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ROBERT W. LONG, ASSISTANT SECRETARY FOR CONSERVATION,
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Mrs. Haxsen. The committee will come to order.

This morning we have the U.S. Forest Service. Our principal
witness is Mr. Robert Long, the Assistant Secretary for Conserva-
tion, Research, and Education.

JUSTIFICATION MATERIAL
We will insert House Document 93-317 and the justification in the
record at this point.
[The information follows:]
DEPARTMENT OF AGRICULTURE

FOREST SERVICE

Budget ok
appendix Request P d R
page Heading pending amendment request

205 Forest protection and utilization........ ... ... ... $385,367,090  $6,040,000 $391, 407, 000

The proposed budget amendment wonld provide funds to expand research to
determine effective and safe control methods for three of the Nation's most
destructive forest insects—tussock moth, southern pine beetle, and gypsy moth.
All three of these insects are causing major damage and are an increasing
threat to the forest resources of the United States.

The expanded research program is designed to be essentially complete within
3 to 5 years. It will be a departmentwide effort utilizing the resources of sev-
eral bureaus as well as a number of universities. Projeet managers will be
appointed to help assure that the objectives are metf.

(1)




UNITED STATES DEPARTMENT OF AGRICULTURE
Forest Service

Fiscal Year 1975 Budget Amendment

Page mumber

in 1975 Request Proposed Revised

Budget Appendix Heading pending smendment request

205 Forest protection and
utilization:
Porest land management .. $291,136,000 - - $291,136,000

Forest research ......... 64,485,000 $6,040,000 70,525,000
State and private forestry

COOPeTation s.ccevvsssns 29,746,000 -- 29,746,000

Purpose and Need for Budget Amendment

This budget dment is ded for research projects involving the Douglas-fir
tussock moth, southern pine beetle, and gypsy moth. All three of these insects
are causing major domage and are an increasing threat to the forest resources

of the United States. Only partially effective control measures are available.
Expanded efforts are vitally necessary to quickly determine effective, safe
control methods for these insects to minimize the damage to the Nation's natural
resources. The proposed program will:

Implement the available technological improvements for reduction of losses
from the insects.

Develop and evaluate new short- and long-term forest pest management systems
which will effectively suppress or prevent infestations.




UNITED STATES DEPARTMENT OF AGRICULTURE
Forest Service

Justification of Budget Amendment for
“"Forest Protection and Utilization"

Request  Proposed Revised
Project pending amend t request

FOREST PROTECTION AND UTILIZATION:

FOREST LAND MANAGEMENT sesucessanensssancess $291,136,000 2 $291,136,000
FOREST RESEARCH:
Forest and range management research ..... 26,400,000 - = 26,400,000
Forest protection research:
Fire and atmospheric sciences research . 8,067,000 -- 8,067,000

Forest insects and disease research .... 10,936,000 6,040,000 16,976,000
Subtotal, Forest protection research . 19,003,000 6,040,000 25,043,000

Forest products and engineering research 11,488,000 - - 11,488,000
Forest resource economics research ..... 7,594,000 - = 7,594,000
Total, Forest research secsssscssssnss 64,485,000 6,040,000 70,525,000
STATE AND PRIVATE FORESTRY COOPERATION ..sss 29,746,000 == 29,746,000
TOTAL, FOREST PROTECTION AND UTILIZATION . 385,367,000 6,040,000 291,407,000

Expanded research efforts on three forest insects are proposed--Douglas-fir tussock
moth, southern pine beetle, and gypsy moth.

All three of these insects are causing major damage and are an increasing threat
to the forest resources of the United States. Only partially effective control
measures are available.

Effective control of the tussock moth and the gypsy moth had been attained with
DDT. However, the environmental problems associated with DDT have virtually
eliminated its use in forest pest control. There is a critical need for the
development of substitute methods which are effective and envirommentally suitable.

Resources to be assigned. Personnel, facilities, and other resources of the Forest
Service research and forest pest management programs, various universities, other
U.S5. Department of Agriculture bureaus (Cooperative State Research Service, Animal
and Plant Health Inspection Service, and Agricultural Research Service), will be
utilized to achieve the project objectives. At the time the projects terminate,

the functions which are selecte! for continuance will be carried on by the appro-
priate Department of Agriculture agencies and will be supported by funds appropriated
to those agencies.

Douglas-fir tussock moth, 52,010,000, an increase of $1,640,000

Douglas-fir tussock moth populations currently infest 2,371,800 scres in Washington,
Oregon, and Idaho. In calendar year 1974 treatment to prevent major loss of forest
resources is needed for 650,000 acres. The cost/benefit analysis makes this a
desirable project.

During the period of this project (fiscal years 1975-1978) the following
achievements are expected:

1. The operational use of the following four recently developed tussock moth
suppression agents will be pilot tested in forest pest control programs:




1.1 Carbaryl

1.2 Dylox

1.3 Nuclear polyhedrosis virus (NPV)
1.4 Bacillus thuringiensis (Bt)

.

Based on pilot test findings, the most promising integrated combinations
of the above agents will be implemented in the forest pest control Programs.

Recently developed improvements in systems for surveying and evaluating
population changes and damage will be pilot tested and implemented.

New methods for predicting tussock moth population changes and expected
damage will be developed and field tested.

Field tests, safety tests, and final airport tests will be completed on two
additional chemical agents as toxicants for controlling tussock moth. This
effort will include the development of aerial application techniques and
carrier formulations.

Field tests will be completed with nuclear polyhedrosis virus and Bacillus

thuringiensis to optimize the selection of dosages, timing, spray strategies
and streins.

Field tests, safety tests, and formulation studies will be completed on the
use of sex pheromones for early detection of tussock moth populations.

Tests will be completed on improved equipment, formulations, and spray systems
for aerial applications of toxicants and microbials.

Studies will be completed on the potential as control measures of naturally
occurring enemies of the tussock moth.

The above findings, including newly developed agents and techniques, will
be integrated into the optimum combination of control methods against the
tussock moth. Preliminary field tests of the optimal strategy will be
completed.

Distribution of requested funds will be as follows:

Forest Service .ccessscsssssnssscssssssnnnanssnas $1,295,000
Cooperative State Research Service ......ccseccuss 345,000

Southern pine beetle, $2,385,000, an increase of $1,885,000

The southern pine beetle is the most destructive insect enemy of southern pines.
Epidemics periodically develop in commercial pine and pine-hardwood forests that
occupy more than 60 million acres in 10 southeastern States. Softwood growing
stock in these forests totals 72 billion cubic feet. Although substantial volumes
of beetle-killed timber are usually salvageable--often at sharply reduced prices--
vast quantities are left in the forest. The cost/benefit analysis makes this a
desirable project.




During the period of this project (fiscal years 1975-1979) the following
achievements are expected:

1. Integrative model for predicting impacts, population ke vels, and forest
susceptibility will be developed and pilot tested.

2. Field and safety tests, formulation studies, and use patterns will be
completed for pheromones and other behavioral chemicals used for survey
and suppression.

3. Pield and safety tests will be completed on new or improved toxicant
formulations and methods of application.

4. Studies will be completed on factors contributing to host susceptibility
and pilot tests proposed for stand manipulations.

5. Studies will be completed on natural enemies as potential control sgents.

6. Optimal forest and pest management systems will be developed using the
above information.

Distribution of requested funds will be as follows:

Forest Sexvice c.cccseessscssavsssnsnssasassanss $1,065,000
Cooperative State Research Service ...svvcscsncss 820,000

The southern pine beetle project is two years longer than the others because the
problem with this beetle is more complex. There is less scientific knowledge
available and fewer promising conmtrol technologies exist.

Gypsy moth, $3,427,000, an increase of 52,515,000

Gypsy moth populations have increased greatly in the Northeast since 1968. Ome
and three-fourths million acres (about 2,800 square miles) were defoliated im

1973, more than ever before. This spectacular defoliation occurred mainly in
those States recently invaded by the gypsy moth (New Jersey and Pennsylvania)

and those with a long history of relatively small outbreaks (Connecticut, New York,
Massachusetts, and Rhode Island). Thus, both the great extent and intensity of
defoliation is nmew in these States. In Maine, Massachusetts, and New Hampshire--
those States where defoliation and demage were high for many years--defoliation

in 1971-1973 was extremely low. The cost/benefit analysis makes this a desirable
project.

During the period of this project (fiscal years 1975-1978) the following
achievements are expected:

1. Methods for predicting population trends will be updated and refined using new
techniques for measuring larvae dispersal, sampling egg masses and pupae and
monitoring low populations.

2. Procedures for measuring and predicating impacts will be developed by refining
methods for measuring defoliation, relating defoliation to tree mortality and
developing additionsl technology for measuring socloeconomic end envirommental

impacts.




Safety and efficiency tests to evaluate and support registration of nucleopoly-
hedrosis virus (NPV) will be completed.

Optimum formulations and application techmology for use of chemicals, Bt and
NPV will be developed.

Disparlure's use in containment, suppression and possible elimination of
populations will have been demonstrated.

New chemical insecticide candidates will be screened, evaluated in laboratory
and field tested.

The effectiveness of available and newly introduced parasitoids will be
evaluated.

Sterile male techniques will be evaluated for their potential as suppressive
or population elimination tools.

A mass rearing capability adequate for future program support will have been
developed.

Distribution of requested funds will be ss follows:

Forest Service .....ceossvsennssssanscnssssnssans $1,200,000
Agricultural Research Service ssecesscessiencnss 465,000
Animal and Plant Health Inspection Service veses 710,000
Cooperative State Research Service ... sense 140,000

Program or obligational level by fiscal years (in thousands):

Southern
Tussock Moth Pine Beetle Gypsy Moth Total

Forest Forest Forest ARS, APHIS Forest Other USDA
Fiscal Year Service CSRS Service CSRS Service _and CSRS Service _Agencies

1974 1,310 -~ 500 100 1,790 1/ 488 2/ 3,600 1/ 588
1975 1,690 345 1,565 920 2,990 1,803 6,245 3,068
1976 2,245 785 3,010 1,410 3,663 4,198 8,918 6,393
1977 2,020 645 2,999 1,298 3,175 2,893 8,194 4,836
1978 280 298 1 2:908 | 11487 Tle= 250 3,185 1,620
1979 = - - - 3,238 1,080 - - - 3,238 1,080

7,545 2,000 14,217 5,953 11,618 9,632 33,380 17,585
9,545 20,170 21,250 50,965

1/ Includes $513,000 allocated from ARS.
2/ Funds appropriated to ARS.




DEPARTHENT OF AGRICULTURE
TOREST SERVICE
FOREST PROTECTION AND UTILIZATION

Program and Iimnl.s (i.n _r.hl_,uuh of dalhr_:)
w75 575 1575
=G WO O
= ~ Eaquest Proposed Revised
Program by sctivitiess: pending mpndmant requast
Direct pregram

1. Forest lend mamagesment ....... | 292,579 292,579

2. Torest ressarch:
(a) Torest and rangs manage-
WOBE secnacissceivessne 26,579 26,579
(b) Forest pretectiom ..sves 18,966 25,006
(c) Forast products amd |
engineoring covvvcnenne 10,939 . 10,939
(d) Forest resocurce scomomics 7,462 7,462

Tetal, forest ressarch $3,946 | 69,986

3. State and private foramstry
cosperation ....cocnssnsnnnes | 23,510

Total, diresct program| | 392,135
Reimbursable program

1. Torest lond managesmsnt s..coes 7,600
2. Torest TeseaToh ..iccccssnnass | 1,800
3. State and private ferestry

cOMParation sccsvvssnsnnnnnns 600

———

Total, reisbursable program 10,000

Total program costs, fumded 1/ . 402,135

Change in selected resources
(endalivered ordars) ..scesvees | 2,100

Total obligatioms .....covvvss 404,235

Financing:
Receipts and reimbursemsnts frem:
SEssmsanEE. RN | -7.?”

Hen-Fedaral sources ....csvvsuus -3,000

Umebligated balamce available,
Otart of FOAT cocvcccsscsavnnccns | -2,128

Unobligated balamce available,
ond of YOAT svvvsvnnns sesssssnanse

Budget autBowity ccoveccsrsssans | 391,407




DEPARTHENT OF AGRICULTURE
FOREST SERVICE
FOREST PROTECTION AND UTILIZATION
Program and Finsncing (im thousands of dollars)--comtioued

wl3 ]
amAN oo
Raquest Froposed

peading

Relation of obligatioms to owtlays:
Obligations incurred, Dot «..veevees 387,495
Obligated balance, start of year ... 71,805

Obligeted balence, snd of year (-) . -71,838

W75
TR
Revised

Eequest

393,535
71,805

-74,653

DRELENE o s SR e vvennunenonnsnbnsyiss 386,404

Outlays from civiliam pay raise
supplemental .icvsvssienasennsnne 1,058

389,629

1,058

|
1/ Includes cepital outlay as follows: 1975, $9,050 chousand.

/3

{Mons cast 1.5




DEPARTHENT OF AGRICULYURE
POREST SERVICE
FORRST PROTECTION AND UTILLZIATION

OBJECT CLASSIFICATION (in thousands of dollars)

Idemifcation code

g A w75 | w8 | 1978
- il
FOREST SERVICE--Direct chligatioms | Request Propessd Revisad
Personnel compensation: pendieg omendueant request

|
|
| |
1.1 Permanent positions...... L] e 168,590 | 675 169,265
|

11.3 Positions ocher than permanent ... ... 48,19 85 48,275

1.3 Other personnel compensation. ... 3,330 3,3%

1.8 Special personal services payments.......... 220 220

Total personnel compensation Ph 220,350 221,310

Personnel benefies:
Civilian : A P z"l.25

Benefits for former personnel ...................] 20
Travel and transportation of persons........ 11,100
Transportation of chings. . == 12,600

Rent, communications, and urilities | 20,925

Printing and reproduction S i — 3.020

Oxher services .. - e 40,521

Supplies and marerials | Ao 18,200

Equipment ... e LW ) 7,300

32.0 Lands and structures. ! X 2,600
—Ai0_lovesrmenssaad loaos

41.0 Grants, subsidies, and contributions

420 Insurance claims and indemnities....

dio. 1 4 giaa g

o ﬁ:’“‘"‘u:.‘l. Biréct ohligaticnmd o 391,751
9$5.0 Quarters and subsistemce chargss -1,250
Total direct ebligatioms, Ferest
BArvicl® .oennsrvranserransrnnsy | 390'50“
Tetal reimbursable obligatioms, - e
90 Toal ahligatioos FOTaRs Bexvies. 10,000
Total ebligations, Forest Service ... 80,501

<@
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DEPARTMENT OF AGRICULTURE
FOREST SERVICE
FOREST FROTECTION AND UTILIZATION

OB)ECT CLASSIFICATION (in thousands of dollars)

B i — "~
" ? 1
- B | e | edd
ALLOCATION ACCOUNTS Request | [Propesed
Personnel compensation: | ara ndmon T
it et
Permanent positions .- | 192

Tldennhcation sode

Positions other than permanent 13

Other personnel compensation

5 ol L
T T T

Total personnel compensation

Personnel benehrs:
Civilian

pervormc
Travel and transportation of persons.
Transportation of things
Rent, communications, and utilities
Printing and reproduction
Oxher services
Supplies and materials
Equipment

Land 4

410 Granes, subsidies, and contributions

|
1

i

Revised

1,305

Total m'Imtm 8 allocation

3,734

E8 oia
Total obftpum sescessscsssre

404,235

;Tlnum are distributed ss fellows

Department of Agriculturs:
Forust Sexvicw .. iiivviiiivvireny
and Plant Health Imspection

FerssEEEssEERbssRaRsnsan

i L
it 1 h
: &‘“-E!m" !::g:.i:namh ce
Department of Interior .......

400,501
710
465

1,305
1,25
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DEPARTMENT OF AGRICULTURE
FOREST SERVICE
FOREST PROTECTION AND UTILIZATION

. P Persomnsl Swmmary

" w75 w758 7%
ey RER rREER
Requast Proposaed Ravissd

pending mandnent Iequest
FOREST BERVICE

Total oumber of p positions .. 13,0Mm 4T 13,118
Full-time equivaleat of other pesitioms 6,440 11 6,451
Average paid employmest ....cecvcsvees 18,095 56 18,151

ALLOCATION ACCOUNTS |

Total number of permsnest positiens .. k| 13 51
Full-time equivaleamt of othar positiems 53 2 55
Avarage paid employment ......... sesnse | 8l 14 15

Persounsl Susmary

P.Y. 073 F.Y. 74 P.Y. 575
TS s e
FOREST SERVICE
Average 08 grade ..civcccvscnsascrnnas 8.5 8.3 8.5
Average G8 salary ..vcoceecvcies T $13,503 | $14,232 $14,232
Avarage salary of ungraded pesiticms . $10,173 $10, 640 $10,640
ALLOCATION ACCOUNTS

Average 08 grade ....... sesesnenssanss 8.7 8.8 8.8

Average OB salary ..oveessanse sensense $14,072 | 14,872 $14,869
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STATEMENT OF ASSISTANT SecreTARY LoONG

Mrs. Hansen. Mr. Secretary, it is a pleasure to have you before the
committee again,

Mr. Lowe. T have a brief statement, Madam Chairman. If I may,
I will read it.

It is a pleasure for me to have this opportunity to present our re-
quest. for a budget amendment for the fiscal year 1975 budget of the
Forest Service in order that we may initiate an intensive research and
development effort leading to the control of three of our most impor-
tant forest pests, the Douglas-fir tussock moth. southern pine beetle,
and the gypsy moth. We recognize there are a great many more. We
have identified these three for a particularly intensive program. There
was a balance in this. All three of these insects are causing major dam-
age and are an increasing threat to the forest resources of the United
States. Only partially effective control measures are now available.
In this amendment, we are proposing a combined Federal department-
wide and State effort to develop the necessary effective and safe con-
trol methods for these insects.

Research by the Forest Service to find alternatives to DDT for con-
trol of forest pests began in 1964, much before the EPA order on DDT
in recognition of the need to find other environmentally acceptable con-
trol measures. The EPA order underscores the urgency of this proposal
not only to find benign control mechanisms at an early date, but to
save the resources so vitally needed by our country.

USE OF DDT

I think you know, Madam Chairman, we are using DDT this year
in the West on the tussock moth.

Mrs. Hansex. Is the spraying currently underway?

Mr. Loxe. T heard it was delayed. Has it started ?

Mr. Rester. It started. Spraying occurred 1 day thus far. Because
of weather, it has been postponed.

Mrs. Hansen. We have had a lot of rain and snow.

Mr. Lone. Yes, ma’am. We are going to be underway very shortly.

Mrs. Hansex. How many acres do you plan to spray with DDT?

Mr. Loxe. The last count T had—and maybe I should refer the ques-
tion to someone else—we were talking in the neighborhood of 300.000
to 400,000 acres. Where does it stand as of the virus count? Have we
reduced that total coverage for the moment ?

Mr. Syrra. Madam Chairman, the total amount we plan to treat is
410,000 acres.

Mrs. Hansex. How many acres are in Oregon and how many in
Washington ¢

Mr. Smrra. In Oregon there are 170.000 acres. In the State of Wash-
ington there are 158,000 acres, and 82.000 in the State of Idaho. Also
there are test plots in Idaho and Washington that are being treated
along with the others.

Mrs. Haxsen. Is the Department of Natural Resources in Washing-
ton and the Department of Forestry and Resources in Idaho, Oregon,
and Washington participating with you?

Mr. Sarri. Yes, ma’am. These are all cooperative programs.

Mrs. Haxsex. How much of that land in Oregon, Washington, and
Idaho is State land ?
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Mr. Smrra. Approximately one-third is private and State-owned
and two-thirds is Federal.

Mrs, Hansexn. In the three States?

Mr. Sarra. In the three States, yes ma’am.

COOPERATIVE RESEARCH AND DEVELOPMENT PROGRAM

Mr. Loxe. A significant part of this effort is not only the spray pro-
gram but the test programs that are going to parallel this effort.

This proposal is an innovative research and development program.
It is designed to involve the extensive internal research competence of
the Department of Agriculture as well as the many fine scientists and
scientific facilities at our Nation’s universities. The cooperative pro-
gram emphasizes in its management concept a different approach by
bringing together scientific teams under a single project leader to pro-
vide a greater concentration of effort in resolving the difficult research
problems involved. We are confident that more rapid progress will
result.

Mrs. Hansex. What universities are participating in this program?

Mr. Suea. As the programs are implemented, a number of the uni-
versities would be participating in the research program.

Mrs. Haxsex. Do you have a list of those universities?

Mr. Suea. We cannot decide upon all of the universities until the
program is fully approved and ready for implementation. ]

Mrs. HanseN. Are the universities in the area, which have Depart-
ments of Forestry involved ?

Mr. Lone. They will certainly be involved, Madam Chairman.

Mrs. Hansen. For example, you have the University of Washing-
ton and Oregon State University.

Mr. Loxa. We will probably be doing some work in Berkeley, too.
All these States are more or less involved and concerned with this
problem.

Mr. Younas. We have made preliminary contacts with all these lead-
ing universities, not to finalize the program but to determine what the
options and possibilities are so that we will be prepared to move ahead
quickly once the program has been determined.

ALTERNATIVES TO DDT

Mrs. Hansex. How much hope do you have for developing alterna-
tives to DDT in the Northwest?

Mr. Youxas. We are quite hopeful of the prospects for some of the
alternatives which we are considering in this program.

GYPSY MOTH

Mrs. Haxsex. How about the gypsy moth ?

Mr. Youxas. We have some good possibilities there. It’s a more com-
plex situation because of the highly urban environment and of course
the tendency of the eggs to be carried on vehicles, and so forth. We are
quite hopeful that we can control this within the framework outlined.

Mr. Loxe. We feel that over the years there has been a long struggle
with the gypsy moth and that there has been some tendency to frag-
ment both the State and Federal effort. One of the things we propose
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to do is to pull all elements together, with a broad cooperative effort
under a project leader approach. The States are generally in accord
with the program.

Mrs. Haxsen. You have another factor in the Northwest. You have
the tent caterpillars this year in all your deciduous trees. The fruit
crop, I understand, isn’t too large anyway. yet they are doing a lot of
damage.

Mr. Loxa. That is right.

INSECT AND DISEASE RESEARCH PROGRAM

Mrs. Hansex. What research are you conducting in this area?

Mr. Loxe. Maybe Mr. Youngs would want to refer to the total re-
search program in the Forest Service.

Mr. Youngs. The total research program on insects and diseases
amounts to about $10.9 million. This is directed to most of the major
forest insects and diseases throughout the country. You may note that
approximately $1.8 million is proposed to be devoted to these three
major insect pests in our previously proposed fiscal year 1975 budget.
This is a relatively high proportion of the budget because of their
urgency. The rest is distributed over research on such things as the
spruce budworm, the forest tent caterpillar and other insects and dis-
eases that are critical to forests in all parts of the country. ]

Mr. Loxe. This completes my formal statement to you and to the
committee.

Mrs. Hansen. Mr. Resler?

STATEMENT oF Assoctate CHIEr RESLER

Mr. Resuer. Madam Chairman and members of the committee, we
are here today to discuss with you our proposed 1975 budget amend-
ment in the amount of $6,040,000 to carry out expanded efforts on three
forest insect pests. The insects are the Douglas-fir tussock moth, south-
ern pine beetle, and the gypsy moth. These insects are major damagers
of forests in the United States: the Douglas-fir tussock moth in the
West, the southern pine beetle in the South, and the gypsy moth in the
Northeast. In all of these areas the problem is spreading and as we gain
some control in one spot the epidemic flares up again in a neighboring
area.

Effective control of the tussock moth and the gypsy moth had been
attained with DDT. However, the environmental problems associated
with DDT have restricted its use for tussock moth and eliminated its
use for gypsy moth. There is a critical need for the development of
substitute methods which are effective and environmentally suitable.

The southern pine beetle is the most destructive insect enemy of
southern pines. Epidemics periodically de velop in commereial pine and
pine-hardwood forests that occupy more than 60 million acres in 10
Southeastern States. Annual kill by the southern pine beetle amounts
to approximately 1.4 billion board feet of sawtimber.

Mrs. Hansex. What is the value of that 1.4-billion board feet and
how many houses would it construct ?

Mr. Rester. We can give you that estimate.

Mr. Yares. With present mortgage rates?

Mrs. Hansen. Insert the information in the record.
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Mr. Reser. We would be pleased to do so.
[The information requested follows:]

1.4 billion board feet of southern pine sawtimber would have a stumpage value
of about $150 million (based on first quarter 1974 average prices) and would
provide the necessary softwood lumber and plywood to construct about 140,000
single-family homes,

SALVAGEABLE TIMBER

Mr. Resrer. Substantial volumes of beetle-killed timber are usually
salvageable, but vast quantities must be left in the forest.

Mrs. Hansen. Isn’t this one of your reasons for forest fires?

Mr. Rescer. Yes, ma’am. It makes a substantial contribution to the
forest litter and inflammability of the forest as well.

PROPOSED RESEARCH PROGRAM

All three insects will be attacked with the objective of implementing
the available technological improvements for reduction of losses from
the insects and developing and evaluating new short and long term
forest and pest management systems which will effectively suppress or
prevent infestations.

We propose to assign personnel, facilities, and other resources of the
Forest Service research and forest pest management programs, various
universities, CSRS, APHIS, and ARS, to achieve the project objec-
tives.

The planning for this project has been thorough, the need is clear
and urgent, and we are confident that we can make real progress in
solving these major problems.

We will be pleased to respond to any questions you may have regard-
ing this amendment.

Mrs. Hansexn, Forest insect pests have been with us for a very long
time. Why is this request being made at this time rather than in the
regular fiseal year 1975 budget ?

Mr. Lo~xa. May I speak to that?

Mrs. HaxseN. Yes.

Mr. Loxe. T can’t, of course. speak to the years before we started
the preparation of this eurrent program, about 8 months ago, both the
management and the program arrangements that have finally been
worked out. We have finally worked through the process of our own
Department and the administration to this hearing. Tt took us this
long to bring the program to you. I apologize for the fact that it is
not a part of the regular proposal which, in the future it will be.

Mrs. Hansex. In your long-term forest program that Mr. MeGuire
described to the committee, what was the estimate per year for this
type of research ¢

1975 BUDGET FOR RESEARCH

Mr. ResLer. Forest insects and disease research in the fiscal 1975
budget was $10.9 million.

Mr. Loxe. Was the question specifically to the three insects or all
insects ¢

Mrs. Hansexn. All insects.

Mr. Lowna. All right.

Mr. Rescer. The figure over a 5-year period is about $87 million at
the high supply level.

35650 O - T4 -2
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Mgs. Haxsex. How much do you have in your regular budget this
year

Mr. Younas. $10.9 million has been proposed for fiscal year 1975.

Mrs. HanseN. So this request of $6 million would be in addition to
the $10.9 million. You also have language in the 1974 supplemental
which provides that the funds will remain available until expended.
So, actually, you would have this year almost $17 million. And you
would also have whatever is unexpended in fiscal year 1974. Isn’t this
correct,?

Mr. Resuer. Yes, Mrs. Hansen, except I think it needs to be recog-
nized that the bulk of the increase in the supplemental is exclusively
for control rather than research as such. The no-year funds would
apply to the control program.

Mr. Camprerr. The recent provision in the supplemental refers to
the control only. This is the research.

RESEARCH AREAS

Mrs. Hansen. You have given us the three insect pests included in
this research program. Why were no others included ¢

Mr. Loxa. Other research is ongoing in these areas. We didn’t feel
we could accelerate all of the major pests that we have in the forests,
We had to identify some within the total. We felt these were the most
destructive.

Mrs. HanseN. What insects are not included in this research pro-
gram?

Mr. SuEa. The ones that are not listed.

Mrs. HanseN. Please list the major ones.

Mr. Sura. The main ones not included in this program are the
mountain pine beetle, the larch casebearer, the spruce budworm in the
Northwest, and the forest tent caterpillar.

ANNUAL DESTRUCTION

Mrs. Hansen. Please insert in the record for us the amount of board
feet per year that those insects destroy, the value of the timber de-
stroyed, and the number of houses this will construct.

Mr. Resrer. Yes, ma’am.

[The information follows:]

It is estimated the loss from the western bark beetle, larch casebearer,
spruce budworm and the forest tent caterpillar to be approximately 4.3 billion
hoard feet of standing timber each year, The value of the timber is estimated at

$200 million. This timber would supply enough lnmber and plywood to construct
430,000 typical homes.

TUSSOCK MOTH RESEARCH

Mrs. Hansen. You are requesting an additional $1.640.000 for tus-
sock moth research. What are the details? What specific projects will
the Forest Service be undertaking and what projects will be carried
out by the Cooperative State Research Service ?

Mr. Lone. I will ask Dr. Shea to respond to that question.

Mr. Sura. Specifically in the projects that will be carried out on
the tussock moth, we will be looking at the operational use of a num-
ber of suppression agents. We will be looking at the integrated com-
bination of those agents in control programs. We are also looking at
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systems for surveying the population damage. This will enable better
prediction of the impact of the outbreak. We will be doing a number
of field tests, safety tests and airplane testing with chemicals for
controlling the tussock moth. We will also be conducting field tests on
the virus and the bacterium as biological controls. :

Mrs. Haxsen. Do you work with the Bureau of Sport Fisheries and
Wildlife?

Mr. Suea. On work with the tussock moth, the Bureau of Sport
Fisheries and Wildlife is involved in looking at the pesticides in
relation to fish.

Mrs. Hansen. You have big salmon runs in the same country where
the tussock moth is present.

PROTECTION AREAS

Mr. Rester. I might add, Madam Chairman, that as far as this
kind of research is concerned—and for all research involving forest
lands in general—our objective has been, and will continue to be, to
work with all of the agencies, Federal and State, and the univer-
sities, that have a direct interest or concern with the specific kind
of research.

Mr. Lo~e. T might add, Madam Chairman, that we are operating
under an order from EPA in terms of the application of DDT in the
tussock moth area. They have considerable concern over the amount
of protection for adjacent streams and other free-flowing water, and
so on. I have forgotten how wide the protection band around these
waters is, but it’s quite substantial. Tt’s an extra precaution. We really
don’t feel that the level dosage we are applying of this material will
be a serious problem.

Mrs, Haxsex. You have an additional problem because of the flood
waters on the Snake River. Your banks flood, so that sometimes your
band of protection probably isn’t wide enough to take care of the
overflow on those banks. Isn’t this correct ?

Mr. Loxe. It could well be. T would suspect the program would be
adjusted wherever that situation exists.

Mrs. Hansen. You will have a good chance to watch it this year
because of the heavy snow pack on the Upper Snake and Upper
Columbia Rivers.

Mr. Rester. There is a 200-foot band on either side of water courses
to avoid direct deposition of pesticides in water. In other work we
have done in the past, in similar operational projects, we have used
the same basic guidelines. A very minimal amount of DDT actually
finds its way into the water courses.

Mrs. Hansen. Except if you have a flood.

Mr. Resuer. But it would take a very substantial flood, we think,
in order to be that damaging.

Mrs. Hansex. You have had some substantially high waters in
those areas. You don’t have the same kind of a dam system in that
area as you do on the lower river.

Mr. Resrer. That is right. My point is that the applications would
not be in water courses, A more likely cause would be from runoff
immediately following application.

Mrs. Hansewn. If the tussock moth is spread by the river, you then
have another problem.
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Mr. Resuer. Yes, ma’am. We would have to resort to some other
type of control or accept the damage, one of the two.

Mr. Suea. This is one of the reasons why we are looking for safer
chemicals to use in these areas.

Mr. Veysey. Is there another type of control now known that is
really useful ?

M-r. Resver. There are other control mechanisms that show promise.

Mr. Veysey. You list three or four you are going to start research-
ing, but I mean that are available this year.

Mr. Rescer. T would say there are none that we would consider
effective on a large-scale operational basis. ITn small control cireum-
stances, there are other chemicals, such as we have shown here.
that show promise. On these very narrow strips, say, 400 or 500 feet
wide along streams, in all probability from an operational standpoint,
you would have to suffer some losses as we now operate.

ZECTRAN

Mr. Lowe. T think it’s interesting to add that Zectran was tested
extensively last year. The manufacturer is ceasing production. So
it probably will not be available.

Mrs. Haxsen. Why?

Mr. Lone. The sales have been low. The effectiveness of the insec-
ticide has been low and particularly for tussock moth. of course, it
has so little persistence, to the degree that it has been ineffective.
That first test fairly well established that. We didn’t indicate any
wide use for it this year for that purpose. Apparently the sales are
too low to sustain the product.

Mrs. Haxsex. Were the sales low because they expected to obtain
DDT, which was more effective?

Mr. Loxe. T think we hoped to substitute for DDT and conld not
do it. Tt has not been successful in the application they have previously
tried in this area. Maybe Mr. Youngs or some of the others who
are familiar with other areas where Zectran had been used could
comment. We did not propose to use it to any extent here this year.

Mr. Rester. We understand there is a new formulation available
and will be tested that has a higher order of persistence. T think there
are something like 5 gallons available.

Mrs. Hansex. That will not be very helpful.

RESTRICTION ON USE OF DDT

Mr. Vevsey. You are severely restricted on the use of DDT at the
present time?

Mr. Resuer. Yes, sir.

Mr. Versey. Is it totally banned?

Mr. Loxag. Yes, sir.

Mr. Resuer. We have the emergency authorization for use on this
one case, the Douglas-fir tussock moth, but with very tight constraints
on methods of application.

Mr. Vevsey. Being remote from the waterways, and so forth?

Mr. Rester. That is one of the constraints. Of course, that is one
constraint we developed as a result of our own research and have
followed since we began applying DDT with helicopters and most other
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chemical applications, even herbicides, who have a lower order of
impact on marine organisms, Those also are not applied in water
courses.

EMERGENCY USE OF DDT

Mr. Yares. Why is there an exception in the case of the Douglas
fir to the ban on DDT?

Mr. Rester. I would have to say the magnitude of the problem
and losses involved were major factors. There is a tremendous area
that is infested to varying degrees. There is something in the neigh-
borhood of over 400,000 acres that will be treated this year under the
EPA emergency authorization to use DDT. TIt's a matter of the mag-
nitude of the problem plus the fact that the insect epidemic continues
to show signs of enlarging this year.

We were denied the request we had made for use of DDT last year
by EPA. In that case we used a number of other insecticides on a
pilot project basis that were available to us. But we were just plain
unable to stop the epidemic with these less effective pesticides.

This year, as a last resort, the EPA did authorize emergency appli-
cation of DDT.

Mr. Yares. How many acres are affected?

Mr. Rester. I think there are something like 1 million acres that
are recognizable from aerial surveys as being infested to varying
degrees. There are between some 600,000 to 800,000 acres that are
defoliated in varying degree and something like 400,000 acres heavily
defoliated that are included in the control project.

Mrs. Hansex. Isn’t it true the destruction east of the mountains
could well spread west of the mountains?

Mr. Loxa. That is one of the things which T felt concerned us all.

Mrs. Hansen. If they spread into the Western mountains you
would have complete disaster.

Mr. Loxg. It was moving very rapidly to the east in Idaho, which
is another area that we felt we had to get under control as quickly
as possible. No other material that is more effective is available to us,
or known to us.

USE OF TIMBER DESTROYED BY INSECTS

Mr. Evans. What, if anything, do you do with that timber which
has already been destroyed by these insects? Ts it usable?

Mr. Resuer. Yes, sir. A large percentage of it is. Again, it depends
upon the species as to how long it will be usable or salvageable. Some
species deteriorate very rapidly. Tt depends on the question of acces-
sibility, if the forest is well roaded, one can get in and salvage the
materials.

Mrs. Hansen. Which it won’t be if the OMB has its way.

Mr. Resuer. There are some substantial areas which are not roaded.

Mrs. Hawsen. Do you think any purchaser of salvageable timber
is going to put a heavy investment into roads?

Mr. Rescer. Obyiously there is a disincentive.

Mr. Evaxs. As a matter of policy, could you tell me what you
do in these areas that have not been logged and the trees are killed by
insects ?
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Mr. Reser. We make every conceivable effort to salvage all of the
usable material.

Mr. Evans. How ?

Mr. Resuer. By going in and logging selectively, or by clear-cutting,
or whatever seems appropriate to the area.

To answer your question specifically, we make a concerted effort to
shift as much of our program and efforts into the salvage of that
material as we possibly can.

Mr. Evaxs. Is it used for lumber or pulp or for both ?

Mr. Resver. It is used for all purposes. For instance, in the Douglas
fir, hemlocks and spruces and the white firs that are heavily affected,
all of that material can be salvaged and used if we can get to it quickly
enough. Some of the white woods do deteriorate quite rapidly.

Mr. Evans, How long?

Mr. Resrer. Within 2 to 3 years you have a loss in the structural
qualities of the wood. But it can still be salvaged and used.

There is a period of 2 or 3 years, particularly in Douglar fir, where
there is a very limited amount of defect that occurs in the standing
dead timber. In some of the other species such as T mentioned, the
white woods deteriorate much more rapidly, but they can still be used
for chips and things of this type.

POSSIBILITIES OF FIRE

Mrs. Hansen. The tussock moth problem is one of the ingredients
that could cause a disaster as far as fires are concerned. Isn't this
true?

Mr. Resrer. That is true.

Mrs. Hansen. Isn't this one of your problems each year? You
never know when a dry season will come. You have the dry winds
out there and no rainfall.

Mr. Yares. How does that follow ? When the tussock moth ravages
an area, are the trees particularly fire prone?

Mr. Rester. They are in the air. There are usually lots of red-tops
associated with them. In other words, the defoliation will be suf-
ficient to kill the tree but, nevertheless. there are still a lot of aerial
fuels. Particularly during the period of the year when lightning strikes
or is rather prevalent it is very easy to get a fire started in that kind
of a fuel situation. In fact, we had one or two last year. One at La
Grande was directly associated with the tussock moth-killed timber. Tt
was just on the outskirts of La Grande.

TUSSOCK MOTH AND GYPSY MOTH

Mr. Yares. How long have you been fighting the tussock moth and
the gypsy moth ¢

Mr. Rester. The tussock moth is a native species that has been with
us for a long time. Tt goes in cycles.

Mz, Yates. How long?

Mr. Rester. Mr. Smith says 100 years for the gypsy moth.

Mr. Yares. You have been with the Service a long time. Does your
memory of the tussock moth go back to the time you entered the
Service?

Mr. ResLER. Yes, sir.
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Mr. Yates. And beyond that ?

Mr. ResLEr. Yes, sir.

Mr. Yares. How many years is that ?

Mr. Rester. T would say back 20 years in my own case, but it oc-
curred long before that.

Mr. Yares. Were you using DDT on the tussock moth back when
you first entered the Service?

Mr. Rescer. That is right.

Mr. YaTes. You were or were not.?

Mr. Reser. We were in more limited scales, but then it developed
to where it was used rather extensively. I was supervisor, in fact,
on the last major application of DDT on the forests in eastern Oregon.

Mr. Yares. How long ago was that ?

Mr. Rester. In 1965.

Mzr. Yares. The question that is in my mind is if you have been using
DDT until it was banned recently, why were you never able to con-
trol it then ?

Mr. RestEr. You don’t absolutely stop the tussock moth. You don’t
eliminate it. We are not really trying to completely eliminate any in-
sect. We were trying to control the epidemic in those previous cases,
including the spruce budworm and other insect defoliators. DDT
did prove effective in reducing the epidemic. It didn’t eliminate all the
insects, obviously.

Mr. Lo~a. But it did control the tree damage. It reduced the dam-
age substantially. No damage has ever been so great as that which we
have had in the last couple of years.

Mr. Rester. For instance, in the early fifties, I can recall a specific
example in which we had a very heavy blowdown in the west side of
Oregon and Washington, with major Josses from windfall, that cre-
ated a circumstance in which the Douglas fir bark beetle built up very
rapidly. There were losses in the multiplied billions. I think over
3 billion feet of timber were actually killed as a result of that infesta-
tion. The primary control method there was trapping, as I indicated
earlier. But there were very strenuons and very severe losses that
occurred as a result of it. Tt was so widespread that no specific control
there was much of a factor.

Mr. Yares. Perhaps I don’t recognize how difficult it is. T think
I do recognize how difficult it is to fight these pests, but you have been
fichting this one for 20 years and you have been given money to
fight them for 20 years. We apparently still don’t have any break-
thronghs. do we?

Mr. Restir. T would say we do not have usable control in the
defoliators.

Mrs. Haxsen. How long have we been fighting cancer?

Mr. Yates. I think probably not as long as they have been fight-
ing the tussock moth.

EFFECTIVENESS OF DDT

Mr. Rester. Mr. Yates, where the defoliators are concerned, DDT
is an effective control mechaniem. It just happens to have some envi-
ronmental side effects.

