can include EPA in some
cases as well.

Senator BINGAMAN. You say the funding for those three agen-
cies—are those the main ones that need to have better funding in
order that we avoid these conflicts, to the extent possible? Mr.
Grumet?

Mr. GRUMET. Senator, I think that is the right list. I would just
add that I think we are not talking about impossible amounts of
resources in the scale of things. We proposed a 10 to 20 percent in-
crease in the BLM budget, on the order of $9 million to $18 million,
which is of course significant for the BLM but something that I
think would go a long way toward making the process more effi-
cient.
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Ms. BucciNo. I would just like to emphasize the importance of
the monitoring side of things and gathering the information and
not just processing the permits. One specific example, a lot of times
what we are seeing is in doing the environmental analysis, you
may end up with a finding of no significant impact that is based
on measures that are taken to mitigate the impacts that may
occur. It is absolutely critical to have the monitoring to assure that
that mitigation is actually happening, and that monitoring and the
n}llitigation is not happening now because the resources are not
there.

Senator BINGAMAN. Bill.

Dr. Whitsitt. Senator, let me just add a couple of quick points
here. We have actually visited with some of the OMB budget exam-
iners and I am not confident that they are on the same page as
we are at this point. We really are going to need help on this fund-
ing. Forest Service, BLM, of course, are top priorities for us.

In New Mexico, for example, in the Farmington field office that
I know both of you are very familiar with, a poll of the producers
and their drilling plans for next year shows a substantial increase
in the number of permits that will be sought compared with the
fine improvement that that office has had over the last 3 years in
doing more permits, but they are still going to be asked for more
there than they have been able to produce to date.

Mr. ALBERSWERTH. Senator Bingaman, if I may. We agree with
that as well.

We would suggest that the committee might want to examine,
though, whether or not one means of getting that resource to the
agency is through cost recovery efforts. I know that there has been
criticism of OMB’s attempts to have the BLM ask the industry to
cover some of their increased administrative costs through cost re-
covery initiatives, and we think that this might be an opportunity
that you might want to look at in view of limitations on appropria-
tions for BLM programs.

The CHAIRMAN. Well, I do not know whether I agree with that
or not. But Senator Bingaman, if we can work on this and make
sure that when we give the BLM and the Forest Service and the
Fish and Wildlife more money, that they are going to use it for
what we are talking about. I am going to lead the show and you
and I can do it together even though it is appropriations because
g: is not right for us to keep saying they have to do it if they cannot

o it.

Now, it used to be we were not sure they were trying to do it,
at least to this Senator. But I think they are trying. I do not think
anybody is trying to really tell them they should not. It is just that
tﬁe resources are very limited, and it may they cannot find help ei-
ther.

Let me ask the BLM Director. What do you think about this? Do
you need more resources to get more done? Some are saying that
there is a surplus of leases and approved drilling permits and that
there is no need for any increase in access. How do you feel about
that versus resource availability?

Mr. LoNNIE. Well, I support the President’s budget, Senator.

[Laughter.]

The CHAIRMAN. We do not even know what it is.
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Mr. LONNIE. But there is no question that if we had additional
resources, then we would put them towards whatever activities
that were identified.

The CHAIRMAN. I should not have asked you that.

[Laughter.]

Mr. LoNNIE. Thank you.

The CHAIRMAN. But anyway, we accept your answer with tongue
in cheek.

How about this? The argument is that there is a surplus of
leases and approved drilling permits and we do not need to in-
crease it. Now, I am not talking about money. I am talking about
that set of facts. Is that true or not?

Mr. LONNIE. Well, there are a number of reasons why leases may
not be drilled that are in existence, and I am sure some of the in-
dustry people could speak to that. But usually it takes a while to
develop a prospect, to actually pick up all the leases in a certain
area. Before drilling commences, maybe the seismic work has been
done. There has been limited exploration. There are a number of
drilling permits that have been approved where wells have not
been spudded, but normally our statistics show that over a 4- or
5-year period, about 80 percent of the permits are drilled.

The CHAIRMAN. Do you have any comments about that?

Mr. FULLER. I would be happy to and I think Bill has some as
well.

I think what is important to understand is that we are not a
just-in-time business. We have to be well ahead of time when we
are going out for leases and getting all the leases that we need to
be able to find a prospect that makes sense to drill. We have to get
the drilling permit after that. We have to comply with whatever
stipulations exist on the leases or on the drilling permit that may
define when we can do things and under what conditions we can
do things. It is difficult to look at any snapshot in time and judge
where we stand.

We are also an industry that lost 65,000 employees in the 1998-
99 downturn. We also lost a lot of rigs during that period of time.
So there is a build-back that is taking place, and it is taking place
slowly because it is hard to attract people into that kind of a cycli-
cal industry.

So what we have seen, what we have appreciated is the effort
that has been underway to try to get through the backlog of permit
applications and get through the leasing process.

Not all leases will ever be drilled. I think that is another factor.
I looked at a document that we had from one of our 1985 publica-
tions where Senator Simpson had written an article and made the
point that only 1 in 10 leases got drilled at that point in time. So
I think we are much better now, but we have to build to it.

Bill may have some other things he wants to add.

Dr. Whitsitt. Let me just say that, Senator, your staff has a copy
of our 10 reasons why it is necessary and normal to have an inven-
tory of leases and permits.

The CHAIRMAN. Let me ask if you would put that one up that
NRDC put up, please. Did you have a comment?

Ms. Buccino. Yes. I just wanted to comment on what I think
those numbers also show, which is we have been able to increase
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the leases and the number of applications for permits to drill with-
out relaxing the environmental standards. At least in some of the
testimony that was submitted by some of the industry representa-
tives on this question, there were frequent suggestions that there
needed to be exemptions from the Safe Drinking Water require-
ments, the Clean Water requirements, the Clean Air requirements.
We have industry saying we can drill and protect the environment
at the same time. So we should not need to create exemptions from
the environmental statutes.

The CHAIRMAN. I wanted to just ask a question and I do not
know the answer to this, but I will ask the Wilderness Society and
the NRDC. You have got a photograph of this. Is that methane bed
gas?

Ms. Buccino. Right.

The CHAIRMAN. Are either of you aware of the huge ranch in
northern New Mexico that is called the Vermejo Ranch? Are you
aware of it?

Mr. ALBERSWERTH. I have heard of it but I am not familiar with
it, Senator.

The CHAIRMAN. Are you aware of it? It is owned by Ted Turner.

Ms. BucciNo. Right. Yes, I am aware of it. My understanding is
that there have been some things done there in terms of best man-
agement practices and doing things right, and I think it is worth
emphasizing that a number of the environmental groups, the Wil-
derness Society stated explicitly we are not opposed to natural gas
production. The important thing is to do it right. Some of these per-
mitting processes like the storm water permitting requirement that
has been an issue is the process that allows those best manage-
ment practices to be put in place and to be enforced.

The CHAIRMAN. Well, the point I was going to make is—it is in-
teresting because I did not hear from any of those who were wor-
ried about great landscapes and wilderness type areas to even com-
ment on the fact that Mr. Turner, a friend of mine, drilled 1,500
gas wells on the Vermejo Ranch. He did not ask your permission.
He did not ask yours. He did not ask ours. He did not follow the
national environmental impact law. He drilled them and nobody is
talking about it even to this day, about whether they should have
been drilled.

But I would venture that if that were public lands, there would
be no chance that there would have been 1,500 wells on that prop-
erty. That is just an observation.

Mr. ALBERSWERTH. Senator Domenici, I think that is because we
all in this room feel that we have a stake in those public lands and
we do not have a say about what Mr. Turner does on his land.

Senator THOMAS. If you own the surface and the mineral, you
have a lot more freedom to do what you want to do.

The CHAIRMAN. No, but the point is Mr. Turner does not feel like
that.

Mr. ALBERSWERTH. I see what you mean.

The CHAIRMAN. You understand. All of you have praised him be-
cause he is not a landlord that is supposed to be any less concerned
about environmental issues on his land as we are on ours. I just
make the point because it would be nice to go up and look at his
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with some of you all and say what happened here. And maybe we
will invite you and maybe we can do that.

Mr. ALBERSWERTH. I would like to do that.

The CHAIRMAN. Maybe the people down there so you do not have
to come from Washington.

Any of the rest of you, Senators?

Senator THOMAS. I would like to.

This picture here I think you mentioned, Sharon, that you can
refurbish this and put it back in the original state. Was that not
you?

Ms. BucciNno. No. My comment actually was the lasting impact
it has in changing the landscape.

Senator THOMAS. I thought somebody said

Dr. Whitsitt. Senator, first of all, that is our goal, is to put the
land back in the shape that we find it and even better. In fact, in
our prepared statement that was filed, we have an example again
from New Mexico where the Forest Service thought they were
going to prevent us from going into an area because it was undis-
turbed, and our companies, with aerial photography, proved that it
was actually an old gas field that you could not even tell had been
disturbed. That is our goal.

Now, I do not know what that picture shows. Clearly there is
going to be an impact where we have oil and gas activity. The
question is are we doing it the right way, are we managing, are we
reclaiming those drill sites, and today are we using the new tech-
nologies that I mentioned to drill more wells from a single pad. We
just saw in Wyoming, for example, the Pinedale office that I think
some have criticized for granting exceptions. They have got an ap-
plication pending, one pad, 16 wells from one drilling location,
probably using some of those very technologies that are shown
there.

Senator THOMAS. The Jonah Field there, right.

Well, these are fairly short-lasting. These wells do not last for-
ever. They are fairly short. But you have to take care of the roads.
You have to take care of the water in the meantime, which has
been difficult because the gas is there in the water, the power lines
that are in and so on. But they can be.

I was going to ask about the horizontal drilling. If you go down
to the big reserves at 18,000 feet, can you do these things economi-
cally?

Dr. Whitsitt. I think you are testing me at the limit of my knowl-
edge here. Horizontal drilling—I am not familiar with how deep
you can do it in a situation where you have got the geology that
you are describing. I know that some of our companies are pro-
ducing wells from very deep formations in Wyoming. I doubt that
there is horizontal drilling there.

Senator THOMAS. No, I am not suggesting that but I am saying
these unconventional techniques—can you do it at a reasonable
cost whether it is 18,000 feet or whether it is 4 miles horizontally?

Dr. Whitsitt. If we are talking about some of those completion
technologies, this is the type formation—this is a tight sand, gas
trapped in the rock. Clearly the fracture stimulation technology
and the things that are necessary to produce this can be done at
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fairly deep levels. The extended reach drilling, as I said, is limited
by the geology and that kind of thing and the horizontal is as well.

Senator THOMAS. This Jonah Field you talk about, instead of
being able to drill a hole and the gas moves in there, the gas is
in pockets, so you have to have a well every here and there in order
to get to the gas. So they are all quite different.

Maybe we ought to have a royalty going to the BLM. If they get
some production, they ought to get a little piece of the action to be
able to fund their work.

The CHAIRMAN. That was suggested.

Dr. Whitsitt. Actually they get a lot of royalties when we get pro-
duction.

Senator THOMAS. But it has to go around through guys like
this—oh, excuse me—on Appropriations.

[Laughter.]

The CHAIRMAN. He means direct.

Ms. Buccino. I just wanted to comment. We do support these ad-
vanced technologies, and I think what is important is that the envi-
ronmental standards and the process is in place to ensure that they
happen and that they produce the results.

Senator THOMAS. But if they are not noneconomic, it is not going
to happen.

Ms. BucciNno. That is right.

You mentioned the water. That is a real problem in terms of pro-
duced water from coalbed methane. And there are technologies that
are being developed. They are not being used everywhere.

Senator THOMAS. There are technologies and it can be done and
there is good evidence that it is being done, and I think we ought
continue to improve that.

The CHAIRMAN. I would say—Senator Bingaman, maybe you
would agree—that our staff on the issue of horizontal drilling—we
hear a lot about it and I go to the floor and show this map when
we have ANWR and show how many we can drill from one pad.
But I think we ought to get information about what it really is,
where can you use it, how deep can you use it, what formations.
It does not do us much good to have the theory if they cannot use
it. I do not like to talk about ANWR if they cannot use it in ANWR.
So we could get that from some source I assume.

My last one has to do with there is a contention—and I will ask
the IPAA. I think the Wilderness Society maintains that the pro-
tective lease stipulations are frequently or maybe even usually
waived by BLM. What is your response to that? Maybe we would
ask you also.