Mr. Yares. Let me pause on this for a moment. When you say we
have defoliators and DDT is an effective agent, in what way? Do
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you kill the mature bug? Do you kill the larvae? Do you kill the
growing bug? What is this that you attack?

Mr. Rester. You eliminate the larvae when it is feeding on the
leaves of trees. That is the stage where you can effectively stop it.

Mr. Yares. By spraying the leaves?

Mr. Resver. Yes, sir. That stops the epidemic. Larval populations
drop back down to what we call an endemic or natural level. It may
not bother youn again for years. It may spring up at some other point.
This has been the problem we have encountered over the years,

The means I was talking about earlier, in trapping, of course, that
is primarily control of the bark beetles in that group. The only known
effective control on the defoliators thus far is applying various pesti-
cides that kill in the larval stage. This has been done effectively.
What we are concerned with now is trying to find pesticides that are
more benign, that is, are not harmful to non-target species and par-
ticularly the mammals and animals of the area.

SPRAYING OF LANDS

Mr. Yares. You are spraying the national forests. What are the
private companies doing?

Mr. Rester. Under these circumstances we are spraying all own-
erships. Could you give us an estimate, Russ, of the percentage of
ownerships that is included in this project?

Mr. Smrra. Madam Chairman, of the acreage involved in our
operations, about one-third is privately owned and two-thirds is
on Federal lands.

Mr. Yates. Does this cover the entire area where the tussock moth
is a predator?

Mr. Sarrra. Yes, sir. It would cover the entire project area. You
have to cover all of it.

Mr. Yares. Are none of the other areas affected in the region?

Mr. Rescer. To a lesser degree.

Mr. Yares. Can you draw a line and say this is the area of the
tussock moth or the gypsy moth?

Mr. Resuer. Yes, we can do that to a degree, recognizing that we
are not perfect in this estimating process. But you can fairly well
determine where the intensity of the infestation is such as to cause
heavy defoliation. That is the area where the primary thrust is being
apphed. Tf we had pesticides that were not as persistent as DDT is,
such as some of these which show some real promise, T am sure we
would be applying it more broadly.

As it now stands, we try to keep the DDT application sha rply con-
strained to where the heaviest infestation occurs.

USE OF ALTERNATIVES

Mr. Lone. The importance of the program we are proposing here
is to, of course, find alternatives. We are using biological materials
as well as chemical test areas in order to try to come up with the most
effective means of control, so we will not have to use DDT and other
persistent pesticides in the future. We make a promise to ourselves,
to you, and the EPA and others concerned that we will not be calling
for the use of DDT in the future as soon as we can come up with the
research that will give us an alternative.
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Mr. Yares. What did you use last year? You had the tussock
moth then. :

Mr. Loxe. We did not use DDT. We requested it and it was denied.

Mr. Yares. What did you use!?

Mr. Rester. Zectran was one. There were several others.

Mr. Yares. Which did not do the job apparently.

Mr. Resier. Not adequately.

Mr. Sarira. We conducted a pilot project using Zectran to see
whether it would work. The results were not too confirming. In fact,
they were not successful in the case of the tussock moth. We used
carbaryl and dylox as a spray for gypsy moth.

IRRITATIONS CAUSED BY TUSSOCK MOTH

Mrs. Haxsen. You had a lot of problems in last year’s program,
as I remember, with workers being affected by skin irritations. Isn’t
that correct ?

Mr. Rester. Yes, ma'am. The tussock moth tends to cause irritations
when they get to heavy populations, such as you are actually suffering
heavy kill of trees and woodworkers and people go through the in-
fested areas. In fact, the spread was so great that they expanded into
urban areas and they can be troublesome. Some people are particu-
larly sensitive to the tussock moth.

Mr. Yates. To the moth or to the chemical? T do not understand
your question.

M. Resner. To the larvae of the tussock moth itself.

Mr. Loxa. There is a very fine hair fuzz on this moth.

Mr. Resier. I was trying to lead up to a general résumé of the kinds
of major insect infestations we have suffered over the years that have
caused major losses. We see in the tussock moth control proposal an
opportunity hopefully to develop a real breakthrough so that we can
effectively control this particular moth.

There are others that are going to continue to be major problems to
us, but this is the one that is the most dramatic at the moment.

Mr. Yares. Mr, McDade earlier this year asked about controlling
the gypsy moth in his area.

Mrs. Haxsex. Mr. Veysey ?

TUSSOOK MOTH

Mr. Veysey. I understand that the tussock moth has been with us
for a very long time and in the past it has made some serious attacks,
apparently in a eyclical manner like every 10 years or so.

Mr. LoNa. Every 7 to 10 years.

Mr. Vevsey. Is it known whether that is related to whatever holds
the tussock moth in restraint? Or is it just a natural cycle like the
locust ? -

Mr. Suea. These are items that we have built into the program,
looking at the natural controls, the parasites and predators and nat-
ural viruses and climate and factors of this sort. We would be con-
cerning ourselves with the prediction of population changes, and dam-
age in the forests.

Mr. Vevsey. Are there known natural predators for the tussock
moth ?

Mr. SuEa. Yes, sir.
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Mr. Veysey. But they do not include this virus or other treatment
that you are proposing ¢ :

Mr. Suea. The virus is a natural virus, The bacterium is a bacterial
disease. These are a group of microbials for the control of certain
insects.

Mr. Veysey. But there are additionally some insect predators or
other types of predators.

Mr. Suea. Yes, there are.

Mr. Veysey. You don’t know what they are or what promise there is
that they might be encouraged ?

Mr. Sama. At this point we know very little about the parasites or
predators of the tussock moth. We know there are a number of them,
but how they might be used we do not know.

Mr. Rester. I think this would be the key point, Mr. Veysey. It’s one
thing to know that certain insects are predators. It’s something else
to develop the method of being able to use them effectively.

RESEARCH AND CONTROL FUNDS

Mr. Veysey. Do I understand that the additional $6 million that
you are asking for is essentially all directed into this research en-
deavor? Or is some of that for control in the infested areas?

Mr. Rester. This is exclusively research.

Mr. Veysey. That is on top of what is already in the budget for con-
trol purposes?

Mr. Rester. Yes, sir.

Mr. Veysey. Which is adequate or sufficient

Mr. Rester. We think it is adequate for this year.

Mr. Veysey. Thank you.

SOUTHERN PINE BEETLE

Mrs. Hansen. You are requesting an additional $1,885,000 for
southern pine beetle research. Give us the explanation and justifica-
tion for this request.

Mr. Suea. Madam Chairman, during the 5-year program it is
proposed we will be learning how to predict the insect populations,
damage or impact and the susceptibility of the forest with the idea
of detecting outbreaks very early when the control can be most
effective.

We will also be looking at field and safety tests, formulation studies,
and use patterns for pheromones and other behavior chemicals used
for survey and suppression. We will be looking at new or improved
toxicant formulations and methods of using them for controlling the
southern pine beetle.

We will be looking at the various factors which contribute to host
susceptibility and stand factors, that is, forest management practices
which contribute or decrease susceptibility.

We will be looking at the natural enemies as potential control agents
again. We know the southern pine beetle has a number of parasites and
predators and a number of diseases. We will be looking at these.

From the research we hope to develop an optimal forest or pest man-
agement system, using the information that we gain from the program
over a 5-year period..
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Mrs. HanseEN. You note that this project will take 2 years longer
than the others because the problems are more complex. Do you want
to explain that?

Mr. Suea. The southern pine beetle, as you know, spreads across the
whole South. There is a varied and complex set of conditions, involv-
ing the forest, the soil, and other factors. We probably know less about
the southern pine beetle than we——

Mr. Veysey. You didn’t know much about the tussock moth.

Mzr. Yares. You know a lot about it. But that doesn’t mean you can
control it.

Mr. Loxa. I could argue only that is not quite true.

Mr. SuEea. It’s a much more complex situation. Whereas with the de-
foliators, you can move toward chemical or biological controls, direct
control for the southern pine beetle is much more complex than it is
for the defoliator.

Mr. Resuer. Madam Chairman, as T was mentioning earlier, you are
well aware of the major losses that have occurred in the past as a result
of the bark beetles.

Mrs. HanseN, Yes.

Mr. Resier. The control mechanisms are very, very limited. Hope-
fully, there would be enough comparability in this research in the
southern pine beetle that the knowledge might be extrapolated to
other areas to treat, or at least give us some better insights into some
of the other beetles that are in the same basic family. T think that
might be a spinoff value to this particular program.

Mrs. Hansen. Will that assist you in the Rocky Mountain area ?

Mr. Rester. We are hopeful that that knowledge would be useful
to a degree. At least it might provide some important openings and
new research lines in connection with mountain pine beetle.

Mr. Loxa. Madam Chairman, with the hope that the program can
have spinoff values as to the degree it can be useful, it is not going
to change the thrust. The direct thrust will be for these three insects
and they will be concentrated upon in terms of research. There are
many similarities in terms of the families of insects on which we hone
to use the information.

MOUNTAIN PINE BEETLE

Mrs. Haxsen. You requested funds for the mountain pine beetle
in a supplemental, but you are not requesting funds for it in this re-
quest. I am curious as to why ? T understood it was a major problem in
the Rocky Mountain States.

Mr. Lone. T am sure that is correct. From the outset, in this program,
we did not attempt to concentrate on other insects, other than the three
we have identified. There are other programs ongoing that will con-
tinue on with the work in other insect areas. We are not stopping that.
The programs are continuing at their present level. This is an acceler-
ated level over what we have attempted to do in these three insect areas.

Mrs. Hansen. What is the level of spending for the Rocky Moun-
tain Pine beetle in fiscal year 1974 and 197517

Mr. Rester. Could we supply that?

Mr. Younas. We don’t have it specifically for the Rocky Moun-
tains area, but we can supply that.
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[The information follows:]

Research on control of the mountain pine beetle is funded at $267,000 in fiscal

year 1974 and will be funded at $281,000 under the budget proposed for fiscal year
1975.

EFFECTS OF DDT ON FISH AND WATER

Mr. Yates. In your use of DDT in the past, has it ever showed up
i fish in the area? Does the DDT go into water tables and then into
streams and then into the fish ?

Mr. Suea. As I understand your question, it is whether or not DDT
does go into the fish if it gets into the water.

Mr. Yares. Where you have used it. I know it does. Tt has been
found in fish in various places in the country and it has had a very bad
effect on birds and on other animals. In your experience, where you
have sprayed the forests with DDT, have any of the Government. agen-
cies found subsequently that, as a result of your spraying or the use
of DDT, it was found in the water and in the fish that people eat ?

Mr. Saea. T am familiar with a spray program for control of the
hemlock looper on the West Coast where DDT was used a number
of years ago. There were small amounts of DDT detected in the water
and some of the fish food.

Mrs. Haxsen. Wasn't the problem with your oyster beds?

Mr. Suea. The oyster beds were the primary problem. There was
no DDT level detected in oysters.

Mr. Yares. What does that mean, that they were detected in one
area and not in another? You say they were found in the oyster beds,
They were found in the oyster then, weren’t they ?

Mr. Suea. There was no DDT found in the oyster,

Mrs. Hansex. On Willapa Harbor? 5

Mr. Suea. Yes; where the rivers drained into the bay from the
sprayed area. Here again it was a very carefully monitored spray and
they stayed away from the streams insofar as possible.

DDT EFFECTS ON BIRDS

Mr. Yares. What happens to the birds in the areas that you spray ?

Mr. Sura. T don’t have any data on that.

Mr. Resver. Mr. Yates, the spray project T was referring to earlier
in 1965 was very tightly monitored, both by our own organization
and by a number of other State and Federal agencies. There is a
comprehensive report out on that monitoring effort.

I think it’s clear that any time you apply a hard pesticide, it’s
going to show up some place along the chain. That certainly was the
case there. There were minor quantities, but detectable, nevertheless.
found in various animals. But all at such level, as T recall the report,
that it was not significant in terms of its effect on their health.

I am not aware of any losses of fish as such yet. There were fish
found in the streams that did have detectable quantities of DDT in
them.

I guess my point would be, as near as T can recall, levels of DDT
that were experienced following that 1965 project were within accept-
able limits. One must recognize that DDT is a hard pesticide and it’s
going to show up. It’s a question of whether or not it’s significant
enough to cause long-term damage.




Mr. Loxe. We could say this, that the question of the seriousness
of DDT is in dispute among scientists. They disagree quite substan-
tially. There is one scientist, I think in Ber keley, who eats DDT every
so often with no ill effects as yet known.

Mr. Yates. As yet.

Mr. Loxa. He is still alive.

Mr. Yares. How long has he been eating it?

Mr. Loxe. I don’t know.

MISUNDERSTANDING ABOUT EFFECTS OF DDT

Mr. Veysey. I think there is a misunderstanding about DDT. T
am a farmer and we have used it for years. It’s considered pretty much
nonlethal to humans.

Mr. Yares. Vietor, the cancer people say the amount that causes
cancer varies because of the resistance of individuals. Small doses
accumulate year by year by year. DDT has only been used for 20
years. Maybe if they use it for 25 years that is when it triggers.

Mr. Vevsey. Maybe.

Mr. Yares. I recognize you have to fight the pests in order to
get your crops in.

Mr. Veysey. Let me conclude my point with Sid. T think along
with those who have had some experience with it—those who are the
real users of it, it is considered much less lethal, much less dangerous
to humans than any of the alternatives. Agriculture and Forest Serv-
ice have been forced to a lot of other alternatives that are much more
lethal to human beings than is DDT.

Mrs. Hansen. That is right.

Mr. Vevsey. Sure, maybe if you eat it for 25 years or 50 years or
110 years you are going to get cancer, but we don’t know that, either.

Mr. Yares. Victor, we do know. You are at the other end. T used
to have these arguments about the control of natural gas prices at
the wellhead. I said at the time to John Liyle of Texas: “Tt all depends
on whether you were born in the shadow of the gas well or the gas
stove.” That is the truth. You are on a farm and T am a consumer at
the other end. I eat the food when it comes into the cities from your
farms. I want you to grow the food, but when I get the food I want
to be sure I am not eating DDT.

Mr. Veysey. You are not. That is monitored. You know that. Tt’s
very thoroughly monitored.

Mr. Yares. But it isn’t thoroughly monitored.

Mr. Vevsey. It is.

Mr. Yares. We are off on a tangent here.

GYPSY MOTH RESEARCH

Mrs. Hansen. You are requesting an additional $2.5 million for
gypsy moth research. What are the details?

Mr. Suea. During the period of this project, which will run from
fiseal year 1975 to 1978, we expect the following achievements:

One. Methods for predicting population trends will be updated and
refined using new techniques for measuring larvae dispersal, sampling
ege masses and pupae, and monitoring low populations.
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Two. Procedures for measuring and predicting impacts will be
developed by refining methods for measuring defoliation, relating
defoliation to tree mortality, and developing additional technology
for measuring socioeconomic and environmental impacts.

Three. Safety and efficiency tests to evaluate and support registra-
tion of nucleopolyhedrosis virus (NPV) will be completed.

Four. Optimum formulations and application technology for use
of chemicals, Bt and NPV will be developed.

Five. Disparlure’s use in containment, suppression, and possible
elimination of populations will have been demonstrated.

Six. New chemical insecticide candidates will be screened, evaluated
in laboratory, and field tested.

Seven. The effectiveness of available and newly introduced para-
sitoids will be evaluated.

Eight. Sterile male techniques will be evaluated for their potential
as suppressive or population elimination tools.

Nine. A mass-rearing capability adequate for future program sup-
port will have been developed.

I would like to comment on that. It’s very important to be able to
rear the gypsy moth as a part of the sterile male technique for the
screening processes and items of that sort.

Mr. Evans. In this day and age of sexism and all, why are we steriliz-
ing the males instead of the females?

I am dead serious. TIs there a scientific reason for that?

Mr. Suea. There is a good reason why the males are sterilized
instead of the females. The males copulate with more than one female.
If the male is sterile the female lays infertile egos. That female does
not mate with other males. So it’s much more effective.

Mr. Evans. T was sure there was a good answer.

Mr. Loxe. It does seem a little unfair.

FUNDING IN FUTURE YEARS

Mrs. Hansex. You list in the justifications the future year financing
of this program. What assurances do you have from the administra-
tion that these funds will actually be included in future budgets?

Mr. Lo~e. May I respond ?

Mrs. Hansen. Certainly.

Mr. Loxe. Who can see the tea leaves over the longer years we have
proposed for this program? We started initially to tell them how
long we needed funding. We can anticipate that we will have ways to
reach the answers by the end of this time. It is a very short period in
terms of research. Three years is probably too short. We know that.
We feel that by the time we reach the end of the third year we will
develop the answers on the gypsy moth and the tussock moth. We pre-
sented this as a total program, not just 1 year. We can’t, because of
the system, ask for all of it at one point in time. We tried to advise
our associates as well as others in the executive branch that this is not
& 1-year program, otherwise we will waste our funds if we don't
continue.

Mrs. Hansen. We have been trying in this committee for the past
3 years to convince the Office of Management and Budget that our
national forests are not a 1-year program. If we want wood. we have
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to do some fundamental things; research, reforestation, and effective
management. We can’t seem to make OMB understand that a tree
is not going to grow in 1 year and that something has to be done
year by year by year.

We tried to convince them in this committee several years ago that
we were going to have an energy crisis. Nothing moved them until
the Arabs cut off the oil. 3

Do we have to have a nationwide catastrophe in our forests to moti-
vate OMB? Oil is more easily secured than forests because forests
take time to grow.

Mr. Loxc. We have made some progress in the envirpnmental pro-
gram,

Mrs. Haxsen. That is only temporary.

Mr. Lo~a. But I think we would agree that at least we have made
some progress. There is a practical element in coming back each year
because as the program develops we will need to change and adjust.
We can only estimate what it may cost the second, third, and fourth
year, so we will like to come back with a more precise program. I think
there is good support. It took us 8 months to get here. We were talking
about the philosophy of the management of this program.

FOREST MANAGEMENT

Mrs, Hansen. This is what disturbs me about OMB. This committee
has been talking about the philosophy of management for a better
forest program for 8 years. It has taken us 8 years and still the budget
does not recognize our national forest needs. You are well aware that
your budget this year has not been increased in any sense of the word
when you consider GSA space costs and inflation.

You only have to look at your request for roads. You can’t salvage
timber if you don’t have roads. I do not know many timber buyers
who have the capital investment to remove the timber in the time you
have to remove it. As you well know the sales of salvageable timber
have to be rather abrupt. If you have no roads, you are not going to
find a timber buyer who is going to face the problems of weather in the
construction of the road, the problems of weather in getting that tim-
ber out, and still have the capital.

Mr. Lone. T certainly don’t in any way argue with what you have
said. T agree that timber management is a long-term program. I think
you know that the Department has felt this way for some time.

Mrs. Hansen. It is not only timber management. You also have to
manage our forests in such a way as to protect our wildlife and pro-
vide for recreation. Your visitor use is constantly increasing.

Mr. McDape. Will you yield ? ;

Mrs.'HanseN. Yes.

GYPSY MOTH CONTROL

Mr. McDape. T want to commend you on the entire package and the
increase on the gypsy moth program which I have been very interested
in. T am glad you have succeeded in getting it through the OBM.

Tell me a little bit about the current status of your control mecha-
nisms with respect to the gypsy moth. Do we have an effective control
method ?
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Mr. Surri. We have used effectively Sevin 4 oil as a spray. Also
we have a number of pilot projects. I can give a rundown of the sup-
pression projects. In New Jersey, plans are for 66,000 acres to be treated
at a cost of about $200,000; New York, 55,700 acres for $269,000 ; Penn-
sylvania, 75,234 acres at a cost of about $297.,000; Rhode Island, 95.000
acres at a cost of $138,000. We have had three major pilot projects, two
in Pennsylvania and one in Rhode Island, to test various chemicals to
improve our control efforts. We also have a pilot project with the State
of New Jersey, a cooperative one, to evaluate the impact of aerially ap-
plied Bt and carbaryl when applied to the gypsy moth around water.
This is to determine if we have a safe pesticide as compared with Bt
and to find out how it compares with carbaryl.

Another project with the Pennsylvania State University is being
conducted to evaluate the effect of dylox on parasites and as a control
for gypsy moth. Another pilot project with the Pennsylvania State
University is a pilot test to evaluate the effectiveness of Sevin 4 oil in
combination with Disparlure, an attractant against gypsv moth, to
determine if it is a feasible control method.

Mr. McDape. All with aerial spraying ?

Mr. Smrth. Yes, sir.

Mr. McDabe. In response your answer is that you have some control
mechanisms now but, you have not reached the ultimate, that you have
to take this research package and get to a much more effective method ;
is that what you are talking about ?

Mr. Resuer. Precisely.

RESULTS OF PROPOSED RESEARCH

Mr. McDabk. I am a little unsure of what you intend to do. T see the
dollars requested here and the intended requests in the future. Would
I be able to tell a constituent that by 1978 you would have reached the
millennia as far as taking care of gypsy moths ?

Mr. Loxg. I think we should get an effective answer for you on that
question. Who is prepared ? T would rather have a scientist respond.

Mr. Younes. I think it would be a bit rash to say we would have
reached the millennium at that time.

Mr. McDape. Where do you think you will be?

Mr. Younes. We think we will be at the point where we will have
effective environmentally acceptable control methods. developed in the
laboratory, tested in the field on a pilot basis, and ready to move into
large scale operations. We think they will control the moth. We will not
promise that this will be the best possible way of doing it, but we think
it will work.

Mr. McDapk. There will be a significant advance in the state of tech-
nology in an environmentally acceptable way ?

Mr. Younes. That is the criterion upon which we built the program.

Mr. Loxe. Another point is that we do not disparage what has
gone on before. There has been a major effort for many years. We
think we can pull the efforts together. All the interests involved will
be working together under a project plan.

Mr. McDape. That sounds very exciting and T think enormously
worth the effort that is being put'into it. We are talking about some
pretty good sums of money. But as the justifications say in terms of

cost benefits, it is highly desirable.
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DISTRIBUTION OF GYPSY MOTH FUNDS

Are you able to give me any idea about how much of this research
will be done within the various Federal agencies and how much
outside ?

Mr. Suga. In fiscal year 1975 we propose that the program be
distributed as follows: $1.2 million to the Forest Service; A gricultural
Research Services, $465,000; APHIS, $710,000; and Cooperative
State Research Service, $140,000.

Mr. McDape. Does that mean the Forest Service is going to do
the entire $1.2 million in-house?

Mr. Suea. No, sir. There would be a portion of that done outside.

Mr. McDape. How much will be in-house and how much
contracted ?

Mr. Suea. Ten to 15 percent will be extramural.

Mr. McDape. So the vast bulk of it will be done within the Forest
Service?

Mr. Suea. Yes, sir.

Mr. McDabg. Is that true of the other organizations T see listed, the
Agricultural Research Service and the Animal Plant Health Inspection
Service ¢

Mr. Saea. Those activities will be primarily within ARS and
APHIS.

Mr. McDape. Is that through the State governments or directly
from the Forest Service?

Myr. Sura. This would be through the organizational concept of
the program through the program manager who would be managing
the programs both within the Department of Agriculture and through
the universities and extramural contracts.

Mr. McDape. So we are looking at what is a laboratory phase of
the program, aren’t we, in the first fiscal year?

Mr. Suea. In the first fiscal year there are a number of tests beine
planned, field experiments, and items of this sort.

APPLICATIONS TEST

Mr. McDapE. I see the applications test. That of course will be field
tested, wouldn’t it?

Mr. Srea. Yes, sir.

Mr. McDape. What will you do, for example, on predicting im-
pacts? This is a tremendously important question, I think. Will that
be a field test or a laboratory test?

Mr. Sura. The prediction of impacts for the gypsy moth program
will involve, first of all, gathering the field data on the various stages
of the insect and incorporating these in predicting models and relat-
ing the test with the actual happening. This test is well underway.
This represents an expansion of those activities already in the
program.

CHEMICAL INSECTICIDE CANDIDATES

Mr. McDape. On No. 6, on the new chemical candidates, yov know
I have heard a lot of eriticism from people who are happy that you
have Sevin, Dylox, and Bt, but they complain that it doesn’t have
the effectiveness that youn would get if you were using DDT. Ts what
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you are trying to do here going to increase the efficiency of the chemi-
cals you have in inventory now?

Mr. Sura. There will be two things. One would be to increase the
efficiency of the materials we have and the other would be looking
at new materials such a pyrethroids and developing those as part of
the integrated program.

Mr. McDape. Moving them into the inventory?

Mr. Suea. That is right. And then the screening of additional
pesticides.

Mr. McDape. Thank you.

Mrs, Hansen. Mr. Veysey?

RESEARCH TIME FRAME

Mr. Vevsey. Of course the Department of Agriculture has had a
lot of experience fighting different types of insect pests and not too
many real successes over the long pull. Now your program seems to
project in the case of the tussock moth a 3- to 4-year stretch and the
gypsy moth about 4 years and then presumably you have it done.,
I don’t really believe that.

Mr. Lone. We don’t say that at all.

Mr. Vevsey. You don’t say that but you stop funding it at 1978.

Mr. Loxe. We are hopeful we can go back to more normal levels
of funding after having reached the platform we desire with these
three insects.

Mr. Vevsey. T would like to be an optimist with you. T think there
is a lot of experience that tells us the bugs are a lot smarter than
the Ph. D.’s you put on the project.

Mr. Loxe. It is a continuous war.

Mr. Vevsey. My guess is that you will not drop down to a lower
level. We will have to see about that but T imagine if we go into this
with the thought that it is a temporary short-range 3- or 4-year
project to clean things up. we will be very lucky and it will not be
the result of our efforts. If that is the way it works out. it will be
other unrelated factors.

Mr. Loxe. We will need some luck as all research depends upon
this element to a degree.

Mr. Vevsey. If this is eyclical, you can play the cycle out and take
the eredit.

Mr. Lowne. Tt is particularly important that we apply our test and
research programs during the period in which the cyeles are high.
which they are in all three cases.

Mr. Veysey. That is when T would like to run a program, too,
when they are at the peak and hopefully you can catch them on the
down slide. T wish you Iluck.

GSA SPACE RENTAL

Mrs. HansEN. What is included in this request for GSA space
costs ?

Mr. Lona. Who can answer that question ? T don’t know that we have
anticipated there will be any additional space requirements that will
involve that.

Mr. Rester. Madam Chairman, there is no additional GSA space
in this program. We think we can handle it in the existing program.




33

Mrs. Hansexn. Mr. Yates?

Mr. Yares. No qumtmns

Mrs. HANSEN, llmnk you very much, gentlemen, for an informative
hearing.

Tuespay, June 11, 1974.

BUREAU OF INDIAN AFFAIRS
INDIAN FINANCING ACT

WITNESSES

MORRIS THOMPSON, COMMISSIONER OF INDIAN AFFAIRS

JOSE ZUNI, DIRECTOR, OFFICE OF ADMINISTRATION

JOHN P. SYKES, ADMINISTRATION, FINANCIAL MANAGEMENT
SERVICES

DANIEL D. McDONALD, DIRECTOR, OFFICE OF TRIBAL RESOURCES
DEVELOPMENT

HAROLD D. ROBERSON, ACTING CHIEF, DIVISION OF CREDIT AND
FINANCE

BOBBY L. SELVEY, DIVISION OF CREDIT AND FINANCE

FRANCIS M. WILES, DIRECTOR OF BUDGET, OFFICE OF THE
SECRETARY

Mrs. Hansen. The next agency to appear is the Bureau of Indian
Affairs. The principal witness this morning is Morris Thompson,
Commissioner.

We will insert the item from House Document 93-310 and the
justifications in the record at this point.

[The information follows:]

DEPARTMENT OF THE INTERIOR—BUREAU OF INDIAN AFFAIRS

Amendment
previously
Budget 1975 proposed Proposed
appendix i budget H. Doc. amend- Revised
page Heading request 93-286 ment request

581 Opelatmnul‘!nmanPro‘?rams . $453, 807, 000 $300,000 $10,000,000 $464, 107,000

This proposed amendment is to stimulate
and increase Indian-owned business.
588 Indian Revolving Loan Fund.. e e e N a0, U0, 000 50, 000, 000

(Insert the following paragraph under this

heading:)

For payments to the Indian Revolving Loan
Fund as authorized by the Act of April 12,
1574 (Public Law 93-262), $50,000,000, to
remain available until expended.

This proposed amendment will provide for
increased Indian business oppartunities.
Indian Loan Guaranty and Insurance Fund

(Insert the following paragraph under
this heading:)

For payments to the Indian Loan Guaranty
and Insurance Fund as authorized by the Act
of April 12, 1974 (Public Law 93-262),
$20,000,000, to remain available until ex-
pended.

This proposed amendment will provide
for increased Indian business opportunities.
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DEPARTMENT OF THE INTERIOR
BUREAU OF INDIAN AFFAIRS

Operation of Indian Programs

Justification

3. Tribal Resources Development

a. Business Enterprise

Pending request d $5,980,000
Revised request 15,980,000
Proposed amendment 10,000,000 - —

This proposed amendment for $10 million is requested pursuant to the Indian
Financing Act of 1974 which authorizes an appropriation of $10 million for
each of the fiscal years 1975, 1976, and 1977 for the Indian Business
:Development program, designed to stimulate and increase Indian entrepre-
*neurship and employment by providing equity capital through nonreimbursable
business grants (Title IV).

Cost Factor Involved

$10,000,000 for grants to provide equity capital for Indian indivi-
duals and tribes to establish or expand Indian-owned profit-making
‘business enterprises on or near reservations, (Maximum grant not
to exceed $50,000.)

Need for Program

Due to social and economic disadvantages, Indian individuals have been
denied the opportunity to acquire adequate business financing through
normal lending channels. All too frequently, an Indian seeking to enter
business is refused a loan on the grounds that he lacksequity capital for
injection into a prospective business. This lack of capital is probably
the one most single factor inhibiting the Indian involvement in America's
competitive economic system. The need for the Indian Business Development
fund therefore is designed to provide the essential equity fimancing to
induce private lenders to approve the Indian business loans.

Highlights of Recent Accomplishments

*In fiscal year 1971 the Congress appropriated 53.4 million for a similar
program, The specific purpose was to stimulate Indian entrepreneurship and
employment by providing nonreimbursable capital grants to Indian individuals,
tribes, and associations to establish profit making, Indian-owned businesses
which will employ Indians or to aid those Indians already engaged in business.
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Some 780 applications were submitted. The total value of the requested
funds amounted to $10.8 million, more than three-fold greater than the
appropriation received,

Data compiled as of June 1973 indicate that since its inception in -FY 1971,
a total of 225 new and 144 existing Indian owned small businesses were
granted start-up financing. Approximately 1,680 full-time Indian jobs were
ereated with an annual payroll of almost $5.7 million. The average grant
per man-year of employment amounted to about $1,500, while the average
additional capital generated as loans from other sources "amounted to over
$7,100. The data also indimte that after three years of experience about

70 businesses closed for an annual failure rate of about 6 percent, The
new enterprises begun, and those expanded, included a wide range of business
activities; manufacturing, contract construction, agricultural production
and services, food stores and services, laundromats and dry cleaners, apparel
and accessory stores, and others. These enterprises, though small, offer

to the Indian people an entirely new field of economic opportunity., They
present an individual a better break in life by getting him on the economic
ladder, and for the community they provide the needed services for a viable
community life,

Program of Work

A prime tenet of the proposed program is that grants will be used only
when other sources of funding are unavailable to the Indian or Indian group
seeking financing. The criteria governing the administration of this
program, including fund distribution in accordance with the intent of the
Act, are presently under development.
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\IRS

ORJECT CLASSIFICATION (in thousands of dollars)

10-76-2107.0-1-999 ¥ N MK xﬂvml«
Request Proposed hevised
Personnel compensation: Panding Amandmant Baocuest
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1.8 Special personal services payments.......,.| 920 == 920
Total personnel compensation............. 162,240 -— 162,240
Personnel benefies: :
T2Y oGl T 16,235 ——— 16,235
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21.0 Travel and transportation of persons.......... 10,000 -— 10,000
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23.0 Kent, communications, and utilities.._...__._] 14,769 ——— 14,769
24.0 Printing and reproduction ..........cccceuiecraas 950 - 950
25.0 Okher services...... 126,981 ——— 126,981
260 Supplics and marerials......eeeeeeiecrerr cooresd 35, 500 --- 35,500
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320 lands and structures....oooooeoe 300 - 300
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~42.0~Insacmee thrims smd-mdenmidess.. ...}
~43.0" “h':'.msrw dividendy ..}
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DEPARTMENT OF TIE INTERIOR
BUREAU OF INDIAN AFFAIRS

Miscellaneous Revolving Fund
Justification
Indian Revolving Loan Fund (Title I) (Proposed amendment) $50,000,000

The proposed amendment is requested pursuant to Section 108 of the
Indian Financing Act of 1974 to provide capital and restore any impair-
ment of capital for the revolving loan fund exclusive of prior authori-
zations and appropriations. This fund reprerents the primary source of
financing for Indians who cannot borrow from other Govermment credit
agencies or from ordinary commercial lenders because of their low
economic status, isolated geographic location, lack of bankable security,
and other reasons.

Cost Factor Involved

$50,000,000 to provide capital for the revolving loan fund to be
available for direct Federal loans to Indian tribes and other orgsniza-
tions for economic development enterprises on or near the reservation
and for relending to tribal members through tribal relending programs,

Following is a summary of Indian financing needs bzsed on estimates
submitted from tribes and other reservation sources:
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SUMMARY OF TOTAL FINANCING NEEDS

As of June 30, 1973

Housing (Other than loans to individuals, i.e., " $24,917,500
housing enterprises, apartments, rentals, group
participation.)
Financing of industrial development and group 231,010,440
commercial enterprises.
Financing of recreation development (Development 73,536,300
of recreation complexes; lakes, trailer parks and
campgrounds, tourist attractions, etc.)
Financing of utility systems, transportation terminals, 134,299,305
community buildings, civic facilities, and other
governmental purposes.
Financing of group arts and crafts enterprises, 1,714,000
commercial and cultural enhancement.
Loans to individuals. 510,550,531
a. Land - individuals' land purchase $98,745,700

needs.

Agriculture - agriculture related 88,939,800

needs, cattle operations, farming, etec.

Non-Agriculture - land based enter- 26,511,900

prises, such as subdivisions, etc.

Housing - individuals housing needs 166,783,100

for new construction or repairs.

. Small business - includes businesses 90,492,200

such as service stations; small

restaurant, laundromat, barber shops,

garages, etc.

Education - needs for continuing educa- 6,797,000

tion at college level (beyond and

above grant programs).

Other - covers all other sundry and 32,280,831

miscellaneous needs not readily identi-

fiable in the other categories includ-

ing short term consumer type financing

needs.
Tribal Land Purchase 105,227,000
Expert Assistance 817,385

———— e e

Total Financing Needs $1,082,072,461
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The total reservation based Indian financing needs are estimated current ly
at $1.08 billion as indicated in the table. This includes loan commitments
of $13.3 million and authorized loan applications of $15.6 million for a
total of $28.9 million in approved and authorized loans from the present
Indian Revolving Fund for loans.

Many tribes have not requested funds for the past several years knowing of
the lack of funds available. -

The rules and procedures being developed pursuant to the Indian Financing
Act will establish priorities for consideration of loan applications based
on the intent.and purpose of the Act to develop and improve the economic
conditions on Indian reservations and communities and the availability of
other programs of loan and grant assistance including the other titles of
the Indian Financing Act,

In Fiscal Year 1975 direct loans will be made to individual Indians and
tribes ranging in size from less than 51,000 to perhaps in excess of

$1 million. Through these direct loans and relending of revolving loan
funds by tribes and other Indian organizations, a major segment of the
reservation population will be affected by this program in FY 75.
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DEPARTMENT OF THE INTERIOR
BUREAU OF INDLAN AFFAIRS

INDIAN LOAN GUARANTY AND INSURANCE FUND

For payment to the loan gusranty and insurance fund ss

guthorized by the Indian Finsncing Act of 197/, Public law 93-262.

title TII, section 302, to carry out the orovisions of sections

217 and 301 of the above act to (&) provide ecapital for a loan

guaranty and insurence fund, (b) pav interest subsidv on pusranteed

Jdoans, and (e) pay administretive expenses, 0,000,000, to remain

available unti] expended: Provided, That for the purpose of entering

Into contracts pursuant to title V, section 502 of the above act the

Secretary is suthorized to use pot to exceed 5 per centum of any

funds sporopristed for any fiscal vear pursusnt to title III.

Bection 302 of the above act,
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DEPARTMENT OF THE INTERIOR
BUREAU OF INDIAN AFFAIRS

Indian Loan Guaranty and Insurance Fund

Justification

Indian Loan Guaranty and Insurance Fund (Title II) (Proposed Amendment )
$20,000,000.

The proposed amendment of $20,000,000 is requested pursuant to the Indian
Financing Act of 1974 to establish a Loan Guaranty and Insurance Revolving
Fund to be used: (1) as a reserve for losses on guaranteed and insured
loans and to pay other costs incident to, or arising out of, such loans;
(2) to pay an interest subsidy, pursuant to Section 301 on loans guaranteed
or insured under the provisions of Title II which are necessary to reduce
the borrowers interest rate to the rate determined under Section 104 of

the Act; (3) to provide competent management and technical assistance,
pursuant to Title V, to loan and grant recipients under Titles I, II, and
IV of the Act; and (4) for administrative expenses under the Act.

Cost Factors Involved

(1) $6,435,000 for reserves for losses on guaranteed and insured loans.
This figure represents 15 percent of the mmount guaranteed or
insured. The amount guaranteed and insured is 90 percent of an
estimated $46.4 million of loans.

$200,000 for costs of taxes, insurance, prior liens, etec., incidental
to projected defaulted loans. ]

$12,065,000 to cover costs of interest subsidies on the $46.4 million
in loans estimated in cost factor (1) above. These costs represent
the difference between the interest costs charged by private lenders
and the interest costs resulting from interest rates established by
the Secretary to be charged on direct loans. Interest subsidy cost
estimates are based on several projected factors:

(a) Average life of loan of 10 years;

(b) Monthly amortizations;

(c) & percent differential in interest rate between private lender's
rate and rate established by the Secretary for direct loans.
Currently these figures are estimated at 11 percent and 7 percent,
respectively. There no doubt will be changes over time in these
factors, but these cannot be established now.

$500,000 to provide competent management and technical assistance to
borrowers or grantees through contracts with private sources, or on a
reimbursable basis with other Federal agencies. It is intended to use

Federal capability, and capability available under existing cccoerative

arrangenents to the fullest extent before resorting to contracting.
The $500,000 amount is based upon 6 months of operation during FY 1975.




(5) $800,000 to administer the provisions of the Indian Financing Act
of 1974, including:

(a) Establishing and administering policies, regulations,
procedural guidelines, etc.;

(b) Accepting and processing applications, for loans from the
Indian Revolving Loan Fund; and supervising such loans;

(c) Accepting and processing applications for loan guarantees,
insurance, and interest subsidies for loans made under the
loan Guarantee and Insurance Fund, periodic reviews of such
loans, and protecting the governments interest to the extent
possible on defaulted ioana;

(d) Accepting and processing applications for granta under the
Indian Business Development Frogram.

Added Workload Factors - FY 1975 over FY 1974

Item Unit Est. Amount
1. Direct loans:
a. New loans made No. + 5,000
b. New loans made Mil. $ *55_0.0
2. Guaranteed & Insured loans:
a. New loans made No. + 928
b. MNew loans made Mil., $ +846.4

3. Indian Business [evelopment
Program Grants:

a. Applications processed No. +1,675
b. Grants made Ho. + 670
e. Grants made Mil. § +%$10.0

The added workload indicated for Direct Loans (item 1. above) will be carried
out within the amount requested under the Credit subactivity in the Operation
of Indian Programs appropriation. The added workload for Guaranteed and
Insured Loans and for the Indian Business Development Program will require

76 additional positions costing 5800,000 for six months of operations. Of the
$800,000, it is estimated $500,000 will be used for personnel compensation,
and the balance for other objects of expenditure. Of the 76 additional posi-
tions approximately 45 will be technical professional positions and 31 will be
clerical, administrative, or other support positions. All 76 positions are
intended to be located in field offices.




INDIAN LOAH GUARAHTY AlID LNSURANCE FUND

OBJECT CLASSITICATION (in thousands of dollars)

Identifcstion code 19 75 1975 12 75

10-76-~ -0-3-507 scrusl cutimane estimate

Request Proposed _Revised
Personnel compensation: Pending Arendment Reoues

1 Permancnt positions....cooeeeeeceieerinen. 455 493
113 Positions other than permanent
115 Other personael compensation...............

11.8 Special persenal seevices payments

Total personnel compensation..............

Personnel benefits:
Civilian

Bencfits for former personnel
Travel and transporation of persons..........
Transportation of things...........

" Rent, communications, and urilities....____.
Printing and reproduction....................
Other services

Supplies and marcrials

Equi

Lands and structures

Insurance claims and indemnities..............
Interest and dividends

Refunds

Total obligations..

WA CONTRMMERT FoiNTyins OIFICA | 1000 8= 1E8-00E
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COMMISSIONER'S OPENING STATEMENT

Mrs. Hansen. I am sure you have a general statement Mr. Thomp-
son, which you may read or summarize.

Mr. Tromesox. I will read our statement.

Madam Chairman, the Indian Financing Act of 1974 was signed
on April 12, 1974, as Public Law 93-262. The act authorized appro-
priations of $80 million which falls into three separate appropriation
actions. On June 3, 1974, the President requested the Bureau’s fiscal
year 1975 budget be amended for the total authorized amount.

Briefly, $50 million is requested to provide capital for the revolving
loan fund to be available for direct Federal loans to Indian tribes.
organizations and individuals. This fund represents the primary source
of financing for Indians who cannot borrow from other Government
credit agencies or ordinary commercial lenders because of the Indians’
low economic status, location, and lack of bankable security.

$20 million is requested for Indian Loan Guaranty and Insurance
Funds which is to be used as a reserve for losses and to pay interest
subsidies on guaranteed and insured loans and to pay other costs inci-
dent to, or arising out of, such loans; to pay certain administrative
costs and to provide management and technical assistance to eligible
borrowers and recipients of development grants.

$10 million is requested for the Indian business development pro-
gram which will stimulate and increase Indian entrepreneurship and
employment by providing equity capital through nonreimbursable
grants to Indians and Indian tribes to establish and expand profit-
making Indian-owned economic enterprises benefiting Indian reser-
vations and communities.

The implementation of this act provides the financial underpinning
of the administration’s pledge to pursue a policy of Indian self-deter-
mination since the ability of the American Indian to shape his own
future and to assume control of Federal programs created for his
benefit bears a significant relationship to the strength of his economic
base. To this end we expect this program to be the nucleus of our total
economic development efforts.

TYPES OF PROJECTS FUNDED

Mrs. Hansex. You have listed the three proposed programs. Will you
please explain to the committee the types of projects which will be
eligible for funding under each program ?

Mr. Trnomeson. We generally feel that the revolving loan funds,
the guarantee and interest subsidy and the grant program could be
intermingled, but generally can be used to finance housing programs,
construction activities to underwrite new Indian operations and or-
ganizations that may start out looking primarily toward a profit
motive for many of the tribes. So. T believe we have, as part of our justi-
fication, some of the activities that we have had requests for over the
last couple of years.

Generally they cover housing, industrial development. financing of
recreation development, utility systems. transportation terminals,
group arts and crafts and enterprises, loans to individuals. and tribal
land purchase. Those are some of the primary categories.
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Mrs. HanseN. We have received a request from Congressman Stei-
ger of Arizona in regard to the Yavapai Apache Tribe. It involves the
Montezuma Castle National Historical Site. It is a $1.6 million project.
Is that the type of project that is eligible ?

Mr. Troymeson. I am not familiar with that project. Is it recreational
development ?

Mrs. Hansen, It is for tourist development.

Mr. Taompsox. This would be a project that econceivably could be
funded under this act, to answer your question generally.

Mrs. Hansen. Under which one of the categories?

Mr. TuomresoN. Without really looking at the proposal, recrea-
tional developments could come out of the revolving loan fund or if
we can get private lending institutions to provide the capital neces-
sary to come under the loan guarantee section.

Mrs. Hansex. In other words, you do see yourselves as providing
them with the credit, so to speak, for this kind of operation?

Mr. TroymPsON. Yes.

Mrs. Haxsen. We also have some requests from Indian tribes in the
Northwest. They have been asking for a long time, as you know,
for adequate funding to be able to buy back some of their land. They
have tribal lands and fee lands. The tribe, in order to have an orderly
management program, needs the ability to purchase land from the
current owners so they can prevent development they don’t want
such as the establishment of taverns, et cetera., on some of their recrea-
tion lands.

A tribe like the QOuinaults has not had the tribal financing to do
this type of thing. Under what category would this type of program
be financed ? Would this type of activity be eligible ?

Mr. Tuomrson. These types of loans would be eligible, Madam
Chairman.

OTHER FEDERAL LENDING PROGRAMS

Mrs. Hansen. My guess is that a loan would have to be long term,
because a forest doesn’t grow overhight. These are eutover lands.
They had a peculiar timber arrangement. The Indians were forced
to sell, not just their timber, but their timber and their land which
was a very strange type of timber sale. T think they were taken advan-
Im;:s of. The Indians just don’t have the capital to buy back these fee
ands.

The Nisqually Tribe. T believe. is asking for funds to buy lands
so that they could qualify under Mr. Boldt’s decision in the North-
west on Indian fishing.

Mr. Tromreson. Subject to correction. T believe, Madam Chairman.
that there is a Federal program available. T think it is the Farmers
Home Loan Administration that is currently making long-term, low-
interest loans available to Indian tribes for land purchase. T don’t
know the amount but it is generally in several millions of dollars.

Mrs. Hansex. I spent several hours with Mr. Udall when he was
Secretary of the Interior. At that particular point in time one tribe
wanted to purchase back the land that the fee owner had which lay
beween them and the beaches. They had the beaches. They had the
tidelands and they had the tribal lands lying on the other side of the
road. But they wanted to make sure that there was not a lot of develop-
ment. There was no place for them to go for assistance.




Mr. Tuomrson. To answer your question, Madam Chairman, these
funds could be available for that purpose. What we want to do is uti-
lize, as well, other existing Federal loan and grant programs. I am
told the new program allowing Indians to borrow from the Federal
Government at a relatively low interest rate is a relatively new pro-
gram, about 2 years old.

Mrs. Hansen. It must be new because I haven't found many tribes
who are aware of the program.

REVOLVING LOAN FUND REQUEST

You are requesting $50 million for a revolving loan fund. Will
this fund be available for such things as recreation ?
m r - B
Mr. Troyeson. That is correct.

INDIAN LOAN GUARANTY AND INSURANCE FUND

Mrs. Hansex. $20 million is requested for the Indian loan guaranty
and insurance fund. Can you give a specific example of the loans you
plan to grant under this category?

Mr. Trompson. These types of loans are loans that Indian tribes
may be requesting. The Bureau could work with a tribal organization
to obtain the necessary capital needed from private lending institu-
tions where the Federal Government would guarantee the loan up to
90 percent and provide the difference in interest under the subsidy
provision. There, too, we can run pretty much, I think, the full gamut
of the programs that we have. It depends. We have yet to establish.
Madam Chairman. some priorities between the two months.

TECHNICAL ASSISTANCE

Mrs. Haxsen. You say in your statement : “Technical assistance to
eligible borrowers and recipients of development. grants.” Give us an
example of this type of assistance.

Mr. Traoyeson. Well, I think one of the shortcomings, perhaps of
some of the lending and grant. programs across the Federal establish-
ment 1s that while we do relatively well on getting the grants or loans
out to the Indian community, we need to do more to insure that the
Indian carries out properly the project for which the loan is made.
We believe that this technical assistance to the Indian community will
insure that the entire project they are entering into is successful.

Mrs. Haxsex. Or is the right enterprise for that area ?

Mr. Tromreson. Yes. Hopefully, through this technical assistance
we will be able to shore up the management. We will hope to
strengthen it.

INDIAN BUSINESS DEVELOPMENT FUND

Mrs. Haxsen. $10 million is requested for the Indian Business De-
velopment fund. Give us an example of the projects you intend to
fund through this program.

Mr. Tromrsox. The $10 million is probably one of the keys for
successful implementation of the program. It is basically the grant
program and we can utilize these funds to piggyback on the other
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funds. Primarily this will go out as grants to young, emerging enter-
prises that don’t have the equity that could interest either private
lending institutions or the Federal Government.

Mrs. HaxseN. You have many tribes which are requesting assist-
ance for their erafts program. These types of programs are not usnally
making money immediately. But they create an identity and a sense
of security. Is this the kind of program that you could envision some
assistance being directed toward ?

Mr. TrompsoN. Yes; those and others.

INDIAN AWARENESS OF FINANCING PROGRAM

Mrs. Hansen. Are the Alaska Indians participating in the Indian
Financing Act?

Mr. Tuomesox. The Alaskan Indians are eligible according to the
act and according to our regulations.

Mrs. Hansex. What steps have been taken by the BTA to make the
Indian world aware of tLis new program?

Mr. Tuaomeson. I think we are doing several things, Madam Chair-
man. We recognize that it is a new act and it gives us some new pro-
grams, although not totally new possibilities. We have experience
with the revolving loan funds. We have met with the National Tribal
Chairman’s Association and the National Congress of American In-
dians. We are prepared to sit down with them and go over the regu-
lations. We have put out the normal public relations efforts of notify-
ing them, the tribes, that the act has passed and its status. We have
met with the American Banking Association. All of the loan and
grant programs within the Federal Establishment have been invited
to review our regulations and to review our operations plans to insure
that we are getting off to a proper start.

So we feel, so far, that we have done our best to notify other Fed-
eral agencies and the Indian community and more importantly the
banking community.

HOUSING RENTAL

Mrs. HaNseN. You mention in the justifications loans to individ-
uals for housing enterprises, apartments, rentals, and so forth. Is this
housing development on the reservation on a rental basis? Is it the
construction or reconstruction of houses? What do you envisage?
You have a great backlog in Indian housing.

Mr. Tuomrpson. We certainly do. If T may, I will have Mr. Rober-
son answer that since he is familiar with the suammary of total finane-
ing need.

Mr. Roerrsox. This summary was built by getting the tribal input
and agency input from out in the Indian country. This was housing
need that was not covered otherwise; housing that could be pro-
vided on a rental basis, some of it subsidized once it is built under
one of the Federal programs.

The other is simply nonprofit housing the tribes could rent to mem-
bers and to provide them the seed money to get into some of these
housing programs that they otherwise could not get into. We have
a group of Indian people out there who, in some cases, are a little
above the poverty level so that they do not fit into some of the public
housing programs. They would be able to make a payment on a house
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if something were available, a reasonable payment. This is an attempt
to meet the need. This would be, in part, the kind of housing that would
fit that group of people. This is housing that tribes have asked for.
Mrs. Haxsex. You are assuming that this is housing on the
reservation ?
Mr. Roserson. Yes.
LAND OWNERSHIP

Mrs. Hansex. Do they own their own lands or does it belong to
the tribe?

Mr. RoBerson. We have both ecategories, both individual owner-
ship of allotted lands and tribal ownership of lands.

Mrs, HanseN. So you have some distinction drawn between the two
groups. When you get into housing you have other ramifications,
such as, water and sewage facilities. As you know, as part of the
housing programs the Indian Health Service provides sanitation
facilities.

Mr. Tromeson. It would be our hope, through the Indian Financing
Act, not to supplant or replace any current ongoing Federal pro-
gram. I guess the broad policy—

Mrs. HanseN. As you are well aware, you have a deficit of many
million dollars worth of housing projects. Some of the need is being
met by repair and reconstruetion. You have not had too many new
houses constructed. You are not catching up. Would the Indian
Financing Act be used to catch up on some of your unmet needs?
It would not be substituted for a Federal program, when the Federal
program isn’t meeting your needs.

Mr. TrompsoN. We have not reviewed how the Indian Financing
Act is going to mesh with the unmet housing needs of the American
Indian.

NEED FOR CONSENSUS ON HOUSING

Mrs. Haxsen. Don’t you think you and HUD and the Indian
Health Service are going to have to sit down together and develop
a good consensus on where your needs are and the costs associated
with those needs in order to develop a program that will not overlap?

Mr. Trompson. I think that effort is currently going on. We are
having meetings with HUD, THS, BTA. in trying to look at the
housing needs of the American Indians.

STATUS OF RULES AND REGULATIONS

Mrs. Haxsen. What is the status of the preparation of rules and
regulations and other administrative matters required to implement
the act?

Mr. Taomrson. The act has recently been signed. We have brought
people in to study it and draft regulations. They are currently before
the Solicitor for review. We have made them available to EDA, FHA.
SBA, the American Bankers Association. We have them developed in
draft form and they are currently under review. We hope to have
them published very shortly.
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CRITERTA FOR BUSINESS DEVELOPMENT GRANTS

Mrs. Hansex. What criteria will be used in making the grants
under the Indian Business Development program ?

Mr. Taompson. There are several eriteria. I guess the overall broad
reason and philosophy behind the act is to try to improve the eco-
nomic situation through investment capital in the Indian country.
As you know, there has been a reluctance over the years by private
lending institutions, because of the uniqueness of the Indian lands
and since they are held in trust, the banks don’t really feel they have
anything to go after. These dollars hopefully will get around that by
guaranteeing loans from private lending corporations.

One of the objectives or several of the objectives are to create em-
ployment and to generally improve the economic situation of life on
the reservation.

Mrs. Haxsen. What evidence do you have that you will be able
to find $10 million worth of worthy projects in fiscal 1975 ¢

Mr. Tuaomrsox. The program did exist once before. The Bureau
made available approximately $3.4 million in 1972. At that time
there was $11 million worth of requests. There has been a high tribal
priority.

Mrs. Hansen. Please insert in the record a short list of some of
the kind of projects that were requested ?

Mr. Trompson. I will be pleased to.

[ The information follows:]

Proseors REQUESTED FOR GRANTS

A wide variety of business projects were presented for funding. An example
of these projects for which grants were requested are: tribal construction en-
terprise; automobile repair shop; Indian crafts shop; retail clothing store;
logging truck; snack bar and carryout; beauty shop; laundromat; service sta-
tions; tribal farming enterprise ; and a tribal recreation enterprise.

QUALIFICATIONS FOR LOANS

Mrs. Hansen. On what basis will you decide whether a proposal
qualifies under this program or under a loan program?

Mr. Troarson. Do you mean whether it would be a revolving loan
fund or a grant ?

Mrs. Hansen. That is correct.

Mr. TroMPsoN. Dan?

Mr. McDo~awp. The act states that they must not be able to obtain
financing even under the other provisions of the act before they are
eligible for a grant. That could be determined, of course, by the
economic feasibility of the program such as you mentioned, some-
thing that obviously could not pay a debt service would be eligible
under this, as I see it, under the grant portion.

Mrs. Hansen. Yet, that might contribute to the economic total
benefit of the tribe.

Mr. McDonarLp. Yes.

Mus. Hansen. Have any proposals been received thus far under this
program ?

Mr. Troxrson. I don’t know that under this program specifically.

Mr. McDoxarp. We have had many calls on it already.

Mrs. Hansen. For what type of projects?
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Mr. McDo~arp. Everything from $40 million sawmills to small
home improvement type things. ,

Mrs. Hansex. Under what category would the Lummi Aquicultural
School proposal be funded ?

Mr. TromesoN. That would probably come under the direct or the
revolving loan. I imagine it could come under any one of the three
programs.

Mr. MoDo~arp. You said the school, not the enterprise.

Mrs. Hansen. Their aquicultural program is really a commercial
venture for their tribal use. They have a request for a school program.
As you know, there is no authorization for such a school.

Mr. McDonNarp. We help fund that under the employment assist-
ance program.

Mr. Tromeson. We fund students to attend the sehool.

Mrs. Hansen. That is what T am asking.

Mr. Tromeson. But we don’t fund the school in total.

Mr. McDoxarp. T believe we do in the sense that we pay the school
tuition and other costs involved in that manner.

Mrs. Hansen. What is your estimate of the amount of money which
will go to tribes as opposed to other organizations and individuals?

Mr. Tromreson. I don’t believe we have that developed yet, Madam
Chairman.

[Discussion off the record.]

ADMINISTRATION OF THE ACT

Mrs. Hansen. Mr. Evans?

" M?r. Evans. How are you going to administer this ITndian Finance
Act

Mr. Tuomeson. We are looking at several methods. As T indicated
earlier, we sat down with the American Banking Association and with
all the other Federal programs that have loan and grant programs
and activities, SBA, EDA, FHA.

Mr. Evans. What is your concept at the present time?

Mr. Trompson. We are seeing the act being administered, of course,
within the Bureau. We are not entirely clear whether we will use con-
tract assistance, outside assistance to help us review grants once we
get them. We have to determine what types of followup we are re-
quired to have. As you know, the Bureau has some experience in this
effort in that we had a revolving loan fund that we have operated
rather successfully for quite a few years which was a direct loan be-
tween the Government and the Indian communities. So we have that
experience to fall back on. The new areas are the loan guarantee and
interest subsidy programs. So we are not entirely clear on what would
be the best way to go forward. We are meeting with the other insti-
tutions to determine their successes and weaknesses so we don’t repeat
their mistakes.

CAPABILITY TO BEGIN PROGRAM

Mr. Evans. How soon will you be in a position to go into business
under this act?

Mr. Taomrsox. T guess it is just about as soon as we can get some of
the funds. We have some in-house capability.
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Mr. Evans. Having the funds is one thing. Having your administra-
tive organization all set up with the manpower, guidelines, regulations
and poTic_v 1s an entirely 1lliﬁ(=.1‘ent question,

Mrs. Hansen. They will have time by the time OMB distributes the
money.

Mr. Evaxs. When do you think you will be in business under this act?

Mr. Tuoaesox. Since the act was passed and prior to the passage we,
I think, from an administrative point of view are in excellent shape as
far as regulations go. We are looking at our manpower needs and have
several things under discussion with the Department as to what types
and numbers of manpower.

Mr. Evaxs. Is it going to take you 2 weeks, 2 months, 5 months or
what? ’

Mr. Tromeson. T would estimate about a month.

Mr. McDoxarp. We have a target date of October 1 depending on
the appropriations.

Mr. Evans. All these questions will be solved and you will be in busi-
ness if you have the money ?

Mr. MoDo~arp. We expect to be ready sooner than that.

Mr. Zu~nt. We already have an organization that is administering
revolving fund programs. So by gearing up to administer the new act
we have a base from which tostart.

POLICY OF DISTRIBUTING FUNDS

Mr. Evans. The last question, Madam Chairman: What policy will
you have that directs itself to making these funds and programs avail-
able all over the country? There are so many Indians from the west
coast to the east coast. The chairman suggested even Alaska. You
alluded a while ago to an interesting request for a $40 million sawmill.
You would be out of business for the year if you do that. What kind of
a policy are you going to undertake to reflect this thin spreading of
your assets that you are asking for under this act?

Mr. Tromresox. I think this is one of the priorities that we have to
look to the basic law for. I believe the intent of this act was to gener-
ate, stimulate and create a better economic climate on Indian reserva-
tions. I feel that was the spirit and intent of the law. If we start from
that premise and move out to other priorities, then I imagine the top
priority would be Indians residing on or near Indian reservations.

Mr. Evans. It’s obvious you are not going to be able to divide the
funds you have here into sufficient piles for each tribe. Will it be done
on a first-come-first-served basis?

Mr. Taompsox. On a project basis. Obviously first-come-first-served
may not be the best priority for funding some of these requests. We
have to review the applications, look at the repayment possibilities
and probabilities to insure that we have a successful program.

ACTUAL ADMINISTERING OF PROGRAMS

Mr. Yares. May I follow that up? Who will do the actual adminis-
tering, the BIA agents out in the field ¢

Mr. Trompson. The basis is the revolving loan funds, so we have
an organization. That question has not really been finally resolved. We
are currently looking at the manpower needs as far as numbers and
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types. If we are to do the whole job—we are not foreclosing the pos-
sibility or probability of using outside expertise to help us in adminis-
tering the program.

Mr. Yares. Will it be very much like the Small Business fund ?

Mr. Trompson. I can’t say now. We have met with SBA to look at
their operating techniques. We have met with the American Bankers
Association.

We have not really decided exactly how, in minute detail, the pro-
gram will be run. We are looking at several management options.

MAXIMUM ALLOWABLE LOAN

Mr. Yares. Is there a maximum loan that an applicant may bor-
row ?

Mr. Tromesox. I don’t believe that has been determined by regula-
tion.

Mr. Rosersox. The act provides a limit of $100,000 for a guaranteed
loan to an individual. There is no limit to the amount for a tribe or
organization of Indians. The grant portion of the act provides a limit
of no more than a $50,000 grant to any one individual or tribe or or-
ganization.

Mr. Yares. Thank you.

CRITERIA IN AWARDING LOANS

Mrs. HanseN. You are requesting $50 million under the revolving
loan fund. What criteria will be used in awarding these loans?
Mr. RoBersoN. As the chairman is well aware, we have the backlog

which you have seen” A part of that backlog is $13 million.

Mrs. Hansen. T imagine there is another billion dollars that T have
not: seen.

Mr. Roserson. We actually have commitments on approved loans
pending the availability of funds of some $13 million.

Mrs. Hansex. Can you give us an example of the types of loans?

Mr. Roserso. I believe our figures would show that about 42 per-
cent of that amount. would be for lending to tribes to relend to their
members under their lending programs.

Mrs. Hansex. For what type of projects are they going to lend
the funds?

Mr. Roeerson. For a wide variety of things, from housing improve-
ment to businesses, to short-term loans, livestock operations, logging
operations, small businesses, temporary loans because of certain family
circumstances, this sort of thing.

Mrs. Hansex. When you loan to a tribe, you don’t have as much fis-
cal difficulty of guarantees as you would with an individual, do you,
because you do have their land, or is it available ?

Mr. Troaresox. I think this has been one of the problems in getting
private capital on Indian lands because of course the tribe and the
Department being trustee cannot and will not alienate the Indian’s
land. So a banker looking at an investment opportunity on the reserva-
tion realizes rather immediately that his collectible assets are minimal
and consequently other markets are more lucrative to him.

Mrs. Hansen. Some tribes have collectible assets inasmuch as they
own timber. Timber is severable from the land. Suppose you have a
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tribe that decides they want to go into a fishing operation. For exam-
ple, they want to supply Indian fishermen with boats and nets. You can
consider that a collectible asset because it is severable from the land.
Isn’t this correct?

Mr. Tuomeson. That is correct.

TRIBAL FUNDS

Mrs. Haxsex. The Navajos, for example, have sizable tribal funds.
Can these funds be used as a guarantee?

Mr. Trompson. Madam Chairman, I don’t believe those are attach-
able since they are judgment awards. I don’t believe that is attachable
income.

Mrs. Hansex. Supposing they are not judgment awards. Suppose
the money in the tribal council has been built up by other things such
as sale of timber?

Mr. TroMmpson. If they are nontrust assets, they are assumable.

Mrs. Hansex. The committee will adjourn until 1 p.m.

AFTERNOON SESSION
REPAYMENTS OF LOANS

Mrs. Hansex. The committee will come to order.

The $50 million revolving loan fund is a one-time authorization.
Since very little can be expected in loan repayments in 1975, you will
be faced with a drastic reduction in your program in fiscal year 1976.
Wouldn’t it be better to appropriate less than the $50 million in fiscal
year 1975 and “save” some of your authorization for future years?

Mr. Taompsox. In 19762

Mrs. Hansen. Yes.

Mr. Traomresox. If T understand the question, Madam Chairman,
we do have a backlog that we can identify immediately of approxi-
mately $25 million from the revolving loan fund of tribes that have
come in. We feel that there is sufficient request to really come pretty
close to hitting the mark.

Mrs. Hansex, If all the funds are expended in fiscal year 1975,
then there will be little or nothing to loan in fiscal year 1976 because
your repayments will not be coming back into the fund in substantial
amounts until after fiscal year 1976. I am asking you if it would be
better to only partially fund the program this year and fully fund
the program next year?

Mr. Tuaoxmpson. One of the concerns that we had, Madam Chair-
man, was that the reverse could happen as well, that if we get less
appropriated toward the $50 million which is the total authorization
under the revolving loan, as you very well point out, if we get less
than that appropriated, we would run over and again have a lot of
Indian people saying they were very angry at the Bureau and at us
for not being able to respond.

If we had it appropriated in 1975, what we don’t use in 1975, if
there is a surplus there, would remain available in 1976 since it is
no-year money.

Mrs. Haxsex. Of the $50 million you are requesting, how much do
you actually think you will be able to use effectively in 1975¢ You
will probably have more than enough requests to use the $50 million.
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If this happens you might have some very frustrated Indian people
not having anything in the fund next year.

Mr. Tromeson. I think we could handle that somewhat adminis-
tratively, Madam Chairman, if we were to get the full amount. Ad-
ministratively I think we can control the amounts of grants and loans
so that we don’t get in a surplus situation in 1975 and a deficit, if
you would, technically, in 1976.

One of the primary reasons of seeking full funding in 1975 was
that, should some excellent proposals come through, then we want
to be in a position to respond. We are not saying that we want to
spend all of the revolving loan money in 1975 and leave nothing for
1976. But we do need some for reserve situations as well.

DISTRIBUTION BETWEEN TRIBES AND INDIVIDUALS

Mrs. Hansex. What is your estimate of the amount of money which
will go to tribes as opposed to individuals and organizations?

Mr. Tromrsox. T don’t believe we have that information currently
within the Bureau. That will be dependent upon the types and amounts
of requests received for assistance. We would probably have no way
of projecting that.

Mrs. Hansex. Will any of these funds be used for land purchase?

Mr. Trompsox. The moneys can be used for land purchase pro-
grams. As we pointed out, the Department of Agriculture does have
an ongoing program. I believe they have about $25 million to $30
million in it now. I don’t know the total amount available to tribes,
but a lot of tribes do have them.

Mrs. Hansex. What will be the terms and conditions of the loans?

Mr. Tuompson. You might want to take that question, Mr. Rober-
son. The act limits the term of any loan to 30 years. Of course, one of
the conditions is that the interest rate on direct loans is set by the
Treasury Department, based on the current yield on municipal bonds
of like maturity to the loans that we are making. So that they furnish
us monthly an interest rate.

Mrs. Hansen. Are you going to be paying more interest than for-
eign governments pay for their loans?

Mr. Roserson. T am sorry T couldn’t answer that.

Mrs. Hansen. You might ask the Treasury Department to make
a comparison. What would be your current rate on loans today?

Mr. RoBerson. Seven percent is what Treasury has furnished us.

Mrs. Hansen. You know as well as T do that some foreign govern-
ments are granted loans at rates way below 7 percent. Why should
our own Indian people pay more than some of these foreign govern-
ments?

Mr. Syxes. That provision is in the act as it was passed, unfor-
tunately.

LOAN PAYBACK

Mrs. Hansen. What is your estimate of the payback from these
loansin 1976 and 19777

Mr. Troarsox. If it follows the trend of the revolving loan fund.
it will be very good. Over the years we were relatively proud and the
Bureau is relatively proud of the payback percentage we have received
through the revolving loan fund.
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Mrs. Hansen. Please insert in the record an estimate of the amount
of funds you expect to be paid back in fiscal years 1975 and 1976.
. Mr. Tromrson. We would be pleased to.

[The information follows:]

LOAN PAYBACK

Assuming the appropriation of $50 million in fiscal year 1975 for the revolving
loan fund and that the full amount would be loaned out during that year,
collections of principal and interest are estimated at $7.4 million in 1976 and
$7.3 million in 1977.

LOAN GUARANTY AND INSURANCE FUND

Mrs. Hansen. You are requesting $20 million for the Indian loan
guaranty and insurance fund. Please explain the various items in-
cluded in this request ?

Mr. TaomresoN. The types of programs, Madam Chairman?

Mrs. Hansex. Yes.

Mr. Tromeson. Mr. Roberson might be more informative to the
committee on that.

Mr. Roeerson. The loan guaranty and insurance fund, which is
established in title IT of the act but funded in title TIT of the act,
allows the Secretary to establish reserves for payment of anticipated
losses, to set aside moneys for payment of interest subsidies on guar-
anteed and insured loan. allows him to take 5 percent of the amount
appropriated in title III to buy technical assistance where necessary
for the recipients of grants and loans, and allows him to pay certain
administrative costs and expenses of the operation of the titles of the
act out of that fund. We have requested, out of the $20 million,
amounts for each of those as specified, including the $800,000 shown
there for administrative purposes in fiscal year 1975.

PERSONNEL REQUESTS

You will note that, while the act allows 5 percent of the amount
appropriated to be used for technical assistance purposes, since we
anticipate only being operative roughly 6 months of this fiscal year,
rather than allocating the full 5 percent, we have only taken half of
that amount to set aside for that purpose in this fiscal year—$500,000,
in other words, rather than $1 million.

Mrs. Hansex. You are requesting 45 technical professional posi-
tions. What type of people are you going to hire?

Mr. RoBersoN. The breakdown there was technical in terms of
having technical competence either as loan specialists or in business
management and the types of skills that would assist that borrower
or that grantee in being successful, a combination of those.

Some of our areas and agency offices where the applications will be
handled have expertise now in their staff.

Mrs. Hansen. I know they have expertise in delaying projects.

Mr. Roeerson. Particularly in business management capability,
and other places, the area offices have said we need that capability.
A part of t&mt 45 would be loan specialists competent to examine and
pass on the feasibility and repayment capacity of loans.
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Mrs. Hansex. Will these technical positions be permanent per-
sonnel, or will you hire people on a part-time basis? What do you
contemplate? I foresee a brand new bureaucracy at the BIA.

Mr. Tromeson. We haven’t really made any final administrative
determination as to what would be the best method of putting people
on under the Civil Service, that is, making them Bureau employees
or having certain contract people assist us, getting outside people
who have a professional business relationship to assist us. These are
some of the options we are looking for.

Our real objective and real effort is with the new program to try
to maximize the benefit to the Indian community out of the program.
Obviously, it’s really not our intent here to see how big a number
we can add to the Bureau personnel.

Mrs. HanseN. T understand. Supposing you are going to purchase
land. The purchase of land itself in many instances is kind of a one-
time task. You wouldn’t need that man on a continuing basis.

On the other hand, if you are going to loan money for a logging
operation, you would want someone who understands that industry
and is available long enough so that all the practices of good manage-
ment are followed.

Mr. Taomeson. We would hope to develop a flexible arrangement
so that we can allow activities such as that to go on. Where we need
expertise on a one-shot basis we can go out to the private sector or
other Government. agencies and hopefully other bureaus of our De-
partment and ask for assistance in this area on a contractual ar-
rangement. The law did set that mechanism up for us. It did allow us
to go out and do that. We hope to make full use of it.

I'think the success of fully implementing the Indian Financing Act
1 going to require a lot of that different type of activity. We are
looking forward to doing it, really.

Mr. Roserson. Madam Chairman, the provisions of the act bring
some new people into eligibility for loans that we haven’t been serv-
icing before. Simply because we have money will make it possible to
serve other people that we have not been serving. A very good example
is in California where we do not have any people present for handling
loans, with the exception of the Hoopa Valley Reservation. So we
have a whole service population in California and no staff. So we do
have some new areas opening up there that we need to cover with staff.

Mr. Syxes. In the two sections of this act, authorizations are made
for 3 years, the $20 million and the $10 million for 1975, 1976. and
1977, which will be new money coming in. All 8 of those years. These
people will have to be available. They won’t make all the loans in 1 vear,
It will be spread over at least 3 years or more.

EXPECTED DEFAULT RATE

Mrs. Hansen. Is the $46.4 million in loans all from the private
sector?

Mr. RoeersoN. As mentioned on page 12, item 1: yes.

Mrs. HanseN. You are requesting $6,435,000 for reserve for losses
to cover 15 percent of the amount guaranteeed and insured. Do you
actually expect a 15-percent default rate ?
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Mr. Tuaomeson. If T understand the mechanies of the act, that is
the maximum amount that we have to keep in reserve to satisfy the
requirements of the act. I believe that is mechanically how it works.
You might want to expand on it.

Mr. SeLvey. When the bill was originally introduced, information
was obtained from some of the other agencies that have guaranteed
programs and a 15-percent rate was the loss factor at that time. We
have used this 15-percent reserve rate for processing the bill. We still
think that would be a good figure.

INTEREST SUBSIDY PROGRAM

Mrs. Hansex. Please explain the operation of your interest subsidy
program.,

Mr. Roeerson. The act provides that, in guaranteeing or insuring a
loan, the Secretary may 1)1\ an interest *~1||a-ll|\ in the amount nec-
essary to provide that the borrower will pay no more than the rate he
would be paying if he were borrowing the money directly from the
Burean of Indian Affairs revolving loan fund.

For example, if we now have a rate of 7 percent in that fund, if the
individual were to negotiate at a rate of 12 percent from the bank,
then we could pay a 5-percent subsidy for the term of that loan.

Mr. Yares. Wall that rate of interest vary ? This is a period of high
interest. Of course, that is a subsidized interest rate. Suppose Hnmlgh
some miracle Hn- present market rate falls from above 11 percent down
to about 8, or 7, or 6 }I('If(‘ili Will your interest rate vary?

Mr. Tromesox. The basis for the subsidy varies from the Treasury’s
prime rate. Whatever the current market is requesting——

Mr. Yares. Is there a standard differential ?

Mr. Troxmresox. No.

Mr. Wies. It wouldn’t necessarily be a varied standard. The costs
are different when you borrow money from the bank than from the
Treasury. If the bank rate were to drop, certainly the Treasury rate
would drop. That difference will be the interest subsidy which BIA
will pay.

Mr. Yares. I don’t know why it hasn’t been done before.

DOMESTIC COUNCIL ON INDIANS

Mrs. Haxsex, Mr, Thompson, you haven't informed the committee
yet on the reception the ;n:apmul new Domestic Council Committee
on the Indians is receiving from the Indian people. We are rapidly
approaching markup.

Mr, Troarsox. We are continuing to meet with other administra-
tion people on the Domestic Couneil.

Mrs. Hansex. You better meet with the Indian people.

Mr. Taoaresoxn. We will work with Mr. Wiles on that.

Mrs. HanseNn. Thank you very much.

Myr. Tuoareson. Thank you.
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MENT
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JUSTIFICATION MATERIAL

Mrs. Hansen. The next agency to appear is the Burean of Land
Management. The principal witness is Mr. Edward L. Hastey, Assist-
ant Director, Administration. We will insert the item from the House
Document 93-307 and the justifications in the record at this point.

[ The information follows:]

DEPARTMENT OF THE INTERIOR

ments
previously
proposed
(H. Doc.
1975 93-209 and Proposed
) budget H. Doc. amend- Revised
Heading request 93-286) menis requests

BUREAU OF LAND MANAGEMENT

Managementofland andresources.._.____.. $119,334,000 $22,025,000 $1,110,000 $142, 469,000
This proposed amendment will provide
for the processing of geothermal resource
lease applications under the recently an-
nounced leasing program, for the timely
processing of a substantially increased
volume of simultaneous filings for oil and gas
\easés, and for administrative support for
increased energy activity workload. These
activities all support programs to accelerate
development of domestic energy resources.
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DEPARTMENT OF THE INTERIOR—BUREAU OF LAND MANAGEMENT

House

document

No. 93-286 Request Proposed Revised

page Heading pending dment guest
2 Management of lands and resources.. .................. $141 359,000 §$1,110,000 $142, 469,000

DEPARTMENT OF THE INTERIOR, BUREAU OF LAND MANAGEMENT, MANAGEMENT OF LANDS AND RESOURCES—
PROGRAM AND FINANCING (IN THOUSANDS OF DOLLARS)

1975 1975 1975
request proposed revised
pending  amendment request

Program by activities:
Direct program . :
Resource management, consérvation and protection_______________ 119,228 860 120, 088
Cadastral survey.. : t s 32080 i 12, 580
Firefighting and rehabilitation____ .. T T S 5,400 ... ’ . y
General administration...__..._.__. Caa : = 4,151 250 4,401
Total, direct program... > = - - = 141, 359 1,110 142, 469
TP e T M e, SO T O ST T 141, 359 1,110 142, 465
Financing: Budget authority. . e T 1_-1_1_35? i i.ill’j“ 142,4;9
Budget authority: e T I NG R 141, 359 1,110 142, 459
Relation of obligations to outlays: F oI i Tl Y ¥
Obligations incurred, net. e e 141, 35‘9 1,110 142, 469
Obligated balance, start of year. .. .. ... oooooooooooosomons 51 v LT 5,110
Obligated balance, endof year._ ... . .. . ... ... ... —8, 6-15 =5 —8, 666
Outlays, excluding pay raise supplemental __ .. = : 137,723 1,080 138, 813
Qutlays from civilian pay raise supplemental. ____.__.__ 1 e 100

OBJECT CLASSIFICATION (in thousands of dollars)

Direct obligations:
Personnel compensation:

Permanent positions._..._. ., I S s 55, 427 525 55, 952
Positions other than pe:maneﬂt ...... R 8,494 30 8,524
Other personnel compensation........ A 5 = 3,074 37 3,111
Special personal services parments TR R e | R e
Total personnel compensation_ . __________________. . ___.. 68,993 592 69, 585
Personnel benefits: Civilian__.. : PR 8,077 51 8, 128
Travel and transportation of pef.'.ons ........................... 7,003 115 7,118
Transportation of things. = R o Sl s 3,472 20 3,492
Rent, communications, and utiiities_.____ ... 9, 866 92 G
Pnntmg and ranrodu:tmn ST EHEI Sl e 873 45 918
Other services.._. . A : 31, 866 100 31, 966
Supplies and materials ... _.____________ 7,108 50 7,158
Equipment. ... 2,414 45 2,459
Lands and structures__________.__ | DYy e e 1,735
Grants, subsidies, and contributions. - ¢ 2
Insurance claims and indemnities_ 20 o 20
Subtotal. L ik iy 4 o ST N 141,429 1,110 142,539
Quarters and subsistence chafges st < el T | S R -To

Total: diract obNEatEnS - . . i AR e e ‘-1‘14}-,‘3-53 i 1.]10 142._45
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MANAGEMENT OF LAND AND RESOURCES—PERSONNEL SUMMARY

1975 1975 1975
reguest proposed revised
pending  amendment request

Direct:
Total number of permanent positions. . ... .. ... ..o 4,049 53 4, 102
Full-time equivalent of other positions.__ ... __.___.__.. 1,116 4 1,120
Average paid employmeni___.___. - e s k. 4,917 57 4,974
ARSI ES g s SR e 2 8.0 9.0 9.0
Average GSsalary___..____._.__. L . $14, 527 $14, 527 $14, 527

BUREAU OF LAND MANAGEMENT—CONSOLIDATED SCHEDULE OF PERMANENT POSITIONS PAID FROM FUNDS TO
THE BUREAU OF LAND MANAGEMENT—DETAIL OF PERMANENT POSITIONS

1975 1975 1875
request proposed revised
pending  amendment request

Exocutive lovel Voo ... o . ...
o R TR e

Total permanent positions....._....._ ...
Unfilled positions, June 30 _ . . SR L e e
Total permanent employment, end of year....._... .

DEPARTMENT OF THE INTERIOR, BUREAU OF LAND MANAGEMENT
MANAGEMENT OF LANDS AND RESOURCES
The increase of $1,110,000 in this appropriation is needed to respond to an
increased uncontrollable workload associated with energy resource leasing and to
provide administrative support for overall fiscal year 1975 program expansion.

Activity Program Amount

L. Resource management, conservation, and protection._.. Geothermal leasing. . -2 5 Rl | 3500, 000
0il and gas filings. ... : 360, 000

B 860, 000
4. General administration. ___ : - L e 1 e 250, 000

Total. ... . . I LV S5 . 1,110,000
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DEPARTMENT OF THE INTERIOR, BUREAU OF LAND MANAGEMENT

1. RESOURCE MANAGEMENT, CONSERVATION, AND PROTECTION
[Fiscal year 1975: Request pending—$119,228,000; proposed amendment—$860,000; revised request —$120,088,000]

Increase (+) or de-

crease (—) Total program
Explanation ~ Amount Positions Amaunt Positions
To respond to an estimated 6,500 noncompetitive geothermal ap-
plications to be recelved I.h:nugh I‘1;cal yaa{ 5355: hold 10 ﬁ'dl-
tional competitive lease sales; and issue 1,000 noncompetitive
geothermal 1eases. - ... oooioceeaoecciioieiaeaeeaaaae 3000, 000 +25 $1, 230,000 51
To process an esti i 1,247,000 simul oil and gas filings. 360, 000 418 1,910,000 138
G e 860, 000 . e T e i it i

Need for Amendment—In response to the need for increased energy resource
development, the public has generated a sizeable and uncontrollable increase in
BLM's workload in handling simultaneous oil and gas filings and in processing
geothermal lease applications. The Bureau must have additional capability to
respond in & timely manner to these initiatives and thereby fulfill its responsi-
bility for energy resource leasing on national resource lands. Specific require-
ments in these two areas are discussed below.