Mr. FULLER. Well, our experience with the process has been that
there is an opportunity to go in and seek a waiver of a lease stipu-
lation. I think that each of those decisions that are made are made
on the basis of the conditions in place at the time, and the fact that
a number of lease stipulations are waived does not mean they are
being waived improperly. It is part of the process. I do not have
data on how many have been done. I do not have data on the de-
tails of it. Maybe Bill has some information on that.

Dr. Whitsitt. Senator, one of the things that I was struck by with
some of the testimony about, for example, sage grouse waivers—I
actually went back and talked to the folks in Pinedale and said
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how does that happen. They are saying 90 percent of these are
granted. They said, well, of course, because we have consultation
with the producers and if we go out in this permitting process and
we do not find any sage grouse, we will say there are not any sage
grouse here. And if you file an application, we will probably accept
it to waive that one stipulation. But I have got a list here some-
where. There are 73 other conditions of approval or stipulations,
and the BLM has to take all of them into account, and this is in
the Pinedale area.

So if you say that because they granted a number of these and
people who were not going to get them did not file for them, some-
how that leaves you with the notion that the BLM just grants most
exceptions, I think that is just not accurate.

The CHAIRMAN. BLM, do you want to comment?

Mr. LONNIE. Yes, I would like to. About this time last year, I was
out in Pinedale and visited the Pinedale anticline and took a look
at the pilot project that Questar has going on where they are drill-
ing numerous wells off of one well pad. As part of that, BLM
worked with State game and fish to allow an exception, which is
really a one-time granting of moving forward with winter drilling
in big game habitat. It was primarily deer habitat. What I did find
out was that these were not even stipulations associated on this ex-
isting lease. They had been added later as conditions of approval
associated with the full-field development EA.

I mention that because this was a situation where both the oper-
ator and the BLM had issued a lease with valid existing rights, but
thedoperator was still willing to allow no drilling in the winter pe-
riod.

The other reason to grant these exceptions is the condition may
not exist, as Mr. Whitsitt has just pointed out, but in addition, it
could be an open winter and the animals are not there, so there
is no reason why not to allow the operator to move in.

But I think the other part of this is many times our offices will
get a call requesting an exception and they will say no. So those
statistics again never show up.

Mr. ALBERSWERTH. Mr. Chairman?

The CHAIRMAN. Yes, please.

Mr. ALBERSWERTH. The reason that I brought that issue up is be-
cause there is an issue where many folks in the industry point to
what they characterize as restrictive stipulations that effectively
put off limits a large proportion of the Federal natural gas. So we
looked at some of the data in Pinedale, and they do a very good
job in Pinedale of publishing this data. And it showed clearly that
in 85-90 percent of the time when the operator came in to ask for
exemptions—they are called exceptions—they were granted, so the
point being that that resource is, in fact, not off limits and those
conditions are frequently amended at the industry’s request.

Senator THOMAS. One of the things I think that you see where
you are talking about Pinedale is there is sort of a broader plan
for the whole area. So you can have pretty intensive—Alcan has
the Jonah Field over here, but then they have also made arrange-
ments over time for wildlife migration through another part. So
they took a broader look at the whole area, as they did this, rather
than taking each block at a time. So I think that works very well,
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to see what you are going to do with the whole area and how it
is going to look as you move along.

The CHAIRMAN. I would say that your contention that you found
how many of the restrictions had been waived and therefore con-
cluded they got to drill or they got their permits, I do not think
that is consistent with what has been talked about here because
waivers do not mean that the permit has been cleared of restric-
tions. You can get many, many waivers, but if there are multiple
restrictions, you could still be left with an inoperative process. Say
there were 80 and you show up that they got 78 waived. That
might not be a terribly relevant statistic with reference to whether
we are getting something done. At least as to the numbers. It may
be relevant as to restrictions.

Mr. ALBERSWERTH. Mr. Chairman, my impression is, though,
that the reason that those were asked to be waived was because
that waiver would allow that operator to go in there and operate.
You should ask Mr. Lonnie about that.

The CHAIRMAN. So he is saying that is different.

Mr. LoNNIE. Well, I am not familiar specifically with what he is
pointing out, but the cases that I am familiar with in Pinedale deal
with agreement from State game and fish, monitoring that was
done by the operator to see what impact was on big game, and that
was being reviewed for more of a long-term study because there are
significant impacts of moving all this activity into these short win-
dows of opportunity in the summer or early or late fall because of
the socioeconomic impacts, rig availability, and availability of
crews. There are a lot of factors to take into account and this is
something that is being looked at in that portion of Wyoming and
other places right now.

Dr. Whitsitt. Mr. Chairman, can I give you an example of the
same thing? Again, in the Farmington field office, there is a con-
sultative mechanism with the environmental organizations and
others on under what conditions might there be an exception grant-
ed to one of these stipulations. The Farmington field office manager
tells us that that information then is shared with the industry. If
they believe they can meet the criteria, then they will apply for an
exception and they will be granted. So he expects 100 percent to
be granted. The people who cannot meet the criteria are not going
to apply. So to say that because they granted 100 percent, it does
not make any difference. It does not make any sense.

The CHAIRMAN. I have two more quick ones, if you do not mind.
Could I ask the NRDC? You are a chief counsel, so I would think
maybe you would have a feeling for this. Do you see the court sys-
tem as increasingly becoming the forum for policy making decisions
on environmental issues?

Ms. BucciNo. I can give you some numbers in terms of the role
of appeals and litigation by conservation groups. In fact, there was
a GAO report that just came out recently, and one of the things
they looked at was the MMS numbers offshore. The period of time
they looked at was from the fiscal years 1999 to 2003, and MMS
reported no lawsuits challenging the 5-year offshore management
plan or the parcels that were included in the 13 lease sales during
that period. They also reported no challenges to the over 2,800
drilling permits at issue.
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We did attempt to get a sense of some of the litigation that has
been happening onshore, looking at applications for permits to
drill, for example. Between 2001 and 2002, there were 7,158 APD’s
issued and only 15 were appealed through the Interior Board of
Land Appeals process or litigated in Federal court. That is .2 per-
cent, so two-tenths of a percent.

So in my view that is not where the decisions are being made.
They are being made in the halls of Congress and the agencies that
are managing the lands.

The CHAIRMAN. If you have no opinion on this, fine, but why do
we constantly hear—or maybe I do—that courts are the stumbling
block, that too many cases are being decided in courts and too
much policy is being made there? Am I not hearing that?

Dr. Whitsitt. Senator, we also hear about challenges, both court
and administrative challenges. The problem that I think Mr. Lon-
nie and others in the Department might be able to comment on is
that apparently there is not a national clearinghouse to even know
how many challenges there are of what form, particularly court
challenges. So we do not know what the aggregate is. We hear from
an individual company or members of ours, but I am not sure that
the data is compiled anywhere to know. I think that is one of the
findings the GAO made in its recent report.

Senator THOMAS. Court challenges are generally at a higher level
of decision-making, not at the permit level. Do you not think that
is where the challenge is normally?

Dr. Whitsitt. Undoubtedly, it is part of it.

Mr. FULLER. I think we have sensed that there have been chal-
lenges to the resource management plan process, which, if it is suc-
cessful, forces the entire plan to be revisited and an entire set of
environmental documents be put together, all of which are suscep-
tible to challenges. There have been environmental impact state-
ments that have been challenged on some of the larger areas and
have delayed for those for some period of time.

I agree with Bill. We are having a difficult time getting the pre-
cise details. We had hoped the GAO report was going to provide a
better measure of that, but it found that essentially there was not
a good tracking measure and we are continuing to look into it.

The CHAIRMAN. Ms. Buccino, did you say filed or did you say fi-
nalized?

Ms. BucciNo. I was talking about the number of cases that had
been filed. I do think it comes back to the issue of having adequate
information and having the resources to do the analysis and do the
land use planning right in the first place because if you can get all
the issues on the table and all the players to the table and resolve
those before going to court, that is clearly the beneficial solution for
everyone.

The CHAIRMAN. Yes.

Mr. LONNIE. In some States right now—Utah would be one ex-
ample—almost every one of our oil and gas lease sales has been
protested over the last 2 years. The last protest that was resolved
was a November 2003 protest. So we have got numerous cases
where bidders have bid on parcels and we are withholding issuance
until we have an opportunity to resolve those protests.
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In other areas, in Montana and Wyoming, those lease sale cases
have gone to IBLA, district court, and the Tenth Circuit, and re-
cently three parcels in Wyoming were withheld and we are cur-
rently under litigation in two different areas in Montana.

Ms. BucciNo. There is an important distinction to make. He re-
ferred to protests, which is very different from an appeal to the In-
terior Board of Land Appeals, an administrative appeal, or litiga-
tion in Federal court. GAO specifically chose not to look at the pro-
test numbers and the reason was because that is simply asking the
agency to look at the decision before they have made it. So it is giv-
ing a chance to look at it again, as opposed to the distinction be-
tween an appeal, a formal administrative appeal, and litigation. So
I would argue that those are the relevant numbers to look at and
they are very small, even in Utah.

The CHAIRMAN. Well, we are not going to have enough time to
get into what this all means. Are protests really being used as a
means of delay or are they all very legitimate? We do not have
time for that, but it is good to talk about it here.

Thank you very much. The next panel will please come. Oh, ex-
cuse me. Senator Alexander had a question.

Senator ALEXANDER. Well, it takes us to the next panel, but I
want to ask it of the two witnesses here who will not be with the
next panel from the Wilderness Society and NRDC, if I may.

There are different ways to bring the cost of gas down, and sup-
ply is one, and we are about to talk about another, which is very
important, and that is conservation. The question I have is about
diversification. I would ask each of the two of you. It seems to me
we have limited options in diversification.

In thinking of coal and nuclear in particular, in either case does
your organization see a real option in terms of clean coal or in
terms of nuclear power as a way of creating more energy in a way
that permits the air to be clean but also increases our supply of
tha:c) source of energy as a way of bringing down the cost of natural
gas?

Ms. BucciNno. NRDC has been very active—our staff member,
David Hawkins—on the issue of coal gasification. I should mention
there was a specific proposal submitted by Bill Rosenberg which,
while we support the concept, while NRDC supports coal gasifi-
cation and has worked very hard on it, the critical element in there
is for recapture of the carbon dioxide, and that is not built into the
proposal that was submitted. So while the Rosenberg proposal ad-
dresses the criteria pollutants, it does not address and could cause
significant increases in carbon dioxide, which we strongly oppose.

Senator ALEXANDER. And on nuclear?

Ms. BucciNo. The nuclear issue is more difficult for us, and I am
not an expert in that area, so I guess I really do not have an an-
swer for you on that.

Senator ALEXANDER. But you see more promise in the clean coal
technology.

Ms. BucciNo. Yes. It needs to be done correctly, but absolutely.

Senator ALEXANDER. Mr. Alberswerth.

Mr. ALBERSWERTH. Senator, our interest as an organization real-
ly is the management of Federal public lands and we have not been
involved in the debates on coal gasification and nukes.
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Senator ALEXANDER. And one quick question. We were talking
about the visual impact of what can happen. I remember down in
Tennessee what we used to call strip mining, surface mining. That
was a big visual problem. What is the attitude of each of your orga-
nizations on the prospect, say, of a picture of 500 1-megawatt wind
turbines 320 feet high as opposed to a single gas rig?

Ms. BuccinNo. I heard your questioning earlier. I mean, those are
very important and difficult issues. NRDC does feel that the solu-
tion to bringing gas prices down is to focus on the demand side, to
promote more aggressively renewables and energy efficiency. We
are strong advocates of wind power. We believe, as in dealing with
any issue—the siting issues were addressed in the last panel.
Those are critical issues and again you come back to the impor-
tance of the process, having meaningful environmental review and
public participation to make sure that the impacts are identified
and addressed.

Mr. ALBERSWERTH. We do support the development of more wind
power. We think there are opportunities, especially on private agri-
cultural lands in the Great Plains, for instance, where, for the past
20 years, rural communities’ economies have been suffering, and it
might be a good opportunity for some additional economic develop-
ment in those communities. So we do not think it is the full answer
to our future energy needs in this country, but it certainly should
be part of the mix in the appropriate places.

Senator ALEXANDER. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you very much. I heard the last part. I
will have to read the record for the first part of your question. Very
interesting.

I think we are finished with this panel and we are back on track.
I want to thank each one of you for coming and spending so much
time.