GEOTHERMAL LEABING PLUS $500,000 PLUS 25 POSITIONS

In directing the Department of Interior to prepare a leasing program for the
development of geothermal energy on Federal lands, the President in his April 18,
1973, energy message, recognized the importance of geothermal energy in supply-
ing a part of the western energy demand and thereby releasing other energy
resources that would have had to be used. While geothermal resources are not
expected to provide more than 2 percent of the national electrical power genera-
tion requirement by the year 2000, the significance of geothermal development is
seen in the fact that the production of one megawatt from geothermal steam saves
35 barrels of oil a day.

On December 18, 1973, the Secretary of the Interior announced that competitive
geothermal lease sales would be held in California in January 1974 and that the
Department will accept applications to noncompetitively lease geothermal re-
sources on lands outside known geothermal resource areas (KGRA’s). The Secre-
tary's decision to open these lands to noncompefitive leasing has substantial
impaet upon BLM in processing these applications. Due to the timing of the
Secretary’s decision regarding noncompetitive leasing, capability to handle this
additional workload has not been provided in the fiseal year 1975 President’s
budget since, to date, all program funds have been largely oriented to competitive
leasing of about five sales per year. However, the Bureau cannot wait until fiseal
yvear 1976 to acquire this needed additional capability. During the initial 30-day
gimnltaneous period in January, 2456 noncompetitive lease applications were
submitted. The Bureau estimates that approximately 6.500 applications will be
submitted between January 1, 1974, and June 30, 1975.

Bach of these applications requires establishment of a case file, notation of
records, and determination of possible overlap in lands nnder application. When
half or more of the land subject to noncompetitive leasing is covered by another
application filled during the same application filing period, land included in the
first application will be designated a known geothermal resource area and thereby
is subject to competitive leasing. In eases where such averlap exists, a decision
must be rendered by an adjudicator and each applicant notified. In cases where
leaging may remain noncompetitive, an environmental analysis must be prepared
and an on-the-ground review of the proposed plan of operation—submitted with
each application—must be completed. Appropriate rehabilitation stipulations must
be developed and incorporated into the lease, prior to its issuance. Using a factor
of 20 percent, 1,300 of the 6,500 applications projected to be submitted through
fiscal year 1975 will contain sufficient overlap in lands under application to be
rejected and the lands designated KGRA's,
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In response to the interest in geothermal lea sing expressed in the 6,500 applica-
tions, the Bureau requires additional capability to facilitate a timely, orderly
program covering the lands opened to noncompetitive leasing on December 18,
1973, that is, 58 million acres of prospectively valuable lands under Federal
control and all other public lands not withdrawn. We are requesting $500,000 and
25 positions in fiseal year 1975 to process the noncompetitive lease applications
and hold competitive sales in the KGRA’'s created as a result of overlapping appli-
cations. In the interest of facilitating exploration and development of geothermal
resources and being responsive to public demand work, our request is a minimum
requirement. The positions in our geothermal base program are not available for
this substantial workload. Nineteen positions in the fiseal year 1974 geothermal
base are fully committed to activities related to holding up to five competitive
lease sales in fiscal year 1974, These activities include:

(1) Determining location and order of priority of lease offerings.

(2) Completing technical exams and environmental impacts statements, in-
cluding preparation of stipulations,

(3) Conducting presale evaluations with USGS.

(4) Publishing lease offerings.

(5) Holding the sale, performing post-sale evaluation, and awarding the lease.

The remaining seven positions in the base program are being utilized to begin
processing the noncompetitive applications received in January and in the months
following.

In fiscal year 1975 the base positions will be condueting the above activities
for up to 5 competitive lease sales in already designated KGRA's. In addition,
they will be administering the leases issued in fiscal year 1974, including review-
ing development of mining plans and monitoring for compliance. They will also
begin the environmental analysis work preliminary to sales planned for fiscal year
1976. The requested $500,000 and 25 positions will provide the capability to hold
10 competitive lease sales in addition to the five a year already programed, proc-
ess the 1,300 noncompetitive applications with over 50 percent overlap, and issue
up to 1,000 noncompetitive leases. Ten positions are needed to accomplish the
office work assoeciated with processing the applications (records notation, plot
location, adjudication, lease issuance or application rejection). Ten positions are
needed for field work, including preparing environmental anal yses and reviewing
operating plans submitted with each application. Five positions are required in
association with the preparation and conduct of the additional competitive sales.

Lending urgency to processing the noncompetitive lease applications is the in-
vestment of a $50 filing fee required to be submitted with each application (and
deposited in the U.8. Treasury). This sum was established to help defray the cost
to the government of processing the application. The 6500 noncompetitive ap-
plications will result in revenues of $325,000 through filing fees alone. In addition
to responding to public demand work in a timely manner, the leases to be issued
in our proposal would also result in considerable revenue being deposited in the
1.8, Treasury. If each of the 1,000 noncompetitive leases averaged 2,000 acres,
the advance rental of not less than $1 per acre required prior to production would
amount to $2 million annually.

In addition if each competitive multitract sale on a newly created KGRA aver-
aged 20,000 acres and resulted in an average bid of 850 per acre, the 10 sales would
bring $10 million in bonuses. In view of the urgent need to develop new, clean
energy resources, the interest expressed by the public and industry in geothermal
leasing, and the revenue which will acerue to the Federal Government through
the geothermal program, it is important that the Bureau be provided the re-
quested additional funds and manpower in fiscal year 1975.

SIMULTANEOUS OIL AND GAS FILINGS PLUS $300,000 PLUS 18 POSITIONS

During fiscal year 1974, there has been a significant increase in the number of
simultaneous oil and gas filings which require processing by BLM. For example,
where our Wyoming office averaged 19,000 simultaneous filings a month last year,
it is now averaging 50,000 filings monthly. Similar acceleration is being experi-
enced in Colorado, New Mexico, Montana, Utah, and in our Eastern States office.

One explanation for this increase in uncontrollable public demand work is the
shortage in available oil and gas which has caused the price of erude oil to in-
crease from around $4/barrel to $9/barrel. This has stimulated new interest in
oil and gas leasing. The Bureau estimates that 1,247,000 simultaneous filings will
be received in fiscal year 1975 compared to approximately 679,000 filings in fiseal
year 1973. We do not have the capability to handle this substantially increased
workload.
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The work involved in the simultaneous filing process can be illustrated by
the situation now experienced in Wyoming. Each application form received
comes in three parts: One part is used as the offer to lease; the second part
is mailed back to the unsucecessful applicants informing them that their appli-
cations were not selected; the third part is used in the drawing. Processing
50,000 monthly applications then involves handling 150,000 separate pieces
of paper as well ag accounting for 50,000 filing fees, In Wyoming alone, the
simultaneous processing work has required over 1,600 hours of overtime in
the last 11 months and has recently exceeded 230 hours during the 10-day filing
and lease drawing period each month. In addition, over 2,500 oil and gas lease
assignment applications in Wyoming are backlogged due to lack of adjudicative
capability, and exploratory or developmental work cannot proceed on these
leases without the lease assignment.

Our objective in fiscal year 1975 for simultaneous oil and gas leasing is to
review leases as they terminate, perform the adjudication required to assemble
monthly lists, process approximately 1,247,000 applieations, hold monthly drasw-
ings, and issue the associated leases in response to drawing public demand. To
accomplish this objective, the Bureau needs an additional $360,000 and 18
positions over the current oil and gas program base of $1,550,000. These will
be distributed in six of our field offices and in our Eastern States office—all of
which are experiencing uncontrollable acceleration in simultaneous filings. Seven
positions will be used in processing applications and holding the drawings;
four positions will be involved in record notation to keep land status records
current ; and seven positions will be devoted to adjudication and lease issuance.
Realinzing that a $10 filing fee must be submitted with each application, $12,-
470,000 will be submitted with the anticipated fiscal year 1975 filings and de-
posited in the U.S. Treasury. This investment by the applicants should warrant
prompt processing of applications by BLM.

Without additional capability for this workload, the Bureau may have to
consider bimonthly filing periods. This could reduce by half the number of
parcels to be offered for lease and therefore significantly reduce the number of
applications to be processed. This alternative would be less responsive to public
demand and less responsive to the need for energy resource development in
issuing fewer leases; it would also result in a reduction of several million
dollars of revenue to the Government in the form of filing fees, rental from leases
issued, and royalties from associated production.

The ecapability provided in the proposed amendment will enable the Bureau to
accommodate the workload resulting from the unecontrollable aceeleration in
simultaneons oil and gas fillings, It will be responsive to the public demand for
oil and gas leases and encourages exploration and development of energy re-
sources on these lands. Further, it will result in additional revenue to the
Government from filing fees and later from royalty payments.

4. GENERAL ADMINISTRATION
|Fiscal year 1975: Request pending—3$4,151,000; proposed amendment—3$250,000; revised request—3$4,401,000]

Increase (+-) or de-
crease (—) Total program

Explanation Amount Positions Amount Positions

To provide essential administ
energy initiatives $250, 000 10 $4, 401, 000 197

NEED FOR AMENDMENT

Sources of energy production supply have changed drastically within the past
6 months, stimulating accelerated energy initiatives on national resource lands.
These accelerated initiatives immediately tax current organizational abilities
to earry out these new enlarged efforts.

Increases for administrative support in the past have lagged substantially
behind program expansion in resource areas. The supportive administrative
programs of finanecial, personnel and property management, management analysis
and procurement need to be expanded to keep pace with this vastly increased
workload generated by inereased programs. It is essential to the orderly im-
plementation of other programs included in this amendment that administrative
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capabilities are made available. A total of 10 permanent positions are requested
in job categories of system analysis, personnel management, payroll, voucher
examination, computer operation, contract administration and clerieal assistance,
The funds requested for General Administration include: Salaries, travel,
space rentals for new personnel, supplies, materials, equipment, and additional
computer time,

OPENING STATEMENT

Mr. Hastey. I would like to introduce the people with me, Mrs.
Hansen. Accompanying me is Paul Vetterick, our Chief, Division of
Budget and Program Development; Frank Edwards, our Assistant
Director for Minerals Management ; Pat Harvey, one of our Budget
Analysts, and Dale Zimmerman, who is our Acting Chief, Division of
Upland Minerals.

Mrs. Haxsex. Please insert your general statement in the record and
summarize it for the committee.

Mr. Hasrey. I will insert the statement in the record.

[ The statement follows:]

STATEMENT OF Enwarp L. HASTEY, ASSISTANT DIRECTOR, ADMINISTRATION, BUREAU
OF LAND MANAGEMENT, U.8. DEPARTMENT OF THE INTERIOR

Madam Chairman: We are presenting a request in the amount of $1,110,000
over and above those funds which appear in our regular fiseal year 1975 budget
and in our earlier fiscal year 1975 amendment request. This budget amendment
is needed in order to permit the Bureau to respond to the sizable and control-
lable inerease in workload associated with handling simultaneous oil and gas
filings, and processing geothermal lease applications. Due to the timing of the
Secretary’s decision on noncompetitive geothermal leasing and the new interest
in 0il and gas leasing, capability for this workload was not included in the Presi-
dent’s budget. In addition, our supportive administrative programs such as per-
sonnel, procurement, and management analysis must be expanded to keep pace
with the vastly increased workload generated by the overall increase in fiscal year
1975 programs,

On December 18, 1973, the Secretary of the Interior announced that the De-
partment would accept applications to noncompetitively lease geothermal re-
sources on lands outside known geothermal resource areas (KGRA’s). To date
the Bureau has received 3,763 noncompetitive applications, and we estimate that
another 2,740 will be submitted by June 30, 1975. Because our existing geother-
mal capability is directed to our competitive leasing program, additional capa-
bility is needed to process the noncompetitive applications and issue appropriate
leases, In addition to responding to public demand work in a timely manner, the
leases to be issned in our proposal would result in considerable revenue being
deposited in the T.S. Treasury: $3500,000 is needed to provide the required
capability,

The large increase in the price of ernde oil has stimulated new interest in oil
and gas leasing. The Bureau is experiencing a significant inerease in the number
of simultaneous oil and gas filings which require prompt processing. Our Wyo-
ming office has experienced a 2l14-percent increase in filings over the last 6
months, and Bureau-wide we anticipate the fiseal year 1975 filings to almost dou-
ble the fiscal year 1973 level. Processing the increased number of filings will
necessitate an additional $360,000 which will be more than refurned in receipts
to the 1.8, Treasury from filing fees,

The Bureaw’s accelerated energy initiatives will severely tax eurrent organi-
zational abilities in carrying out these efforts. It is essential to the orderly im-
plementation of programs provided for in our two amendments that additional
administrative capabilities are made available: $250,000 s required for this
support.

These programs will contribute to increasing the supply of available energy
to the public while giving full consideration to environmental values. We urge
this committee’s support for these additional budgetary requests.
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HIGHLIGHTS OF BUDGET REQUEST

Mr. Hasrey. T will summarize my statement.

We are presenting a request in the amount of $1,110,000 over and
above those funds which appear in our regular fiscal year 1975 budget
and in our earlier fiscal year 1975 amendment request. This budget
amendment is needed in order to permit the Bureau to respond to the
sizable and uncontrollable increase in workload associated with han-
dling simultaneous oil and gas filings, and processing geothermal
lease applications. The first program relates to w(-nlhe]nml steam.
To date the Bureau has received over 3,700 noncompetitive applica-
tions. We estimate about another 2,700 will be submitted by June 30,
1975. This will be a total of 6,500 applications for the 18-month permd.
Additional capability is needed to process the noncompetitive appli-
cations and issue appropriate leases; $500,000 is needed to provide the
requirement. capability.

The second program area is concerned with onshore oil and gas
leasing. The Bureau is experiencing a significant increase in the num-
ber of simultaneous oil and gas flill\u’.\ which require prompt process-
ing. Processing the increased number of filings will necessitate an
additional $360,000,

The third program need is in the area of general administration.
The Burean’s accelerated initiatives will severely tax current adminis-
trative capabilities. It is essential to the orderly implementation of
all BLM programs that additional administrative capabilities are
made availble; $250,000 is required for that support.

These programs will contribute to increasing the supply of avail-
able energy to the public while giving full consideration to environ-
mental values. We urge this committee’s support for these additional
budgetary requests.

GEOTHERMAL LEASING REQUEST

Mrs. Hansen, You are requesting an additional $500,000 and 25
positions for geothermal leasing. How many of the 25 positions will
be in Washington and how many will be in the field?

Mr. Hastey. All 25 positions will be in the field.

Mrs. Hansex. What are these positions?

Mr. Hastey. Ten of the positions will be tied to office work. They
will be legal clerks, draftsmen, accounting clerks and docket clerks.
The other 15 will be field positions—soil scientists, hydrologists, range
and wildlife specialists and sociologists. They will be tlmnﬂ' the en-
vironmental analysis work. The 10 office positions will be h.mdlln'f
the processing of the noncompetitive lease applications and the issu-
ance of the leases themselves.

TITLE PROBLEMS ON GEOTHERMAL RESOURCES

Mrs. Haxsen, How many of these areas in which you will be in-
volved have title problems?

Mr. Hastey. I will let Frank Edwards comment on that.

Mr. Epwarps. We don’t have a specific number of areas where we
have title problems. For instance, in one of the geothermal resource




areas, the Geysers are in California, we do know we have several
problems concerning ownership. Those cases are presently under
litigation,

There are a number of problems in many of the geothermal areas
because of other types of ownership. As to the number that we have,
I can’t give you a figure on that.

Mrs. HaNsEN. On lands in which you own the mineral rights: how
do you classify geothermal ?

Mr. Epwagos. Our position is that under the Stockraising Homestead
Act the geothermal resources were reserved with the other minerals
under that act.

Mrs. Hansen. Do the courts agree with you ?

Mr. Epwarps. The courts did not agree with us. That decision is
presently being appealed and we have not yet had a final decision
on that.

Mrs. Hansen. How far away is a court decision ?

Mr. Zivmerman. T don’t know if T would want to hazard a guess.

Mrs. Hansen. Supposing the decision states the geothermal re-
sources are not reserved? Do you have to deal with the owners?

Mr. Zisrmerman. The geothermal resource will become the property
of the surface owner if the lower court decision stands.

Mrs. Hansex. Then you have to deal with each of the owners?

Mr. Zrveryan. Right. Presently we have no firm program, although
we have a contingency that we are working on to effect a type of escrow
agreement between the surface owners and the Federal Goverment in
case there should be demonstrated a real need that we have to go ahead
and lease some of these areas, especially in the geysers.

Mr. Yares. Where is the Geysers area ?

Mr. Veysey. California.

Mr. Zisoseryma. There are about 40 million acres involving minerals
under the Stockraising Homestead Act reservation. But the same
litigation could come up with respect to any patents issued under
various other public laws. For instance, the Small Tract Act reserves
all minerals. T think the issue could come up again. The court is only
addressing the one with respect to stockraising homesteads at the
present time.

TERMS AND CONDITIONS OF GEOTHERMAL LEASES

Mr. Yares. What is the nature of the lease that you do give in the
land that isn’t under any kind of dispute?

Mr. Epwarns. It's a 10-year lease that gives them the authority to
go on the land and to develop the geothermal resources. They do this
generally by drilling. They pay a rental and a royalty on that lease.

Mr. Yares. What do they pay ?

Mr. Epwarns. On the noncompetitive, the rental runs at a minimum
of $1 per acre. That is the minimum set by statute.

Mr. Yares. Which statute ?

Mr. Epwarps. The 1970 Geothermal Steam Act. The royalty pay-
ments are not less than 10 percent and are not more than 15 percent,

Mr. Yares. Of what?

Mr. Epwaros. Of the value of the resource that is extracted. The
royalty on producing leases wounld be a minimum of $2 per year.




That is the minimum or from 10 to 15 percent, whichever is mora
Mr. Evans. Ten to fifteen percent of what ?
Mr. Epwarps. Of the value of the resource produced.

DETERMINATION OF GEOTHERMAL VALUES

Mr. Evans. How is that measured in geothermal energy?

Mr. Epwaros. First of all, before we offer these leases for competitive
bids, the U.S. Geological Survey does a presale evaluation by engineer-
ing and geological studies and determines what the potential bid value
of the resource is. Once a lease goes into operation, they will also
establish what the royalty rate should be for a particular tract of land.

Mr. Evaxs. Do you test that on a kilowatt per hour basis?

Mr. Epwarns. Yes; it’s essentially that. They start out with what
is the value of the kilowatt or heat that is produced. Of course, they
have to take into consideration what is the cost of operation, the cap-
ital cqsfh involved, and they work back to what is 4 reasonable royalty
for l'll‘fh Particular tract.

Mr."Yi#res, Is this percentage a percentage of the net or of the gross?

Mr. Zimmermax, It's like an oil lease.

Mr. Hastey. They value the production and then take 10 to 15 per-
cent of that.

Mr. Yares. How does the Geological Survey know what the value is?

Mr. Epwarns. They have expertise in the field of geology and engi-
neering and know swhat the nature of these resources are, the same as
the companies who are studying these areas.

Mrs. Hansen. If they go into production they obviously can deter-
mine what the cost is. Isn’t that correct?

Mr. Epwarps. Yes; based on information that they have on an exist-
ing operation.

SOURCES OF LEASE REVENTUES

Mr. Veysey. Madam Chairman, T think this is a little bit clouded.
The answer is not coming through very clearly. I believe that the
leases are of the type where they bid a certain amount of bonus for
the gross return. regardless of what the investment is that they have
to put on it. They must then pay a stated percent royalty. It’s like an
oil or gas lease where the Government takes 1214 percent of whatever
is taken out plus the rental amount plus a bonus.

Mr. Epwarns. Our sales have been on the basis that they bid a bonus
for the lease. They bid the bonus but the royalty rate and the rental
rate is already established.

Mr. Yares. A percent of what valae, Vietor?

Mr. Veysey. Of the return from the geothermal asset. It’s usually
measured in terms of the power that is sold.

Mr. Yates. Sold at what point, to the consumer?

Mr. Veysey. To the utility.

Mr. Yares. To whom is the lease given? Is the lease given to
P.G. & E.?

Mr. Veysey. No. To the developer.

Mr. Yares. Who is it given to in thiscase?
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RESULTS OF GEOTHERMAL SALES

Mrs. HanseNn. Give us an example of a successful bidder.

Mr. Epwarps. One company is Geokinetics Energy Resources. We
also have sales to Union Oil, Shell Oil, et cetera.

Mr. Yares. You mean that 1s a consortium ?

Mr. Vevsey. No.

Mr. Yares. When you say they had Shell Oil, you mean as a
customer?

Mr. Veysey. No.

Mr. Epwarps. As a successful bidder on the lease.

Mr. Ziameryan. For instance. in one of our first sales out in the
Geysers, all of them by the way were individual bids. There was no
joint bidding. Shell O1], Union Oil, Signal, Oceidental, and Thermo-
genics were the high bidders on the 10 tracts in the Geysers that were
sold.

Mr. Yares. How much did they bid? 2%

Mr. ZimmEeErMAN, A total of $6.8 million for 10 tracts. €4 ‘

Mr. Yares. Did you divide that $6.8 million by 10 to get tRe'amount
of each bid ?

Mr. ZimmerMAN. No, because the tracts varied in size from 45 acres
upward to 2,400 acres.

DEVELOPMENT REQUIREMENTS AND INCENTIVES

Mr. Yares. Is there any requirement on them to develop the
property ¢

Mr. ZisemermaN, Yes, sir, there is.

Mr. Yares. What are they required to do?

Mr. Zivwerman. There is a requirement in the Secretary’s regula-
tions that they must begin diligent development immediately. There
i a standard rental for the first 5 years. Starting with the sixth year,
there is a requirement that they have to expend an amount equal to
twice the rental. The rental, by the way escalates by $1 per acre start-
ing with the sixth year. The rental on these tracts was established at
2, which was the base rental. Starting with the sixth year, that goes
to $3, in the seventh year it goes to $4 and to $5 and $5 and on up in the
years that follow.

Mr. Yares. $4 or $5 a tract ?

Mr. ZimmErMAN. Per acre,

Mr. Yares. How many acres arve in each tract?

Mrs. Hansex. It depends.

Mr. Zivmerman. It went from 45 acres to 2400 acres on these
tracts.

Mr. Yares. There isn’t much of an acreage rental payment, is
there? '

Mr. Zimserman. The work requirements are in addition to the
rental, which is twice what the rental is per acre. Once you get a $3
rental, you have a $6 per acre work requirement for that particular
year.

BASIS FOR GEOTHERMAL ROYALTIES

Mr. Yates. Have you any idea what they will sell the steam for to
the utility ?
Mr. Zisomerman. I don’t have a figure with me.




Mr. Yares. Have you had previous leases in this field ?

Mr. ZimmerymaN. This was the initial lease.

Mr, Epwarps. The Geological Survey does have a value as to what
the resource would sell for which they take into consideration in their
presale evaluation. In other words, they get the information on the
cost, what the value of the resource is when it’s sold, and so forth.
This is used in their presale evaluation to determine what the tract
should be worth.

Mrs. Hansex. The utility rates vary. For example, the rates in the
Northwest have gone up I think 15 percent within the last few months.
They are due to go up another percent.

Mr. Yares. Wouldn't their rates come under review from time to
time?

Mr. Epwarps. That is correct. They would work with the most
current rate information that they have. In other words, they would
update their information in their presale evaluation with the most
current rate each time they have a sale.

Mr. Yares. The royalty figure is 10 percent of the price paid by the
purchaser of the steam from your leasee ?

Mr. Hastey. No, It’s 10 percent of the gross. The purchaser would
really be paying net. Y

It’s similar to royalty payments on our Outer Continental Shelf
sales.

Mr. Yares. The purchaser would be paying more than the gross,
wouldn’t he? Because you have the problems of manufacturing the
steam or pulling it out and the work and labor that goes into that.
At what point isthe 10 pereent figured ¢ At what point is the 10-percent
calculation made ?

Mr. Veysey. It’s generally 10 percent of what is taken out of the
property, such as 10 percent of the power. The power is sold by, we will
say, Union Oil if they are the developer, to P.G. & E. on a contract
which escalates with increasing fuel costs.

Mrs, Hansen. What is your measure of sale? Is it a kilowatt hour?

Mr. Hastey. It can be a kilowatt, or if utilized in the form of heat,
it would be on a Btu basis,

Mr. Yares. When is the evaluation made? Tt’s not made at the time
the steam comes out of the ground, is it.?

Mr. Hastey. No. It's made when it goes into a usable product. In
other words, the steam comes out of the ground and turns the turbine
that produces the kilowatts.

Mr. Yares. At the other end you have an evaluation because it’s a
power unit at that point.

Mr. Hastey. Steam doesn’t have a value until it produces a product
such as a kilowatt. So it's 10 percent of the value of that kilowatt
produced.

Mr. Yares. So the Government is getting 10 percent and the lessee
of the Government at that point gets 90 percent of the value of that
steam. Is that right ¢

Mr. Hastey. He is paying us 10 percent royalties on what he sells
that kilowatt for.

Mr. Yares. So he is getting 90 percent ?

Mr. Hastey. That is right.

Mr. Yates, Isn't that an inordinate share ?
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Mr. Hasrey. In our leases on the Outer Continental Shelf the lessee
pays 1624 percent of the value of the production of the oil.

Mrs. Hansen. They also have to pay the cost of production.

Mr. Hastey. Right, and they pay a very high bonus as front-end
money to acquire the right to develop the lease.

Mr. YaTes. But in that case the cost of production goes into it before
division.

Mrs. Haxsew. I don’t think so.

Mr. Yares. Julia, here is the steam coming out of the ground.

Mrs. Hansex. Supposing you have a big powerplant and that power-
plant is using geothermal energy, coal, hydroelectrie, and oil. You
might have four total contributors to the production of kilowatt hours
in any one given situation. I can’t concetve of the four together, but
you can conceive of one or two together. So you naturally would not be
paying the same rate for the total four as you would for the one prod-
uct. Isn’t this correct ?

Mr. Verrerick. There is a wholesale value for something in place.
There is a wholesale market for electrical power. If you have geo-
thermal steam turning a turbine, there is a wholesale value of that
power at which it can be sold to utility companies and transmitted to a
consumer. The 10-percent royalty is not based on the consumer’s price,
but the wholesale price.

Mr. Yares. But the wholesale price is at the point. of sale from the
producer to the customer,

Mr. Verrerick. That is correct.

Mr. Yares. That is what I was saying. So the Government is get-
ting 10-percent royalty of that wholesale price.

Mr. Verrerick. That is correct.

Mr. Yares, And the producer is getting 90 percent ?

Mr. Verrerick. Less his capital cost for setting the thing up in-
cluding his bonus bid and his operating costs.

Mr. Yares. That is being computed before the Government gets its
share?

Mr. Verrerick. That is not.

Mr. Veysey. That was a misunderstanding all along. Let me de-
scribe what the arrangements are in the Geysers area between private
landowners and developers, which is no ‘different. than what has
evolved here,

The private landowner may make a lease, we will say, with Union
Oil as so many of them have up there, and Union Oil comes in and
does the geological work, drills the wells, produces the steam, and
they make a contract with P.G. & E. to sell them the steam to turn the
turbines which P.G. & E. installs there. Tt's on a contract of so many
mills per kilowatt hour that is taken out with an escalation feature
if fuel prices go up.

Mr. Yares. What you are saying is that as the steam comes out of
the ground it’s metered. Is that right ¢

Mr. Veysey. No. They meter the power which comes out of the
generator.

Mr. Yares. How do you get the charge then ?

Mr. Vevsey. That is how you get the charge. So many mills per
kilowatt of power generated.

Mr. Yares. As of what point in the process?
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Mr. Vevsey. You pay for every kilowatt hour that is generated out
of the generators,

Mr. Yares. Here is the steam coming out of the ground. It goes
into a manufacturing device and comes out at the other end. Is this
where the Government gets its share

Mr. Veysey. They measure it on the bus bar coming out of the
generator.

Mr. Yares. But the costs go into the manufacturer before that
point, don’t they? It was said previously that the Government shared
the wholesale rate.

Mr. Veysey. Sure. They have no relationship. I think you were
misled by a statement made earlier about costs being figured in. That
1sn’t right. The Government doesn’t invest anything. It’s just a lease
that Union Oil develops and then P.G. & E. comes in to convert
steam to electricity.

Mr. Epwarps. The cost of operation has to be taken into considera-
tion when you determine the total value of a particular tract and
what ought to be the minimum bonus bid for selling that traect.

Mr. Yares. What does your lease say? That is the best test, isn’t it?
What is the language in your lease

Mr. Veysey. It says you pay so much a year rental and then a
certain royalty percentage of each kilowatt hour of power taken out.

Mr. Yares. You mean the Government gets a share of the kilowatt
power?

Mr. Vevsey. A certain percentage, 10 percent or whatever.

Mr. Yares. I don’t think that is what he said.

Mr. Epwarps. I will read from the lease form:

The royalty of @ percent on the amount of the value of steam or any other
form of heat or other associated energy produced, processed, removed, sold, or
{ztili;wd from this lease are reasonably susceptible to sale for utilization by the
efasee,

The royalty rate is set by statute at a limit between no less than
10 percent and no more than 15 percent. The royalty on the leases that
we have sold to date have been 1214 percent.

Mr. Yates. That is by the statute itself. The Government could not
get 25 or 30 percent ?

Mr. Epwarns. That is right, insofar as the initial lease term is
concerned., ;

Mr. Zovmeryman. It can go up to 2214 percent in time under this
statute,

Mr. Yares. Why can’t it go more? What is the reason for the
statute defining the limit?

Suppose the lessee is able to sell the steam for seven mills.

The Government will get 10 percent of that now under this lease.
The question that comes up in my mind is why shouldn’t they get 50
percent of it ?

Mr. Vevsey. The economies of it just don’t figure out that way, Sid.
You could go through that. I couldn’t duplicate that for you but I
have seen it, When you consider the investment and return on it and
the rest, it is not there at a royalty of that kind.

Mr. Yares. Suppose the Government takes 50 percent of the net
then?

Mr. Vevysey. That would be another way of approaching it. T don’t
know how that would figure.
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Mrs. HaxseN. Suppose the Government received 50 percent of the
Northwest Power revenues?

Mr. Yates. That is why I asked the question, as to why the statute
should set this maximum rather than letting the Administrator de-
termine it.

Mr. Hastey. By law the royalty is within a range of 10 to 15 per-
cent.

Mr. Yares. T don’t think the price they pay the consumer bears on
this because the Government’s share wouldn’t alter that at all.

Mr. Evans. If T can make an observation. I suppose the 90 percent
or the 85 percent the company retains is influenced by what they sell
it for, what the maximum price is they can sell it per kilowatt-hour
and what is their price for operation. After they pay the royalty they
have still got to pick up operational costs.

Mr. Veysey. That is exactly correct. Power, whether it comes from
a nuclear plant or a fossil fuel plant or geothermal plant, is still worth
the same amount of money when it goes into the system. Starting from
that fact, then you have to consider how much investment. how much
development work has to go into it. and what the probable life is.
We don’t know very much about that now. Based on what they do
know, that is about in the right ballpark area.

Mr. Yares. As T understand it, there is no basis for a computation
of any increases in the price except an increased rental.

Mr. Evans. My understanding of the royalty is that as the price
of energy per kilowatt, or whatever it is, varies. your percentage of
royalty attaches to that. If the price goes up. you get more, and if it
goes down, you get less,

Mr. Veysey. All the prices I have seen escalate with increasing
prices of fossil and nuclear fuels.

Mr. YarEs. Is that true?

Mr. Hasrey. Yes.

Mr. Yares. Does the amount the Government receives escalate with
increases in price?

Mr. Verrerick. Yes; 10 percent of $1 results in one return while 10
percent of $1.50 would result in a higher return.

Mr. Yares. But it’s 10 percent of a wholesale price and the whole-
sale price may not go up as the retail price goes up.

If the customer pays only a fixed amount for the wholesale price
of steam, apparently I don’t have a grasp of this.

Mr. Vevsey. All the contracts that T have seen are not pegged to a
fixed price for power. They include an escalator as fuel costs go up.

Mr. Yares. I am asking whether the Government has that. T don’t
get an answer on that.

Mr. Veysey. They do not at this point because the developer, when
he sees what he is going to develop and gets his permit to sell to
the public utility, will then at that time negotiate his contract with
the public utility. All of the contracts T have seen on private lands in-
clude escalator factors, I am sure they would in this case too.

Mr. Yares, That is what I am asking.

. Mr. Vevsey. But the contracts are not negotiated at this point in
time.

Mr. Yares. The question in my mind is whether that contingency
is taken care of in the contract or whether it is 10 percent of the in-
crease in a wholesale price that may not be increased to the con-
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sumer. The consumer may get an increase in rates as a result of other
factors.

Mr, Veysey, Exactly.

Mr. Yares. All the Government would get would be 10 percent of
a wholesale price then, isn’t that right?

Mr. Veysey. That is right. I believe that would be the way it would
work.

Mr. Epwarps. Our leases have a standard clause for readjustment.

Mr. Yares. At what point?

Mr. Epwarps. “Rentals and royalties may be established in accord-
ance with action not in excess of the rates provided therein”—for
royalties that is 2214 percent—“and not less than at 20-year intervals
beginning 35 years after the date of the Geothermal Steam Act was
enacted.”

Mr. YaTes. So the Government cannot get a readjustment of the
execution of the lease, isn’t it, 35 years away? Isn’t that what the
lease says?

Mr. Epwagps. Yes.

Mr. Yates. So the government cannot get a readjustmenc of the
lease until 20103 is that right ?

Mr. Epwarps. Yes, but that is in accordance with the statute. That
language came directly from the statute itself.

Mr. Evans. Will the gentleman yield for a question?

Mr. Yares. Yes,

Mr. Evans. Is it possible for the wholesale price to vary during the
first 20 years of the lease. I suppose it is. T suppose from year to year
or time to time within that period the price per kilowatt hour of
electricity that was developed and sold to the utility companies
varies, just like the price of a barrel of oil would vary. As it varies
within that 20-year period, the royalty to the Government, the 10 or
15 percent, attaches to whatever the increased price is. Is that correct?

Mr. Hasrey. Yes, as it increases or decreases. The royalty percentage
ean be readjusted after 20 years but the price of the product can vary
from year to year and that is evaluated from year to year by the
Geological Survey. So the money paid to the Government can vary
up or down depending on the price of the product produced. There is
a minimum royalty which is not to go below an equivalent of $2 per
acre.

Mr. Yates. Is that what private owners receive, too, Victor?

Mr. Veysey. Well, I believe they receive whatever amount they are
able to negotiate. It can be more than that.

Mr. Yares. I wonder what the standard going rate was?

Mr. Vevsey. I know of a lot that are $1 an acre and some $5 an acre
where it looks closer to development.

COMPETITIVE GEOTHERMAIL SALES

Mrs. Hansex, How many competitive sales have been held thus far
in calendar 1974 ?

Mr. Hastey. We have had three competitive sales in California, We
have also had two follow on sales which were reoffers of unsold or
rejected tracts from the first California sales. We plan one sale in
Oregon this month. We will, therefore, have four competitive sales
this year excluding the reofferings.




80

NONCOMPETITIVE GEOTHERMAL LEASING

Mrs. Hansen. Please explain the procedure for noncompetitive
geothermal leasing. How do the revenues from this procedure differ
from those under competitive leasing ?

Mr. Eopwarps, Starting in January of 1974 we had the first filing
and openings of noncompetitive applications. These would be applica-
tions for land that lies outside of known geothermal resources areas.
We received in the first opening about 2,500 applications. We must
review all of these applications, first of all to determine where they
are located, and to determine whether or not applications overlap
each other by 50 percent or more. This is because thw regulations pro-
vide that if two applications overlap each other by 50 percent, then
the area covered by them becomes what we call a competitive interest
KGRA and would be leased by competitive rather than noncompetitive
methods.

All of these applications must also be reviewed by the Geological
Survey to determine whether there are any other factors involved in
the areas that would warrant classification as known geothermal re-
source areas for competitive leasing.

Mrs. Hansen. So it is your known areas that are competitive?

Mr. Epwarps. Yes. We have two major kinds of competitive classi-
fications. Those that are known by geologic information and those
that are known by competitive interest.

DRAINAGE OF GEOTHERMAL STEAM

Mrs. Hansen. Supposing you have two quarter sections located
adjacent or near one another. If you lease one quarter section you
may take the steam available in the other quarter section. Can this
occur?

Mr. Epwaros. That is a possibility.

Mrs. Hansen. What can you do about such a possibility ¢ Suppose
the Government is tapping the resources of another party and de-
priving the private owner of his resource ?

Mr. Epwaros. First, on those kinds of applications the Geological
Survey would study the area and determine whether there was any
such structure in that area. If they determine that there wasn’t, a
noncompetitive lease could be issued barring other reasons to prohibit
a lease. If it was in a known area, then the Geological Survey would
recommend to us the manner in which those tracts ought to be leased
or blocked out so that the reservoir of steam is protecte by not having
it drained by operations on an adjoining area.

Mrs. Hansen. Who are you protecting, the private owner or the
Federal Government? At some point it would seem to me if you
drained a private owner’s resource, you would be liable for a lawsuit.

Mr. Epwaros. T am sure the prime concern would be in protecting
the Federal interest. In terms of that situation, it is the same thing
as drainage on oil and gas.

Mrs, Hansen. T understand. That is the reason I am asking the
question.

Mr. Epwaros. The law of capture has generally prevailed in those
situations; those who capture the resources are entitled to recovery.




81

Mrs. HaxsEN. So a private owner could well eliminate the Govern-
ment’s resource ? _
Mr. Epwanrps. Yes. In that case we may want to initiate a lease in
order to capture the resource and not have it drained by another
party.
UNCONTROLLABLE NATURE OF THE WORKLOAD

Mr. Evans. On the first page of your justification you say you want
the $1,110,000 because “This budget amendment is needed in order to
permit the Bureauto1 valmnd to the sizable and uncontrollable increase
in workload, et cetera.” Could you explain that word uncontrollable?

Mr. HasteEy. Yes, Our program requests are concerned with non-
competitive applications. Beginning January 1 the Secretary opened
the public lands to geothermal noncompetitive applications. In Janu-
ary alone we had homrfthmp: like 2,500 applications for geothermal
steam outside the known geologic areas.

Mr. Evaxs. By the use of the word uncontrollable, do I take it you
have no choice but to approve all of these applications?

Mr. Hastey. We don’t have to approve them but we do have to
process them. We require a $50 deposit with each application.

Mr. Evans. All you have to deposit to apply is $50¢

Mr. Hastey. That is to cover the processing costs of these applica-
tions.

Mr. Evans. Then you have no choice but to process all of them?

Mr. Hastey. It is a public demand workload. I guess we could say
we wouldn’t process the applications, but it is unfair to the applicant
to open the areas and take his $50 filing fee if we don’t process it.

The way our legislation is set up, the money goes to the general fund
of the Treasury so we have to come before the _\ppmplmtmm Com-
mittee for that money to process the applications.

OBJECTIVES OF NONCOMPETITIVE LEASING

Mr. Evans. Can you explain to me why the decision was made to
open up all lands on a noncompetitive basis?

Mr. Hastey. These are lands outside the known resource areas.

Mr., Evans. So you are considering leasing rights for geothermal
energy on lands you don’t know any thm‘z.r about ?

Mr. Hastey. That is r ight.

Mr. Evans. Isthat ;_rfmd policy ?

Mr. Hasrey. It is similar to our simultaneous oil and gas leasing.
In both instances we are trying to encourage private oxp]()l ation and
development of an energy resource.

Mr, Evans, What do you do in your leasing procedures to make
certain that you do protect the puhhc interest ?

Mr. Hastey. The protection is through the royalty rate. Once that
lease is developed and if it does pr oduce geothermal steam, there i 18
a royalty rate. Of course we don’t get the “bonus money because it is
not competitive.

Mr. Evawns. Do people compete for bids when you don’t know what
isin the land?

Mr. Hastey. We have had applications where the filings have over-
lapped more than 50 percent. Once they overlap in the same area,
then they are automatically considered as known geothermal steam
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resource areas and they have to go on a competitive bid if the area is
to be leased.

Mr. Evaxs. Why are they known? You don’t know anything more
about it than you did before, ) .

Mr. Hastey. It is known that there are two parties competing for
the same area.

Mr. Evaxs. Two people are interested in land that you don’t know
anything about yourself.

Mrs. Hansen. Why don’t you know anything about those lands
which you plan to lease on a noncompetitive basis?

Mr. Hasrey. It is a tremendous effort to drill the number of holes
required to check all the potential geothermal steam in the public
land areas. It is the same problem in oil and gas. There is no end
to the inventory and data work we would have to do. By allowing non-
competitive leases we are allowing the private sector to share in the
exploratory work.

Mr. Evans. When the Department of Interior doesn’t have any
idea about the value of the assets or even if there are any assets, you
have gone ahead and leased areas whether they are oil, coal, or geo-
thermal. Why, under those circumstances, do you invite and take
noncompetitive bids? Why not make them competitive ¢

Mr. Hastey. The fact is that we do not know if there is a-resource
in that area.

Mr. Evans. One party makes a bid and he doesn’t know either, but
he is willing to take a chance. Why not let somebody else come along
and say “T will bid a little more 2"

Mr. Hastey. There are many dry holes that are drilled through this
method but it encourages development of the resource if it is present.
It is impractical for the Government to go out and try to find out all
of the things that might lie under the ground.

Mr. Evans. Do you require them to report to you all their discovered
knowledge about that ground ?

Mr. Hasrey. They have to develop it within a 10-year period.

Mr. Evans. Do they have to report to you ?

Mr, Hastey. Yes, sir. They have to develop a plan and submit it to
the Geological Survey and that is monitored and supervised by the
Survey. They know the value of the resource and they place a value
on it and charge royalty rates against the value of the resource
produced.

Mr. Yares. Is that true of all minerals?

Mr. Hastey. Yes. It is true of leasable minerals, All development is
monitored by the Geological Survey once the lease is issued. A mining
plan must be developed by the leasee.

TERMS APPLICABLE TO NONCOMPETITIVE I'EASES

Mr. Evans. Are you telling me that you take noncompetitive bids
because otherwise you will receive no bid because no one knows what
is under the land?

Mr. Hasrtey. It is a wildcat lease. We don’t know what is there. We
don’t think the person who applies often knows what is there, but he
is willing to make the investment of equipment, machinery, and man-
power and the risks involved to explore and see if there is a resource
to extract.
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Mr. Evans. What is the minimum they have to pay ?

Mr. Hastey. They pay at least $1 per acre on the rental. Then, of
course, they pay the 10 to 15 percent royalty rate if they produce
geothermal steam in commercial quantities. But they have an initial
term on the lease of 10 years, They have an escalating rental rate after
the first b years if the lease does not go into production.

Mrs. Hansen. Why was it set at 10 years?

Mr. Hasrey. That is the primary item. Ten years was probably the
average amount of time they felt it would take for the development
of a geothermal steam lease. -

Mr. Y ares. That is not true of the coal leases.

Mr. Hastey. The primary term for a geothermal lease is 10 years,
but you haye an escalating rental rate after the 5-year period. The rea-
son why there is a difference between coal and geothermal steam is
that each is leased under a different act.

Mr. Yares. Instead of $1 per acre it becomes $2 per acre then, which
is a 100-percent escalation, but still low—not very much.

Mr. Zrasrerman. There is an escalation of rental required in both
competitive and noncompetitive leases. These regulations were devel-
oped as a result of over 1,000 public comments we received during three
proposed rulemakings. The 5-year period was based primarily upon
industry expression that it would take roughly that amount of time to
gear up to start doing something out on the land. It was felt during
this period that a minimum rental, the statutory minimum, would be
appropriate and we would start escalating starting with the sixth year
in order to encourage the development.

COST REQUIREMENTS ON A GEOTHERMAL LEASEHOLD

Mrs. Haxsen. What is the average cost requirement on one of the
geothermal leases?

Mr. Zimyerman. It is my understanding that it costs a minimum of
$50 a foot to drill a hole that would be suitable for production of
geothermal steam.

Mrs. Haxsen. What is the depth of a hole?

Mr. Zimmermax. It can vary.

Mrs. Hansex. I know. From what to what?

Mr. ZisomerymaN, In the Geyser arvea it is about 4,000 feet I believe.
It can vary anywhere from 1,000 to 8,000 or 10,000 feet. The work
requirements, by the way, that the Secretary finally imposed were
based upon what would probably be a sort of average cost. If you take
a 2,560-acre lease, which is the maximum, and assuming a $1 base
rental and then escalating each year by $1 starting with the 6th year
through the 10th year, and doubling that cost for the added work
requirement, it comes out to about a $100,000 investment over the 10-
year period. That is what would be required if the person held it for
the full 10-year term. That would be approximately the investment
that would be necessary.

Mr. Yares. What do you mean by the 10-year term ?

Mr. Zismermaxs. There is a primary term of 10 years. Tt is subject
to extensions.
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Mr. Yares. It says:

Geothermal shall be a primary of 10 years. If the steam is produced in com-
mercial quantities within this term, such lease shall continue for so long as
geothermal steam is produced, but such continuation shall not exceed an addi-
tional 40 years.

So actually if they strike steam and they sell it, it is a 50-year lease
then, isn’t it?

Mr. ZimmErMAN. That is right.

CLABSIFICATION OF GEOTHERMAL RESOURCE AREAS

Mr. Yares. I look at this document that has been handed to me. It
has maps of the Western United States showing lands classified for
geothermal resources. It is not entirely an unknown process, is it?

Mr. Ziameryan. No, sir. Under the terms of the act the Geological
Survey was required within 120 days after the passage of the act, De-
cember 24, 1970, to define the known geothermal resource areas that
they were aware of. They designated 44 known geothermal resource
areas, encompassing approximately 1,800,000 acres, of which about
one-half are privately owned and the other half is federally owned.

Mr. Yares. In reply to Mr. Evans’ question I got the impression
this was wildecatting. This is not really wildeatting, is it ?

Mr. Hastey. The areas in the dark black are known structures sub-
ject to competitive leasing. The remaining areas would be open for
noncompetitive leasing.

At this time there 1s probably an additional million acres that will
ba classified as known geothermal resource areas on the basis of over-
lapping applications. They have to be filed during a calendar month.
We have simultaneous calendar month filing periods. If there
are overlapping applications during that calendar month, then
that area will be classified as a known geothermal resource area
on the basis of competitive interests. This is consistent. with the stat-
ute. The statute says you will use four tests to establish whether it
is a known resource, One is geology. Another is nearby discoveries and
another is competitive interests. But we had very little guidance which
says what is competitive. Hence, we have established the 50-percent
or more overlap. Then we have “other indicia” whatever that catch-
all might mean. So it can be any one or a combination of those which
will prompt the Geological Survey to classify the areas.

Now we have in excess of 2 million acres which are considered as
known geothermal areas which if leased, must be leased competitively.

ANTISPECULATION MEASURES IN GEOTHERMAL LEASING

Mr. Evans. What, if anything, is there in this statute or in your
regulations pertaining to geothermal energy to prevent what happened
in the coal lands where people have sat on it and you people have let
them have it for years and years without requiring them to lift one
shovel? T don’t know how many hundreds of thousands of acres of
lands have been leased for the development of coal and have been
sat on. I am told that you fellows just let them sit there, and even
let them speculate. Reports have been made indicating that people
come in to bid on coal leases not to produce coal, but for the specula-
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tion on the future market of coal. What have you got in these geo-
thermal statutes, regulations, and leases that will prevent that sort
of thing ?

Mr. Epwarns. The primary term in the lease is 10 years. They have
to be drilling at the time or the lease expires provided they don’t
get an extension. Second, there are the diligent (}m relopment require-
ments, Then, there is the escalating rental. Thv_v cannot sit and hold
it for nothing. It will cost them.

Mr. Evans. How do you measure diligent efforts? I know in other
Jease arrangements you could go out and spend $100 every 2 or 3 years
and that is deemed by you people to be a diligent effort.

Mr. Epwarps. What has been done in this case is that they must
have spent at least twice the amount of the rental beginning in the
sixth year. As Mr. Zimmerman explained, if they carried it t]u'augh
to the 10th year, it would cost them at lmst a $100,000 investment ; in
other words, to have done the work that is required under the diligent

requirement provisions together with the rentals they would have
to expend about $100,000 for a maximum size lease.

Mr. Yares. Where in the statute do you find any requirement of
diligence?

Mr. Zioeraay. There is not a specific requirement in the statute
that requires it, only under the terms that it is in the public interest,
to encourage timely and organized development.

Mr. Yares. In what part “of the statute does it say that?

Mr. Zivareryan. Under section 24 it talks about the rules and regu-
lations. “The Secretary may prescribe” and then it identifies about
10 different items that could be considered.

Mr. Yates. You are talking about the regulations preseribed by the
Secretary ?

Mr. ZimmERMAN. Yes, sir.

Mr. Yares. They require diligent development?

Mr. ZimMERMAN, Yes, sir.

Mr. Yares. T suppose we ought to see those, too, shouldn’t we? I
understand you are contending that that is a part of the statute now;
is that correct ?

Mr. Zimmermax. The regulations, yes, sir.

Mr. Evaxs, T am not sure of the answer to my last question. The
question was what. if anything, are you doing with the regulations on
leasing geothermal energy that would prevent what has happened
under coal leases where they are leased and not developed ? The com-
ment was made that if they have not done any development work by
the 10th year. the rent doubles and they have to accomplish work
equivalent to twice their escalated rent. Is that the 10 years or the 5
years?

Mr. Epwarps. The sixth year.

Mr. Evans. So with a maximum lease and maximum rental, what
would they have to invest?

Mr. Epwarns. In the 6 years?

Mr. Evans. Yes.

Mr. ZisrmERMAN. Assuming a 2.560-acre lease, which is the maxi-
mum, and assuming the $1 statutory minimum rental for the first 5
years, the sixth year rental would escalate by $1. By regulation it can-
not escalate by more than $1 per year. That means you have $2 rental
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times 2 which is $4 per acre times 2,560 which is almost $10.000 for this
particular year.

Mr. Evans. So under those circumstances that would not be very
difficult for anyone ; would it.?

Mr. Zisomeryax. That is the 6 years. Starting with the seventh year
the rent is $3 times 2 or $6 per acre which amounts to an additional
$15,000 expenditure. In the eighth year it would go up by another
$5,000 or require a $20,000 investment and so on.

Mr. Evaxs. I hope this works. You have a lot of coal under lease that
is just sitting there.

EFFORTS TO IDENTIFY ADDITIONAL KGRA'S

Mrs. Hansex. What effort is the Department making to identify
more KGRA’s so that a larger portion can be leased competitively ¢

Mr. Epwarps. We don’t know how many noncompetitive lease appli-
cations will result in competitive leases because of the overla p. That is
what we are having to analyze now.

Mrs. Haxse~. That is part of the reason you are asking for addi-
tional funds,

Mr. Epwaros. To determine that ; yes. All of those applications which
overlap by at least 50 percent will go as competitive leases. Then. of
course, the Geological Survey is going through the process of analyzing
their information to determine whether there are other KGRA’s. In
other words, whether there should be other geologic areas to be classi-
fied as KGRA's. If there are, those areas would go by competitive lease.
also.

USGS EXPLORATORY COST ESTIMATES

Mrs. HanseN. You testified there is something in the vicinity of be-
tween 1 and 2 million acres of land to be leased on a noncompetitive
basis. Is that correct?

Mr. Epwarps. Yes.

Mrs. Hansen. Dr. McKelvey, what would it cost the Geological
Survey to identify this 1 to 2 million acres and how long would it take
so that more land could transfer from the nonecompetitive area to the
competitive area ?

Mr. MoKewvey. The 2 million acres in which noncompetitive interest
i1s expected to be expressed and how much it would cost us to evaluate
that?

Mrs. Hanses. That is right.

Mr. McKeLvey. I can supplement this for the record, Madam Chair-
man, with perhaps a little better information, but T would say that it
would cost us at least of the order of $1 an acre for a very rough ap-
praisal as to the potential. And to actually identify and determine the
extent of geothermal resources, if they do in fact exist, would cost a
great deal because it would involve expensive drilling, et cetera. The
figure I chose, $1 an acre, is of the order of what it costs in wilderness
surveys in which we do somewhat the same kinds of things that would
be involved in a preliminary survey.

Mrs. Hansex, Would it not be advantageous to the Government to
invest that $2 million in this kind of an effort ?

Mr. McKeLvey. To a degree it is being done in the course of the work
that we do in order to determine the extent of new KGRA s and indeed
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their location in some instances. That is part of what we will be talking
to you about when we come before you officially.

Mrs. Hansex. I understand.

Mr. McKeLvey. But for us to do the drilling and actual work that
would be involved in a careful assessment of the potential would in-
volve a great deal of risk. At this stage in geothermal exploration, I
think it perhaps would not be wise to invest to that order of magnitude.

ENCOURAGEMENT OF PRIVATE GEOTHERMAL DEVELOPMENT

Mrs. Hansen. You think that the Government would recoup more
through the normal royalty process? Is that correct ?

Mr. McKervey. I think this is a time to encourage private initiative
in the development of this resource.

Mrs. Hansex, If the resource is developed.

Mr. McKervey. We want to encourage them to.

Mrs. Hansen. I have listened to who the geothermal bidders are;
the major oil companies. They, under present technology, leave two-
thirds of the oil in the ground. So I don’t know if they are going to
produce any better results in the geothermal area.

Mr. McKervey. We should encourage them at least.

Mrs. Hansen. They are being encouraged. Certainly the demand for
energy in the United States is an encouragement. The same oil com-
panies have coal leases, geothermal leases, and oil and gas leases.

Mr. McKervey. Many of them consider themselves to be energy com-
panies and in fact have so advertised themselves as that. But, Madam
Chairman, at this point in the state of the art of the utilization of geo-
thermal resources we are not really very sure about the commercial
recoverability of geothermal energy except as its exists in the form
of steam.

Mrs. Hansew. I understand.

Mr. McKervey. For some more limited uses at a lower value, it
has a value as very hot water. We are looking at a range of things—
hot dry rock that may have some ultimate potential. But we don’t
really know what the value may be in the future, much less now.

LONGEVITY OF GEOTHERMAL RESOURCES

Mrs. Hansex. How long will the average geyser last? Is there any
limitation ?

Mr. McKrrvey. We are dealing with a depletable resource, It is a
kind of fossil fuel, if you like. It is not energy that is being generated
continuously in the locality.

Mrs. Haxsex. You will one day reach the end of the resource.

Mr. McKzervey. That will happen. I think it is only in the realm of
speculation at the present as to what those lives will be, But I think it
is something of the order of 50 or 100 years. I think that would be a
reasonable guess depending on the character of the reservoir and the
way recirceulation takes place, et cetera.

Mr., Evaxs. What is it that depletes itself, the heat ?

Mr. McKeLvey. The heat, yes. You see we are dealing here with a
source of energy, in the West at least that consists, chances are, of a
cooling body of igneous rock—is a magma that has intruded into the
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Earth’s crust, solidified and is now cooling. It cools very slowly because
rock is a slow conductor. That is a body of diminishing heat. When
it is depleted it will become cool and no longer exists.

NATURE OF GEOTHERMAL ENERGY

Mr. Yares. Can you tell us what causes a geyser ?

Mr. McKeLvey. In general terms, yes. The geyser consists of
meteoric water, that is rain water, that has seeped into a heating
chamber where it reaches a certain temperature that causes it to ex-
pand and finally exceed the limits of the reservoir. So then it comes
out. A geyser that does this on a more or less regular basis is one in
which there is a fairly finite limit to the chamber that contains it, so
that as the water drains back in it goes through the process, repeats
itself and comes back out again. They are not, of course, exactly
regular. There is great variation.

Mr. Y ates. Is this true of all geothermal patches?

Mr. McKeLvey. A geyser has this characteristic in common with
other geothermal reservoirs that are occupied by water or steam. It is
extracting heat from the reservoir. The eruption represents an accu-
mulation of heat and beyond a certain point that heat comes out. Much
of it passes off into the atmosphere and drops on the surface as it
comes back down. The water or steam are merely the agents for trans-
ferring heat from the hot rock with which it is in contact. The water
bears the same relation to geothermal energy as an electric wire does
to electricity at the point of generation. It is the means of conveying
the heat that exists within the rock.

Mr. Yares. I suppose this chart that you have here is an indication
of where you think these heat chambers are, isn’t it ?

Mr. McKeLvey. That is correct. There probably are a lot more that
actually exist that have not been identified. Most of those that were
identified were identified on the basis of hot springs. Actually the hot
springs may represent a leaky geothermal reservoir and the best ones
may not have any surface manifestation at all.

Mr. Yares. Do we know what causes these heat chambers?

Mr. McKeLvey. Mostly they are cooling bodies of igneous intru-
sions, molten magma from deep within the Earth’s crust that has
forced its way up near the surface, sometimes resulting in a voleanic
eruption but very often not.

YEARS INVOLVED IN COMPETITIVE LEASE SALES

Mrs, Hansen. For how many years do you expect to be making
competitive geothermal lease sales at the rate of five per year?

Mr. Hastey. I don’t think I can tell you right now. I think it will
depend a lot on the development Vince .\Ic%oh‘vy referred to. In
fiscal year 1975 we are planning 15 competitive sales. In fiscal year
1976 we are planning 20. We were originally estimating about five
per year, based on what we could see 6 months ago and upon what
our original budget was based. I think it is a learning process for
both BLM and GS as to how many we will lease in the future years.
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SIMULTANEOUS OIL AND GAS PROGRAM

Mrs, Haxsen. You are requesting an additional $360,000 and 18
positions for additional oil and gas filings. What are the details?

Mr. Hastey. A year ago, during fiscal year 1973, we had filings of
about 680,000 applications for oil and gas leases. In fiscal 1975 we are
estimating something like 1.2 million applications.

Mrs. Hansen. These are onshore?

Mr. Hastey. These are onshore, noncompetitive lease filings. These
are in areas outside known oil and gas provinces.

Mrs. Hansex, Why are these areas outside known oil and gas
provinces

Mr. Hastey, Here again it is the lack of geological data to identify
all the possible oil and gas deposits, whether it is there or not there.
So we have opened up noncompetitive filings for wildcat operations.

DRILLING RATIOS ON OIl. AND GAS LEASES

Mrs. Hansen. It sounds like Pandora’s box.

Mr. Hastey. T think out of 94,000 or so existing leases, only 8,000
to 9,000 are in production. So in process of exploratory work many dry
holes are drilled.

Mrs. Hangex. What is your ratio on drillings and dry holes on-
shore in your noncompetitive areas?

Mr. Epwarns. It is about 1 to 9, I think. GS is in a better position to
testify to that.

Mr. McKenvey. One to nine; yes.

Mr. McDape. The question here was on the noncompetitive. What

is the ratio on the noncompetitive?

Mr. Hastey. One in ten go to drilling. Of those, the success ratio
might be 10 percent.

My, McDape. It is almost the same then.

SIMULTANEOUS FILING PROCEDURE

Mrs. Hansen. Would you please explain the “simultaneous filing”
procedure ?

Mr. Epwarns. The process applies to all lands that have been leased
previously and are not now leased for some reason, either the lease
expired or it was canceled.

Murs. Hansen. How long was that lease?

Mr. Epwagps. Ten years. As they become available they are listed
on a simultaneous oil and gas list each month in our respective land
offices. Individuals are allowed to file applications for those. Because
we have so many applications for the same tract of land we have a
drawing each month to determine in priority who shall be awarded
a lease for a specific tract.

Mr. McDape. Are there competitive efforts for the same tract? Then
why are they noncompetitive?

Mr. Epwarps. Because they are not in areas that are known to ha
oil and gas producing areas.
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Mr. Zoseruman. It is a different test with respect to oil and gas.
In oil and gas, by statute, it has to be a known geological structure
for producing oil and gas before the Geological Survey can classify
it to go competitive. The test is not so severe with respect to geo-
thermal.

Mr. Epwarns. We are operating under different statutes here.

Mr. McDapk. But the rationale for the difference, is it still effective
and operational?

PROPOSED LEGISLATION TO IMPROVE MINERAL LEABING

Mrs. Hansen. Have you ever sought an amendment to that act?

Mr. Epwarps. Yes, we have.

Mrs. Hansen. What is the status of that legislation ?

Mr. Verrerick. It has not been acted upon. The last amendment
to the 1920 Mineral Leasing Act was made to facilitate the trans-
Alaska pipeline.

Mr. YaTes. What other amendments are you seeking?

Mr. Epwarps. The amendments of 1973, which would place all
leaseable minerals under competitive rules.

Mrs. Hansen. What committee has jurisdiction for that legisla-
tion? T assume it would be the Interior Authorizing Committee.

Mr. Epwarns. I assume that would be the committee the bill is

assigned to, but I don’t know where it is pending right now.

PRODUCTION FROM NONCOMPETITIVE OIL AND GAS LEASES

Mr. McDape. Are we receiving any production of oil and gas from
the noncompetitive lands in the country today as we have designated
them ?

Mr. Epwaros. No. That is the reason they are on the list.

Mr. MoDabg. So there is no production at all. Would you like to
comment, Mr. Wayland ?

Mr. Wayraxp. About 85 percent of the production from Federal
lands is from leases that were issued noncompetitively, but then, of
course, these leases are perpetuating as long as they are producing.
Therefore, they are not released, leased over and over again, by the
simultaneous filing system. Therefore, it is the leases that don't get
drilled and that expire that don’t produce. Of course their production
1s zero, as Frank Edwards said.

Mr. Zivosermax. Or if they get drilled and there is nothing found.

[ Discussion off the record. ]

Mr. Epwarps. Something you have to understand is that some of
these leases are only 40 acre tracts and before some of thess companies
will go ahead with drilling they want a larger leasehold than 40 acres.
Because they are parceled in small tracts like that, they are not of
much interest to somebody to go in and spend the money to acquire the
block and drill the well unless they can put together a package which
they feel is worth the investment in drilling.

RETURNS FROM NONCOMPETITIVE LEASES

Mr. McDape. Somebody felt it was since we have the statistics that
85 percent of the production comes from what were once noncompeti-
tive lands. Are they still paying 50 cents an acre rent ?
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Mr. Epwarps. If they are in production, they are paying the 1215
percent royalty.

Mr. McDape. How much ground rent ?

Mr. Epwarps. There is no rental when they are paying the royalty.

Mr. McDabe. Just a straight royalty ?

Mr. Epwarps. Yes.

Mr. McDape. Would that be consistent with private leasing
practices?

Mr. Epwarpg. 1 think the royalty is but the rental that is paid for
private leases is generally higher. The royalty is generally consistent.
Tt is not true of all the leases. We charge 1624 percent royalty on the
Outer Continental Shelf.

Mr. Evaxs. But the rental ceases with production, right ?

Mr. Epwarps. That is correct.

AVAILABILITY OF UBGS DATA

Mr. Evans. As I understand it, the Geological Survey produces the
facts and evidence in relation to what we have in the public lands and
you people use that knowledge in the leasing. But I also understand
that you in the Geological Survey produce information that you don’t
pass along to the Bureau of Land Management; is that correct ?

Mr. MoKervey. No, sir. There would be no information withheld
from the BLM if they requested it. Much that we know and they are
interested in is passed along routinely. Of course a great deal of what
we learn we publish. That is one of our principal purposes.

Mr. Evans. Do you have good working relationships, one with the
other?

Mr. McKenvey. Generally speaking T think we do. We are working
to improve them. Recently we formed a coordinating committee that
will be cochaired by both our associate directors. That meets frequently
to be sure that we are thoroughly coordinated. We have a lower level
effective coordinating group involving Frank Edwards and Russell
Wayland that meets once a week or something like that.

Mr. Evans. I suppose that you receive information from companies.
Do you see this kind of information on a confidential basis? Does it
preclude you from talking about it with BLM ?

Mr. McKervey. No. We do not withhold it when it is understood
and agreed to by BLM that it will be proprietory information as the
law requires.

Mr. Evans. So this provides you with no difficulty either, as I
understand it.

Mr. McKerLvey. No.

Mr. Evaxs. One last question. Do your leases now require that all
information developed by companies under these drilling permits must
be disclosed to the Department of the Interior or BLM or the Geologi-
cal Survey ?

Mr. McKELvEY. Yes.

Mr. Evaxs. Here you are in a position where you don’t begin to have
the manpower and capability to really inventory the assets we have.
But private people do come in and drill and explore. In the past they
have usnally kept that information pretty much to themselves, as I
understand it.
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Mr. McKeLvey. They keep it from the general public and from their
competitors in particular. But it is required to be given to us, all in-
formation on drilling, production. geophysical surveys, et cetera.

Mr. Evans. Is this true with coal. gas, and oil and the whole works?

Mr. McKeLvey. It is true with all leases.

Mr. Evans. Do you have a feeling of confidence that they do disclose
to you all the information they develop ?

Mr. McKervey. Yes, sir. We don't require from them their inter-
pretations of the data. But we do require that they submit logs and
make samples available to us and give up other direct information that
they acquire. Y

Mr. Evans. Do you believe you have as good a chance to interpret
material they give you as they do themselves ?

Mr. McKervey. Yes; by and large. But we don’t, as you indicated,
have the capacity to go into great detail, except with respect to spe-
cific problems. We have much more data than we are able to utilize for
some purposes that would be important on a national basis.

We have under consideration now a proposed rulemaking on
Federal leases which would require lessees to submit information on
their reserves.

What is being considered is to issue this in the Federal Register as
an announcement of proposed rulemaking and invite public comment
as to what kinds of infermation ought to be required and how it would
be prepared, and so on. Then, depending on the outcome of that, pos-
sibly we would propose rulemaking along that line. So this would
extend the base of information that the Government now has.

Mr. Evans. Thank you, Madam Chairman.

BASE FUNDING FOR OIL AND GAS LEASING

Mrs. Haxsex. What funding and personnel are allocated to this
activity in your current fiscal year 1975 request ¢

Mr. Hastey. Our 1975 base is about $1,550,000 for oil and gas leas-
ing and the increase of $360.000 is to handle the inerease in noncoms-
petitive oil and gas simultaneous filings.

Mrs. Hansex, Why didn’t you request this additional amount in
your original budget request ?

Mr. Hastey, Primarily, Mrs. Hansen, because we did not forecast®
the huge increased interest in the simultaneous filings.

Mrs. Hansex. You testified in your regular budget in late Feb-
ruary or March, Didn’t you recognize the additional workload at that
time?

Mr. Hastey. We were here in March. We recognized it at that time,
Ves, ma’am,

DELAY IN PROPOSING INCREASED REQUEST

Mrs. Hansex. Why has it taken those paper shufflers downtown
from March until the middle of June to submit a budget amend-
ment ? Even the post office isn’t that slow.

Mr. Hastey. They wanted to do a thorough analysis of it. We were
aware of it about February.

We could see this continual elimb. We do not see it dropping off.

Mrs. Haxsen. The committee has been worried about this situation
for 8 years.
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Mr. Hastey. We saw a continual buildup. The funds we did have
in the initial 1975 budget was adequate to handle the earlier rate of
filings.

Mrs. Hansen. You are not going to solve our energy problems in
this country without having adequate information.

Mr. Hastey, Yes, ma’am.

Mrs. Haxsex. I would have thought OMB would have decided that
we weren't traveling by horseback long before they did.

DEVELOPMENT REQUIREMENTS FOR OIL AND GAS LEASES

What incentives are provided in these leases for early development
and produetion of oil and gas?

Mr. Hastrey. The term of the lease is 10 years.

Mrs. Haxsen. In 10 years, the price of gasoline can go to $4 a gallon.

Mr. Epwarps. The term is 10 years. Generally, we haven’t had dili-
gent requirements in this type of a lease. This 1s the wildeat proposi-
tion we mentioned before. These are areas that are not known pro-
ducers. T think, as Dr. McKelvey mentioned earlier, a large share of
our production that we have onshore now has come from this type of
a lease. Yes; there are some leases that are held. Generally it’s a situa-
tion where the companies want to get out and explore for the other
sources of oil and gas.

Mr. Yares. Does that mean that there is no requirement for diligent
production ? Is that what you are saying?

Mr. Epwarps. That is true, except they have to be drilling on the
anniversary date of the lease or the lease expires, If they are going to
keep the lease they have to drill.

Mr. Yares. To what extent must they drill?

Mr. Epwaros. Tf they are drilling on the anniversary date they can
get a 2-year extension. I'f they don’t find anything, the least expires.

Mrs. Haxsen. Suppose they don’t drill until just before the 10 years
expire ? What is to stop them from doing that?

Mr. Epwarps. Nothing. They get a 2-year extension is all. Tf they
don’t produce anything in that period of time, they lose the lease.

Mrs. Hansex. Clan they then obtain another extension ?

Mr. Epwarps. No, they can’t.

Mrs. Hansen. So they have a total of 12 years?

Mr. Ebpwarps. Yes.

STATUTORY BASIS FOR LENGTH OF OIL AND GAS LEASES

Mr. Evaxs. Why not give them a lease for 3 years? Are you required
fo have a minimum lease of 10 years? What is wrong with 3 years?

Mr. Zooveryan. This is required by the Mineral Leasing Act. Tt
provides for 10-year terms for noncompetitive leases. It provides for
5-vear terms for competitive leases.

Mr. Evaxs. Do yon interpret that to mean that it is 10 years and no
less?

Mr. ZimmeErMAN. Yes, sir. To change the period would probably
require an amendment to the act.
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OTHER STATUTORY PROVISIONS

Mr. Yares. Is that the act that has the provision in it giving the
Secretary of the Interior the power to determine whether a monopoly
exists and also to control prices?

Mr. ZivisrermaN. In the 1920 Mineral Leasing Act ?

Mr. Yares. Yes.

Mr. ZimMERMAN. Yes.

Mr. Yares. So the Secretary does have the power to determine
whether certain leases are engaged in monopoly practices, is that cor-
rect ?

Mr. ZrmumermaN. The statute addresses this with respect to the
acreage limitation. There is an acreage limitation in the statute where-
by one individual, corporation, or company cannot hold more than
246,080 acres in any one State, except in Alaska where you are allowed
to hold 300,000 acres.

Mr. Yates. I thought it was 46,000 acres in some ?

Mr. Zimmerman. That is on coal, only coal. Oil and gas is 246.000
acres.

Mr. Yates. T haven’t gotten an answer to my question. You haven’t
answered my question as to the power the Secretary has. He still has
that power, hasn’t het

Mr. Zimmerman. 1 reckon he does. T have never seen it exercised.

Mr. Yartes. It has never been exercised? He also has the control
over the prices too, doesn’t he?

Mr. Zimmerman. No.

Mr. Wizes. Mr. Yates, I think you are right. We supplied a Solici-
tor’s opinion on it which agrees with what you are saying. I believe you
are right.

Mr. Yares. That is right. The distinction that was drawn between
the Mineral Leasing Act and the act creating the leasing for the Outer
Continental Shelf. Insofar as the 1920 Act is concerned, the Secretary
does have that power under the specific terms of the act. As a matter of
fact, the leases that were sent up to me at my request contained para-
graphs containing that power. Right?

Mr. Zivewerman. Yes, sir.

Mr. Y ates. But he has never exercised it/

Mr. ZissmerMAN. Not to my knowledge.

Mr. Yares. But he can, can he not ?

Mr. ZivsrerMaN. T would say he can, yes.

REQUESTED INCREASE IN GENERAL ADMINISTRATION

Mrs. Hansex. You are requesting an additional $250.000 and 10
positions for general administration. Please justify this request.

Mr. Hasrey. This increase is requested to support the previous
budget amendment that we sent over together with this budget amend-
ment. The large increase in positions in our total budget request now
amounts to something like 718 additional people. The administrative
workload that goes with that requires that we have some administra-
tive support. This would be in the nature of computer operations, per-
sonnel, procurement, payrolls, et cetera.

Mrs. Hansen. How many of these positions will be in Washington
and how many in the field ?
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Mr. Hastey. These will all be in the field, primarily in our Denver
Service Center where we have our centralized contracting, our per-
sonnel servicing, financial people and computer equipment.

Mrs. HanseN. What is the total involved in this request for GSA
space ?

Mr. Hasrey. There is no GSA space in this $250,000 request. That
was covered in our regular fiscal 1975 budget.

Mrs. HaxseN. Are there any questions ?

10 MILLION ACURE OCS LEASING OBJECTIVE

Mr. Yares. Who decided that our national policy should be to en-
gage in a leasing of 10 million acres in the OCS, during the year
19751

Mr. Verrerick. That was in the President’s energy message of 1974.

Mr. Hastey. This decision was made by the President after taking
into consideration the recommendations and concerns from several
agencies including the Secretary of Interior and the Federal Energy
Office. After reviewing the pros and cons, this is the decision that he
decided to go with.

Mr. Yares. Isn’t this really an impossibility? As I read what Mr.
Berklund testified to earlier, I think you proposed to lease 214 million
acres off the coast of south Texas, 1 million acres off the coast of
southern California, 414 million acres off the coast of east Texas, and
a possible frontier area of 2 million acres. I don’t know what “possible
frontier” means. Wonld you tell me?

Mr. Hastey. That could mean an area off the Atlantic Coast or off
the Gulf of Alaska. It is any OCS region where we have not had any
previous leases,

The frontier areas we are now considering include the Gulf of
Alaska and off the Atlantic coast. We have not determined what fron-
tier area is to be leased yet,

Mr. Yates. Is it possible to even consider leases off the frontier
area in 19757

Mr. Hasrey. It's scheduled for calendar year 1975. So it would be
the period from January 1 to December 31, which includes one-half
of fiscal year 1976.

Mr. Yares. Where would you lease off the Atlantic coast?

Mr. Hastey. We are looking right now at areas such as Baltimore
Canyon, which the Council of Environmental Quality indicates as a
low-risk area from the point of environmental concerns. We are now
preparing an environmental impact statement on the decision to lease
10 million acres.

Es. Has Dr. McKelvey finished his work with respect to the
ies of leasing that many acres?

Mr. Hastey. I think Dr. McKelvey’s work is ongoing on all areas
right now.

Mr. Yares. You mean there is nothing more for him to do, and all
you have to do is lease the acreage ?

Mr. Hastey. No. We have to go through quite a process before we
have that acreage leased. We are not ready to say that the 10 million
acres as a goal is impossible. We are not sure whether we can attain
that goal but we are working to attempt to.
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AVAILABILITY OF DRILLING RIGS

Mr. Yares. Why would you want to do it? Wouldn’t such an action
amount to turning over Federal lands to the lessees at a time of
scarcity of oil rigs? Also a shortage of personnel?

Mr. Hastey. This is one of the things we found out in our call for
information from the companies and the environmentalists, as to what
priorities would they set in leasing off the Outer Continental Shelf.
Many of the companies came in with a 3- to 8-year period to develop
these leases. I think some of the companies felt that there was a possi-
bility of attaining that goal. Some felt it would be very difficult because
of the lack of equipment.

Mr. Yares. The Oil and Gas Journal of May 6, 1974, states “A rigs
shortfall seems possible by 1982. It’s extremely unlikely there will be
a surplus of offshore mobile rigs or a saturated market during the
next 10 to 15 years at today’s pace. Indeed, based on announced con-
struction plans, there could be a shortfall of mobile units worldwide
by 1982 in anywhere from between 80 and 190 units, according to the
forecaster.” Is that a reasonable assumption?

Mr. Hastey. I couldn’t tell you. I have heard that there was a short-
age of rigs. But I couldn’t verify the figures you have read.

Mr. Yares. Don’t you think you ought to look into that before you
start engaging in a program of leasing?

Mr. Hastey. One thing that will level this off is the willingness
of the companies to bid on these tracts. If they are willing to bid and
pay the bonus moneys, I think we can have some assurance they will
be able to have rigs out there and be able to develop that at least
within their initial 5-year lease period.

Mrs. Hansen. Did you watch the television program the other day
where hundreds of tracts were up for bid and only a portion were
bid on? As I understand, that was because of some of the new tech-
niques, which the companies are using, where they are able to tell
exactly where the oil is located. Tsn't that correct?

Mr. Hastey. At our last sale, we offered something like 245 tracts
and we sold approximately half. Out of 1.3 million acres offered, there
were around 565,000 acres that were actually sold. Bids on 115,000
acres were considered to be too low and were rejected.

BTATUS OF ACREAGE LEASED PREVIOUSLY

Mr. Yares. How many acres did you lease during 197217

Mr. Hastey. I couldn’t tell you. But in fiscal year 1973 we leased

little over 2 million acres.

Mr. Yares. How many of those are in drilling?

Mr. Hastey. For fiscal 19737

Mr. Yares, Of the ones that you leased?

Mr. Hastrey. I don’t have those figures with me.

Mr. Epwarps. S might have the figures on drilling, but of course
they have 5 years on which to drill.

Mr. Yares. Let’s go back to 1971. How many acres did you lease in
1971. It seems to me that we ought not to be turning over Govern-
ment resources to the companies through these leases when the com-
panies won’t be able to develop them. I do not think we ought to do
in the Continental Shelf leasing program what we did to the coal




97

fields, where we turned over so many thousands of acres to companies
that are not mining their leases.

Mr. Hastey. They do have a 5-year initial term where they have to
move into drilling and development. You do not have a similar sort of
stipulation in our coal leasing.

Mr. Y aTes. You can extend the term.

Mr. Hastey. They have to have a rig out there within the 5-year
period.

Mr. Yares. You can extend it if they don’t? y

Mr. Hastey. If they don’t have a rig physically on the tract in that
b-year period, the lease can be terminated.

Mr. Y ares. Under what statute ?

Mr. Hastey. The Outer Continental Shelf Lands Act of 1954.

Mr. Yarrs. How many extensions have you had of the original
leasesf

Mr. Hasrey. The Geological Survey is working up the data now.

Mr. Yares. Asto the number of extensions ?

Mr. McKerLvey. Yes: we don’t have the data yet, Mr. Congressman,
to answer your question today. We didn’t get the question until Friday.
But we will have it shortly.

[ The information follows:]

In the past 10 years, 356 OCS leases have been extended past the first 5 years
for reasons other than production. Of these leases, 135 are producing and are
extended as long as production is obtained in paying quantities; 157 are cur-
rently extended for other reasons; and the remaining 64 have terminated at
different times as shown under question No, 3. Also, in the past 10 years, 127
OCS leases obtained produection during the first 5 years and econtinued pro-
ducing past the 5-year period.

Of the 3056 leases extended, none actually produced in the first 5 years, but
all leases contained a shut-in well capable of producing in payable quantities,
except some leases in unifized areas and those included in the previously
proposed national energy reserve in the Santa Barbara Channel.

LIST BY OWNER OF LEASES THAT HAVE BEEN EXTENDED BEYOND THE 5 YEARS
GULF OF MEXICO
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LIST BY OWNER OF LEASES THAT HAVE BEEN EXTENDED BEYOND THE 5 YEARS
GULF OF MEXICO
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LIST BY OWNER OF LEASES THAT HAVE BEEN EXTENDED BEYOND THE 5 YEARS
GULF OF MEXICO—Continued
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171. ... Humble-Atlantic Richfield-Stand-
ard.
< 7 S Union & Mobil .. __ ... ...
173_..__ Atlantic Richfield & Standard 2
174..... Humble & Standard.. -
¥ SRS Humble-Atlantic Richfield-Stand-
ard
ITB e O e R

1 Humble & Standard
180 -.. Humhle{] ER.Co.......

Do.

4 ~ Union-Gulf-Texas-Mob :
Doae | PRI SN Humble & Standard... Do.
Do. 22 Do.
Do. -do. Do.
Do. ~ Pauley Petroleum, et al_ Do.?
Do. Muhl'n i __________ Do.
Do. : Do.
Do. Do.
Do. Do.
Do. Do.
| [ AN do Do.
Do. 233__... Union- Gu![ Texas-Mo Do.
Do. 234_____ Teuas, Union, Gulf & Mol Do.
Do. 237____ Union-Gulf- TausMublI - Do.
Do. 238 ___ Humble 0. &R.Co.............. Do.

199 do
200%. - Hurnéﬂe«mla ntic Richfield-Stand-  Do.
I

! Being terminated.
1 |n litigation.

Note: P=Extended, producing. T=Extended, terminated.




100

Key to length of extension
Date of lease sale : Lease numbers

Louisiana, Aug. 11, 1959
Texas, Feb. 24, 1960 T00 to 744
Louisiana, Feb. 24, 1960 7560 to 845
Louisiana, Mar. 13, 1962 898 to 1108
Louisiana, Mar. 16, 1962 1120 to 1312
Louisiana, Oct. 9, 1962 1329 and 1330
Louisiana, Mar, 20, 1966
Louigiana, Oct. 18, 1966, 1470 to 1493
Louisiana, June 13, 1967 1512 to 1665
Texas, May 21, 1968 1712 to 1851
Louisiana, Nov. 19, 1968
Louisiana, Jan. 14, 1969
California, Feb. 6, 1968 168 to 288

Mr. Yares. But there have been many extensions, haven’t there?