This is the second-to-the-last panel. This one has to do with di-
versification and conservation. Remember our 2-minute rule, al-
though we are doing very well. We appreciate that. It looks some
faces are reappearing from before, and that is good. We will start
with you please. You have been here before, but you are wearing
a different hat now and we look forward to hearing from you.

Ms. SHOWALTER. I am Marilyn Showalter, president of the Na-
tional Association of Regulatory Utility Commissioners. As I men-
tioned earlier this afternoon, our approach is that sustainable poli-
cies should include supply and conservation and diversification.
They are all important.

With respect to diverse supply, in the recent past, most of the
Nation’s electric generation capacity that has been added since
2000 uses natural gas, and this has caused a strong pressure on
natural gas, as well as price pressure in electricity, which we now
realize the risk of putting too many electricity eggs in the natural
gas basket.

NARUC supports resource planning with an eye towards diver-
sity, but we do believe that what makes the most sense for any
particular utility or particular State is going to vary. If I could give
you an example. In my State of Washington, the largest utility,
Puget, needed to meet additional demand, and I am speaking of
electricity now. It found that the lowest hanging fruit was con-
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servation, then a natural gas plant at that time, and then the next
two acquisitions it is going after was wind. But that may vary a
lot in different parts of the country.

NARUC does support looking at renewables. I mentioned wind
already, but as well as the others. And we also are a partner with
DOE in examining clean coal technologies.

But with respect to conservation, we like to think of it as con-
servation and efficiency. Sometimes conservation connotes that you
are doing without, and that can be important, but efficiency, which
is getting the same service for less gas or electricity, is equally im-
portant. I would just like to point out there that that too varies
with region and locale, and 1 will give just one example. Again,
Puget Power, our largest utility, has 300,000 smart meters for its
residential users, and there is a great deal of information that can
be produced from them. On the other hand, little Nespelem electric
coop still reads its meters by people calling on the telephone in to
the electric office, and that is the most efficient for them.

So we think all of these are very important, but you do need to
allow each locale to arrive at the best solution.

Thank you.

The CHAIRMAN. Thank you.

You are next, sir.

STATEMENT OF STEVE NADEL, EXECUTIVE DIRECTOR,
AMERICAN COUNCIL FOR AN ENERGY EFFICIENT ECONOMY

Mr. NADEL. Thank you, Mr. Chairman. My name is Steve Nadel.
I am the executive director of the American Council for an Energy
Efficient Economy. We are a nonprofit research organization that
has worked on policies for promoting energy efficiency for the past
25 years. I wanted to make two points here today.

First is that energy efficiency policy action is the best way to
bring down natural gas prices over the next 5 years. Demand and
supply are in very tight balance, and just a small reduction in en-
ergy demand could have a very significant impact on prices over
the next few years before other resources start coming into play.

We did a recent study using the same computer models employed
by the National Petroleum Council and found that reducing natural
gas and electricity use by 4 to 5 percent over the next 5 years,
nothing that dramatic, could reduce gas prices by about 25 percent
between now and 2010. After then, the price increase goes down a
little bit because other gas supplies come in. Overall, we are saying
over these next 5 years, we could save over $100 billion for Amer-
ican consumers and businesses. So we think this is a very impor-
tant, quick and first step that should be taken.

Second, there is a foundation already. The Senate Energy bill, S.
2095 from the last Congress, had solid building blocks for such an
effort, but we think it needs to be significantly expanded. Let me
just mention a few of those now.

The S. 2095 included a number of consensus minimum efficiency
standards on different products. We have been working with indus-
try. We have five more ready to be added and we hope to have a
couple of other consensus agreements before legislation moves.

Second, we recommend that an energy efficiency resource stand-
ard be established. This would be to set energy savings goals for
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the energy suppliers, the gas and electric utilities. It should be leg-
islation that passed in Texas. It has been enacted for several years
now. Then Governor Bush signed it into law, and it sets savings
targets that the utilities need to meet each year. I think it has
been quite successful and should be brought nationally.

Third, the pending legislation included a number of tax incen-
tives. We recommend a couple of refinements to them while trying
to keep the costs very modest. We understand that the budget def-
icit is quite dire. Particularly we recommend adding air condi-
tioners to it because air conditioners often use power from peaking
plants that are fired with natural gas, and we also improve the fur-
nace standards because those were not quite adequate.

Finally, we recommend an energy efficiency and conservation
campaign to encourage consumers to reduce their use of natural
gas and electricity. In particular, we think expanded funding for
the Energy Star program would be a good place to start.

Thank you.

The CHAIRMAN. Thank you very much.

Mr. Cooper.

STATEMENT OF ROGER COOPER, EXECUTIVE VICE
PRESIDENT, AMERICAN GAS ASSOCIATION

Mr. ROGER COOPER. Mr. Chairman, thank you for having this
conference today.

I am Roger Cooper from the American Gas Association. AGA has
two recommendations on improving energy efficiency.

First, we need to change how we measure energy efficiency to
avoid ignoring huge energy losses. What are these energy losses?
It is the loss of energy when we extract a raw material, turn it into
electricity, and deliver it to a customer. Typically about two-thirds
of the energy is lost in that process, but currently we tend to ignore
in our energy efficiency measurements looking at that side of the
equation.

So AGA requests that existing Federal energy efficiency legisla-
tion be amended so that we measure not only the energy efficiency
of the appliance, as we do today, but we also look at the energy
efficiency in a full-fuel cycle, so from wellhead to burner tip, from
mine mouth to electric appliance.

Our second point suggests how to align the interests of gas dis-
tribution utilities and the customers for greater conservation. In
the past quarter century, the average residential household has re-
duced their natural gas consumption by 25 percent, about 1 percent
a year on average. Pretty dramatic. But that is not enough. Today
most natural gas distribution utilities can earn their fair, State-ap-
proved returns, approved by the public utility commissions, only by
getting their customers to use more, not less, natural gas. Now,
that is often the case with many businesses, but the good news is
that it need not be the case.

The solution lies in changing utility rate designs. Properly done,
using so-called conservation tariffs that are approved by State pub-
lic utility commissions we can reduce natural gas consumption, we
can lower bills to consumers over time, we can increase energy effi-
ciency and provide a reasonable return to shareholders. This con-
cept has been endorsed by NARUC, by the Natural Resources De-
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fense Council, by the ACEEE, and other organizations and put in
place by Northwest Natural in Portland, Oregon.

Thank you.

The CHAIRMAN. Thank you very much.

STATEMENT JEANNE CONNELLY, VICE PRESIDENT, FEDERAL
RELATIONS, CALPINE CORPORATION

Ms. CONNELLY. I am Jeanne Connelly with Calpine Corporation.
Calpine owns about 100 power plants in 21 States.

A lot of attention has been paid to improving efficiencies on the
demand or the customer side, but we believe that it is also possible
to improve efficiency on the supply side in the production of elec-
tricity. We have heard from many people that the majority of new
power plants that have been built in the last decade have been gas-
fired. But something interesting happened in the late 1990’s. While
the amount of electricity produced from gas continued to grow, the
amount of gas used to produce that electricity did not grow con-
comitantly. And the answer is improved efficiencies because at that
same time in the late 1990’s, a lot of the new, very efficient, com-
bined-cycle natural gas plants started to come on line. They use
somewhere between 30 and 40 percent less natural gas to produce
the same amount of electricity as the older, inefficient gas plants.

So from 1999 to 2003, the amount of electricity produced from
gas increased 11.5 percent, but the amount of gas used to produce
that electricity increased only 1 percent. So you had a savings of
650 billion cubic feet of gas.

What has driven this improvement in efficiency has been com-
petition. If you take the two neighboring States of Texas and Lou-
isiana, both very dependent on natural gas for electricity produc-
tion and their industrial processes, but Texas which has a competi-
tive market for energy improved the efficiency of its gas-fired gen-
eration by over 10 percent from 1999 to 2003, while Louisiana,
which still operates as a regulated monopoly system, improved
their efficiency by only 1 percent. And the difference is that in a
competitive market, the most efficient units get called on first.
They are dispatched first.

So our proposal for reducing the use of natural gas is to encour-
age all public utilities to use a system of efficient dispatch, whereby
the most efficient units are dispatched first, whether they are
owned by the utility or the power is generated from a non-utility
owner, as long as it is available in the same region. And then the
oldest, most inefficient units might never be called on or they
would only be called on at times of peak usage.

If all gas-fired generation were from the new, combined- cycle
plants with an average heat rate of 7,500, in 2003 the country
could have saved another 650 billion cubic feet of gas, just in 2003.
And this translates into millions of dollars of savings to ratepayers
where the cost of gas is passed right through to the ratepayer. And
the environmental benefits are tremendous as well since you have
quite a reduction in emissions of NO, and carbons.

Since some regions of the country that have old and new gas also
have an over-capacity of power right now, you could do this without
having to have capital expenditures.

Thank you.
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The CHAIRMAN. Well, you offer a pretty easy solution.

Ms. CoNNELLY. Well, it is not a panacea. It is just one small so-
lution.

The CHAIRMAN. We are moving over here.

John.

STATEMENT OF JOHN KANE, SENIOR VICE PRESIDENT OF
GOVERNMENTAL AFFAIRS, NUCLEAR ENERGY INSTITUTE

Mr. KANE. Mr. Chairman, members of the committee, thank you
very much for the opportunity to come before you today. I appre-
ciate that. My name is John Kane. I am with the Nuclear Energy
Institute.

I wanted to make three key points and then just cover a little
background.

First, energy diversity we believe is essential to our national se-
curity and our economic security.

Second, the course we are on now does not get us here. The chart
you used, Mr. Chairman, earlier to show the growth in production
of gas as an electricity source in the last 10 years makes that point.

And thirdly, we believe one of the best ways to take the pressure
off the unsustainable demand for natural gas is to build new nu-
clear power plants in the United States. We did it before and we
can do it again in the nuclear industry.

In the 1973 Arab oil embargo, we found that about 20 percent
of our electricity supply was coming from oil, about 3 percent from
nuclear. Building new nuclear plants for the rest of that decade
and through the 1980’s and 1990’s, we reversed those numbers. We
now have 3 percent of our electricity supply from oil and about 20
from nuclear.

High prices for natural gas and the intense price volatility we
have seen over the last few years are caused by this unsustainable
demand. The situation is complicated during the winter months
when limited supplies of natural gas are needed for home heating
and industrial purposes. New nuclear baseload power plants can
relieve that pressure on the natural gas supply and set us back on
a path towards a diverse national energy policy that protects us
from supply and price shocks in any one fuel sector.

This country faces a critical need for investment in emission-free,
next-generation nuclear power plants to relieve this pressure, to
help preserve the fuel and technology diversity, to make our air
cleaner, and to strengthen the U.S. national security.

The Federal Government plays a key role in encouraging invest-
ment in the first generation of new plants, and this committee, we
are very pleased, has led the way in that regard. Construction of
new plants in this country requires a public-private partnership be-
tween the Federal Government and industry to mitigate first-time
costs. After new plant development kicks in, this kick-start process
that has been proposed before should be dropped and let market
forces take over.

We are very pleased that you have chosen to hold this conference
today, especially to focus on the diversity of fuel supply. Thank
you, Mr. Chairman.

The CHAIRMAN. Thank you very much.
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STATEMENT OF PETER VAN ALDERWERELT, SENIOR VICE
PRESIDENT, PPM ENERGY, PORTLAND, OR

Mr. VAN ALDERWERELT. Mr. Chairman, members of the com-
mittee, I am Peter van Alderwerelt, senior vice president at PPM
Energy in Portland, Oregon. Thank you for inviting me to partici-
pate today.

The CHAIRMAN. You are welcome.

Mr. vAN ALDERWERELT. PPM Energy is a wholesale supplier pri-
marily involved in the development of wind projects and marketing
wind energy to the electric utilities. In fact, we are the second-lead-
ing marketer of wind power in the country.

We are also engaged in gas-fired generation and gas storage fa-
cilities. The assets allow PPM to deliver products and services that
help our customers manage risks and uncertainties in their power
and natural gas businesses.

If we do not do something to promote a more diverse generation
portfolio, the electricity sector is going to become even more de-
pendent on natural gas, leading to higher electricity and natural
gas prices, greater imports of LNG, and a less secure energy fu-
ture.

There is no one magic-bullet solution. There are a variety of tech-
nologies that can and should be employed to ensure our new gener-
ating capacity is sufficiently diverse. PPM Energy believes that
with appropriate government policies, renewable energy, in par-
ticular wind power, can help significantly reduce the demand for
natural gas in the electricity sector.