Mr. McKeLvey. Yes; mostly because of discoveries.

Mr. Yares. You mean of actual drilling?

Mr. McKeLvey. Yes; T can give you certain minimum figures on
that for, I think, the last 10 years. During the last 10 years there were
782 leases issued. T say the last 10 years, up until the end of 1972, 420
of those were issued in the first 5 years, and if they did not have a
discovery they would have been terminated unless they were drilling
at the end of the initial 5-year term. Eighty-seven of those are still
producing. So their term would have been extended because of a com-
mercial discovery.,

SALE AND OPERATIONS OF INDIVIDUAL OCS TRACTS

Mr. Yates. When you make a sale or a lease sale of a certain num-
ber of acres, you sell those acres as a group, don’t you?

Mr. Hastey. There are 5,000 acres in a tract.

Mr. Yares. Suppose they drill one of those 5,000 acres. Do they
qualify then for an extension.

Mr. Hastey. Yes, sir, but only for that 5,000-acre tract on which
drilling took place.

Mr. Yares. So then the other hundreds or thousands of tracts can
go undrilled and they could qualify for an extension, couldn’t they?

Mr. Hastey. Noj; if they drilled one hole on this 5,000 acre tract,
only the acres in the tract would qualify for an extension.

Mr. Yares. The rest of it doesn’t have to be developed then?

Mr. Hastey. Within the 5,000 acres?

Mr. Epwarps. Within the same tract or others?

Mr. Yares, Within the same tract.

Mr. Epwaros. No: but it doesn’t make much sense for them to only
drill one hole. If they make a discovery, they obviously want to go
into production on the rest of it. If they don’t make a discovery, their
lease terminates at the end of 5 years.

Mr. Yates. Why does it terminate if, in fact, they have drilled ? T was
under the impression you said they could get an extension if they drill.

Mr. Epwaros, If they haven’t made a discovery up to the anniversary
time of the lease but they are actually drilling, they can get an exten-
sion. If they drill and make a discovery and are producing, then the
primary term of the lease is extended to the period of time that they
are producing.
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Mr. Evans. If they have drilled a dry hole and they don’t want to
drill anymore at the end of 5 years, the lease lapses?

Mr. Epwanrps. That is right.

Mr. Hastey. There are only 5.6 million acres currently under lease,
so we have almost 4 million acres that have been leased and have since
expired either through dry holes or nondrilling.

IMPACT OF 10-MILLION ACRE OBJECTIVE ON REVENUES

Mr. Evans. I would think you want to be concerned about the effect
on the bids. If you put up 10 million acres for lease under 1 year, what
effect will that have on the ability of companies to bid and on total
revenues returned to the Federal Government? Obviously if they have
to spread themselves thin, it's going to reduce the bids. So your bids
are going to be just minimal. If this was your land, wouldn’t you be
a little more careful about how fast you offered lands for lease in
relation to the capital the companies have?

Mr, Hastey. At the same time we go through an intensive eyaluation
of the tracts to evaluate what we feel is a minimum value or a fair
market value of that tract. If a company bids less than that, then these
bids are subjeet to rejection.

Mr. Evans. How much confidence do you have in your evaluation?
I am not trying to embarrass anybody. How much confidence do zyml
have in the evaluation of these tracts that have never been drilled ?

Mr. Hastey. It varies considerably, depending on the amount of
control and data the Geological Survey has in terms of well location
and whether we are moving into a frontier wildeat area.

Mr. Evans. But these fellows in (.S. have never been given enough
resources to find out what’s there, have they?

Mr. Hastey. That is right. The private companies will invest their
funds in order to explore some of these wildcat areas for the develop-
ment of oil and gas. But they are taking a risk too. Much of the data
they have is not all that good.

Mr. Evans. What can you tell this committee to give us assurance
that, if you can prepare and offer enough acreage to lease 10 million
acres in the next calendar year, you can protect the American interests
in this property? There is a shortage of drilling rigs. There is a
shortage of capital. We don’t know much about what is under the
Outer Continental Shelf and what the resources really are. It’s wild-
atting. What in the leasing system do we have that says to you that
we will protect the American public’s interest in those lands?

Mr. Hastrey. T can assure you we will take all the necessary steps to
protect the environment and receive fair market value for the resource.
If we find that the bids are falling off, that the rigs are not available
and that the companies that are in the business cannot handle the sales,
we will have to readjust.

Mrs. Hansen. You don’t have to offer bids.

Mr. Hasrey. If the companies’ ability to develop these tracts is not
there, then we will have to cancel some of our sale plans.

Mr. Evans. That is what T am getting at, the policy question. Are
you under orders to lease? Or is this a target that you are supposed
to shoot for within bounds of good management practices and good
judgment? If the bid prices go down and you feel that they are too
low, do you have the capacity to say, “We are just not going to lease
10 million acres”?

-
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Mr. Hasrey. I think we have the obligation to recommend to the Sec-
retary of Interior, that we don’t feel we should move any more sales.
We are not under direct orders. An objective has been set to lease 10
million acres. I think if we find through analysis and further sale
offerings that this is not a realistic objective, then it’s our responsibility
to recommend to the Secretary of Interior or to go back to the Pres-
ident and say this goal is too high. We might also find it’s too low but
I don’t think so. I think it would be our responsibility to keep them
apprised of the facts.

Mrs. Hansen. What is the total number of acres of offshore land
available for leasing?

Mr. Hastey. There are about 1.4 billion acres total on the Outer
Continental Shelf. This is the entire shelf. As to what is its potential,
that is a big unknown in terms of where the oil and gas reserves are
located.

OIL DEMAND AND SUPPLY

Mrs. Hansex. When will the Trans-Alaska pipeline begin to de-
liver oil ?

Mr. Hastey. In mid- to late 1977,

Mrs. Haxsen. What percentage of the daily use or the yearly use
will Trans-Alaska pipeline fulfill of the total oil needs of the United
States?

Mr. Hastey. I think our present consumption is roughly 17 million
barrels a day. The Alaska pipeline at full production would be about
2 million barrels a day but this is not expected to occur until the
1980’s at which time our consumption will have increased.

Mrs. Haxsex. How much oil are we producing currently onshore
that will be in production in 19777

Mr. Hastey. In onshore production, are you talking about just
Federal lands or all lands.

Mrs. Haxsen. I am talking about total production in the United
States.

Mr. Hastey. On just the Federal lands?

Mrs. Hansen. How much oil are we importing from Canada ?

Mr. Verrerick. We estimate we will be importing about 2.3 billion
barrels of oil by 1975 with a domestic production of about 4 billion
barrels of oil per year.

Mrs. HanseN. From what countries are we importing the remainder
of our oil needs?

Mr. Verrerick. The difference, or the supplemental import sup-
plies to meet. the total supply would be' about 2.3 billion barrels.
These are annual figures.

Mrs. HanseN. What is the annual amount that we have to import
from other nations?

Mr, Verrerick. By 1975, about 2.3 billion barrels per year. T think
our current imports run prétty close to that, about one and a half to
two billion barrels a year.
belz[r& Hansex. Are you considering what the escalation of use may

Mr. Verrerick. That is figured in the 1975 projection.

Mrs. Haxsen. So that you have to obtain the oil that the Trans-
.-“Uaska? Pipeline will be producing in the future from some other
nation? .
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Mr. Verrerick. That is correct. The North Slope will be producing
about one and a half billion barrels, by 1980,

Mrs. Hansen. We will still be short of our annual oil needs.

Mr. Verreriok. That is right.

Mrs. Haxsen, Much of our oil imports come from Venezuela, and
the Arab countries. So the fulfillment of our energy needs are con-
tingent on peace in the Near East. Isn’t that correct ?

Mr. Verrerick. That is correct.

Mrs. Hansen. It’s kind of a fragile survival.

Mr. Verrerick. The largest import supplier is Canada.

Mrs. Hansexn. What are we producing offshore per year?

Mr. Verrerick. About 400 million barrels of oil a year.

Mrs. HaxseNn. Do you have any outlook that with inereased pro-
duction we could begin to fill our oil gap ?

Mr. Hastey. This is what we are attempting to do by offering the
additional acreage on the Outer Continental Shelf. But it’s going to
take some time because many of these tracts are in deep water and
there will have to be pipelines developed for transportation to the
refineries.

Mrs. Haxsex. Even with maximum leasing you have the problems
of production and pipelines.

Mr. Hastey. Yes, Ma’am.

Mrs. Hansen. It could be 10 years before you reach any kind of a
maximum on Outer Continental Shelf production.

Mr. Hastey. Yes, Ma’am,.

Mrs. Hansen. The reason I have asked these questions is because
I see the average person has returned to driving 70 miles an hour.
They seem to be paying no attention to any of the warnings about
long term energy shortfalls.

Mr. Evans. Madam Chairman, this great pressure to produce en-
ergy resources puts great pressure on the Department of Interior to
offer the land for bids and get it leased. T understand these pressures.

What I am also concerned about is the husbanding or the sensible
management of this land as we go along.

Mrs. Hansen. I am interested in the average American consumer
saving energy.

REJECTIONS OF OCS BIDS

Mr. Evans. They have to make some effective energy conservation
efforts. Turing back to this leasing, do you ever reject ¢ bids?

Mr. Hastey. Yes, sir.

Mr. Evans. What percentage of the bids that you receive do you
reject ?

Mr. Hasrey. In the last sale we had 245 tracts and 123 were bid on.
We rejected 21 of them. We rejected about 20 percent of the bids
received.

Mr. Evaxs. What happened to those rejected bids?

Mr. Hastey. They were just rejected. We are planning to reoffer
these in July.

Mr. Evans. They ean’t appeal your rejections, can they ?

Mr. Hastey. Yes they can. We understand there are two tract re-
jections of our March sale that are being appealed.

Mr. Evans. What is the history of “those bids that you reject and
are appealed ? To whom do they appeal ?
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Mr. Epwaros. In the past up to the last two sales the appeals have
gone to the Interior Board of Land Appeals. To my knowledge, we
haven’t been reversed on a rejection. On the last two sales, the Secre-
tary made the rejections as the final order of the Department. So their
only route of appeal now is through the courts. Although we have
not seen the papers filed, we understand that there are two companies
which are planning to file litigation on two bids that we rejected.

Mr. Evans. I know you don’t have the figures here now, but. could
you supply for the record how many bids you have rejected over the
last 10 years? How many of those rejected bids have been appealed ?
and what the fate has been of those appeals?

Mr. Hastey. Yes, sir.

[The information follows :]

OOS bids rejected, appealed, and rejection reversed for period beginning April
28, 1964, to date June 12, 1974: Bids on 149 tracts rejected; 68 rejections ap-

pealed ; * 43 rejections upheld in court: 3 rejections were reversed in court: 22
appeals still pending.

Mr. Evans. Thank you, Madam Chairman.
Mrs. Hansen. Mr. Yates?

CAPABILITY OF INDUSTRY TO DEVELOP OCS LEASES

Mr. Yares. I want to point out my interrogation of Mr. Berklund
at the hearing last year. At page 1020 of volume 4, I asked Mr. Berk-
lund about the availability of drilling equipment. T said :

At that time, how many drilling rigs will be needed in order to bring the leases
in? How many leases are pending and still waiting for drilling rigs?

Mr. BErgLUND. I don't have the figure with me.

Mrs. HANSEN. Insert the information in the record.

Whereupon the BLM said this for the record :

It's difficult to get clear indications from industry as to the number of OCS
leases not being developed because drilling rigs are not available, To the extent
that such a problem exists, it's exploratory drilling that is being delayed. We
estimate that exploratory drilling on approximately 35 to 50 leases may be being
held up because of a lack of mobile drilling rigs out of a total of 277 unexplored
leases,

Are there only 277 unexplored leases on the OCS?

Mr. Verrerick. That is probably correct. If you look at our lease
figures, as of the end of last calendar year, we had about 1.258 leases
i force, in effect. Of those, about 716 were active leases. More than
half of those leases are active and into development and production.
So there probably is somewhere in the neighborhood of 277 leases that
that awaiting some form of exploration activity by industry.

Mr. Hastey. These were probably leases issued just in the last 1
or 2 years.

Mr. Yares. Turn to page 1028 where Mr. Evans asked Mr. Berk-
lund the question:

Are you going to be able on a reasonable basis to put together 10 million acres
of leased lands for 19757

Mr. BErkLUND, It relates to calendar year 1975. That is our goal, to lease 10

million acres in calendar 1975. In order to lease 10 million acres, we think we
will have to offer between 14 and 18 million acres.

*Two additional rejections from March 1974 sale are about to be appealed.
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Mr. Verrerick. That is correct.

Mr. Yares. Mr. Berklund continues:

The question has been raised as to whether the goal can be achieved. We feel
it's definitely our obligation, if we are going to meet the energy needs of the
Nation, to make the lands available for exploration. If the steel, the drilling rigs
and capital are not available, industry will not be able to acquire the 10 million
AcCres.

That is not true?

Mr. Verrerick. They will not bid on them if they do not have the
capability to develop them.

Mr. Yares. If they do not have the rigs, they are not going to
bid.

Mr. Verrerick. Then the sales will go no bid and they will not be
leased anyway.

Mr. Yates. Won't they take a chance on bidding and try to get the
rigs over b years?

Mr. Verrerick. I am sure that industry will take some risk and make
some assumptions that they will be able to get the rigs. I think what
Mr. Berklund was saying 1s that we will offer it. It’s not within our
power to lease it. The companies have to submit a reasonable bid and,
in so doing, we have to take the assumption that, when they float that
kind of eapital in a bonus bid, they are prepared to go ahead and to
develop that lease within the 5-year primary term.

CRITICISMS OF COAL LEASING PROGRAM

Mr. Yares. May I turn your attention to the coal leasing program.
I don’t know whether you have read the report. put out by the Council
on Economic Priorities on the Study of the Public and Indian Coal-
Leasing Lands.

Mr. Hastey. I have not read it. I have seen a copy.

Mr. Yares. I read from it:

C&P found, because of weakness in the original leasing and mismanagement
on the part of Interior, the publie coal leasing program for the last 54 years has
not operated in the public interest, it has failed to encourage resource develop-
ment, failed to provide fair market value to the public and to the Indian treas-

uries, and saddled the Nation with a huge block of leased, but unmined coal
that may well frustrate energy resources planning for decades to some,

What comment would you make on that?

Mr. Hastey. That is a tough one.

Mr. Yares. I don’t know that it’s your fault. I think it may be the
fault of some of your predecessors, but the point is correet, 1sn’t it ?

Mr. Hastey. It’s correct. I can’t argue that it’s not. This is why we
have proposed changes in the 1920 Mineral Leasing Act, to bring about
more diligent development of coal and also to restrict offerings to
competitive leasing.

As you know, the act under which these leases were issued was writ-
ten in 1920. The leases we have are many years old and they do not.
have diligent clauses in them.

Mrs. Hansex. Do you want diligent development of coal in the
West? I am not so sure we want to tear up our western lands.

Mr. Yares. That is right. Then why lease them? That is the point.
Don’t put them in the hands of new owners who just own them and
don’t operate them.
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REVISED COAL LEASING PRACTICES

Mr. Epwarns. Could I point out one thing? Since 1971 we have only
issued five coal leases of federally-owned coal that is under administra-
tion of the Bureau of Land Management. Those five did contain some
diligent development requirements for those particular leases.

However, most of those leases were adjacent to or involved in an
ongoing mining operation at the present time. So they would be com-
ing into development quickly anyway. At least for the last 3 years
we have not issued any more coal leases than that.

Mr. Yares. That is because you have a moratorium.

Mr. Epwarps. Essentially it's a moratorium. It’s undeclared, but
essentially it is.

Mr. Yartes. I am told the moratorium is coming to an end and the
Secretary is contemplating engaging in new coal leases. Is that cor-
rect ? '

Mr. Epwagns. The Secretary has under consideration policy changes
that would be needed in coal leasing. We are in the process of prepar-
ing an environmental impact statement on the coal leasing program
which will be reviewed prior to the time that the Secretary is going
to make any decision on this. Too, we are trying to develop a program
to determine which is the best place to lease coal where the land can be
reclaimed, that can do a minimum amount of harm or impact on the
environment, We are trying to determine a system of time, size and
location of where coal should be leased to meet the energy requirements
of the region and of the Nation as a whole.

We are looking toward a departmental or Government controlled
type of leasing operation rather than leasing over the counter as the
public comes in and requests it.

The decisions on this have not been made final by the Secretary. We
are simply exploring options or the various ways we have in order to
make recommendations to the Secretary for changes at this time.

GAO REPORT ON COAI LEASES

Mr. Yares. Well, rather than reading to you further from this
Council of Economic Priorities report I will read to you from the re-
port of the Comptroller General of March 29, 1972, with which T am
sure you are familiar, in which it is pointed out that there has been
relatively little mining of Federal coal deposits and they apparently
have no plans to begin coal mining operations. That is correct, isn’t it ?

Mr. Hastey. That is correct.

Mr. Yares. The conclusion and recommendation of the GAQ is
this: We recommend that the Secretary of Interior consider discon-
tinuing the practices of issuing leases for Federal lands that permit
lessees to defer mining operation on the lands and permit leases if
there is mining on the lands within 1 year unless the lessees can justify
that the mining be suspended. I am concerned that the Secretary
won’t continue to engage in the same kind of practices that have re-
sulted in what T think is a scandalous program over the years and the
fact that leases have been engaged in which are turning over control
the lands of the West into the control of companies that are not going
to develop them, but are merely engaged in speculative practices; isn’t
that correct?

Mr. Epwaros. T think the Secretary most assuredly is not going to
continue as was in the past. I think that is borne out in the statement
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he made in February of 1973 where he said, we will not issue any
new coal leases except those required to meet the needs of existing
ongoing mining operations or where there was a reserve needed in
the short term. That is the basis on which we have issued these five
coal leases. -

I think the policy announced at that time was a clear indication
that the Secretary had no intention of continuing past practices in
the future and that he was considering changes in our leasing policy
entirely.

LONGEVITY OF COAL LEASES

Mr. Yares. One other point is made in the study by the Council
on Economic Priorities. I guess you can tell whether it is true. They
make the contention that coal leases are forever, that there is no way
of canceling coal leases; is that correct ?

Mr. Epwagps. Yes; that is essentially correet.

Mr. Zioyerman. The statute provides that coal leases are for inde-
terminate periods but they are contingent upon diligent development
and continuous operations. Now the issue is that there has never been
a challenge as to what constitutes diligent development and continuous
operation. It is a thing that the Department is presently addressing
itself to.

T suggest that the existing leases are going to carry much more
specific requirements as they come up for their 20-year renewal periods.
When these leases do come up for the renewal periods, then there will
be provision put into these leases for the production or advance rent-
als which is one thing that we are now putting into leases, which says
if you don’t produce, you have to pay royalties as though you were
in full production.

Mr. Evans. Would you submit for the record the number of acres
per year under the coal leasing program that are coming up to the
end of their 20-year period so that we would have some means of know-
ing where we stand ?

Mr. Epwarns. Yes, Congressman. We will insert that in the record.

[The information follows:]

REVIEW DATES FOR OUTSTANDING COAL LEASES ON FEDERAL LANDS

Number

Year of leases Total acres
5 1,981.75
8 6, 935. 40
12 15,168. 34
13 11, 404, 48
24 23,057.53
11 13, 362. 54
13 7,767.74
46 60, 056. 01
40 439, 926. 88
23 41, 067. 51
34 35,118.17
63 101, 833. 54
37 62, 510, 82
7 173,895. 36
39 69, 288. 65
16 24,238, 40
25 32,963.70
18 33,633. 44
8 6, 682.17
13 10, 858. 43
2 3,670.24

533 785, 421.15
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CONCENTRATTON OF COAL LEASEHOLDERS

Mr. Yares. The assertion is made that there is a great concentration
of leases among corporation. The top 15 of 144 leaseholders control 70
percent of all the land under lease. Five oil companies—Continental,
Shell, Sun Oil, Gulf and Arco—are among the top 15. These major
leaseholders include seven of the 15 largest coal producers in the coun-
try, and three electric utilities.

Would you know whether that is correct.?

Mr. Zioyerman. These figures don’t quite agree with the most cur-
rent figures we have. We are not sure when the Council compiled their
figures. We suggest that maybe they compiled them some time ago.

Mr. Yares. What are your figures?

Mr. Zooyeryan. I don’t have them available, With respect to the
breakdown of the 534 leases we have outstanding, we can identify in-
dividual leases by the company that presently holds those leases.

Mr. Hastey. T imagine some of that data was received from the Bu-
reau some years back. We have updated some of that data.

Mr. Evans. If you will yield, if vour lessees sublet their leases they
must inform you, isn’t that correct ?

Mr. Hastey. Yes.

Mr. Evans. So you have current information on who the lessees or
sublessees are?

Mr. Hastey. That is correct.

Mr. Yares. Can you object to the sale of leases from your lessee to a
sublesee ?

Mr. Epwaros. Yes, but only on the basis of the qualifications of the
receiver of the lease, whether he qualifies under the act.

Mr. Yares. Could you object to it on the grounds that such a trans-
fer would be monopolistic ?

Mr. Epwaros. To the extent that they exceed 46.080 acres.

Mr. Yares. Only to that extent? Is that what you propose to limit
the anti-monopolv limitation to in the statute ?

Mr. Epwarns. The acreage restriction would be one. The section the
Secretary has concerning monopoly and fair pricing would be another.
But as Mr. Zimmerman pointed out, that has never reall y been invoked.

Mr. Yares. I don’t think any of these have been invoked. have they,
even the diligent exploitation provision “Leases shall be for indetermi-
nate times depending on the diligent operation of the mines.” That has
never been invoked ?

Mr. Epwarns. That is correct.

Mr. Yares. You have scores of leases where the lessees have not
turned over the shovel, have they ?

Mr. Epwarps. That is correct.

Mr. Yares. They are just holding the leases and waiting for the day
when they can make a killing on it.

Mrs. Hansen. Thank you, Mr. Hastey for an informative hearing,

Mr. Hastey. Thank you.
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Mrs. Haxsex. We have now the Geological Survey.

Our principal witness is Dr. Vincent E. McKelvey, the Director.
We will insert the item from House Document 93-307 and the justifi-
cations in the record at this point.

[ The information follows:]

DEPARTMENT OF THE INTERIOR

Amendments,
previously
proposed
H. Doc.
Budget 93-209 and I
appendix 1975 budget H. Doc. Proposed Revised
page Heading request 93-286) amendments raquest

561 Surveys, investigations, and research 205,571,000 27,925, 000 15,205,000 248,701, 000

This proposed amendment is to provide
support for accelerated leasing of the Outer
Continental Shelf, including determination
of tract values before lease sales and post-
|ease supervision, on-shore energy activity,
environmental impact statement prepara-
tion, geothermal resource evaluation, oil
shale evaluation and lease management,
and Arctic research for wutility corridor
planning. These activities all support pro-
grams to accelerate development of
domestic energy resources.

GEOLOGICAL SURVEY

H. Doc.
93-307 Request Pr&r«:s&d Revised
page Heading pending  amendment request

2 Surveys, investigations, and research_ ... __._.._._._..___......_ $233,496,000 $15, 205000 $248, 701, 000
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W N
Total, direct - 33,501 15,20
bur € Program —=——-—=—e v
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DEPARTMENT OF THE INTERIOR
GEOLOGICAL SURVEY

SURVEYS, INVESTIGATIONS, AND RESEARCH

DIRECT PROGRAM

OBJECT CLASSIFICATION (in thousands of dollars)

ldendification code 1975 | ts9 75 1975
10-28-0804-0-1-409 | e
FEGUest | Propose ~ Revised
Personnel compensation: Pending ! J’\rncmi"”n'_‘nt_ Request
111 Permanent positions .| 106,347 4,059 110,406
11.3 Positions other than permanent..... ... 6,903 — 6,903
lll.é Oxher personnel compensation 1,365 =2 1,365
HE Spocial ¢ ! beshpa it
Total personnel compensation............. 114,615 4,059 118,674
Personnel benefits:
12.1 Civilian . Ty P XL 12T 661 12,388
13.0 Benefits for former personnel ... 7 — 7
21.0 Travel and transportation of persons.......... 6,252 397 6,649
22,0 Transportation of things.. ... 2,562 24 2,586
230 Rent, communications, and utilities....._..... 26,554 401 26,955
24.0 Printing and reproduction 2,707 285 2,992
T Ocherseevitew.. .o Su o Ty 48,670 9,126 57,796
26.0 Supplies and materials ..., 8,900 98 8,998
MO Equipment ... .. 10,380 154 10,534
I2-0—Fands - e
33.0 Iovestments and loans..............ooooeeeeeee.| 5 - 5
41.0 Grants, subsidies, and coneributions .. 1,100 —_— 1,100
42,0 Insurance claims and indemnities... .. 25 - 25
dao 1 and-divideads. .
95.0 Quarters and Su.bsmtanr‘e
=3 — =3
99.0 e szf‘j__l ,205 | 248,706
|
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1. Special Resource and Environmental Projects

FY 1975 request pending, $11,358,000; revised request, $15,163,000;
proposed amendment, $3,805,000. The increase consists of:

Increase (+) or
Decrease (-) ~ Total Total

Amount Positions Program  Positions Explanation

(1) $+805,000 +25 $950,000 26 To evaluate and classify
geothermal resources on
Federal lands.

(2) +2,600,000 2,600,000 For energy impact
evaluation

(3) +400, 000 400,000 For geotechnical studies
of energy related trans-
portation corridors in
Alaska.

$+3, 805,000 +103

Cost Factors Involved in the Increase

Personnel services and benefits costs for twenty-five (25) positions
at an average rate of $15,B880, $397,000; other related expenses,
$88,000; purchase of geophysical data for geothermal lease evaluation
and computer rental, $320,000

Personnel services and benefits costs for seventy-one (71) positions
at an average rate of $17,775, $1,262,000; other related expenses
$801,000; and contractual services, $537,000,

Personnel services and benefits costs for seven (7) positions at an
average rate of $18,571, $130,000; other related costs, $90,000;
helicopter services, research and miscellaneous contracts, $180,000.
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(c) Efﬂlherm“%,lﬂfﬁ5:iﬁﬂtE?HE: FY 1975 request pending, $10,064,000:

revised request, $10,869,000; proposed amendment, $805,000. The
increase consists of:

Increase (+) or
__ Decrease (~) Total Total
Amount Positions Program Positions Explanation

$+805, 000 +25 $950,000 26 To evaluate and classify
geothermal resources on
Federal lands

$+805,000

Need for Amendment:

The timing for structuring the geothermal leasing and management programs
authorized by the Geothermal Steam Act of 1970 was dependent upon completion

of the analysis of its environmental consequences in compliance with A,

The decision for implementation was not made until December 1973. Until

the first lease offerings in January of 1974 and receipt of the first non-
competitive lease application in February 1974, there could not h been

a reliable estimate of the size of the program or the area of interest.

S0 not until after February 1974 were final programs and budget plans developed
in response to the degree of interest exhibited for leasing.

The Survey program involves classification of public lands, establish-
ment of Known Geothermal Resource Areas (KGRA's), recommendations

for selection and evaluation of lease tracts and supervision
of operations.

To help meet the objectives of Project Independence, the development of

this supplemental energy resource is important. Private investment nf
several hundred million dollars toward the de elopment o
resources has been indicated.

The $805,000 and 25 positions requested in this amendment will be used
to support the resource evaluation and classification functions of the
new Geothermal Program and is based on the following assumptions for
FY 1975:

(1) There will be successful sales resulting in the competitive
leasing of 300,000 acres.

(2) For FY 1974 and FY 1975 we project a total of 6,500
applications for non-competitive leases. Of these
6,500 applications we anticipate about 1,000 involving
2 million acres will be approved in FY 1975 as non-competi-
tive leases.
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In addition to the funds being requested in this budget amendment for
classification and evaluation activities for geothermal development,
funds and manpower will be needed for lease management activities. We
are proposing that this requirement, totalling $855,000, be met from
funds previously requested in the fiscal year 1975 budget for geothermal
investigations, which have been included in the "Special Energy Research
and Development Appropriation Bill, 1975," passed by the House.

Program of Work:
The proposed amendment provides for:

a. evaluation to determine the fair value of lease gracts to be
offered in 15 lease sales in FY 1975 and the necessary advance
work for leases scheduled to be sold early im FY 1976. The Bureau
of Land Management projections indicate that of the 15
sales planned for FY 1975, five involving 100,000 acres will be
in geologic KGEA's

b. defining 1,000,000 acres as Known Geothermal Resource Areas
(KGRA's) from geologic and engineering knowledge.

¢. refining, with geologic and other scientific data, 1,000,000
acres of KGRA's established by a showing of competitive
interest.

The Bureau of Land Management also estimates that 3,500 non-
competitive lease applications will be recorded in FY 1975. The
Geological Survey must review each of these lease applications to
determine if they conflict with defined or undefined KGRA's. From
the 6,500 applications for non-competitive leases recorded in FY 1974
and FY 1975, about 1,000 non-competitive leases involving 2 million
acres will be issued in FY 1975. Therefore, about 2.4 million acres
may be under lease for management and supervision by the end of

FY 1975, as compared to 50,000 to 60,000 acres in FY 1974.

L
Supervision of operations on the leases sold in FY 1974 and to be
sold in FY 1975 will include the following work:

a. analyzing, approving and monitoring the exploratory and
development plans and activities of lessees;

b. developing geothermal orders to systematize operations and
procedures in areas with similar geologic character and
operating problems;

c. developing systems to manage dafa for reports which will be
needed in various forms to satisfy Executive and Congressional
requests; and

d. developing monitoring systems for determining effect of operations
‘on the environment. Close supervision will be required to safe-
guard against adverse environmental impact as there has been
only limited experience in developing geothermal reservoirs.
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Energy Impact Evaluation: FY 1975, request pending, $0; revised
request $2,600,000; proposed amendment, $2,600,000. The increase
consists of:

Increase (+) or
Decrease (=) Total Total
Amount Positions Program Positions Explanation

$+2,600,000 71 $2,600,000 71 For energy impact
evaluation - environ-
mental impact state-
ments

Need for Amendment

The energy crisis and the Administration's accelerated programs
related to Project Independence are resulting in greatly increased
exploration for and development of oil, gas, coal and uranium on
Federal and Indian lands and the Outer Continental Shelf. Literally
thousands of Federal and Indian leases for various minerals, oil, and
gas were issued prior to or shortly after the enactment of NEPA with-
out the preparation of environmental impact statements by the surface
management agencies. Thus Survey approval of proposed mining plans,
drilling permits and development plans constitute the first Federal
actions on the leases subsequent to NEPA, and therefore NEPA respansi-
bility rests with the Survey, For example, there are more than 700,000
acres of coal lands under lease, less than 9% of which are presently
active. A similar, although somewhat less eritical, situation exists
for oil and gas leases.

Until now the environmental assessments and environmental impact
statements required by NEPA have been funded by redirecting the efforts
of Survey's professional staff. However, the additional assessments
and statements generated by the energy crisis and now projected for FY 1975
cannot be accommodated on an ad hoc basis within the FY 1975 programs with-
out serious impact on equally important energy-related work.

Program of Work

The Survey is receiving an increasing number of applications for
onshore 0il and gas exploration wells, geologic and geophysical ex-
ploration on the 0CS, plans for development on OCS oil and gas leases,
and requests for approval of lease exploration plans, new mining plans,
or significant revisions to existing approved mining plans for coals phosphate,
and other leasable minerals. Although most Survey Environmental Impact
Statements preparation in the foreseeable future will involve proposed
onshore mining and oil and gas operations, some OCS operations may also
require environmental impact statement actions by the Survey. It is
necessary to assess the environmental impact of these proposals, obtain
and evaluate input from other governmental agencies, and determine whether




121

each proposal constitutes a major Federal action significantly affecting
the quality of the environment and thus requiring an environmental impact
statement. In FY 1975 a principal concern is the planned submission of
25-30 separate and distinct coal mining and reclamation plans to Survey
for approval. Most of these plans will be for totally new mine develop-
ments; the others will be major revisions of existing plans for ongoing
mining operations that call for substantial increases in production
and/or mine expansion.

In addition, a number of future mines are associated with, or
are being developed specifically to supply mine-mouth electric generating
plants and coal gasification plants. The Geological Survey will be
partially involved in preparing environmental impact statements for these
plants, as well as for related power transmission lines, water supplies,
railroad lines and spurs, and pipelines for gas, oil, and water.

The requested funds will provide for the preparation of these
required environmental impact statements and environmental analyses and
will involve a diversity of Geological Survey disciplines plus marine
biologists, terrestrial biclogists, soils scientists,. economists,
ecologists, structural engineers, archeologists, and oceanographers.
These latter services will be obtained from other Federal or State
agencies or from outside consultants.

To date the Survey's NEPA responsibilities have been met by ad hoc
task forces operating under very tight time constraints. The costs
associated with such activities have been borne by existing funds and
staff at the expense of established program elements and activities.
Meeting NEPA requirements has infringed on our capability to accomplish
other important legislated responsibilities involving mineral resources
conservation and attendant envirommental protection on public lands.
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e

Conservation Division Projects’ Involving
(or expected to involve)
an EIS
Active 1974 CY
1. Ocala National Forest
2. Santa Ynez Unit
3. OCS G&G Regulations
4. Big Sky Mine
5. Eastern Powder River Basin Coal Resources and Railroads:
a. Carter (North Rawhide)
b. Kerr-McGee N.
c. Amax (Belle Ayre North)
d. Wyodak .
e. ‘Sun
f. Amax (Belle Ayre South)
g. ARCO (Black Thunder)
h. kerr-HcGee S.
1. Peabody
J. Pacific Power
6. Santa Barbara Channel Development
Pending 1974 CY
1. Star Lake - Peabody coal mining (N.M.)
2. Seneca No. 2 - Peabody coal mining (Colo.)
3. Western Energy Coal mining (Montana)(Billings lease no.) new
area, old mine
“4. ‘Western Energy Coal mining (Montana)(Montana lease no.) new mine

S« International Minerals and Chemicals - Caribou National Forest
(Phosphate Mining)




Potential 1974 CY

1.

S
- O

O 0 N oYt s W N

Ark Land Company coal mining project (Seminoe, Wyo.)

(extension onto 2 Federal Leases)

30 CFR 211 Mining Regulations

Pacific Power Coal Mining (Montana) new mine

Decker Coal mining (Montana)(enlargement)

Decker Coal Mining (Montana)(new mine)

Energy Development coal mining (Wyo.)(extension onto Federal lease)
Ark Land Company coal mining (Wyo.)(Wyo. lease no.)

Ark Land Company coal mining (Wyo.)(Cheyenne lease no.)

Searles Lake (Mining)

Ark Land Company (Mining) Wyo. (extension onto Federal lease)

Ark Land Company (Mining) Wyo. (resume mining on lease previously

mined)

North American (Mining) N. Dakota (extension of old mine)

Patagonia (Ariz.) Mining (copper)

Shell 0il - New Mine, Montana, N. of S.hci:idnn (Crow Reservation)
(Probably not rec'd. in Cy-74)

Peabody, Gillette Wyo., North Lease near Carter

Energy Fuels - Colorado (D-052547, 081330, and Lease Applic. 0128433)

Shell 0il - Crow Reservation, Montana (Mining)
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CONSERVATION DIVISION PROJECTS INVOLVING AID TO OTHER AGENCIES IN
PREPARING EIS

Active

0CS Sale #35 (California)

OCS SALE #36 (La. Deepwater)

0CS Sale #37 (Soutﬂ Texas)

OCS Sale #38 (E. Texas Deepwater)

On;hore Programmatic

Offshore Programmatic ; .D&G
Hining Programmatic =l Mining
Los Padres . Mining

Yampa Project (Colo) * Mining

Hestmoreland (Sarpy Creek Mont.) Mining
Hardrock Mining 0CS Mining

4 Corners Area (4 statements £ Mining

Cholla Mining (Power)
Osceola : . Mining '

Crow India Programmatic Mining

_N. Cheyenne Res. Programmatic Mining
Kaiporowitz Mining (Power)

¢ Surface Mine and Reclamation Act Mining
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(e) Arctic Environmental Studies: FY 1975 request pending, $0;
revised request, $400,000; proposed amendment, $400,000. The
increase consists of:

Increase (+) or
Decrease (-) Total Total
Amount Positions Program Positions Explanation

$+400,000 +7 $400,000 7 For geotechnical studies
of energy related trans-—
portation corridors in
Alaska.

Need for Amendment

The construction of the trans-Alaska pipeline, which is beginning
in 1974, is the first large-scale construction undertaking of its kind
in the Arctic. In anticipation of greatrly accelerated future construction
sctivities in the Arctic, such as pipelines, airfields, roads, and so on,
and their inevitable environmental disruption, it is essential to learn
as much as possible from the trans-Alaska pipeline experience. Many of
the engineering geologic, seismologic, and hydrologic research investi-
gations begun during the planning stages should be continued during the
actual construction and operation phases so that opportunities to gather
data made possible by the construction of the pipeline are not lost.

Fundamental to the deliberation on the trans-Alaska pipeline was
the formulation of stipulations to minimize the environmental impact
of this major construction project. It is important to see if the
stipulations as formulated achieve the desired results as a guide to
modification of stipulations in future construction activities and to
assessment of environmental impact. Existing funds for the Survey's
program related to the Alyeska Pipeline Service Company (formerly
TAPS) proposal were authorized by Congress with the understanding that
all costs would be reimbursable by the applicant. Thus these funds
must be restricted to activities related to surveillance and monitoring
to insure compliance with the stipulations. WNew non-reimbursable funding
is necessary to conduct geologic, seismologic and hydrologic studies
that will provide tests of the predictions upon which the stipulations
are based under actual conditioms.

Based on research directly related to the construction of the trans-
Alaska pipeline, analogous studies must be undertaken for other energy
related transportation corridors in Alaska. This work will provide the
background information that will be necessary for evaluation of alterna-
tive routes for construction of additional pipelines and other major
engineering undertakings.

Program of Work

The program is designed to obtain the maximum geologic and
hydrologic data from the construction of the trans-Alaska pipeline,
and to interpret and extend data and findings so that they might be used
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in evaluating, planning, and constructing other utility c
Pipelines or other facilities In the Argtic. The FY 1975 program
will include:

Study of eritical areas and special problems such as effect
of permafrost, landslides, and other geologic and hydrol
hazards.

Hydrologic and related biologic surveys and investigations.
Seismologic surveys and analysis in zones of high seismicity.

Research and application of remote-sensing techniques including
ERTS.

Compilation and analysis of available Alaskan data on geology,
hydrology, and seismology of potential energy-related trans-
portation corridors.

Reconnaissance surficial and engineering geologic mapping at
a scale of 1:125, 000.

Acquisition of geologic and hydrologic base-line data for
environmental impact assessment.

Publication of maps and reports and establishment of data
files resulting from these investigations.




(1)

(2)

(3)

(4)

(1)

(2)

3)

(4)

7. Conservation of Lands and Minerals

FY 1975 request pending $22,628,000; FY 1975 revised request 534,028,000:

proposed amendment, $11,400,000.

Increase (+) or

e DécXedge (=) ».. Total
Amount Positions Program
$+2,050,000 +30 $10,191, 000

+8,700,000 +140
+360, 000 +9
+290, 000 +5

Cost Factors Involved in the Increase

2,980, 000

360,000

290,000

Total

Positions

293

216

w

The increase consists of:

Explanation

To meet increased
regulatory and
inspection require-
ments of the Depart-
ment's 10 million
acre per year leasing
schedule.

To meet energy resource
evaluation requirements
of the Department's 10
million acre per year
leasing schedule.

To regulate development
on experimental oil
shale leases on Federal
lands.

To evaluate and classify
o0il shale resources of
Federal lands.

Personnel services and benefits costs for thirty (30) positions at an

aver
helicopter ¢
personnel and monitoring in-f1
personnel, $1,390,000.

ight pro

e rate of 514,495, $434,850;: other related expe
services and communication syst

nses, $225,150;
8 for dispatch of inspector
for purpose of safety of

Personnel services and benefits costs for one hundred-forty (140) positions

at an average rate of 514,495,

Personnel services and b
average rate of 514,700,

contractual services of $198,0

Personnel servic

services of 5103,000.

afit

$2,029,300; o

purchase of geophysical data and related contr

5 COSCSs

00.

for nine (9) positio
other related expenses,

3 and beneflts costs for five (5) posi
rate of 514,700, $73,500; other related expenses, 5$113,5

actual

r related expenses, $1,050,700;
expenses, 95,620,000.

At an
,700; and

5 at an ave
and contrac
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Accelerated Outer Continental Shelf Leasiag — Increase $+10,750,000

Need for Amer
The President's 1974 Energy Message calls for the leasing of 10

million acres:of OCS lands in 1975 for oil and gas development. This

is more than three times the area that was planned when the initial

FY 1975 budget was prepared for submittal to Congress, five times more

than leased in any prior year, and slightly more than the total acres

leased during the 20-year history of OCS leasing. To meet the President's

goal, previously untested, immediate exploration target areas of the 0OCS,

most probably in the Atlantic, Southern California, Gulf of Mexico, and

the Gulf of Alaska, must be offered for lease.

The Department of the Interior responsibility in the sale of leases
on the OCS lies in providing for (1) an orderly and timely development
of the lands, (2) a fair market value to the government, and (3) an
environmentally-safe exploration and development. Equally important,
the public must be assured that decisions on tracts to be offered, Ffair
market values, and safety are based on adequate information. Geologic,
resource, and environmental information in these frontier areas is
presently inadequate for this purpose.

Ceological Survey responsibility in OCS leasing covers the full
spectrum of activities from geological and geophysical evaluations in
support of initial area selections to management and regulation of 0CS
exploration and development activities. Sequentially, these responsibilities
are Area Selection, Tract Selection, Tract Evaluation, and Management and
Regulation. Information gathered in each stage of these investigations will
contribute materially to subsequent stages of investigation and analysis.
Program of Work:

Lease Management -- Increase $2,050,000

The increase from 3 to 10 million acres leased in calendar year 1975
will result in an approximate increase in FY 1975 of 5 million acres leased.
This will approximately double the OCS acreage currently under lease (5.6
million acres) and will result in the need for lease management activities
for an additional 900 to 1000 leases in the latter half of FY 1975. Although
lease management (regulation) functions during FY 1975 will be largely
confined to exploratory drilling from mobile rigs, the full impact on this
function will be felt as discoveries are made and production is established,
and will increase rapidly in succeeding years. The expanded program will
permit the review of lessees' proposals to conduct exploratory drilling
operations and adequate monitoring of exploratory operations for safety and
pollution control. This is a major requirement in new areas, where operations
initially need much more in-depth analysis, more care in execution, and more
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frequent inspection than in proved areas where problems and trends have
been identified and can be anticipated.

It is currently indicated that the expanded leasing program for
FY 1975 will be cor 1ed to undeveloped Southern California d Gulf of
Mexico areas. Three w field offices and the possible expansion of
offices == in addition to the proposed program at the 3 million
ing level providing for one new field office and the move of
one existing office in the Gulf of Mexico area -- will be needed in
FY 1975 in these areas to provide for the necessary regulation and
inspection of increa: i ent activities. The
new areas to be lea I ms so0 far beyond the range of
present inspection ility tha €8s near new operations will
be required. ati : rar ation systems must be establi
or extended to perm efficier flizatic and personnel,

Resourc aluation -- Increase $8,700,000

A prc m to lease 10 million acres in calendar year 1975 will also
greatly increase the Tract Selection and Tract | luation worklead in
FY 1975 for those sales by FY 1975 and for preparation for the early

This amendment provides for personnel and data required to
BIM in the sele 1 of tracts, to evaluate these tracts and to
their "fair market value," and to identify and appraise in de
geolo hazar to structures and operations. Appro
line miles of Common Depth Point ge £
contract will be interpreted for use in selection, eva
dete of the value of tracts offered About , 000

inter-

miles of high resolution seis

preted for ironmental impa ana s and identifica 1 of potential
hazar 0 struc 8 and

$650,000
Need for Amendment

The proposed oil shale program initiated by legislation in
October 1969 was not approved by the Secretary as .
until November 28, 1973, after completion of all en mental require-
ments under NEPA. Also the size of t program and r development
could not be determined until the initial lease g, which took
place in January 1974, and showed real
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The Survey's obligation is to be responsive to the development rates
prescribed under the leases. Now that a serious industry effort is
assuredly mounting toward large-scale oil shale development, prompt and
proper staffing is an urgent need.

Bonus credits of over $160 million to date with a potential
of over 5200 million on all sales toward development are dependent on
prompt Departmental response to industry requests for permits and approval
on development plans. The need to expedite this development as part of
the Project Independence is evident and requires immediate action to fulfill
those goals.

The first oil shale lease was sold January 8, the second on February 12,
and bids on the third were opened March 12. A total of six sales are
scheduled in FY 1974. These first six prototype sales are aimed at
developing a commerical scale technology. The Geological Survey's FY 1975
budget for conservation of land and minerals does not provide for super-
vision of activities during FY 1975 on leases sold in FY 1974. Nor does
the budget provide for evaluating oil shale resource areas in proposed
land and mineral exchanges now before the Department. This new oil shale
resource workload cannot be undertaken within the requested FY 1975 budget
without sacrificing equally important efforts in connection with the coal
or oil and gas resource lease evaluation and management.

Program of Work:

Propesals by the new lessees for development activities on the first
leases have been received with requests for prompt analysis and approval.
Judging from sales to date and those planned before the end of FY 1974,
activities on about 30,000 acres of oil shale leases will have to be
supervised in FY 1975. Development of these initial leases is expected to
include both surface and underground mining and possibly a test of in-situ
extraction operations. Since these will be new development operations with
major attendant problems, all industry plans must be rigorously analyzed by
competent scientists and engineers to insure that only the best available
technology and procedures are approved,

The oil shale regulations and lease form stipulations require the
lessees (under the supervision of an Oil Shale Supervisor in the Conservation
Division) to develop plans for environmental monitoring and to establish
monitoring stations for surface and ground waters and air quality and to
develop research plans for mining and reclamation, structures, roads, mining
waste disposal, etc. Lease management during FY 1975 will include review
of these plans, proposals for modification, field inspections, and other
monitoring activities. Coordination with other Federal, State, and local
interests in all exploration and development operations is a specific
requirement of all levels and cannot be undertaken without adequate Survey
astaff.
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INTRODUCTION OF WITNESSES

Mrs. Hansen. Mr. McKelvey, you have a general statement.

Mr. McKeLvey. May I first introduce my associates here, Dr. Henry
Coulter, our Assistant Director for Environmental Conservation and
Dr. Russell Wayland. Chief of our Conservation Division, and Mr.
Jack Stassi, our Budget Officer. We are glad to have Mr. Frank Wiles,
the Department’s Director of the Budget, with us.

STATEMENT oF IDIRECTOR

Mrs. Hansen. Mr. Wiles is a useful person to have present.

Mr. McKeLvey. I have a written statement, but if T may insert it in
the record, I will just give a brief summary of it.

Mrs. Hansen. Please do.

[The statement follows:]

Madam Chairman: I am here today to discuss a fiseal year 1975 budget amend-
ment for $15,205,000. This amendment, when added to our present budget request
of $233,496,000 that you are now considering, will increase the Geological Survey's
budget proposal for fiscal year 1975 to $248,701,000.

The proposed increases included in this budget amendment are all directly re-
lated to the Federal effort to resolve the energy problem now facing the Nation.

ACCELERATED LEASING OF THE OUTER CONTINENTAL SHELF

Two of the increases we are requesting relate to the leasing of 10 million
acres of Federal land on the Outer Continenfal Shelf (OCS) for oil and gas
development. These increases include $2,050,000 for lease management activities
and 38,700,000 for lease tract selection and evaluation requirements.

The President in hi~ January 1974 energy message called for the leasing of 10
million acres of OCS lands in ealendar year 1975 for oil and gas development to
help meet the inereasing public demand for energy and to help resolve the energy
problems now facing the Nation, This is more than three times the area that was
planned to be leased when the initial fiscal year 1975 budget was prepared, five
times more than leased in any prior year, and slightly more than the total acres
leased during the 20-year history of OSC leasing.

These increases would assure, first, that the personnel and data required are
available for tract selection, determination of tract values, and for identification
and appraisal in detail of the geological hazards to drilling rigs, platforms, pipe-
lines and other structures; second, that there will be adequate supervision and
inspection of drilling and producing operations for safety ‘lL'I.ll pollution control ;
and third, that the exploration and development of the 0O0S lands will be carried
out in an environmentally safe fashion.

GEOTHERMAL AND OIL SHALE LEASE MANAGEMENT AND EVALUATION

Two increases are included in this amendment related to onshore activities for
lease management and evaluation and classification ; these are $805,000 for geo-
thermal resource development and $650,000 for oil shale development. The in-
crease for geothermal resource development includes only those funds needed
for tract evaluation and for classification of geothermal resources on Federal
lands., Funds needed for the lease management aspects, as proposed in this
budget amendment, would be made available from geothermal research inves-
tigation funds included in the fiseal year 1975 budget request.

The Secretary of the Interior's decision to implement leasing of Federal lands
for geothermal and oil shale development will require the Geological Survey
to initiate a new program of lease management and resource evaluation, inelud-
ing designating more known geothermal resource areas (KGRA’'s), to insure
that these resources are developed in an efficient and environmentally safe
manner and in accordance with the act. For geothermal resource development
the Survey programs will involve utilization of all research and exploratory
results in establishing KGRA's, and evaluating tracts and supervising opera-
tions. Similarly, for oil shale development, because of the nature of the tech-
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niques to be employed in the extraction processes, and the extensive environ-
mental effects, careful attention to the planning and conduct of operations is
required to assure that this resource is developed in accordance with the best
interests of the American people.

ENERGY IMPACT EVALUATION

The next increase concerns a request for $2,600,000 for the preparation of
environmental assessments and impact statements for the accelerated energy
program.

The energy problem and the accelerated energy programs being developed to
resolve it are resulting in increased exploration and development of all energy
resources on Federal and Indian lands as well as the OCS, This has placed an
added burden on the Geological Survey to prepare environmental assessments
and impact statements to determine the extent to which each proposal for
exploration and development will affect the quality of the environment as well
as the extent to which enmulative effects of regionalized operations will affect
the environment. Until now, the necessary environmental assessments and im-
pact statements have been accomplished by redirecting the efforts of Survey's
professional staff. However, the additional assessments and statements generated
by industry’s response to the energy problem and now projected for fiseal year
1975 cannot be accomplished on an ad hoe basis within the fiseal year 1975
programs without severely impacting other equally important energy-related
work.

ARCTIC ENVIRONMENTAL STUDIES

The next, and final increase we are requesting is for $400,000 for Arctic
environmental studies involving geotechnical studies of energy related transpor-
tation ecorridors in Alaska. The construction of the Trans-Alaska pipeline is
the first large seale construction undertaking of its kind in the Arctic. In anticipa-
tion of accelerated future construction aectivities in the Arctic, and their inevit-
able environmental disruption, it is essential to learn as much as possible from
the trans-Alaska pipeline experience. Based upon research directly related to the
pipeline construction, we are proposing analogous studies for other energy related
transportation corridors in Alaska. These studies will provide the background
needed to evaluate alternative routes for construction of additional pipelines
and other major engineering undertakings.

Madam Chairman, this concludes my statement. I will be glad to diseuss any
questions you may have regarding this budget amendment.

THE 1975 BUDGET AMENDMENT INCREASE

Mr. McKeLvey. We are requesting an additional $15,205,000 in
our fiscal 1975 budget as an amendment to the budget already before
you. The increases that we propose are all related, really, to the Fed-
eral effort to resolve the energy problem with which the Nation is
very much concerned. Two of the increases we are requesting relate
to the leasing of 10 million acres of Federal land on the Outer Con-
tinental Shelf. They include about $2 million for lease management
activity and about $8.7 million for lease tract selection and evaluation
requirements,

Two other increases included in this amendment would support
onshore activities for lease management evaluation and classification.
These increases include one of $805,000 for geothermal classification
and evaluation and another of $650,000 for oil shale evaluation and
lease supervision. The increase for geothermal resource development
includes only those funds needed for tract evaluation and for classi-
fication of geothermal resources on Federal lands. The funds needed
for the geothermal lease management aspects as proposed in this
budget amendment would be made available from geothermal resource
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investigation funds ineluded in the fiscal year 1975 budget request. We
think they might be as much as $855.000 in total.

Another increase is a request for $2,600,000 for the preparation of
environmental assessments and impact statements for the accelerated
energy program. Until now the environmental assessments and impact
statements necessary for lease operations under NEPA have been
accomplished by redirecting the efforts of the survey’s professional
staff. But the additional assessments and statements generated by
industry’s response to the energy problem simply cannot be accom-
plished any longer on an ad hoe basis within the fiscal 1975 program
without severely impacting other important activities.

The last increase we are requesting is $400,000 for Arctic environ-
mental studies involving geological engineering studies of related
energy transportation corridors in Alaska.,

ARCTIC ENVIRONMENTAL STUDIES

Mrs, HaxseN. Are funds included in the budget amendment relative
to the gas proposals? '

Mr. McKerLvey. No. It would relate eventually to that. but this is
a study that would deal primarily with observation of the construetion
of the Alaska pipeline.

Mrs. Hansex. Why didn’t you include this request in your regular
budget?

Mr. McKeLvey. Madam Chairman, for this particular item, we
were simply not certain what the activities, with respect to the con-
struction of the trans-Alaska pipeline. were going to be. What we are

proposing here is really research of a kind that will have future appli-
cation in the seleetion of pipeline corridors in Alaska,

PETROLEUM RESERVE NO. 4

Mrs. Haxsex. I discovered that the House Committee reform bill
that was presented to the House, had Pet No. 4 under the jurisdietion
of the Energy and Environment Committee. I have a suspicion that
an attempt is being made to drain off this resource.

Mr. McKervey. I am not aware that there is a drainage problem
yet at least, Madam Chairman, I understand there are some leases.

Mrs, Haxsex. But under the jurisdietion of another committee the
Pet No. 4 reserve may not be maintained.

Mr. McKervey. The development of petroleum reserve No. 4 cer-
tainly is an option that the Government has, particularly as it might
be used for the Department of Defense or for the Navy itself.

It would have the effect, if it were developed for that purpose. of
course, of freeing supplies of oil from other purposes for public use.

Mrs. Hanxsex. But under the proposed reform the Armed Services
Committee would have no jurisdiction over Pet No. 4.

Mr. McKevvey, Well, that certainly would be an option that the
American people could consider. T have no knowledge. of course, as
to how that might develop.

Mrs. Hansen. It has been stated that the reserve would be drained
off anyway when the Trans-Alaska pipeline is in operation.

Mr. McKervey. It certainly would not be drained off. No amount of
adjacent development leases would be likely to empty it.




[ Discussion off the record. |
Mr. McKeuvey. That essentially concludes my summary, Madam
Chairman.
GEOTHERMAL INVESTIGATIONS

Mrs. Haxsex. You are requesting an additional $805,000 and 25
positions for geothermal investigations, What are the details of this
request ?

Mr. McKervey. The $805,000 requested is for the purpose of classifi-
cation and evaluation of lands that are being considered for geothermal
leasing. An additional $855,000, as I mentioned, would be reprogramed
from funds previously requested for R. & D. We are not sure how large
that will be, but it will be reprogramed from funds requested for
R. & D. for the purpose of lease management.

But the increase here is primarily for evaluation activities centering
on the establishment of Known Geothermal Resource Areas. As you
heard from the Bureau of Land Management, there has been a very
large number of applications for noncompetitive leases, about 4,500
in fiscal 1974 and 2,000 additional expected in fiscal 1975. Many of
these are overlapping. Our job, then, is to determine what areas should
be established as KGRA’s for competitive bidding.

GEOTHERMAL LEASE MANAGEMENT

Mrs. Hansen. You state the $855.000 will be used for lease man-
agement activities from funds provided in the energy appropriation
bill. Since these funds were to be used for geothermal investigations,
aren’t you in fact requesting a reprograming of money you have not

received yet ?

Mr. McKervey. That is right.

Mrs. Hansen. That is a strange procedure. You request funds for an
item which has been approved by the House and now all of a sudden
you are asking to reprogram those funds. Did OMB change your
mind ?

Mr. McKervey. This is an administration decision having to do with
that very point of establishing the priorities.

Mrs. Haxsen, Can’t OMB make up their minds? The committee
was very thoughtful and very eareful and granted the funds you origi-
nally requested. The bill has not even passed the Senate.

Mr. Evaxs. What ave they taking the funds from?

Mrs, Haxsen. Will you explain this financial transaction? I under-
stood the Office of Management and Budget did rattle papers but I
didn’t know they shook them,

Mr. McKervey, The proposal is that those funds be redirected from
the rather large increase that was requested in the 1975 budget.

Mrs. Hansex. But you haven’t received the funds.

Mr. McKewvey. That is correct. We are simply asking that our
request be revised.

Mr. Evaxs. From what to what ?

Mr. Stassr. What we are asking is that of the $7.1 million that is
being added on for geothermal R. & D. activity, up to approximately
$855,000 be reprogramed from R. & D. activity into these areas.
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Mr. Evans. That is interesting. Why was that decision made and
who made it ?

Mr. McKenvey. As I say, it represents the administration’s final
assessment of its priorities in the geothermal program. But I think
also, Congressman Evans, it reflects some uncertainty as to the rate
at which our activities in the field of lease management are going to
develop. Several leases have just been sold. We don’t know how rap-
idly they are going to be developed and what our increase in workload
will be, because it depends on industry activities down the road.

Mr. Evans. The policy decision, as I understand it, is to take this
money out of research and development and put it into lease man-
agement and data collection.

Mr. McKeLvey. Up to that amount, yes.

Mr. Evans. So you are deemphasizing research and development
and you are emphasizing lease management ?

Mr. McKervey. I think it is not much of a deemphasis in the R. & D.
It is a recognition of the possibility of an immediate need in lease
management that had not been provided for,

Mr. Evans. Thank you, Madam Chairman.

GEOTHERMAL ACREAGE TO BE LEASED IN FISCAL YEAR 1975

Mrs. HanseN. How many acres of geothermal lands will be leased
competitively and how many noncompetitively in 19757

Mr. McKerLvey. I understand that approximately 300,000 acres will
be offered for competitive leasing in 1975 and that there is an expecta-
tion of about 1,000 lease applications or the approval of about 1,000
lease applications that would involve roughly 2 million acres as non-
competitive leases in fiscal 1975.

Mrs. HanseN. Please explain the relationships between your work
and the work of the BLM in geothermal leasing.

Mr. McKeLvey. The Geological Survey, in the leasing process itself,
is responsible for the definition of KGRA’s and responsible for the
evaluation of the worth of tracts that are to be issued by competitive
bidding. Then we are responsible after leases have been 1ssued for the
supervision of operations and the collection of royalties.

ACREAGE UNDER LEASE AND TO BE LEASED

Mrs. Hansen. How many acres will be under lease at the beginning
of 1975 and how many acres will be leased during 19757

Mr. McKerLvey. I will ask Dr. Wayland if he can answer how many
will be under lease at the beginning of fiscal 1975. If we are unable to
answer that, we can supply it for the record.

Mr. Wayranp. I have some incomplete figures on that with me.

Mr. Hasrtey. It is about 25,000 acres at the beginning of 1975.

Mr. McKeLvey. During 1975 there is the expectation of offering for
lease by competitive bidding 300,000 acres.

Mrs. Hansen. That will bring it to a total of 325,0007

Mr. McKenvey. 325,000.

Mrs. HanseN. You have some lands under lease currently.

Mr. McKeLvey. But under noncompetitive leasing there is an addi-
tion of perhaps as much as 2 million acres.
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POWER FROM GEOTHERMAL LEASES

Mrs. HanseEN. When do you expect the first power to be generated
from geothermal leases?

Mr. McKervey. There are already leases which have been issued.
To my knowledge exploration has not begun on any of them as yet.
It is possible that in the Geysers area that the development of steam
could begin within a year with consequent generation of electric power.

Mrs. Hansex. There is no geothermal development in wilderness or
national park areas?

Mr. McKeLvey. No.

FORMULATION OF REGULATIONS FOR MANAGEMENT OF GEOTHERMAL LEASES

Mrs. Hansen. Have all necessary orders and regulations been formu-
lated for the management of the geothermal leases?

Mr. McKervey. I believe they have, Madam Chairman. But, of
course, we are beginning a new activity here and I have no doubt that
additional orders will be developed in time just as they are still being
developed with respect to oil and gas.

BID PROCESS PROCEDURE

Mrs. Hansen. Mr. Yates had a question earlier when the Bureau of
Land Management appeared on the bid process and the establishment
of the costs. Mr. Yates.

Mr. Yares. What about the process that the chairman was asking
about, Dr. McKelvey ? What is the procedure that you undertake ?

Mr. McKevvey. In establishing the value of leases?

Mrs. Hansen. Yes.

ADEQUACY OF STAFF

Mr. Yares. Do you have enough personnel to really establish value?

Mr. McKeLvey. Well, to really establish values——

1\111'; Yares. In other words, to do a good job, what you are supposed
todo?

Mr. McKzrvey. To do a good job, I think that what we are requesting
would give us the personnel
Mr. Y ares. Bare bones?

Mr. McKervey. But keep in mind that a good job in this is very
difficult to define in the first place.

Mr. Yares. Are you doing a good enough job to protect the resources
of the people of the United States?

Mr. McKervey. Yes, I think I can answer that affirmatively, that we
would be able to do that.

Mr. Yares. But you don’t get as much information as the oil com-
panies do, though, do you ?

Mr. McKervey. In this particular area, if we just confine ourselves
to the geothermal——

Mr. Yares. You keep moving from geothermal to OCS to coal.

In this respect I can see where you have a fighting chance to have
as much information as possible about leases and what is a good
possibility for geothermal development.
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APPRAISAL OF GEOTHERMAL POTENTIAL

Mr. McKrLvey. We are dealing with a resource here that is diffienlt
to appraise at this point.

Mr. Yares. How do you do it ¢

Mr. McKeLvey. There are several ways of doing it. In an area
such as the Geysers where there has been exploration and there is
production, we can approach it in a way similar to that which we
might use in the appraisal of an oil and gas field near production
with some knowledge of the steam content of the reservoir, the
pounds of steam per hour that can be reproduced from a well, the
spacing of wells per acre and so on.

So in an area of that sort, we can approach it in a pretty quantitative
fashion. Sure, opinions would differ as to what the worth of an
unexplored tract would be. Still, it would be a quantitative approach
in which engineers would all approach it in a rather similar fashion.
Their exact arithmetic might differ.

In an area in which there is not such production, then we can
identify what we call geologic indicators of the possible presence of
high temperatures at depth. I mentioned Hot Springs earher as being
one of these. It is an important one, but it is by no means an infallible
indicator of recoverable geothermal energy.

There are some other similar geothermal indicators that we are
developing knowledge of. They may play a considerably greater
importance in the future as we learn more about them.

There is then the additional and very pragmatic approach of what
private lands with geothermal prospects are selling for. You might say
that is the marketplace indicator. It can be a significant one. In some
places it may be the only one that we have that we would attach any
importance to.

IMPORTANCE OF GEOTHERMAL ENERGY

Mr. Yares. How much importance do you attach to geothermal
energy as contributing toward a solution of our energy needs?

Mr. McKeryey. Potentially I feel that it can make a considerable
contribution. It is infinitesimal in its contribution presently, but we
believe there is reason to hope that over time it will contribute a few
percent of our requirements for electric power, possibly even a few
times that amount.

This is one of the big problems that we are concerned with in our
total geothermal program. That is, evaluation of the national resource
potential. Presently there is a wide range of statements and estimates
as to what that potential might be.

Several years ago I represented the U.S. Government at a meeting
in an advisory council that the United Nations formed in the general
energy field. The director of the Italian Geothermal Research Insti-
tute at Pisa, at that time one of the leading or the leading research
institute in the world in this field, likened the potential for geothermal
energy to that for petroleum simply on the basis that the broad tectonic
belts with which geothermal energy is associated, are somewhat sim-
ilar. They are not the same ones, but they are somewhat similar in
their world distribution to those of petroleum.

That certainly is a very far-out estimate, but it was a thoughtful
reflection on the part of a scientistwho had thought a great deal about
the problem.
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. That is a potential that, if it does exist, is way down the road. But
it is certainly one that we can’t ignore.

ENERGY IMPACT EVALUATION

Mrs. HaxseN. You are requesting an additional $2.6 million and 71
positions for energy impact evaluations. What are the details? Are
you going to reprogram these funds if they are appropriated ¢

Mr. McKeLvey. Madam Chairman, I have to confess—and I guess
I have already made this confession a number of times here before
that we have been handling the preparation of environmental impact
statements on a reprograming basis, if you like, because all of the work
that we have done in this field we have done from our regular
appropriations. .

As I have indicated to you in previous hearings, while it has been
picked up from bits and pieces here and there, in sum this has amounted
to a substantial figure. In 1974 we estimated that the cost of preparing
environmental analyses and environmental assessments and environ-
mental impact statements to meet the requirements of NEPA were of
the order of about $3.2 million.

What we are looking at are requirements for environmental impact
statements that simply cannot be squeezed out of that turnip.

As the committee discussed with the Bureau of Land Management,
there are a great many leases already existing on which there has been
no development and now, all of a sudden, we are getting proposals for
development of new mines—for coal, for example. The NEPA require-
ment at this stage falls on the Geological Survey to meet because the
major Federal action, with a significant impact on the environment, is
the approval, for example, of a mining plan or a request to develop a
new mine.

PREPARATION OF ENVIRONMENTAL IMPACT STATEMENTS

Mr. Evans. I notice on one of the pages of the justifications you
state, “For example, there are more than 700,000 acres of coal lands
under lease, less than 9 percent of which are presently active.”

If any portion of that which is not active now becomes active, would
separate environmental statements have to be filed ?

Mr. McKELvey. An environmental statement of some kind would
have to be prepared.

Mr. Evans. Who would prepare those—you people or the lessee?

Mr. McKeLvey. We would. It’s required that the Government do it.
The lessee contributes an important phase. First of all, he has to sup-
ply a very detailed mining plan and his description of what the con-
sequences of that will be.

We ask also that they supply information on other consequences of
what their program will be.

PROVISIONS OF NEPA

Mr. Evans. You have to file impact statements on those existing
leases that are going into production now? Tt’s the law, isn’t it?
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Mr. McKervey. Yes. First of all, the language in that act concerns
a major Federal action with a significant effect on the environment.
Of course, those terms are not easily defined, but their meaning has
gradually been established.

Mr. Evans. What positive action does the Government have to take
to permit these existing coal leases to go into production? Do they
have to get mining permits or other permits?

Mr. McKeLvey. They have to furnish a detailed mining plan and
reclamation plan that must either be modified to meet our require-
ments or, when it is in acceptable form, be approved.

Mr. Evans. This is what there has to be, an act to bring it under the
environmental impact statement.

Mr. McKervey. The initial step is an environmental assessment to
see if in fact this is a major Federal action with a significant effect on
the environment. If the conclusion from that assessment is a positive
one, then an impact statement must be prepared.

Mr. Evans. Would you see all such actions as major?

Mr. McKervey. T am afraid that nearly all actions in this area are
going to have that result.

With respect to coal, and certainly coal to be mined by surface
methods, this is true.

Mr. Courrer. There is another caveat in the bill that it has a signifi-
cant impact on the environment or is of a controversial nature. Despite
the impact, if it is indeed a subject of public controversy, then an im-
pact statement is also required.

Mr. Yares. Is this true of leases that were entered into in 19617

Mr. McKeLvey. Yes.

Mr. Yates. At the time they entered into leases with the Govern-
ment, they received certain rights to go ahead, did they not, and to
proceed with the development of the property ? Have those rights been
changed by subsequent legislation ?

Mr. McKervey. No, not really, sir. The leases always required that
their plans be approved by the Government. This is simply a step in
that process. The Secretary made the decision at a rather early stage,
As far as T know, it has not been contested.

Whether each individual lease will require an impact statement is
something else again. It’s possible that several leases in the same area
can be treated with a single statement. In one way or another, when
the conelusion of the assessment is that an impact statement is required
to meet the provisions of NEPA, then one has to be prepared. These
are substantial studies and T am sure you have seen some of them.

Mrs. HansEN. Yes

Mr. McKeLyey. They are several hundred pages in length. It's a very
large order. Just the potential that we are looking at now in coal is
about 17 of the leases where requests are pending or we have learned
that they are likely to be made in the near future.

Mr. Yares. Are these new leases or old ones?

Mr. McKeLvey. They are old leases. The new leases would be covered
by the Bureau of Land Management. We would contribute, but the
responsibility is with the agency that has the major action. The major
action on existing leases is the (Geological Survey’s responsibility.
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PREPARING AND REVIEWING ENVIRONMENTAL IMPACT STATEMENTS

Mrs. Hansex. You state that enviromental assessments have been
formerly done by redirecting your professional staff. How many man-
years and dollars has this involved ¢

Mr. McKervey. This has involved about $3.2 million in fiscal 1974.
I am not sure about the man-years. Henry, can you speak to that ? If
not, we can supply it.

Mr. Courrer. This would be about 90 man-years.

Mrs. Hansex. What accounts did you take those people and funds
from?

Mr. McKeLvey. We took it from here, there, and elsewhere, Madam
Chairman. Mostly those people who are involved necessarily represent
a wide range of specialties. So we lift them from wherever they are,
and their salary comes with them. Some come from our Water Re-
sources Division, some come from the Conservation Division, some
from the Geologic Division, and so on. This is the first time, as I say,
that we have come before the committee with a request for help to meet
this responsibility.

Mrs. HanseN. How much of this work will be carried out in-house
and how much by contract

Mr. MoKeryey. Virtually all of this work, Madam Chairman, would
be done in-house.

WORKLOAD ASSUMPTIONS USED TO JUSTIFY AMENDMENT REQUEST

Mrs. Hansen. You list many projects for which environmental
statements are expected to be required. What additional workload
assumptions were the basis for this request?

Mr. McKevvey. That represents the principal basis.

Mr. Covrrer. We do have contributions to statements prepared by
other Interior agencies,

Mr. McKervey, Right. But it’s primarily the anticipated load for
environmental impact statements that are involved.

Mrs. Haxsen. Obviously you did not study the Navajo Indian lands
in the uranium mines areas.

Mr. McKervey. No. That would have been the Bureau of Indian
Affairs responsibility. We might have been called on for some assist-
ance, but I am not aware of any request. This is the uranium permit
to Exxon?

Mrs. Hansen. Yes. This article was in the Washington Post. I am
sure you saw it.

Mr. McKervey. I am not familiar with that article.

Mr. Yares. It was on lung cancer.

ARCTIC ENVIRONMENTAL STUDIES

Mrs. HanseN. You are requesting an additional $400,000 and seven
positions for the Arctic environmental studies. Will you please justify
this request. What is the basis for requesting that these funds not be
reimbursed by Alyeska?

Mr. McKervey. The basis for that, Madam Chairman, is that this
is work that is not essential to the construction of the pipeline. This is
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an opportunity for the Government to learn from the construction of
the pipeline.

Mrs. Hansen. In other words, as you monitor the pipeline, you are
doing some additional research with those findings? Is that correct?

Mr. McKervey. That is correct. We expect to be able to use that in-
formation in evaluating other corridors that may be proposed for pipe-
line development in the Arctic.

In the course of the evaluation of Alyeska’s proposal and the prep-
aration of the very substantial impact statement that was prepared at
that time, we made a good many judgments as to how land would re-
act when subjected to this kind of stress—permafrost in particular
judgments that represented our best knowledge at the time, but judg-
ments that can now be tested and observed. The work that is going to
be done, if we are there to take advantage of it, will give us a substan-
tially improved base of knowledge for decisions down the road.

Mrs. Hansex. But there was an item deleted by the OMB of $450,000
from the regular budget presentation.

Mr. McKeLvey. That was the part of our budget that was reimbursa-
ble by the pipeline company.

CONTRACTS

Mrs. Hansen. What contracts will be involved in this work?

Mr. McKervey. There will be some helicopter contracting and simi-
lar service activities. That would be it. As far as the manpower is con-
cerned, it would be mostly in-house and it's important that it be this
way because, as I said, this is the Government’s opportunity to learn.

0CS LEASE MANAGEMENT

Mrs. Hansex. You are requesting an additional $2.050,000 and 30
positions for OCS lease management. You state the number of acres
under lease will double in 1975, yet this is only about a 25-percent in-
crease, How do you explain this?

Mr. McKervey. The increased load on us from the accelerating leas-
ing and lease management will hit largely in later years. You notice
that in the companion increase for the Conservation Division related
to offshore evaluation, we have a request for a very large increase of
some $8.7 million. That represents a very substantial inerease in the
lease evaluation area. That 1s what is going to hit us immediately.

On the management side of it, that will impact mainly in future
years as drilling commences.

ADEQUACY OF REQUEST

Mrs. Hansex. Will the $2,050,000 request fully provide you with
the capability to effectively enforce all rules and regulations in the
0Cst

Mr. McKerLvey. We believe it will, Madam Chairman. Here again
we are dealing with a problem of a rather subjective nature, where it’s
difficult to decide just what is enough. It involves inspections and how
many inspectors do you have, and that sort of thing. We are still in a
developmental stage in this area.

Mrs. Hansen. In other words, present estimates of workload indi-
‘ate you would not require more than the 25-percent increase?

Mr. McKervey. That is what we think.
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DATA ACQUISITION ON THE 0CS

Mrs. Hansex. You are requesting an additional $8.7 million and 140
ositions for OCS resource evaluation. How much of this will be for
data acquisition and how much for personnel costs relating to
evaluation ?
Mr. McKervey. For data acquisition, I believe it’s of the order of
$6 million.
Mrs. Hansen. Is that sufficient
Mr. MoKervey. Yes. That is relatively proportional to the costs
that we have been encumbering for this purpose as far as the number
of acres leased in the past.

PROCEDURE FOR ESTABLISHING FAIR MARKET VALUE

Mrs. Haxsen. There has been some criticism recently concerning
your procedures for establishing “fair market value.” What changes
have been made in the past several months to improve these pro-
cedures? Does this request provide you with all that you need to
prepare accurate, fair market determinations?

Mr. McKervey. I believe it does, Madam Chairman, to the extent
that we continue to follow the historic procedures in which drilling
itself—which is the only sure way of determining whether oil is
present, and if so, how much—is done after the lease has been issued
and is done by private industry.

NEW TECHNIQUES FOR DETECTION OF OIL AND GAS

Mrs. Hansen. As I mentioned earlier there was a lengthy report
on television the other night about new techniques that the industry
has developed to determine, prior to bidding, the amount of resources
in a particular tract or area.

Mr. McKervey. That is a very new important development. It's
known under various names. One of the most common ones is the
bright spot technique. They use that term because on seismograms
that are processed to bring out this effect, there appears a bright spot
that in many cases represents the occurrence of gas—sometimes oil,
but it’s most effective in reflecting the presence of gas.

This is going to have a very great effect in improving the efficiency
of oil exploration. At the present time, even that method, useful as
it is, is not infallible. There are dry holes on bright spot identifications
as of right now.

So, it’s not 100 percent effective, either in the sense that a bright
spot. always represents the presence of hydrocarbons or in the sense
that all hydrocarbon accumulations will be reflected in a bright spot.

GEOLOGICAL SURVEY TECHNIQUES DEVELOPED FOR RESOURCE DISCOVERY

Mrs. Hansen. What technique is the Geological Survey developing
to give you a better knowledge of the resources?

Mr. McKervey. We are able to buy bright spot seismic data. In
the last sale, just a few weeks ago, we had been able to cover almost all
the tracts with bright spot seismic data before the sale was held.
I have not yet received an analysis of how the tracts on which bright
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spots were identified, how they fared in the bidding. But as the Bu-
reau of Land Management mentioned in their testimony, only about
half of the leases that were offered were bid on at all. Tt is quite plain
that the companies were highly selective in choosing those tracts in
which they recognized the greatest promise, We understand that
bright spot identification constituted a principal part of their selec-
tion process. Now we are able to buy those data and they are expen-
sive, but still we are utilizing that technique ourselves.

I might say, Madam Chairman, that we are proud of the fact that
we developed a somewhat similar method ourselves which has a much
greater application on land than it does offshore. Without going into
the details of it, the bright spot phenomenon is a reflection of the fact
that gas is very much lighter than water. That very same property in
some fields can be used by a direct measurement of gravity. One of our
people, Thane McCulloh, has done considerable work in the develop-
ment of gravity technology and the direct identification of hydrocar-
bons by that method. But T say, that technology is not very useful at
this point offshore.

Exploration technology is developing and it is important that it
continue to develop. The easy prospects that were identified by oil
seeps at the surface in the old days are gone. Tt is important that the
exploration technology and its effectiveness be improved. I think this
bright spot technology itself certainly is the brightest new develop-
ment in this area. I think it is a very significant one.

OIL SHALE LEASING

Mrs. Hansex. You are requesting an additional $650,000 and 14 po-
sitions for oil shale leasing. Why were not these requirements known
at the time the original budget was prepared ?

Mr. McKenvey. Madam Chairman, you may recall that the de-
cision to have an oil shale leasing program and then the sale itself were
not made until about the time that the President’s budget was being
wrapped up at the end of 1973.

Mrs. Hansex. But you have money in the 1975 budget for the explo-
ration and discussion of the problems involved with oil shale on water.
I would presume you would have to have answers on this prior to
doing any leasing of the oil shale lands.

You know, you have to have those answers.

Mr. McKeLvey. That is true. It was just, Madam Chairman. that
the development of that oil shale leasing program was in flux at the
time the President’s budget was finally put together. Then it was not
really known until the sale itself as to what industry’s interests would
be. You will recall the previous attempt at leasing. No leases were
made.

PROTOTYPE LEASES

Mrs. Hansen. You have to develop answers on what to do with the
spoils, on the amount of water that is necessary, and what happens to
the water in that area. T don’t understand why you need $650,000 and
14 positions to proceed with leasing until you obtain the results of
your prototype leages.

Mr. McKEeLvey. The management part of this is related to the proto-
type leases.
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Murs. Hansen. How much is related to the prototype and how much
is related to further leasing which I don’t think this committee has
approved ? _

Mr. Stasst. $360,000 is for management of those prototypes.

Mr. McKervey. The remainder, the $290,000 is for evaluation.

Mrs. Hansex. You have stated in previous hearings that you are
going to wait on the results of the prototype leases before proceeding
with any additional leases.

Mr. McKervey. That is right. This is partly related to evaluation
of leases that are being considered for exchange. You know, there is
an exchange or there are exchange proposals with some companies that
have scattered private lands and then offers are being made to ex-
change Federal lands of equal value so that they can put together a
minable tract. The same is true with the State of Utah.

OIL SHALE TRACT LEASING

Mr. Evaxs. May I direct a question to that issue? I am told that the
companies that bid in on that first 5,000 acre tract are also owners of
adjacent private land that contains oil shale. My question is: Do you
know whether or not this is going to be a development confined to the
5,000 acre tract that was leased by the Federal Government or is this
going to be 5,000 acres of Federal land combined with untold thousands
of private acreage?

Mr. McKervey. I will ask Dr. Wayland to speak to that. I believe
that in at least one of the areas there are some privately held lands
adjacent or nearby.

Mr. Evaxs. Where private acreage far exceeds the 5,000 acres under
this one lease.?

Mr. Wayraxp. Not immediately adjacent to either of the Colorado
leases. The first lease which was bid in by Standard of Indiana and
by Gulf is pretty well surrounded by other Federal lands that are not
available. Now there are some small homestead patches in that area.
It is possible that they will be exchanged. But the plan that was filed
with us does not involve any Non-Federal lands for Gulf or Amoco
operations.

Mr. Evans. How about the other?

Mr. Wavranp. The other is Atlantic Shell, Ashland and Tosco.
That is the deep lease. It is not far from homestead lands but they are
tracts of 160 acres each. This is a 5.000 acre lease. Thus untold acreage
being available to them for expansion is not so. With respect to the
Utah leases, the State of Utah is now taking steps to make available
some adjacent acreage or acreage nearby to the two Federal oil shale
leases with the idea that a more viable operation might result by some
arrangement between the lessees.

‘We recognize right now that the two leases in Utah are borderline
as to whether they can make a go of it on their own. Therefore, in such
a case as that it might be a very good thing in order to get an economic
feasible operation to be able to add a few additional tracts onto a Fed-
eral lease. The law simply prohibits any Federal leases from exceeding
5,000 acres, that is Federal acres in the possession of any one company.
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It doesn’t say that additional State or private oil shale lands cannot
also be operated if they are controlled by the same lessee.
Mr. Evans. Thank you.

GSA SPACE RENTAL

Mrs. Hansex. What is included in this request for GSA space
rental ?

Mr. Srasst. There is no specific request for GSA space rental. That
was included in our original budget. However there may be some
needed for these additional 287 positions but T don’t have that
specifically identified.

Mrs. Hanse~. Please identify these costs, and insert a statement
on these costs in the record.