The U.S. Department of Energy has estimated we can feasibly
install an additional 100,000 megawatts of wind capacity by 2020.
This additional generation would reduce natural gas demand by
about 6 bef a day, or 10 percent of total domestic gas consumption.
We would save $12 billion to $15 billion per year by reducing LNG
imports and would save untold billions of dollars by taking demand
pressure off of gas and reducing its price.

PPM believes Congress and the FERC can take several steps to
enable wind power to meet its full potential and dramatically re-
duce natural gas price and supply volatility.

First, Congress should extend the renewable production tax cred-
it scheduled to expire December 31, 2005. The PTC is needed to
help address the cost burden associated with integrating wind fa-
cilities into the transmission grid.

Second, Congress should adapt a national renewable portfolio
standard that establishes a renewable energy target for each retail
electricity supplier. Unlike the PTC, the RPS provides stability by
establishing short- and medium-term goals to enable investors to
make decisions on more than a 1-year basis. PPM envisions the
PTC being phased out as the RPS kicks in.

Finally, Congress and FERC should both seek to implement poli-
cies that eliminate penalties associated with integrating wind into
the electric grid. For instance, we applaud the recent decision by
Southern California Edison to seek FERC approval for a plan to
roll in the costs associated with new transmission that will enable
the addition of wind power in the Tehachapi Mountains in Cali-
fornia. Forcing wind energy developers to raise enormous capital to
pay for transmission construction is a deterrent. Neither Congress
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nor FERC should prohibit utilities from engaging in creative ap-
proaches to encourage the additional development of wind power.
Mr. Chairman, thank you again for inviting me.
The CHAIRMAN. Thank you very much.
Mr. Rosenberg, delighted to have you here.

STATEMENT WILLIAM ROSENBERG, SENIOR FELLOW,
KENNEDY SCHOOL OF GOVERNMENT, HARVARD UNIVERSITY

Mr. ROSENBERG. Thank you. I think I have been introduced al-
ready. I am a senior fellow at the Kennedy School of Government
at Harvard. I last testified before this committee as the Assistant
Air Administrator in the first Bush administration during the
Clean Air Act debates of 1990.

I would like to, respectfully, offer a proposal for a national gasifi-
cation strategy to gasify domestic coal, biomass and pet coke re-
sources that we have in ample supply to produce a major new gas
supply comparable in energy content to the 1.5 tcf expected
throughput of the Alaskan gas pipeline. This could be accomplished
by constructing 50 gasifiers over a 10-year period, approximately
five a year, that produces on site synthesis gas that would be sold
under long-term contracts to major industrial and electric gener-
ator customers. The synthesis gas could be substituted for large de-
mand of natural gas, and when that substitution occurs, if it is of
large enough scale, it would reduce overall natural gas demand,
thereby reducing overall natural gas prices, and it would free up
pipeline capacity because this gas would be produced on site and
would not have to be moving through the infrastructure.

In a sense a national gasification strategy is a supply option, a
demand-reduction option, and an infrastructure stretching option.
It certainly diversifies our natural gas resources and in the future,
if it were large enough, there would be a point on that chart we
saw in the beginning for gas produced from domestic gasification.

I would like to bring to the attention of the committee a letter
that was sent to the committee last Friday by leaders in the chem-
ical, glass, forest products and paper and fertilizer industries sup-
porting the development of a national gasification strategy, which
would offer the same type of financial incentives to construct the
gasifiers that this committee offered to the developers of the Alas-
kan gas pipeline, essentially loan guarantees and accelerated de-
preciation.

We have done calculations that say with the availability of low-
cost financing, the synthesis gas could be delivered to the indus-
trial and electric customers at a price of $4 to $4.5 per million Btu
in a current market of $6 to $7, or as we heard in the New York
market of $6 to $20.

There are two significant environmental advantages for gasifi-
cation. The first is that compared to a PC plant, an IGCC plant,
which is a gasifier producing synthetic gas to be used in a turbine,
emits much less air pollution regulated by the EPA, including mer-
cury emissions.

And secondly, new gasifiers can be designed and we would sug-
gest they would be required to be designed to be carbon-capture-
ready that could accommodate equipment needed to capture and
sequester CO, when that becomes economic under Government pol-
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icy. We also support the funding of demonstrations of commercial
gasifiers operating with CO, capture and sequestration in this dec-
ade.

In summary, Mr. Chairman, the national gasification strategy is
feasible as a new gas supply option. We have the domestic re-
sources. We have the technology and we have the financial model
to make this happen in the short term.

Thank you.

The CHAIRMAN. Thank you very much.

STATEMENT OF BEN YAMAGATA, EXECUTIVE DIRECTOR,
COAL UTILIZATION RESEARCH COUNCIL (CURC)

Mr. YAMAGATA. Mr. Chairman, members of the committee,
CURC is a national organization of major coal producers, major
utility users, equipment and vendors. I am last on the panel, so let
me be brief and make two points to you, if I may.

The CHAIRMAN. No. You have an important role.

Mr. YAMAGATA. Thank you.

First of all, on behalf of the organization, we are about ready to
suggest to the committee and to the Congress a proposal for utiliza-
tion of advanced coal-based technologies, which I hope will be forth-
coming in a matter of days.

And secondly, I want to try and address the question of whether
our proposal is really realistic, that is, in the context of the budget
constraints of this committee and others in Congress.

The underlying premise of the proposal is that coal, through the
use of advanced clean coal technologies, can be and is a substitute
for natural gas. But it is not a panacea. We need the diversity of
energy resources and we need the use of energy efficiency in order
to meet our energy supply and demand requirements in this coun-
try.

Our proposal in the near term would be to ask the committee to
consider a program to refuel existing natural gas combined-cycle
units by producing coal-derived synthesis gas. We know how to do
this technically. The challenges here are one of cost, infrastructure
ava}illability, and optimization of putting the two technologies to-
gether.

The second near-term or medium-term proposal is to have the
committee cause to have constructed a series of pioneer plants, that
is, a limited number of plants for the advanced use of clean coal
technologies, both IGCC and other types of advanced systems.
What we need to do is put plants in the ground.

And then finally and in the longer term, as this committee and
you, in particular, Mr. Chairman, have supported for decades now,
is the targeted use of funds for research, development, and dem-
onstration of new technologies.

Let me address the second point and that is how realistic is this.
There are 200 gigawatts or thereabouts of natural gas combined-
cycle units that have been permitted in the last 12 or so years. 12
gigawatts of that, we understand, are within 10 miles of coal trans-
portation, answering one of the infrastructure issues.

Secondly, as all of you know, we have 250 years of coal supply
in this country.
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And finally and most important, last year as part of H.R. 6, this
committee and this Congress, or at least this Senate, tried to enact
incentives that totaled $2 billion in loan guarantees and loans for
advanced coal-based systems, as well as $1.6 billion in tax incen-
tives for those same systems.

Thank you.
| The CHAIRMAN. Thank you very much. You refreshed our recol-
ection.

I have one. Mr. Rosenberg, why did you think you had to bring
us this big plan? Could we not do it a little bit at a time? In that
regard, I want to ask you how much you expect your proposal will
cost and the total capital and maybe some idea about the operating
costs over a sustained period of 5 or 10 years.

Mr. ROSENBERG. Mr. Chairman, this is a 10-year goal. Obviously,
it would be done in bite-size pieces. We do think that 1.5 tcf of gas
as an alternative supply is something worth moving towards. How
fast the committee goes would be a function of appropriation capa-
bility.

But since we rely mostly on loan guarantees, we have built into
the proposal a security to the Federal risk through what we call
a three-party covenant with respect to electric plants. The public
utility commission would have to agree, before the Federal loan
went into effect, to establish rates to pay the mortgage so there
would be no default. And we, therefore, estimate that the scoring
costs for the program would be 10 percent of the capital. If this
were a 1.5 tcf program, the loan guarantees would be in the range
of $30 billion and the cost to the budget would be about $3 billion.
If this were a portion of that, say, 5 or 10 plants to begin with, that
would be reduced substantially.

We think that loan guarantees are the least-cost way of stimu-
lating the investments. They would require 20 percent equity con-
tributions, and essentially that is the model that you used for the
Alaskan gas pipeline.

So the scale of the program would be up to the committee. The
goal would be to develop a source of domestic supply comparable
to the domestic supply we expect to get from Alaska, and together
that would be a very substantial domestic initiative.

The CHAIRMAN. Other questions, Senators?

Senator THOMAS. Yes, sir. I have a couple.

John, on the nuclear thing, one of the reasons I believe that the
recent generation plants have been gas is they are smaller and
they are closer to the market. You do nuclear plants, they are larg-
er. Do we have the kind of electric distribution and transmission
system to get it to the market?

Mr. KANE. Yes, sir, we believe we do. We are looking at putting
new nuclear plants in the United States, and we have a process un-
derway now called the early site permitting where we are working
with the Nuclear Regulatory Commission to get these sites quali-
fied to put new nuclear plants in at a future date. It would involve
making sure that the site had adequate infrastructure, including
transmission, to be able to meet those new power distribution re-
quirements.

Senator THOMAS. That has been a little difficult, as you know.
Some of it is the electric power distribution systems do not want
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somebody else messing around in their area and so on. So it is a
problem.

Mr. KANE. We think it is not insurmountable, sir.

Senator THOMAS. Good.

On the wind energy, what are the chances of making those more
efficient so that you do not have to have so many of those on every
hill and in the valley.

Mr. VAN ALDERWERELT. Right. Actually progress in that regard
has been quite impressive over the last 30 years. The production
cost of wind has come down about 80 percent. There are continuous
strides being made. Today’s standard size wind turbine is 1.5
megawatts and General Electric has plans to take that to 2 or 2.5
megawatts.

Senator THOMAS. Yes, but most power plants in our area are
2,000 megawatts.

Mr. vAN ALDERWERELT. Well, you still need a lot of generating
units.

Senator THOMAS. You sure do.

Mr. VAN ALDERWERELT. But all in all, the technology still has the
lowest environmental impact considering there is no air, water, or
hazardous waste.

Senator THOMAS. Sure. No, that is true. Just the visual part of
it is going to be a problem.

Mr. VAN ALDERWERELT. I think they look pretty good.

[Laughter.]

Senator THOMAS. It depends a little on your point, I suspect.

Mr. ROSENBERG, YOU TALKED ABOUT USING COAL TO DEVELOP
GAS. WYOMING IS THE LARGEST COAL PRODUCER. THE MARKET IS A
LONG WAYS AWAY. YOU SAID YOU DO NOT NEED ANY MORE FACILITIES
TO GET IT THERE. I DO NOT UNDERSTAND THAT.

Mr. ROSENBERG. Well, you would have to ship the coal like we
already ship Wyoming coal to the various parts of the country.

Senator THOMAS. It is not very efficient, as you know. It costs $5
to dig the coal and $15 to get it to St. Louis.

Mr. ROSENBERG. One of the advantages of gasification is you can
use high-sulfur coal because you take out the sulfur before you
combust the coal.

Senator THOMAS. My point is coal is generally located one or two
places. The market is all over, so you are going to have to have a
distribution system for gas if you do that.

Mr. ROSENBERG. Well, the distribution system for gas is on site.
It is a dedicated plant. So there would have to be a distribution
system for coal, but all the coals would be relevant for this.

I might make one other point to the chairman on the scale. If it
is done on a large-scale basis, it will have the same impact as the
Alaskan gas pipeline on all demand for natural gas and all supply.
So a large domestic supply of synthetic gas, according to our cal-
culations, would reduce the cost of gas for everyone because the de-
mand would have been reduced and therefore the pressure on the
prices would have been reduced.

One of the biggest problems we face today is that we built so
many of these natural gas combined-cycle plants, they ran the price
up for everyone else. So to the extent that that demand is taken
off line, by using those natural gas plants for the generation of an
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IGCC plant, you would have less pressure on gas prices, and so the
overall prices would be reduced. And we would recommend that a
major study be undertaken to

Senator THOMAS. One of the major ideas that is going around
from the President and the administration is to use hydrogen for
car use not gas.

Mr. ROSENBERG. Well, this would produce that. Basically you
need to gasify the coal first and then separate the carbon and the
hydrogen second. So to the extent you have demonstrated how to
separate the CO, and that becomes economic, then you are left
with hydrogen. This could be an excellent source of that hydrogen
in the long run.

Senator THOMAS. Good.

The CHAIRMAN. Senator Bingaman.

Senator BINGAMAN. Let me ask you about the analogy that you
have made several times here to the Alaska pipeline. You indicated
that Congress weighed in to provide loan guarantees and acceler-
ated depreciation in the case of the pipeline, and I strongly sup-
ported doing that, but much of the justification there was that this
was an enormous project. This was a $10 billion project, the con-
struction of this pipeline, and it was not reasonable to expect one
or a few private companies to just underwrite that without some
backstop by the Government.

What you are suggesting here, as you said, is something that can
be done in bite-size pieces. Each utility that has one of these plants
that needs to have this gasification technology built in can go
ahead and do this. The justification to me of the Federal Govern-
ment coming in and underwriting it or providing a backstop is less
compelling when you have got a whole bunch of utilities, each one
of which has responsibility for solving a piece of this problem.

So what is your reaction to that?

Mr. ROSENBERG. Senator, these are bite-size $500 million pieces
that would be developed by much smaller companies potentially for
the use of a particular chemical plant or a paper plant or a glass
manufacturer or a combined-cycle gas plant. Most of the combined-
cycle plants, particularly the ones that are in the most trouble, are
not owned by integrated utilities. They are owned by smaller com-
panies who would not have the capability of raising this kind of
money.

There is also a technology risk that the financial community has
indicated to us that even though the technology is proven, there is
not a lot of experience with it. So it would be very difficult to fi-
nance without the support of a Federal loan guarantee or a State
public utility commission essential guarantee of the credit.

So in the regulated utilities, that may be the case, but in the un-
regulated areas and for the people who own these plants that are
selling it into the open market and particularly for the industrial
customers, putting up $500 million or $300 million for one of these
plants is a very major undertaking and would be done at high cap-
ital cost. So this is a way to have access to the credit if the Con-
gress believes it is important to develop this gas supply.

Senator BINGAMAN. Clearly I would agree with you. To the ex-
tent that an effort is needed to demonstrate the technology, then
clearly that is something that is appropriate for Congress to step
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in and say, “Look, the taxpayer ought to help demonstrate the tech-
nology and make it clear to everybody that this works and that this
can be done in a cost effective way.”

When you start saying we should underwrite or we should pro-
vide a subsidy for the construction of 50 plants, which was your
proposal, as I understood it, I think there I have some doubts as
to whether the justification is as strong as it was in the case of the
underwriting or backstopping of the costs of constructing the Alas-
ka pipeline.

Mr. ROSENBERG. If this is not done, we will end up with many
more pulverized coal plants that will be higher-polluting. We will
continue to operate pulverized coal plants, and we will be import-
ing more liquified natural gas because, to the extent we can find
a genuine domestic option, that will reduce that amount of liquified
natural gas.

So there are really two goals here. One is the goal that Ben
Yamagata talked about and you just mentioned, which is dem-
onstrating the technology as a commercial vehicle. That is a very
important goal. If the committee, however, wants another goal,
which is to find a source of domestic gas to add to the limited sup-
ply we have in lieu of importing more LNG, then you get into the
scale issue. How much do we want to develop and how fast do we
want to put it on line so that we do not have to import that much
LNG.

Mr. YAMAGATA. Mr. Chairman, if I may, just to add to the point
that Bill Rosenberg has made, I consider myself to be the hors
d’oeuvre of the small bite-size pieces he is talking about.

[Laughter.]

Mr. YAMAGATA. We are looking at a deployment program that is
really geared towards putting some plants in the ground. We need
to do that because of cost issues and risk issues. Our analysis also
shows at this time that loan guarantees are one of several pre-
ferred options, including other types of tax incentives, ergo my rea-
son for suggesting to you that you traveled some of this terrain be-
fore in H.R. 6 with both the authorization of loans and loans guar-
antees and the tax incentives you provided in last year’s bill. And
that is the platform that we would like to use to consider this new
program we are talking about.

The CHAIRMAN. Thank you very much.

Senator Bingaman.

Senator BINGAMAN. I just wanted to ask to be sure that I am
clear on what you are proposing. Your suggestion was that we pro-
vide some level of tax incentive or tax support to take the existing
coal plants and equip them with this gasification technology so that
they can produce gas. And you are also suggesting that separate
from that, we use tax incentives and Federal support to assist
those natural gas-fired plants so that they can become users of coal
as their fuel, so that we would be providing a subsidy for both ends
so that each of these two would have the capability to operate, to
take coal and turn it into gas basically.

Mr. YAMAGATA. They have to have the option, Senator, of using
it as advanced technology. Coal-based either to refuel existing nat-
ural gas combined-cycle units, or alternatively, new green field ap-
plications or to repower existing coal units, yes, that you have
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those kind of incentives to allow industry to look at that menu and
decide which makes the most sense. But the endpoint here is to de-
velop the new technologies.

The CHAIRMAN. Senator Alexander.

Senator ALEXANDER. Thanks to all of you for your comments, and
I thank Senator Bingaman for his.

I understand and fully support the nuclear option and look for
ways to expand that.

The coal option is extremely intriguing to me as a solution. As
I look around the table, if Mr. Rosenberg can persuade the Natural
Resources Defense Council, who was here earlier, to support your
program and Calpine to build a plant with it, then we have not got
a clear air problem in the United States and gas prices would be
lower. I have overstated it a little bit, but not by very much.

If I am not mistaken Calpine is only building natural gas power
plants. Right? That is all you are going to build.

Ms. CONNELLY. That is right.

Senator ALEXANDER. And you are not going to build one of his
because your investors right now would not tolerate it because
there is too much risk. Is that right?

Ms. CONNELLY. We actually are very interested using syn gas in
the natural gas combined-cycle plants.

Senator ALEXANDER. You are.

Ms. CONNELLY. We are.

But the big expense comes in building the gasifier.

Senator ALEXANDER. And you believe the technology is to the
point where it is a proven technology, but as he said, the experi-
ence with the technology is not enough yet.

Ms. CONNELLY. Absolutely. We are actually looking at pet coke
as opposed to coal just because it is a byproduct of the refinery
process, and there are a lot of our gas plants that are very near
the refineries where the pet coke exists. It is a low-value byproduct
that we ship to Latin America at the moment for the most part,
but it could be gasified. You could do a 50/50 mix of natural gas
and gasified pet coke, and for one gasifier of pet coke, we could run
10 or 11 natural gas plants on a 50/50 volumetric mix.

But I think we need the loan guarantee because it would be $2
billion to build the pet coke gasifier. So if you had the loan guar-
antie for the gasifier, then I think the rest of the economics would
work.

Senator ALEXANDER. I think Senator Bingaman’s point is worth
listening to. I understand the Alaska gas pipeline proposal. That is
one way to do it.

But there is one other very powerful argument for this sort of
combination that has not been mentioned today and that is the
worldwide impact of the success of it, which is what, as I under-
stand it, brings the Natural Resources Defense Council to consider
this, which is if we do not find some new technology for making
electricity from coal, India and China and countries all over the
world are going to build coal plants with the old technology and
they are going to throw so much junk into the air that it will not
matter what we do here. So there is a powerful national interest
in our seeing if we can find a sensible way to encourage coal gasifi-
cation if it is commercially possible, not just for our own energy
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independence and clean air but because we are affected by what
goes on around the world as the wind blows. I hope you will pursue
that.

I would like to ask just one question. Tell me what you can about
carbon recapture because, as I understand it, there is no way to do
that quite yet.

Mr. ROSENBERG. Well, that is the point.

Senator ALEXANDER. But what we are talking about here is coal
gasification takes the sulfur and the nitrogen and the mercury out
of the air. It only leaves the carbon. If you recapture the carbon,
you have something that is almost too good to be true if it is com-
mercially viable.

Mr. ROSENBERG. And that is why we think there needs to be a
two-tier strategy, Senator, and that is what was approved by the
energy commission. One tier is to deploy the technology not only
for the electric sector, but also to reduce the cost for the industrial
sectors that are closing their plants, laying off people, and shifting
production abroad.

Senator ALEXANDER. Like chemical plants.

Mr. ROSENBERG. Like chemical plants. There was the old Union
Carbide plant in West Virginia. It was closed down and the produc-
tion was moved to Germany, and 7,000 people lost their jobs. I am
told by the chemical industry there have been 90,000 layoffs be-
cause of the price of gas and there has been similar experience in
the fertilizer industry.

So we would agree with much of what CURC said but would ex-
tend these incentives to the gasification of coal to be used as an al-
ternative gas supply for industry as well.

In terms of what to do with the carbon, that is the big question.
So we think the committee should examine the demonstration pro-
grams that are being thought through at the Department of Energy
to, as soon as possible, demonstrate the operation of a gasifier that
in fact captures and sequesters the CO, in all the oil and gas wells
or other geological sequestrations. That will be pretty expensive to
do. It is much more expensive to capture the CO, than not capture
it. We estimate that would cost an extra penny and a half a kilo-
watt hour. On a base of 4 cents, that is a big number.

So a few of those plants should go forward, and I think there is
a great role for this committee, and in your prior legislation you
talked about that. But there is also a logic for putting in place a
fleet of plants that could use that technology as an add-on after it
is developed if the policies are such where that is economic. So
moving forward with gasification lays a technological foundation to
build upon for capturing the CO, later on.

The CHAIRMAN. Senator, did you have anything?

Senator BURR. Mr. Chairman, I am just so delighted to be here
and be part of this.

Let me just say as a new member of the Senate but one who is
on the third session of Congress writing an energy bill, you are all
right. There is nobody that I have heard from today that was
wrong.

The challenging thing is that at the pace we are going at, we are
going to do very little unless we can actually get a bill written,
signed into law, and get everybody at the table in agreement that
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it is a blueprint for the next decade or two decades to proceed for-
ward. We can talk about new technologies. We can talk about
windmills, but as long as there is somebody at the table that does
not like to see them, then that is an option that will fall short of
its capabilities.

I will have questions of all of you as this period goes on.

At the end of the day, somebody has to ask the question, if the
government were not here, if we were not the backstop, if we were
not the seed money, what would the marketplace do. If in fact your
technology—and I am not assessing it—were the panacea—and it
would if it captured the carbon, as Lamar said—where is Wall
Stll‘leet? Where is the capital? Why is it not chasing it? Maybe it
will.

I understand that the Federal role is a very, very important one
in getting new technologies and new thoughts started. We are at
a point now where we need to make sure that we get something
in the law that sends us forward. If not, everybody at the table has
a problem.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator, thank you very much for your observa-
tions and I am very glad that I kind of twisted your arm to make
a few comments. We welcome you on the committee. While you are
new, you will not be one who is lacking in information.

Senator, did you care to say anything?

Senator MURKOWSKI. I will just follow up on the comments from
Senator Burr because I have been chewing on this whole discussion
about the loan guarantees. And I am kind of in a difficult spot here
because the Alaska gas line got the benefits, and I cannot say, well,
good for us and you guys are all on your own. But I do recognize
that that was a unique project. Senator Bingaman, you mentioned
we were talking about a $10 billion project. In actuality, we are
looking at an $18 billion project, $20 billion project.

So I appreciate that $500 million is big and it is a tough thing
for investors, but I think you do have to go back to the question
that Senator Burr has raised, and that is, what would the market-
place be doing if the Government were not here? Do we get to the
point where we establish some kind of a bank or institution here
to provide that backstop for these loan guarantees that are that in-
centive, if you will? It is a tough, tough question.

Being a big energy proponent, I want to do all that we can to do
that encouragement, but we have got to recognize the slippery
slope. Do you put a price tag associated with the project or do you
look to the longer-run potential? Some big questions but no easy
answers.

Mr. ROSENBERG. Can I try to answer that?

The CHAIRMAN. Well, let us be brief, Mr. Rosenberg.

Senator MURKOWSKI. I would love it if you could answer it.

Mr. ROSENBERG. I think if we did not provide this, we would
build more pulverized coal power plants and we would import more
LNG. That is the status quo.

Senator MURKOWSKI. Which is not where we want to go.

Mr. ROSENBERG. That is correct.

Senator MURKOWSKI. If we are talking about energy security, we
do not want to be encouraging that.
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The CHAIRMAN. Let me say I think the discussion and the tech-
nology and doing something so we can use more coal is probably
as vital as anything we can do just because we have so much of
it. Currently it is pretty obvious we are not going to use it to sub-
stantially solve the crisis of the next 25 years without some break-
throughs, some changes, and that is very, very important.

I would say I am the only one here I think who had experience
with a major effort on the part of the Federal Government to create
synthetic fuel oil, both crude oil and natural gas. We created a very
big operation called the Synthetic Fuels Corporation, a creature of
then-Governor Rockefeller, subsequently Vice President Rocke-
feller’s task force. You know it did not get very far. It was about
as grandiose—maybe three times as grandiose as your plan for 50
plants. It does not sound like much to you, but a big, big thing for
us to undertake up here.

It turned out that once you put it in place, it was—what is it—
the donkey that you throw the arrows at. That is what it was for
everybody that wanted smaller government. Whether it was spend-
ing real money or borrowed money, everybody took a shot at it in
their campaigns. I am going to get rid of it. Finally, after one little
start, a number of people climbed up the pole and put up the
American flag and claimed great success for capitalism, free enter-
prise. We killed it. So we did nothing.

I would want us to proceed. I hate to say it, but I am a sucker
for big science and big technologies. So you do not have a hard job
convincing me. But we have to do something that we can get done.
You mentioned an energy bill must be done. Yes, we have to. But
we have to make sure it has enough diversification in it that we
can get it done, but more important, that it will work. We do not
want to do one that says it is a great bill. We have got to make
sure it will work.

But I do not think any of the current sources of energy ought to
be worried about the other source of energy. So I do not think nat-
ural gas current producers ought to worry about coal gasification.
I do not think the proponents of nuclear power—and I am one of
them—ought to worry about coal gasification and other things. The
truth of the matter is we are going to need much of all of those,
or at least the perfection of most of those, to get through.

And at the same time we have to do renewables. I would say to
you, the proponent of wind energy here, we are all with you. What
we really would hope you would do is to be realistic about what it
can do. You cannot come up here and say renewables will do the
job. It just will not unless you include nuclear, hydropower, and a
number of other things in the definition of renewables. You just
cannot do it. And you cannot say wait until we have done renew-
ables to do others. That would be an invitation for an abdication
of what we ought to do. So if we would be realistic, we ought to
get moving.

I am interested in analyzing further with our staff and you what
do we have to do to prove this up and what can be done that does
that the best way the soonest. And we will do that if we can.

Now, did somebody ask to speak? You did, sir.

Mr. NADEL. Yes, I just wanted to add one point. I agree with you
we need a diverse set of resources. We have been talking a lot
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about coal gasification, and if I understood correctly, the hope is it
can maybe come in at $4 to $5 per mcf, not counting the subsidies.
A lot of people on this side of the table are also talking about en-
ergy efficiency, which is typically half the cost. So let us not forget
the cheaper stuff while we are trying to develop some more expen-
sive but longer-term options.

The CHAIRMAN. Sir, we are all for it. In fact, we hope you will
give us your list and we will try to do every single thing that is
practical about efficiency. We promise you. We just are not sure
that that will do it either.

Mr. NADEL. I agree we need a mix.

c'll‘he CHAIRMAN. Just like I said to our friend from the renewables
side.

Now, having said that, is it all right now to proceed, everybody?
Thank you, panel. We will move to the last one.

This panel is FERC and the EIA market data. So let us begin.
These are chief risk officers. So let us take our 2 minutes each and
have a discussion, and we will be finished today unless something
very important is raised from the floor. We will start with you, Mr.
Anderson.

STATEMENT OF BOB ANDERSON, EXECUTIVE DIRECTOR,
COMMITTEE OF CHIEF RISK OFFICERS

Mr. ANDERSON. Thank you, Mr. Chairman and members of the
committee, for this opportunity to speak.

I am Bob Anderson, executive director of the Committee of Chief
Risk Officers. We are a professional association of more than 30
major energy companies. What we do is develop and publish risk-
related best practices for companies and markets.

While we have recognized some improvements in market infor-
mation, we believe the current quality of readily available market
information is merely adequate for the short term. At the CCRO,
we focus on promoting solutions, and we work to advance the fi-
nancial health for both companies and markets.

We are now leading a project we call the Energy Data Hub. The
data hub is or would be an independently operated repository for
transaction data coming from all market participants. As nonprofit
organization dedicated to this role, the energy data hub we envi-
sion would be free from commercial conflicts of interest and would
be a leap forward for energy markets. Easily accessed data from
the hub would offer a much more complete and detailed picture of
the energy markets than are currently available. Wholesale gas
and power market participants of all sizes, including buyers, sell-
ers, and brokers, may voluntarily submit daily gas and power
transactions and perhaps storage information as well. The result-
ing unbiased data would be readily accessible to all market partici-
pants, including prospective energy buyers, sellers, and inter-
mediaries, market observers, such as regulators, rating agencies,
and the investment community, accounting firms and index pub-
lishers. The benefits from the energy data hub would be undeni-
able.

Most importantly, we believe this data hub can be established
without significant regulatory burden or cost to the taxpayers. We
are not advocating any mandate or any new regulatory body.
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With the encouragement and support from this committee, the
CCRO can help our industry to come together to create this energy
data hub resource we all need to strengthen confidence in energy
markets and improve transparency.

I encourage this Senate committee to work with the CFTC and
with the FERC to encourage development of this important re-
source. We at the CCRO stand ready to help you do that.

The CCRO is currently working through the demonstration
phase of the data hub and we would welcome you or one of your
staff to join us and observe our progress or make suggestions. I
look forward to answering any questions you have.

The CHAIRMAN. Thank you very much.

AEP, thank you for coming.

STATEMENT OF KEITH BARNETT, VICE PRESIDENT,
FUNDAMENTAL ANALYSIS FOR AMERICAN ELECTRIC POWER

Mr. BARNETT. Good afternoon, Senators. Thank you for having
me here today. I am Keith Barnett, vice president of fundamental
analysis for American Electric Power.

For the past 7 years, I have been involved for my company in
trying to predict the natural gas inventory number that comes out
every week. We pay attention to this number because it is one of
the key drivers to the natural gas market prices and indirectly,
therefore, power prices.

This is the single most important piece of information that comes
out and creates volatility in the market. We see it every week. The
daily weather number is the second most important thing that
drives market volatility. Now, market volatility is an okay thing.
It is a good thing because it sends price signals when it is related
to supply and demand, and my responsibility is supply/demand in-
ventory and infrastructure. So you do have hurricanes and you
have other things that can create price volatility, but week in and
week out, this number is critical.

Enhancing the quality of this number should reduce unnecessary
volatility and keep the volatility that is there focused on true sup-
ply and demand forces. So that is why we have made some common
sense recommendations.

First, that EIA should expand their weekly survey to match their
monthly survey, to survey all the storage fills that they already do
monthly.

Secondly, EIA should have an analyst that does the same thing
as somebody that works for me. Every week they look at the
weather data and a whole host of other things, and they try to pre-
dict the number before the number comes out. Then this analyst
could check the submittal before it is released to the public and say
this does not really look right, and then they could do data
verification if necessary.

And third—as you well know, FERC has done some great work
in this area to look at daily storage. We do not advocate that EIA
get involved in that. But a number of interstate pipelines already
report weekday storage inventory numbers. We use those. But we
would recommend to FERC to expand that on the electronic bul-
letin boards that already provide operational data to provide week-
day-only, interstate pipeline-only storage inventories. That would
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be sufficient to give the market a good indicator in those instances
where maybe the data quality does not work at EIA and a bad
number gets out, which we recently saw.

Now, EIA has done a good job and they have really improved the
process. Partially because they have improved it so much, this
number has become ever much more important to the industry.
That is why they can and should do more.

Thank you.

The CHAIRMAN. Thank you very much.

Mr. Chapman.

STATEMENT OF GARY CHAPMAN, SENIOR COMMERCIAL
MANAGER, DOW CHEMICAL

Mr. CHAPMAN. Chairman Domenici, distinguished members of
the committee, my name is Gary Chapman and I am a senior com-
mercial manager at Dow Chemical. In that capacity, I buy and sell
natural gas for Dow, the Nation’s largest industrial consumer of
natural gas.

I represent today the Consumers Alliance for Affordable Natural
Gas, a broad coalition of natural gas consumers.

The U.S. gas market is badly out of balance. Demand is rapidly
growing and domestic supply is falling. As a result, the U.S. nat-
ural gas prices are the highest in the world and are driving U.S.
jobs offshore as energy-intensive industries struggle to compete.

No single policy can, by itself, close the current supply-demand
imbalance. There is no single silver bullet. We believe that the so-
lution is a balanced portfolio of initiatives that reduce demand and
expand supply, including efficiency, conservation, fuel diversity, in-
cluding nuclear and clean coal technologies, supply expansion, in-
cluding more environmentally sound U.S. gas production, and in-
frastructure improvement.

While we believe there are serious flaws in the reporting and
trading systems, make no mistake. The root cause is a fundamental
imbalance between supply and demand.

We recommend the following key actions to address the commit-
tee’s question on natural gas market data.

First, the EIA should be directed to implement daily inventory
reporting and improve the accuracy and reliability of the informa-
tion.

Second, CFTC should be directed to examine the effectiveness of
the current daily trading limit standards in reducing the unneces-
sary price volatility. Why are natural gas daily limits double that
of any other energy commodity and four times that of agricultural
commodities?

The CHAIRMAN. Would you state that again? Why are?

Mr. CHAPMAN. Why are natural gas daily limits on the NYMEX
futures exchange double that of any other energy commodity,
crude, heating oil, gasoline, and four times that of agricultural
commodities, corn, wheat, soybeans?

Third, CFTC should be authorized and directed to study the po-
tential negative influence of hedge funds and other noncommercial
players on price volatility and recommend to Congress any statu-
tory changes that are needed to enable appropriate oversight of
market players.



80

Thank you for the opportunity to speak.
The CHAIRMAN. Thank you very much.
Mr. Harvey.

STATEMENT OF STEVE HARVEY, DEPUTY DIRECTOR, MARKET
OVERSIGHT AND ASSESSMENT, FEDERAL ENERGY REGU-
LATORY COMMISSION

Mr. HARVEY. Thank you. My name is Steve Harvey. I am Deputy
Director of Market Oversight and Assessment with the Federal En-
ergy Regulatory Commission. My group’s job is to oversee physical
electric and natural gas markets, and consequently we are very fo-
cused on access to market information and the validity of market
information in natural gas.

First, with regard to price reporting, we entered the fray, the
commission did, about 2 years under the leadership of our chair-
man related to concerns at the time about truthfulness in reporting
prices. What I have seen I believe over the last 2 years have been
enormous and concrete improvements in that process that has lit-
erally made it a good deal more reliable. But more importantly
than what I have seen, we have, in fact, documented and reviewed
what appears to be increasing confidence on the part of the indus-
try, on the part of customers, and on the part of producers in that
process.

Now, having said that, price discovery is not a static process. As
industry needs changes, that kind of process is likely to change. We
have heard a couple of ideas already on this panel. So as those
change over time, we see our job as making sure that we do not
reduce the quality and the value of that information as it gets to
people who are active in the marketplace.

Switching to storage reporting, right now the markets are clearly
characterized—and we have heard many discussions of this today—
by concerns about balance between consumption and production.
As a result, the reporting of storage numbers becomes the key
short-term price driver over and over again.

Last September, the commission held a technical conference
where we raised some questions about the timing and about the
quality of the process for reporting. Though we heard many con-
cerns, we also heard a great deal of confidence in that process at
the time. However, the late November EIA storage report I think
raised those questions again when that came through and created
a bit of anomaly in the marketplace.

We presented in late December our interim report on our under-
standing of what had happened in that process. That was a result
of extremely good cooperation with the EIA and with the company
that was involved. Short term, I am pleased to say that in both
cases, EIA and the company involved, we are in the process of ac-
tively reviewing their processes short-term and moving to strength-
en thﬁse, which I think was important at the time for confidence
overall.

We hope to complete our review here very quickly and get the
information available to people to continue this discussion. I have
spoken, I know, personally with many customers who felt strongly
affected by that late November number, and we think that this will
remain an active issue.
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Thanks.
The CHAIRMAN. Thank you very much.
Mr. Levin, glad to have you here.

STATEMENT OF ROBERT LEVIN, SENIOR VICE PRESIDENT,
NEW YORK MERCANTILE EXCHANGE (NYMEX)

Mr. LEVIN. Thank you very much, Mr. Chairman and Senators.
On behalf of NYMEX, we thank you for inviting us to be here
today.

Fundamental, reliable, timely information on supply and demand
is very valuable for the market, for market participants and the
marketplace. The timely release of inventory data, such as cur-
rently takes place on a weekly basis, we think satisfies that and
it is very helpful to the industry.

By way of history, natural gas did not experience that for many
years while the crude oil and petroleum products markets did, and
we think that was something lacking in natural gas. So we are
glad to see it is in there now.

Currently the EIA releases the information weekly. In general,
we think there is a high degree of integrity with what they do and
reliability and quality. It may not be perfect but, on the other
hand, I do not know that I could tell you what perfect is. So I am
going to let that one alone.

In general, we think the Government administering the release
of data is beneficial. It does not prevent private efforts at that, and
at the same time, government does have the force of law and many
other benefits behind it and no incentive to do anything but pro-
vide the best data.

As for the views on the release of the inventory data, there was
a time when NYMEX preferred that it not be released during the
most active trading periods, and over time, we shifted our views
from that because energy markets are 7 by 24, and because of that,
the major participants in those markets are active at all times, but
not everybody else is. First of all, entities that do not focus solely
on trading are certainly not focused on trading 7 by 24, and me-
dium and smaller sized trading entities are not either. So we are
big advocates of having that data released during the most active
trading periods of, in this case, natural gas.

If somebody finds that the potential impact from that release—
a temporary impact—is something they are concerned about, they
can, of course, not participate and they do not need to be affected,
but it does not force anyone that does want to participate when
things are most active from being able to do so. And it also protects
those smaller entities from the disadvantage they have with the
large ones because if they want to participate and react to informa-
tion in lower active trading periods of the market, say, the late
afternoons or the weekends, they have go to those big entities, and
they pay a premium for that service.

Thank you.

STATEMENT OF ELIZABETH CAMPBELL, DIRECTOR, NATURAL
GAS DIVISION, ENERGY INFORMATION ADMINISTRATION

Ms. CAMPBELL. My name is Beth Campbell, Elizabeth Campbell,
and I am the director of the natural gas division, which is the data
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collection survey arm of the Energy Information Administration re-
lated to the natural gas data.

We operate a number of annual, monthly, and now for the last
2V% years, weekly surveys. In particular, we operate the weekly
natural gas storage report, which is the basis of the usually every
Thursday release of inventory data. We operate this survey since
May of 2002. It is a highly followed survey and its operation is ex-
tremely important to us. We have tried very hard to operate it ef-
fectively.

We have had a number of issues in its operation and develop-
ment. We addressed one of the most important, which is the issue
of revisions and posting of revisions through a public comment pe-
riod in the summer of 2002. As a result of that process, we posted
in the Federal Register in 2002 our policy for addressing revisions
to data. That is the policy which we have been following since that
period of time, and it was the policy we used in late November
when a revision was necessary.

This policy is now up for review. We have released a Federal
Register comment request which closes February 7 to ask whether
or not there might be an alternative to that policy.

I would be happy to answer any other questions.

The CHAIRMAN. Thank you very much. For a while, we did not
think you were coming, and we needed you, so we are very glad
you came.

Please proceed.

Ms. HANSEN. I am Christine Hansen again, executive director of
the Interstate Oil and Gas Compact Commission, and glad to have
an opportunity to talk about this issue.

The IOGCC really has no comments on the storage side of the
data issue, but on the supply side, on the production side, the
States would offer that they have a great deal of information. Be-
cause the States tax production, the States are uniquely qualified
to assist with accurate supply data because we do tax and we tax
based on production.

It is also important for the companies who are responding to this
tax to report to the States accurately because they do not seem to
want to overpay that tax to the States.

So the States have what I believe is extremely accurate supply
information, and the Senators all know that 85 percent of the nat-
ural gas consumed in this country is produced by one country, the
United States of America, and we import most of the rest from
Canada, with a small amount coming in from LNG. So we have got
85 percent of the production in my member States and, of course,
the offshore production.

The data hub that is suggested was something that I thought
might be an interesting way to use this State information. It is in
the revenue departments or the treasury offices of the States, de-
pending on the State. But the data hub, with the ability of tech-
nology to go out and reach out and take information from a com-
puter and put it somewhere else would have the advantage of not
requiring the State to do anything differently. We would not have
to add employees or go to any expense. We just have to find a way
to cooperate with such a data hub.

Those are my comments.
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The CHAIRMAN. Thank you very much. I appreciate it.

STATEMENT OF SKIP HORVATH, PRESIDENT AND CEO,
NATURAL GAS SUPPLY ASSOCIATION

Mr. HORVATH. Mr. Chairman, I am Skip Horvath, president and
CEO of the Natural Gas Supply Association, here today also rep-
resenting the Domestic Petroleum Council, the U.S. Oil and Gas
Association, and the Natural Gas Council, which consists of all the
major sectors of the natural gas industry, producers, pipelines, and
distributors, all the major trade associations.

We reached a broad consensus agreement in answer to your
question, is the natural gas price reporting, the storage reporting
adequate for a well-functioning gas market? Our short answer is
yes, it is. And that is a considered answer.

Let us take price reporting first. Mr. Harvey referred to a survey
FERC did last year. Let me draw two facts from that survey that
are telling.

First, 90 percent of the respondents use natural gas price indices
in their commercial contracts. That indicates a reliance on this.
They have choices. They can go to NYMEX. They can do a physical
trade themselves. They do not have to do that, but they did.

Secondly, they also asked the question, what is your confidence
level on natural gas price indices? It came out a 7 on a scale of 1
to 10, and that is pretty good.

So we are pretty pleased that the industry, post Enron, came to
FERC with ideas of how to discipline ourselves. FERC did more
than we asked but we accepted it, and it seems to have worked.

On the storage, we concur. EIA has done a responsible job and
a good job with the storage. There was an incident last year in No-
vember, referred to already by other panelists, unfortunate, and it
resulted in the whole industry saying with EIA let us take another
look at this, at the protocols. They have issued a public notice
where industry is responding. And let me tell you EIA has been ex-
traordinarily responsive and responsible—and I am not just saying
that because they joined us just now. I would have said it even
with them not being here on the panel—in this regard and listen-
ing to the industry. We are sure they are going to do the right
thing when they get all the input in. What we do not need right
now is Congress legislating anything in this regard. This is not
something that is broken right now. It needs tweaking.

Finally, let me point out that the oversight that FERC does of
the industry has really managed to discipline us lately. No one
likes to be investigated, but we think that those investigations
need to continue because they make us look down at the line every
time we hear about an investigation or an audit and make sure we
are on the proper side of it, and we do that.

Thank you very much.

The CHAIRMAN. Thank you. We do not have a name tag for you,
but would you tell us who you are?
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STATEMENT OF RICHARD A. SHILTS, DIRECTOR, DIVISION OF
MARKET OVERSIGHT, COMMODITY FUTURES TRADING
COMMISSION

Mr. SHILTS. Yes. I am Rick Shilts. I am the director of our divi-
sion of market oversight at the Commodity Futures Trading Com-
mission. I do not have a prepared statement, but I am here to serve
as a resource for any questions about the CFTC’s oversight of the
futures market.

The CHAIRMAN. People say you are very important, so we are
glad you came.

[Laughter.]

The CHAIRMAN. Senator Bingaman, do you have any questions?

Senator BINGAMAN. Let me just ask about this proposal that we
heard from Mr. Anderson for establishing an energy data hub. Did
any of you who have not commented on that wish to comment? It
seems to me that you have got EIA doing a rulemaking now to see
how it can improve its reporting of this data, and yet, Mr. Ander-
son, your view is that something more is required. There ought to
be a not-for-profit corporation established which would be this en-
ergy data hub which would function outside the Government and
would collect all this information and make it available to everyone
who wants to see it. Frankly, I am agnostic as to which way works
best, but I am just wondering whether there is a need that is going
unfilled that would justify establishing this.

Mr. Horvath, do you have a point of view or Ms. Campbell?

Mr. HORVATH. Yes. I will start. If an energy hub has merit, the
market will produce it. It is as simple as that.

Senator BINGAMAN. Mr. Anderson is saying that is what is hap-
pening. You are trying to produce it. You are trying to establish
this.

Mr. ANDERSON. Right, yes.

Senator BINGAMAN. And you think that the interest is going to
be there to get that done?

I agree with your point, Mr. Horvath, that this is not something
Congress should legislate. But I am just wondering, is it something
that there is a need for?

Ms. Campbell.

Ms. CAMPBELL. I just wanted to note that EIA does not have any
:ciransaction—based data, and that is a distinction in the kind of

ata——

Senator BINGAMAN. I see. So the transaction-based data is the
one thing that you do not have and you are not planning to have
and this energy data hub would have.

Mr. ANDERSON. That is right. The concept is that there is a lot
of information, as Skip mentioned correctly. There is better infor-
mation today than we had a few years ago. What we are trying to
do is to look towards the future and where do we need to be, rather
than staying where we are now. What the data hub would do is
bring to bear lots of information that is not available anywhere
right now.

So we are trying to bring some new transparencies to the mar-
kets that does not exist today. Whether or not other information
would eventually find its way into the hub, that is entirely up to
the market, to EIA itself, and others. But the initial intent and the
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driving force behind the interest in the hub today is transaction in-
formation. It helps us all understand where and why the gas mar-
ket is behaving the way it is.

The CHAIRMAN. Senator, would you yield?

Senator BINGAMAN. Sure.

The CHAIRMAN. Is there not a proprietary interest aspect to the
accumulation of this data?

Mr. ANDERSON. Yes, sir, absolutely and that is one of the reasons
we are doing this demonstration within the CCRO. We have 11
members today contributing daily data into our demo. Much of it
that we want to look into has to do with just that issue. Can you
generate these transactions anonymous and still provide the infor-
mation at a level that is extremely useful to everybody. We are
really enthused at where we are right now. We think that can be
overcome.

The CHAIRMAN. Thank you.

Senator Bingaman.

Senator BINGAMAN. That is all I had, Mr. Chairman. I think it
is an interesting idea and maybe it will help.

The CHAIRMAN. Before I yield to Senator Alexander, let me ask
Mr. Anderson. In your testimony, you suggested some other things
that you thought EIA could do that they are not doing. Could you
talk about those again and see if she would respond?

Mr. ANDERSON. That EIA could do?

The CHAIRMAN. You talked about the American Electric Power
recommendations.

Mr. BARNETT. That was me.

The CHAIRMAN. Excuse me, Mr. Barnett.

Mr. BARNETT. Beth, it is actually nice to put a face to the voice.
I have talked to her on the phone over the years a few times.

First, EIA has substantially improved from when they first start-
ed out. I want to make sure that you understand they have got
credit. We are not really asking you, but in this forum you asked
what could happen. We are not asking you to legislate something.

The CHAIRMAN. No, I understand.

Mr. BARNETT. Frankly, the notice that they have sent out in the
Federal Register—I do not know that we are even going to respond
to it because it is really more focused on how should we talk about
the revisions after they happen. What I would like to see is a bet-
ter protocol to avoid having them in the first place.

As it stands right now—and I could pull out the data—but they
survey something like 56 respondents and 200-and-something stor-
age fills which cover statistically a very high percentage of working
gas, something in the neighborhood of 89 to 92 percent of the work-
ing gas in the three different regions.

However, whenever there is a discrepancy in the number—and
people look at this number very closely, and if it is not in a fairly
tight band, prices move a lot. They look at it and they say we do
not know if it is a statistical problem, a reporting problem, or if
supply and demand is doing something that we are not smart
enough to figure out. So they always choose the worst case scenario
and they assume that something bad is happening in supply and
demand and prices take off.
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So what we are really advocating is to go ahead—and maybe
they have to go back through the process that is set up in the Gov-
ernment associated with getting permission to survey additional re-
spondents on a weekly basis. But let us just get the survey aligned
monthly and weekly so that piece of uncertainty is gone. We no
longer have to worry about that.

And then secondly, EIA has some very capable analysts. I have
talked to many of them over the years. They are all real busy is
the problem. But find one and say, look, talk to people in the in-
dustry, find out what process and procedures they use to predict
this number because by Monday every week, we have already de-
cided what we think the number is and so has the industry. So by
Monday, the same information could be available to this analyst,
and I think, generally speaking, they are reviewing their numbers
on Tuesday. The analyst could come in and say here is my projec-
1(;1ion. If you are off by more than X, maybe you better check your

ata.

We think those are common sense things to do. They have hur-
dles. I understand why they have some issues.

Ms. CAMPBELL. Do you want me to respond to that?

The CHAIRMAN. That is why I wanted you to be here because he
had said that.

Ms. CAMPBELL. We do have a sample survey in which we have
56 responding units of the approximately 120 responding units that
we have for the monthly survey. It is operated as a sample survey,
and it achieves approximately 91 to 96 percent coverage of the in-
ventory that we are sampling for, which means that there are ap-
proximately 64 reporting units that are not included in the sample
each week that are reporting to us each month. But we are, none-
theless, in spite of that difference, getting 91 to 96 coverage, which
is an excellent coverage rate.

Now, when you are operating a sample survey, you have essen-
tially two types of error that you describe. One is called sampling
error, which means you did not design your sample well enough or
completely enough. And the other is something called non-sampling
error, which says that the people that are reporting to you make
some kind of mistake.

What frequently happens when you expand the size of the num-
bers of people who are reporting to you is you have more people
who have a chance to make a mistake. And given that we have 64
additional respondents to pick up for somewhere between 1 to 4
percent coverage for each region, we think that what we have
picked up there, in terms of reporter burden, which we are meas-
ured for under the Paperwork Reduction Act, which is why we have
to go to the Office of Management and Budget to receive—we can
make small changes in the number of our sample if someone buys
or sells or whatever, but we cannot do that, which would be more
than a doubling of the reporting burden that is involved here, with-
out going back through OMB for a clearance.

So we feel that the sample that we have selected is efficient and
effective. That, we think, is going to be the most cost effective way
for us to operate the survey and also to provide quality coverage.

We do not believe that what the problem was recently was re-
lated to the size of the sample. It was related to what happened
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within the sample reports. We do believe that if we were to add
those additional 64 respondents, we would have a sizable non-re-
sponse problem and that we would end up having to estimate for
them, which is essentially what we are doing in the estimation
methodology that we have now. So we do believe that this is both
cost effective for the Government and responsible in terms of the
reporter burden for respondents.

Now, with respect to the other issue, which is we do believe that
we should have reviewed and we have reviewed the quality review
proceedings within our agency as to what we are doing each week
to try to assure the best quality estimate. We do track the same
materials that you do track. We do track the weather. We do track
the 5-year and the 1-year averages. We do track what is available
in terms of trade press on other people’s estimates, ICAP and oth-
ers. So we are fully aware of those and they are involved in our
procedures. Mistakes do happen.

The CHAIRMAN. Thank you very much.

Did you want to comment, Mr. Horvath?

Mr. HORVATH. Yes. I just want to add one more to Mr. Barnett’s
suggestions and your own. We noticed that in looking at the
glitches that occurred over the years, we saw two big ones. One
was July 3. One was day before Thanksgiving, so suggesting a pat-
tern. Taking a look at internal procedures not just at EIA but even
within companies, who is on vacation, who has the authority, who
is signing off on it, is something appropriate.

And the second thing, of course, is this one in November happen
to occur when we were setting up price for the following month, so
it affected the whole month’s worth of prices for consumers, any-
where between I think FERC estimated $200 million to $1 billion
to consumers. It is a lot of money. It warrants looking at whether
or not we want to have a storage report coming out during that set-
tlement period. Another quick fix. That is with my NGSA hat on,
not the whole industry’s.

The CHAIRMAN. I had a question of NYMEX, but we will submit
that and let you answer it, if you do not mind.

Yes, sir.

Mr. CHAPMAN. Can I make a comment about the ETA?

The CHAIRMAN. Please do.

Senator ALEXANDER. I would like to hear NYMEX’ response to
your question about trading limits before we leave. Please go ahead
and ask whatever you wanted to, but you asked a question about
whether having narrower trading limits would make a difference.
You are not the only chemical company who has asked that ques-
tion.

Mr. CHAPMAN. I am in a dilemma. Do I ask this question or go
back to the first?

The CHAIRMAN. Go ahead. I was going to ask it and that is what
I was going to submit, but go ahead. That is fine. Let us do it right
now.

Senator ALEXANDER. Ask the one you want to ask.

Mr. CHAPMAN. One of the other suggestions that we have talked
about—and we did it at the end of September with the other con-
ference—was relative to reporting storage information daily. One of
our big focuses is to reduce unnecessary price volatility. The day
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the storage report comes out is the most volatile day of trading. It
just so happens that there is currently a parimutuel, over-the-
counter financial product that pays off in terms of dollars per bcf
change in inventory versus an expectation. And this parimutuel de-
rivative adds significantly to what I think is an unnecessary price
volatility on Thursdays.

We have talked a little bit about the amount of extra resources
that it would take for the EIA to provide that. That is true. Per-
haps the marketplace through CCRO or others might look to do
something along those lines. A number of individual pipelines are
voluntarily posting their information. However, without the infor-
mation being aggregated in some fashion or another, independent
like EIA or another way, the marketplace has a difficult time fig-
uring out what to do with it.

The CHAIRMAN. Do you want to comment on that?

Ms. CAMPBELL. I need to defer to the Federal Energy Regulatory
Commission in this area because they are the ones who are consid-
ering the issue of requiring daily reporting. There is no daily com-
modity reporting run by any statistical agency.

Mr. HARVEY. We did discuss this last September in a technical
conference. We did suggest some ideas like going towards more of
a daily reporting, but never in the context of reporting to EIA,
making that information public through some kind of standardized,
probably Internet interface. There are, at least in the cases of
interstate pipelines, systematic ways of doing that. Because of the
history here, they are not done as systematically as they might be.
So that is one of the issues that we wanted to have discussed at
that time and it came up, but it was never in the context of going
to the EIA. That would have been doing it in a way that was more
aﬁcessible so that more people could commercially go in and handle
that.

The CHAIRMAN. Senator Alexander.

Senator ALEXANDER. My question is the question Mr. Chapman
asked earlier which is basically, as I understand it—your question
is not the Government doing this, but if NYMEX narrowed the
trading limits for gas to reduce the volatility of the price, what
would be the effect of that. You wondered why the trading limits
were broader for gas than it is for?

Mr. CHAPMAN. Than it is for any other commodities that we
could find. The current trading limits on natural gas are $3 per
MM Btu, ball park, around 50 percent of the current value of gas.
In the last 5 years, from 2000 to 2004, the prices exceeded 50 cents
40 times and 75 cents 20 times and never hit the price limit as
compared to these other commodities that I mentioned.

Mr. LEVIN. That last statement actually is not accurate but it is
also not relevant.

The first thing I would answer is very straightforwardly there is
an easy way to eliminate price volatility and it is called hedging.
And it is as sample as that. That is why markets such as NYMEX
exist. There are also a lot of ways to compete with what NYMEX
does to accomplish the same end, and lots of companies do it and
they get price certainty and they eliminate price volatility.

Over the years, NYMEX has had a variety of different policies
on its price limits. We at one point had very narrow ones compared
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to what we currently have. They existed as no limits on the front
month, but 10 cent limits in subsequent months. Over time, the
reason that we changed them was that we found that our price lim-
its were artificial, not most of the time, but when they are hit or
when they stop a party from achieving the price that is going on
in the cash market while we stop trading, it has a number of ef-
fects.

But first let me emphasize the cash market goes on whether we
do or not. It just does not happen to be as transparent. It does not
happen to be as level. It does not happen to be as fair. So that is
the first implication of us trying to get out of sync with the cash
market. And there are market participants who enjoyed it when we
were not there, enjoyed it when our market stopped and they kept
on trading and would enjoy it again.

Continuing in that vein though, that meant that parties that
were in our market that were using us to manage price risk be-
cause the cash market was moving either higher or lower than
where we artificially constrained them were no longer benefiting
from risk management or price management because we trapped
them. We were like a roach motel. And that is not the purpose of
a commodities exchange either. We are trying to be a public mar-
ketplace where everybody can come to to lay off risk, not force
them so they are incurring more risk.

The last thing that we did is we found that in some of the ways
that we had our price limits, that though there were the best of in-
tentions, each time we had them, we caused even distortions in our
own market going back to when we had the very narrow range,
probably similar to what goes on in the other markets. And I think
they have just the policies that we had, front month, many of them
if not all, unlimited movement, the back months much smaller
movements. What you find is that when the back month price limit
is reached, then parties start running to the front month not be-
cause they want to use the front month, but that is the best
thing

Senator ALEXANDER. So you have no limits?

Mr. LEVIN. Well, we did not at that time. Now we do. And over
time we increased them

Senator ALEXANDER. I was assuming you have now no limits.

Mr. LEVIN. No. We have limits. We have $3 per million Btu lim-
its.

Senator ALEXANDER. What is your theory of limits based on what
you said for the last 5 minutes?

Mr. LEVIN. What I was explaining was where we were and why
we changed it and opened it up.

Senator ALEXANDER. You gave 5 minutes of reasons why limits
were bad and interfered

Mr. LEVIN. That is right and now we have a very wide limit. But
no, our limit is actually up, Senator, to the point of we give the
market 5 minutes to digest it and then we go on trading after it.
That is what we found to be the best policy. So that is how we cur-
rently operate. What we are trying to do is just give everybody a
sense and once you hit a limit, that they have to time to digest,
make sure that they have got their customers, their brokers, their
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customers’ orders are right, to talk with their customers. We at one
point had an hour.

Senator ALEXANDER. When you hit the limit, you stop for 5 min-
utes, digest it, and go on.

Mr. LEVIN. That is right. At one point it used to be an hour and
we found that was too long and people complained that the cash
market was going on and you were not. So I appreciate your ques-
tion because I left that unclear. It helped me clarify. Thank you.

The CHAIRMAN. Everybody here understood it all. Right?

[Laughter.]

Senator BINGAMAN. The part that I am not clear on is why there
is such a disparity. You have much narrower limits in these other
commodities, as I understood Mr. Chapman’s comment. Why do
you have much narrower limits in the other commodities than you
have in natural gas?

Mr. LEVIN. I cannot speak for all the other commodities. I can
speak for when we have had narrower limits and in the markets
where we seemed to, percentage-wise, have it ourselves, it is be-
caiuse in those markets, they do not have the same level of vola-
tility.

Mr. Chapman’s interpretation is somehow that because NYMEX
lets it happen, that causes it. We think, frankly—and we cannot be
very respectful of him—we think that is a flat earth mentality. I
cannot put it any other way. We reflect what is going on in the
market. That market goes on whether we are there or not and
there are a lot of big entities. The fact of the matter is, when it
was still around, Enron Online was our biggest competitor, and
does anybody doubt for a second that when they were competing
with us, they would not have been very happy for us to artificially
have constrained ourselves with price limits or to close our market
altogether. They would not and they did not, and they operated
when we did not. That is the way the natural gas market is today.

I do not mean to just use them. There are other companies that
are out there and do it. It is less transparent. It is not designed
to be a public marketplace and have all the protections we have,
that have the competition we have. It is designed to be a dealer
market outside of NYMEX. So that is the choice. People can make
it.

But once again, to eliminate price volatility, hedge. it is as sim-
ple as that.

The CHAIRMAN. You had something.

Mr. SHILTS. Yes. Just to address your question, the CFTC itself
does not require exchanges to have price limits, and essentially it
is a business decision of each exchange. So each exchange and the
Chicago Board of Trade may view their grain markets differently
and decide to impose narrower limits because they are less volatile
than some of the other markets. The NYMEX has their own views
as to how they want to impose limits looking at volatility in those
markets.

The CFTC’s view—we have looked at this many times over the
years, and I cannot express as colorfully as Bob, but in general,
price limits, while they may stop trading for a while to give people
an opportunity to assess what is going on in the market, but there
are these very real costs involved where the activity in the cash
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market is going on, traders that want to get out of their positions
or that want to establish new positions are not able to do that.
That is the fundamental purpose of a futures market, the ability
to lay off risk and to trade, and also the price discovery process has
ceased when trading cannot occur.

The CHAIRMAN. We are going to finish, but Mr. Chapman, you
seem like that right hand of yours really wants—your body wants
to react to it. Right?

Mr. CHAPMAN. My organization, Dow Chemical, is a very large
hedger on the NYMEX and the over-the-counter exchange markets.
We do a lot of that.

My comments were very focused on reducing unnecessary price
volatility. I cannot quantify that for you because we do not have
the information on how much of this is caused by unnecessary—
but when the markets are running hard, even a large player like
Dow cannot catch up to some of the other guys.

Thank you.

The CHAIRMAN. A very good point.

Well, I hope everybody enjoyed it. We stand in recess.

[Whereupon, at 5:50 p.m., the conference was adjourned.]
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