[ The information follows:]

GSA SpAcE CosTs INCLUDED IN AMENDMENT

No specific amounts are identified nor earmarked in the amendment for GSA
space costs. However, to the extent that additional space is required for the
additional personnel being requested in field locations such space would be
acquired either through GSA or through our own efforts depending upon the
location of the space. This space cost is estimated to cost approximately $50,000
yearly.

Mr. Wavrano. Could I return to the previous item ?

Mrs. Hansen. T just want to make sure that we identify all GSA
space costs. I don’t trust GSA from here to here.

Mr. Evans. Let the record show that that was from the chair to the
table.

Mrs. Hansen. You would think GSA was renting the Palace of
Versailles out in some of those places in the West.

OIL SHALE EVALUATION AND CLASSIFICATION

Mr. Waxran. I think there is a possibility of some misunderstand-
ing here with respect to the evaluation part of the oil shale package.
The funds needed for evaluation are put in for two purposes in addi-
tion to a small amount looking toward future exchanges. The bulk of
the funds will be used in support of the management engineers—in
other words these will be geologists who will work with the engineers
in evaluating the results of the development drilling and doing the
geological side of analyzing the mining plans. The other part of this
package is that these people will also do on a time available basis
some systematic mapping for classification of oil lands not yet under
lease with the idea of delimiting rather sharply those lands that are
oil shale lands from those lands that are not, because under old law
and regulations lands classified as oil shale are denied development for
other minerals except oil and gas and sodium. This is a deferred type
of oil shale classification activity which is causing problems to other
industries in some cases.

DEVELOPMENT OF OIL SHALE LANDS

Mr. Evans. Do you have other people who want to develop the lands
for other purposes?
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Mr. Wavraxp. Yes, for example there are some oil shale lands in
Wyoming we have to call oil shale lands although we know they are
very poor oil shale lands. There are some coal operators who cannot
get coal leases for those lands because they are oil shale lands. It 1s
up to us to do work in those areas where they are of such quality that
we can classify them permanently as oil shale and deny coal leasing
or classify them as nonoil shale lands and remove the problem to the
coal utilization.

NEPA sSTATEMENTS FOR COAL MINING

Mr. Evans. I yield to you, Mr. Yates.

Mr. Yares. Dr. McKelvey, are companies that are now mining coal
required to file an EIS statement, too?

Mr. McKervey. They are required to request permission to under-
take new activities to revise their mining plans, or whatever like activ-
ity may be involved. But for an existing mine, and I think perhaps
that is what you are getting at, for an existing mine proceeding by
plans that were approved prior to NEPA, no statement needs to be
prepared.

Mzr. Yares. You say none needsto be prepared ?

Mr. McKeLvey. That is correct.

TECHNIQUES FOR ACQUIRING AND EVALUATING DATA

Mr. Yares. What techniques does Geological Survey currently use
to acquire and evaluate data on the federally-controlled coal reserves?

Mr, McKeLvey. Two primary techniques; one, we acquire a certain
amount of data through our own mapping and sampling. In some
areas this includes drilling. Then, if the land is under lease the lessee
is required to turn over his information, his basic data, whatever in-
formation he has on the characteristics of the coal.

Mr. Wavraxp. If I could add a word. the operations of oil and gas
lessees provide logs which in some instances can be interpreted to give
us coal information.

Mr. Yares. Are they required to turn such information over to you ?

Mr. McKeLvey, The lessee is so required.

Mr. Y ates. Is this true of the OCS as well ?

Mr. McKeLvey. Yes.

Mr. Yares. Under the terms of the lease?

Mr. McKeLvey. Yes.

TECHNIQUES FOR ASCERTAINING VALUES OF OCS TRACTS

Mr. Yares. What are the techniques you use to ascertain the value
of the OCS tracts offered for sale? In response to Mrs. Hansen’s ques-
tion you talked about the seismic charts you were purchasing. That is
obviously one technique.

Mr. McKervey. Yes. There are two primary sources of information.
One is geophysical surveys, most of which we purchase from seismie
service companies and other geophysical service companies. The other
is information that is turned over to us from lessees in nearby areas.
The combination of those two kinds of information is used to build up
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our best projection of the geologic environment of the lease and the
prospect that it may contain oil and gas,

ADEQUACY OF GEOLOGICAL SURVEY STAFF TO PROTECT INTEREST OF
AMERICAN PUBLIC

Mr. Yates. Do you believe that Geological Survey is able to do
an adequate job of protecting the interests of the American people
with the staff and budget that you have?

Mr. McKervey. Yes, Congressman Yates, I think we can. Again,
keep in mind that the evaluation problem here is very difficult and
very uncertain, both for us and for the companies. I have often said.
maybe I haye even said it here, that our problem is not just to deter-
mine the value of a pig in a poke, it is the value of a poke that may or
may not contain a pig. That is difficult for everyone to do.

Mr. Courter. Could T say one more thing on that? There is a lot
of confusion and a lot of criticism due to the confusion between the
fair market value of a tract and the high bid. On fair market value
we have had quite good experience in hitting very close to the average
of bids. There is no way in the world, nor would we ever attempt to
estimate or to accommodate for all the reasons that an individual
company may come in for a bid that is much higher than the fair
market value. The fair market value takes care of getting an adequate
return for the resource. The high bid may be predicated on the lo-
cation of a company’s processing facilities, on a whole series of things.
That aspect, the difference between the fair market value and the
high bid price is taken care of by the competitive aspect of the lease
sale. Many people who criticize the system say, “Well, your fair
market value was only half of what some company bid for this lease.”
We are not trying to guess the highest price they would conceivably
bid. We are trying to set the minimum acceptable value that represents
a fair return on the particular lease, We have had good experience in
coming at the average of bids on each individual tract, but never the
high bid.

DEVELOPMENT OF COAL RESOURCES

Mr. Yares. Dr. McKelvey, should our coal resources be developed
to a much greater extent than is presently being done in view of the
energy crisis?

Mr. McKevLvey. T would say there are policy judgments involved
here that I think the American public as a whole is really going to
have to address. T would really not attempt to answer that question in
a direct way. I can say this, that under consideration now in Project
Independence, the administration is trying to define just what Project
Independence ought to be and how it would be achieved. The tradeoffs
between the development of coal and nuclear energy and so on are be-
ing examined,

Hearings will be held at some point in the development of this plan.
I think that is very appropriate because basically it is the American
people that are going to have to decide which of the basic tradeoffs
are acceptable. Among them are the ones Madam Chairman spoke
about during the BLM testimony, the matter of energy conservation.

I have said in a number of speeches during the last year or so that
when we search around to try to find who to blame for the energy crisis,
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let’s keep in mind the Pogo comiec strip of a number of years ago in
which Pogo reported that we have identified the enemy and they are
us. Well, we are the ones that are continually using more energy. What
has happened is not really that energy production has diminished. It
is that energy demand has overtaken our ability to keep up with these
so-called new requirements, many of which are simply wish require-
ments on our part as individuals.

Mr. Yares. Have we undertaken the planning that is necessary for
meeting Project Independence?

Mr. McKervey. This is in process currently. The Federal Energy
Administration has organized what is called Project Independence
Blueprint, a very large effort to examine all of the alternatives to see
what the constraints are and the kind of thing that you were all talk-
ing about earlier, whether manpower and equipment and so on repre-
sent limitations that are going to constrain the development of OCS
land or the development of coal resources and so on.

LEASING OF 10 MILLION ACRES ON OCS IN 1975

Mr. Yares. Aren’t you going ahead without the planning? Haven’t
you already decided that you are going to lease 10 million acres in the
Gulf regardless of whether you have the manpower, the rigs, regard-
less of whether you have the raw materials for doing it ?

Mr. McKervey. Well, the President announced in his January mes-
sage, I believe it was, that it was the Government’s plan to accelerate
leasing to 10 million acres in 1975. But at the same time an environ-
mental impact statement is now being prepared on that as a major
Federal action with a significant effect on the environment.

Mr. Yares. Shouldn’t the environmental impact statement have been
prepared before the 10 million acres were announced ?

Mr. McKeLvey. 1 suppose there has to be a decision or a proposed
decision before there is a call for the impact statement in a formal way.
That is what has happened. It is conceivable to me, and certainly that
is also one of the purposes of preparing an impact statement, that that
might reveal reasons why that is not a good decision.

But for the Government still to accomplish that, it has to lay plans
that would allow it to carry out that program if alternatively 1t turns
out to be a very good decision.

Mr. Yares. I will yield to Mr. Evans.

Mr. Evans. In the process of deciding policy to lease 10 million acres
in calendar year 1975 on the OCS, were you or your offices asked for
your opinions about how much accelerated leasing could be done?
Were you asked what would be the maximum, the minimum, the op-
timum and what the problems were that would be involved ?

Mr. Yates. In short, how much research did you do for the White
House before that statement came out ? Isn’t that it ?

Mr. McKervey. We were asked for our opinion about how leasing
could be accelerated and what would be the effects of acceleration at
various levels. All of Interior, I am sure, and FEA were asked at that
time, too.

Mr. Evans. At the time you were asked this question, was the 10
million figure proposed to you, or was this under circumstances where
y.r(:lu \;‘91-0 to come up with a suggested figure which they would con-
sider?
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Mr. McKeLvey. We did both. Both happened.

Mr. Evans. Which came first?

Mr. McKeryvey. The question of how leasing could be accelerated.

Mr. Evans. To a given figure ?

Mr. McKervey. To what levels would be possible.

Mr. Evans. Did they come to you saying, “We thought we would
like to accelerate to 10 million acres. Do you think we can? Or how
much of this do you think we can?” Or did they come to you and
say, “We would like to accelerate. What is the optimum ficure we
could accelerate to?”

Mr. McKeLvey. As T say, it began with the question of how much
acceleration would be possible. We participated in discussions of that
question. We always had an opportunity, within the latter in the de-
velopment of discussions and the basis for the President’s discussion
to react to specific figures.

REACTION TO 10 MILLION ACRE LEASING GOAL

Mr. Evans, Did you react favorably to a 10-million-acre goal?

Mr. McKervey. Congressman Evans, T have to say that 10 million
acres seems like an enormous goal to meet, one that will be very diffi-
cult to achieve,

We accept it as a goal and are going to do our very best to achieve
it in a fully satisfactory manner.

Mr. Evaxs. You stated that very gracefully, Our friend from BL.M
is here. Would he respond in any different fashion ?

Mr. Hasrey. No. We work very carefully with Geological Survey.
We came out about the same way.

Mr. Yares. Let me follow that up. Do you have any data which
would justify your projecting an estimated lease of 2 million acres
in the socalled frontier area?

Mr. McKeLvey. We are in the course of acquiring data.

DRILLING OFF COAST OF WASHINGTON

Mr. Yares. You are going to drill off the coast of Washington,
aren’t you?

Mrs. Hansen. They did drill at one time.

Mr. McKeryey. It is not likely. Tt was drilled once. There were d ry
holes and $32 million worth of leases. How many dry holes were
there ¢ S agi

Mr. Wayrano. Several.

DRILLING IN GULF OF ALASKA

Mr. McKervey. One of the aveas that is being considered is the
Gulf of Alaska, where a considerable amount of information has been
acquired. There was a proposed sale in the Gulf of Alaska several
years ago, but it didn’t come off. There are a lot of seismic surveys.

Mr. Evans. T thought that Alaska tract was supposed to be one of
the most hazardous environmentally.

Mr. McKeLvey. It certainly is one that poses difficult problems.

Mr. Evans. That still isn’t included in the 10 million acres you are
going to offer for lease ?




151

Mr. McKeLvey. No. Not until it is evaluated as being acceptable
from an environmental standpoint.

The work that will go on in the Gulf of Alaska this summer and
next will in large part be directed not so much at the evaluation of
the prospects for the occurrence of petroleum—many very promising
prospects have already been identified there—but at the environ-
mental considerations that will make possible this final judgment as
to whether that is an area in which petroleum development can be
conducted in an acceptable fashion.

USE OF INDUSTRY DATA

Mr. Yares. In response to a question of mine in the hearings that
appear in part 1, page 39, somebody who prepared this statement said
this on page 40:

The Government’s predilection against giveaways can only be its judgment of
prospective value based on a probability of discovery being made in a given tract.
This judgment is made by the Geological Survey, usually using the same geo-
physical surveys and geological information as the bidding companies.

Is that true?

Mr. McKeLvey. Very often that is true, yes.

Mr. Yares. How often is very often? How often do you use the
same information that the bidding companies use?

Mr. McKervey. I am not able to give you a percentage figure. This
is what happens and to an increasing extent in recent years. The
principal basis for the evaluation is seismic surveying. This is done by
service I'l)l]’ll‘)anll‘g.

Mr. Yares. You don’t spend near the money private companies do,
do you?

Mr. McKeLvey, Very often we spend the same amount because the
data are acquired under what is called a group shoot, in which 30 or
40 companies will band together and pay a geophysical service com-
pany to acquire data to their specifications. After that point, where
they all start out with the same data, their processing techniques and
their interpretation techniques may differ a great deal. You might say
the quality of the interpreted information that is available to them
prior to the sale may vary considerably.

I said very often we use the same data because some companies may
acquire their own, in which case at the present time those data are
not available to us. The pattern in the industry has been to look to the
geophysical service companies for the basic information and the differ-
ence has come in the way in which we and the oil companies process it.

We talked about the bright spot technology. A couple of years ago
one of the companies got on to this ahead of others. Whereas they all
had the same data, one of them was able to process the data in a way
in which the bright spot anomalies were revealed. Their bidding was
so much higher on a number of tracts that other companies suspected
they had something. They knew that their basic data were the same
but they figured that they must have some additional wrinkle and
everybody got busy then and the technique was developed in other
parts of the industry also.
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FORM OF LEASES FOR THE 10 MILLION ACRES ON 0OCS

Mr. Yates. Do you know what form of lease will be used for leasing
the 10 million acres, as to whether it will be the bonus system, the
royalty system, or the profit-sharing system ?

Mr. McKeLvey. First of all, there is a question as to whether it could
be a profit-sharing system without a change in the Outer Continental
She]} Lands Act. As to whether it will be royalty or bonus, my guess
would be that, because of the time frame involved, the bulk of it at
least would be by bonus biddin z.

As I am sure you know, a royalty bidding sale or sale of leases on

a royalty bidding basis is being planned for the near future as an
experiment. The outcome of that experiment could possibly influence
the Government to decide that royalty bidding should be used on an

increasing basis.
REPORT ON POTENTIAL FUTURE OF 0CS LEASING

Mr. Yares. Here I have a report on the responses received in reply
to the request for comments on the potential future of the Outer Con-
tinental Shelf oil and gas leasing prepared by the Bureau of Land
Management and signed by Mr. Hastey who was the Acting Associate
Director at that time.

On pages 12, 13, and 14, you find comments on the constraints on
the North Atlantic and the South Atlantic, Central Gulf, Southern
California, and Western Gulf. In all of them you see the constraint
of limited supply of rigs and tubular goods and platforms and seismic
activity and the questions involved in deep water technology that may
be implicit in all these things. Aren’t all these constraints necessa ry for
Yyou to consider in connection with the potential lease of the 10 million
acres?

Mr. McKeLvey. Yes, sir.

Mr. Yares. This is the reason you have such hesitation in your mind
about it.

Mr. McKErvey. That is part of it, yes.

Mr. Loxe. Would the additional expenditure of $500,000 for the
employment of 25 more persons enable you to prepare a more detailed
and comprehensive environmental analysis with each application in
noncompetitive leasing?

Mr. McKervey. The 25 positions and related funds being requested
in this increase item are for the evaluation of geothermal resources
rather than for preparing environmental analysis. However, we are
requesting that funds and staff be made available for lease supervision
and management, which would include environmental analysis and
monitoring through reprograming of funds currently being considered
in the special energy research and development bill for 1975. At this
time we are not sure of the exact number of positions nor funds that
would be involved in this reprograming, but sufficient resources would
be made available to prepare more detailed and comprehensive en-
vironmental analysis with each application in noncompetitive leasing.

Mr. Loxg. Ts the $2.600.000 for 71 new positions for energy impact
evaluation and environmental impact statements needed just to keep
pace with the increased number of applications?

Mr. McKeLvey. Yes, that is correct. The numbers of such causative
applications has increased dramatically—and particularly so in just
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the last 6 to 8 months, I might add that although most of these apph-
cations are energy related, a respectable increase in applications relat-
ing to mining of other important minerals is also taking place. These
too require full NEPA consideration.

Mr. Loxe. How extensive a monitoring system for pollution control
is planned as a result of the additional request of $2,050,000 for lease
management in the accelerated OCS program

Mr. McKeLvey. The proposed budget request will provide for per-
sonnel, office space, communication system and helicopter transporta-
tion to effectively monitor all areas in which OCS oil and gas drilling
and producing activities will be conducted during fiscal year 1975 as a
result of the accelerated leasing. This will provide an inspection net-
work from the central Florida gulf coast westward through the Gulf
of Mexico OCS area to the Mexican border. Additionally, the inspec-
tion system now in existence in the Santa Barbara Channel will be ex-
panded to include any OCS lands leased off California and other
Pacific frontier areas during fiscal year 1975.

Mr. Yares. I would like to give you these questions and have you
reply to me if you will.

Mr. McKervey, I would be glad to.

[The information follows:]

Question. Does the Interior Department have a full record of all the Govern-
ment’s coal holdings, including those which underlie private lands?

Answer. The BLM State offices maintain land and mineral status records on
Master Title Plats, These plats contain complete ownership records of all BLM
administered lands including the various mineral reservations. Coal holdings,
therefore, are documented on these plats, but as of yet these records have not
been fully centralized. Thus, the Department of the Interior has coal ownership
data in raw form, unaggregated to the extent that it is not possible to make
definitive determinations on an overview scale of where and how much coal
acreage, surface and subsurface, is administered by the BLM.

To correct this pancity of overview data, the BLM is engaged in an accelerated
minerals management mapping program. The program is designed to produce
color-coded surface ownership and cross-hatched categories of mineral ownership
on planimetric quadrangle maps at a scale of 14 inch to 1 mile. The completion
date for the first series of maps, depicting these lands within the USGS classifica-
tion of known coal leasing area (KCLA), is scheduled for September of this year.
dventually all BLM lands will be so mapped. However, initial priorities are
concerned with the portrayal of land status and the mineral estate in energy
resource areas. After the ownership data has been extracted from the MT plats
and planned on the surface/minerals management quads, the maps will be
digitized so as to compile a centralized record of all land and mineral ownership
status. The data file, when completed, will provide a ready reference for ques-
tions concerning coal holdings or any major category of mineral reservation.
This land status and mineral estate data file will eventually be merged with coal,
water and other resource data to provide a land and resource information system
for management decisions,

Question. To what extent does the Department have exploratory data on
publicly owned coal, sufficient to judge the resources and reserves in place? The
quality of reserves, including sulfur content, ash content and BTU value?
Whether publicly owned coal exists in sufficient quantities to be subject to
competitive leasing.

Answer. The Department has a large amount of exploratory data on publicly
owned coal. The Geological Survey requires the submission of the results of all
coal drilling and coring on Federal coal leases. Information submitted per-
taining to oil and gas operations on Federal lands provides valuable secondary
data. The Geological Survey conducts a limited coal coring program for evaluation
of public land and this capacity is to be expanded during the coming year. Field
mapping and analysis of surface coal outerops has been conducted virtually
since the beginning of the Geological Survey. Work is also continuously con-
ducted by both the Survey and the Bureau of Mines on coal resources and re-
serves, All coal data derived from these various sources include information on
the quality, sulfur content, ash content and BTU value of the coals encountered,
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except where such analyses were not considered Jjustifiable by the operator or
investigator or where the data were derived from oil and gas well logs.

We are presently investigating the extent to which the existing exploratory
data is sufficient to judge the resources and reserves of publicly owned coal in
place. Until the advent of the recent energy sitnation the Department was in-
terested in the nationwide reserves and resources of coal, or on the mineral value
of specific Federal lands for leasing, retention or exchange. The Department has
now initiated its Bnergy Minerals Allocation Recommendation System (EMARS)
which involves input from both the Bureau of Land Management and the Geo-
logical Survey, along with other Bureaus. The first step in an exhaustive in-
vestigation of the extent and location of the Federal mineral estate available
for leasing. This will include not only determining on which lands the Govern-
ment has retained or acquired all or part of its mineral rights but also an assess-
ment of which lands have not been withdrawn from mineral leasing or are im-
possible to develop due to other legal constraints. This work has already begun.
Assessment of the adequacy of the coal exploration data can then proceed in
an orderly fashion with the Geological Survey matching its data with the BLM
land status maps (color quads). Data gaps will be filled as necessary to meet
the needs of the Department's leasing policy. At the present time it appears that
we have sufficient exploratory data to broadly estimate the reserves and re-
sources of coal under Federal lands, We do not, however, have sufficient data
to estimate reserves of coal on all Federal lands. Programs are now in progress
to improve our knowledge of the coal resources and reserves on Federal lands.

The Department has adequate exploratory data to determine whether coal
exists in sufficient quantities to be subject to competitive leasing. Ten known
coal leasing areas have already been designated in the Western United States,
exclusive of Alaska and another 11 will be defined before the end of 1974. These
actions will encompass the major areas in the Western United States where
quality and quantity of the coal iy sufficient fo justify competitive leasing.
There is very little Federal coal in the Bastern States. The status of Federal
lands in Alaska is still unsettled and changing. Coal lands in the Bastern States
and Alaska will therefore be leased on a tract by tract basis until known leasing
areas can be established.

Question. What is the present amount of Federal coal committed to private
development by lease or preference right application?

Answer. For private development by lease, our preliminary analysis of exist-
ing coal leases in the major coal leasing States indicates that there are 515
Federal coal leases in effect containing 16.2 billion tons of recoverable coal. The
amount for preference right application is estimated to be 6.9 billion tons,
which could possibly be committed if leases are issued. This estimate is contained
in a table from the Bureau of Land Management Draft Environmental State-
ment, Proposed Coal Leasing Program as follows

RECOVERABLE COAL RESERVES HELD UNDER FEDERAL PREFERENCE RIGHT COAL LEASE APPLICATION 1

Surface minable Underground Toral
inabl reserves Total
tons tons tons application
(million) (million) (million) (acres)

0 0 gg
[t 0] L1
N : &0 ; w0
New Mexico : i 513 0 513
o 0 0 0
Oklahoma. .. 0 15 15
Utah....... s & 17

421 438
Wyoming. .. ... .. .. : 1638 12,876 4,299
Other States 0 5 5

1, 568 3,317 6, 850

! Includes only those lands and reserves where prelimi y reserve calculations have been done. Other preference right
lease application lands idered as p ting-permit lands for purposes of this report.

* Reserves not yet split into underground and surface minable categories.

3 Represents minable reserves for northern one-half and southwestern one-quarter of Wyoming only. Reserves for south-
eastern one-quarter Wycmi‘n‘g not yet divided into surface or underground. Reserves for southeastern one-quarter Wyoming
included in total reserves, 'yoming.

. 4 Includes 785,000,000 tons recoverable reserves in southeastern one-quarter of Wyoming which have not been separated
into or shown in this table as either underground or surface minable.

& Other States include Alabama, California, Kentucky, Ohio, Oregon, Washington, and West Virginia.

Swroe:Geolngica':Sumy. Conservation Division. Draft environmental statement, proposed federal coal leasing program,
Vol. 1 (DES 74-53).




155

Question. How much of these reserves are strippable low-sulphur coal?

Answer. Of the 16.2 billion tons of coal currently under Federal lease, 10.7
billion tons are strippable and 5.5 billion tons are recoverable by underground
mining methods. Essentially all of the leased coal is low in sulphur content,

Ruestion. Under projected rates of development, for how many years would
the reserves presently under lease be sufficient ?

Answer. Based upon an analysis conducted by the Geological Survey, the years
of production remaining beyond 1985 for leases that are currently producing
is estimated at 19 years and for leases with known plans to produce is estimated
at 35 years. Assuming a 5 percent annual increase in production beyond 1985
shortens the life of these categories of reserves to 14 and 21 years respectively.
An analysis of leases with no known plans to produce indicates that there are
38 logical mining units that contain sufficient reserves to supply major coal
contracts.

I have three tables which I will explain which show the results of the analysis,
but final conclusions are subject to further exhaustive study.

In table I, data for existing leases have been grouped into the three categories
of (1) leases currently producing, (2) leases with known plans to produce, and
(3) leases with no known plans to produce. Shown in each of these categories
are the number of logical mining units and the number of leases contained
within them, the reserves by type of mining and total, and estimated prodnction
rates for 1975, 1980 and 1985, From the above data, cumulative production and
reserves remaining in 1985 are calculated and shown. Two assumptions have been
made for production projections beyond 1985: (1) production is assumed to
continue with no increase, (2) an annual 5 percent growth in production level,
Using the second of these assumptions, and adding 10 years from the present
time to 1985, the years of production that remain from the present time for the
first two categories listed are 24 years for currently producing leases and 31
vears for leases with plans to produce. Since major contracts generally extend
from 25 to 85 years, and many contracts have options to renew at the expiration
of the contract, logical mining units and leases in this category appear to be
reasonably committed, in the aggregate and using averages. It should be noted,
however, that individual leases may contain a surplus or deficit of coal reserves.

Table T also shows that the major portion of reserves at the present time,
9,852 million tons. is contained within logical mining units that have no known
plans for production.

TABLE 1,—ANALYSIS OF PRODUCTION AND RESERVES, FEDERAL COAL LEASES

Leases with
Leases  Leases with no known
currently  known plans plans to
producing to produce produce Totals
Logical mining unite . o o 42 36 135 213
Leasesinunits. ... _...... g I W 103 121 291 515
Reserves: P
L PR e S e 1, 336. 65 3,383.50 5,939, 61 10, 659, 76
Underground. ......... LT Do b 889.12 1,231, 50 3,412.80 5,533, 42
s e e e sl e e 4 Sk A R S 3 2,225.11 4,615.00 9,352. 41 16,193.18

o e B el e 40.18 52.82
1980... ... % 70,42 168. 99
1985 ; 80. 42 52 % 188. 87

e 1on ="
Cumul /| h 653, 625 795, 550 1,449,175

Reserves remaining 1985. ... 1,572,145  3,819.45  9,352.A1 14,744,005

NOTES

Production and reserves in millions of lons.

Logical mining unit (LMU)—Logical mining unit (LMU) means a mining unit established by or aprmvnd by the mining
supervisor as a unit of land within a compact area that can be developed in an efficient, economical and orderly manner
and that will result in conservation of coal reserves. The unit may consist of cne or more Federal leases and may include
intervening or adjacent private or State lands insofar as all lands are under the effective control of a single operator or
collective contract. (30 U.S.C. 201-1).

Resarves are considered to be the tons of recoverable coal based on contemporary economic factors. No consideration
has bean given to legal or political constraints.

Includes only the major coal leasing States of Colorado, Montana, New Mexico, North Dakota, Oklahoma, Utah, and
Wyoming. Excludes Alabama, Alaska, California, Kentucky, Ohio, Oregon, and Washington.
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Table II represents a preliminary analysis classifying these logical mining
units by size of reserves. A total of 50 million tons has been used as an arbitrary
cutoff for the reason that any unit containing less reserves would be unable
to bid on a major coal supply contract extending over a lengt hy period. This
analysis shows that of the 135 logical mining units, 38 (28 percent) containing
149 leases (51 percent) contain 88 percent of the reserves, The remaining 12
percent of the reserves are contained within 142 leaseholds which may not be
economically viable,

Uncommitted leased reserves appear available for future use in 38 logieal
mining units summarized as follows :
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Total—no known  Total—no known
plans to produce plans to produce
Total—no known reserves more than  reserves less than
plans to produce 50,000,000 tons 50,000,000 tons

135 8 97
291 149 142
9,352.41 8,229, 351 1,123.059

TABLE 11l.—RESERVES MORE THAN 50,000,000 TONS—NO KNOWN PLANS FOR PRODUCTION

Million tons LMU's Leases Reserves

58 1,124, 348
24 y

26 i

41 4,424,032

149 8,220,351

The above indicates that there are 38 logical mining units available at the pres-

ent time to supply coal for major contracts. They are distributed as follows :
State LMU’s

Colorado
Montana _________
North Dakota ___
New Mexico
Oklahoma

Wyoming

Total

Considering necessary leadtimes of 8 Years for an electrical generating facility
using eoal and 10 years for a synthetic gas plant, projections of future coal needs
in light of the above available coal reserves should indicate the desired level of
Tuture leasing of Federal lands.

Question. When and under what conditions are individuals and companies
prospecting or holding leases for coal on publie lands required fo submit their
data on resources and reserves to the Government ?

Answer. The present requirement for submitting new prospecting data is on a
monthly basis and the data submitted must contain detailed geological information
on completion or suspension of prospecting operations. The new proposed coal
mining operating regulations will require that detailed coal reserve caleulations
be submitted at the time a mining plan is submitted to the Geological Survey for
approval,

Question. Does the Government know as much as industry about the reserves
and resources of oil and gas on the Outer Continental Shelf?

Answer, Individual companies may know more about reserves on the properties
under their control but the Government knows more about the total resources of
oil and gas on the OCS as a whole, and in time will know more about the reserves,
The Government has aceess to all data from all leases on the OOS, while individ-
ual companies within indust ry generally have only their data. Each company
determines the reservoir reserves for its own leases and has been doing so since
it began developing its leases. Still. each company has only its own reserves
information. The Survey has not been in a position from a data and personnel
standpoint to accomplish the task of determining the reserves in all the thou-
sands of reservoirs in the OCS, Work is proceeding on this task,

The Geological Survey has compiled the most complete existing file of well
logs of the Outer Continental Shelf. It contains more than 25,000 logs of the more
than 8,700 producible oil and gas completions and 5,000 nonproducing holes, with
their corresponding test reports, completion reports, production records, direc-
tional surveys, ete. Other data include almost 2,000 detailed paleontology reports :
several hundred paleontologic summaries and paleobathymetrie maps covering
all determinable paleoeological zones based on correlations, biostratigraphic
markers, and assemblages indicating a plane or time line; more than 140,000
line miles of CDP seismic coverage and thousands of line miles of sea gravity,
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magnetics, sparker and high resolution geophysics; computerized sand/shale
ratio studies : and computerized reservoir st udies.

Question. What is the present methodology used by the Interior Department
for acquiring, assessing, and presenting geological and geophysical data on the
extent and quality of OCS oil and gas resources and reserves in the following
categories:

(@) Underdeveloped regions (for example, Atlantic, Gulf of Alaska) ;

() Undeveloped provinces of currently producing regions; and

{¢) Produving provinees,

Answer. This involves a rather extensive explanation, therefore, I would like
to submit the response for this question for the record. The Department pf
the Interior has developed a three-phase approach for resource assessments in
undeveloped regions of the OCS such as the Atlantie and Gulf ur_Alaska_. In
producing provinces and undeveloped provinees of enrrently producing regions,
phase I has been accomplished and the Geological Survey is involved in phases
IIand ITI.

Phase I involves broad areal studies to define favorable regions for explora-
tion and to develop the basic data for adequate resource evaluations. Most of
the data for phase I is gathered by various geophysgieal techniques—primarily
seismie. The Geological Survey uses data collected by other Government agencies,
where applicable, but for the most part contraets for its acquisitions or collects
the data itself depending on the area, timing, and quality of data required. Data
gathered under contract with industry is restricted; data gathered exclusively
for or by the Survey is open to the public. Phase I studies also include the litera-
ture evaluation of available onshore and offshore geology as well as the evalua-
tion of new geological data. The objective of these studies is to determine the
quality and quantity of potential oil bearing rock, its distribution, and its
configuration in space. Whatever the source of the data, its evaluation and
interpretation is performed by Survey geientists and, in the initial stage of
the leasing process, is included in the preliminary geological resource evaluation
prepared for BLM prior to publishing the Call for Nominations in the Federal
Register.

Phase IT involves a detailed study of targeted basins, identified in phase I,
for purposes of tract selection and further refinement of resource estimates.
Geophysical data is still the primary information source in both developed
and undeveloped provinees and is primarily acquired from industry sources by
purchase agreement. The data are proprietary as are any interpretations there-
from: this means that the Government has access to the data for evaluation
purposes but cannot publish the basis for their evaluation. In developed prov-
inces well data is the most extensively used information source. The evaluation
and interpretations are earried out by Survey scientists and recommendations
are made to BLM as to what tracts to offer for lease.

Phase 111 studies comprise detailed trace evaluation through potential reserve
assessment and the identification and application of many economic factors.
In phase I11 proprietary geophysical data acquired by purchase and geologieal
data obtained through regulation are used by Survey scientists to determine
a fair market value.

The regulations and procedures used by the Geological Survey in acquiring,
assessing, and presenting geological and geophysical data on the extent and
quality of offshore resources and reserves in both undeveloped areas and produc-
ing provinces for purposes of resource evaluation are as follows:

(1) Industry is required to supply data on their OCS exploration and develop-
ment. For core drilling programs in wildeat areas the Survey requires splits
of the cores, copies of pertinent reports, and the saupporting geophysical records.
Also, Geological Survey observers are aboard the exploration vessels. Regula-
tions do not require submittal of geophysical data acguired under nonexclusive
permit, but proposed regulations requiring such submittals are presently being
considered.

(2) For exploratory and development drilling done on leases the lessees are
required to submit all pertinent data including preliminary seismic interpreta-
tions of prospective pay and hazardous zones prior to drilling, well engineering,
platform datay, downhole electrical logs and all other surveys, monthly production
data, well test data, paleontologic data and/or a split of the well euttings, and, if
necessary, complete geological and engineering studies of each field necessary to
support maximum efficient recovery determinations, commingling, and unitiza-
tion. The Survey has access to all pertinent data from lease operations, and,

35-650 O - 74 = 11
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thierefore, has much more data than any individual operator. This information is
supplemented by data and scientific studies generated within the Survey.

(3) To supplement these data modern sophisticated geophysical data covering
the areas to be evaluated are acquired. Because normal surface geologic mapping
is impossible on submerged lands and the absence of well control in undeveloped
areas prevents adequate subsurface geologic mapping, geophysical data are the
primary sources of information for the evaluation of these areas. These data do
not prove the presence of oil and £as but are necessary to define the sedimentary
section and locate geologic struetures favorable for the occurrence of oil or gas in
commercial quantities. Since 1969, when budgetary support for acquisition of geo-
physical data was obtained for resource evaluation programs, the Geological
Survey has purchased necessa ry data from seismic service com panies, A determi-
nation is made of the amount and proposed location of the data as well as the
technical specifications required, and these and other technical parameters are
given to contract specialists within Geological Survey to advertise the Govern-
ment’s intent to acquire the data and to conduct the necessary contracnal proce-
dures in acquiring it. This assures that all companies with the capability to pro-
vide the data needed have an opportunity to contract their services. When the
data are received in the specified format, they are reviewed by Geological Survey
geophysicists for conformance with technical specifications, Using these acquisi-
tion procedures, the type and quality of data used is controlled and obtained at
the lowest possible cost. For lease sale tract selection purposes Survey geophysi-
cists make a preliminary interpretation of the data and prepare a travel time-
structure-contour map to determine the most prospective structures. These data
and maps are used, at this stage, for both environmental impact assessments and
statements. Following the final tract selections, which are the localized areas to
be evaluated for potential resources, detailed geophysical interpretations and
maps are prepared.

(4) Using the detailed geophysical maps and reports, geologists redraw the
maps on depth (instead of travel time) and, with the aid of stratigraphers and
paleontologists, prepare maps showing reservoir thicknesses, This requires knowl-
edge of all related geology from trends, stratigraphy, and paleontology.

(5) Petrolenm engineers use the maps and accompanying data to determine the
acre-feet of potential hydroearbon bearing reservoir. Many factors concerning
reservoir mechanisms and characteristics are determined from the nearest ex-
ploratory and producing wells and comparable producing fields, Hydroearbon
recovery factors are estimated from these data and potential resources are esti-
mated. These estimates are, for the purpose of lease sales, considered fo he esti-
mated recoverable reserves and treated accordingly to determine presale values,
Using many factors such as exploratory well costs, operating eosts, price of prod-
ucts, rate of return on invested capital, et cetera, the present worth value of each
tract is determined hy a discounted cash flow caleulation. A risk or probability
of success factor is applied and the resulting figure is adjusted for condemnation
or dry hole costs,

(6) For the December 1972 and later OCS sales, the formerly used discounted
cash flow method was expanded into a new technique called the range of values
method by the Snrvey and which has proven merit in scientific applications where
there is great uncertainty.

The most probable outecome or result of a series of interrelated factors or
events, each of which is unknown or uncertain, is predicted by a random selection
of values for each factor, based on the laws of probability.

The range of values computer program developed by USGS determines a
value for each OCS tract using the discounted eash flow method, but instead
of considering just the most reasonable estimate of each significant parameter,
the program considers all reasonable estimates. As an example, USGS scientists
may agree that the most reasonable estimate of the thickness of an oil-bearing
sand is 100 feet. They may also agree that the sand may very well be only 20
feet thick, but that it might be as much as 200 feet thick. The computer program
randomly selects a number between 20 and 200. Other eritieal parameters such
as permeability of the sand, cost of drilling, ete., are handled in a similar manner,
and using these randomly selected values for the factors a value is computed
for the tract. The process is repeated 500 times and 500 different values are
obtained and plotted by computer on a histogram and bar graph. Thus, for each
tract a range of values is obtained. The probability of each value oceurring is
also printed in percentiles. The most probable or expected value can be visunally
determined quickly. Recommendations derived from Survey resource evaluation
programs are presented to the Bureau of Land Management for use in (1) pre-
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paring lease sale schedules, (2) environmental analyses, (3) tract selections
for sales, and (4) evaluation of bid acceptance or rejection. Evaluation data are
also used in programs involving management and supervision of eperations on
leased OCS lands.

Question. Is the present data acquisition and assessment system considered
adequate for assessing :

(a) The role of OCS in meeting national energy demand ?

(b) The value of the resources at the time of alienation ?

Answer. With the increases we are requesting in the fiscal year 1975 budget
the present data acquisition and assessment system will become adequate for
making a general assessment for the role of the OCS in meeting the national
energy demand. In addition, the system may be improved if the proposed rules
concerning geological and geophysical data submission and disclosure published
in the Federal Register, vol. 39, No. 96, p. 17446 are adopted. It should be noted,
however, that in frontier OCS areas, until a number of wells have been drilled,
resources and reserves, and alternatively the role of the OCS in meeting the
national energy demand cannot be completely assessed.

We believe that the data acquisition and assessment system is adequate for
the determination of the value of the resources at the time of alienation. The
system was developed over a period of years and like any scientific program it
is being studied, and tested constantly for improvements.

Question. When and under what conditions is industry required to submit
OCS exploratory and production data to the Government under the conditions
of my preceding question?

Answer. Under the conditions of a prelease permit, the industry is required to
submit all significant information which may be developed during any coring
operations. Such operations require prior approval, and conduct of work in
accordance with stipulations, Specific data requirements include ; a daily log of
all operations, a copy of all well logs and sample descriptions, and availability of
samples and cores for examination.

The Department is now considering a revision of the regulations to take
more information available in the future for the Government and for public
review. This would include both geological and geophysical data. A copy of the
Federal Register notice describing the proposed rules is enclosed.

After a lease is issued, a great amount of information is submitted to the
USGS under present regulations and OCS orders, copies enclosed. Pages 16, 17,
and 18 of the regulations provide considerable detail on basic requirements.
OCS Order No. 12 gives direction to the procedures for submitting forms for
public disclosure. Forms 9-331C, 9-331, 9-152, 6-330, and 9-153 are enclosed, and
these and other requirements are explained briefly below.

Form 9-331C: Application for Permit to Drill, Deepen, or Plug Back, must
be submitted prior to any drilling operations for approval. It follows the
exploratory or development plan as deseribed under 30 CFR 250.34, page 10, of
the regulations booklet.

Form 9-331: Sundry Notices and Reports on Wells, must be submitted for
approval prior to any well repair operation.

Form 9-152: Monthly Report of Operations, must be submitted as informa-
tion following each month of production and other operations. It is presented
by lease, and each well with its appropriate contribution or activity must be
listed. This form was revised slightly with the advent of OCS Order No. 11, May 1,
1974, copy enclosed.

Form 9-153 : Statement of Oil and Gas Runs and Royalties, is required follow-
ing each month’s production to show product sales amounts and the values for
royalty purposes.

Form 9-330: Well Completion or Recompletion Report and Log, is required
following newly drilled or recompleted wells which involve making a new
completion.

Under OCS Order No. 5, each operator is required to submit quarterly
a failure-analysis report identifying mechanical failures, the cause, and the
corrective action taken.

Under OCS Order No. 7, all spills or leakage of oil and liquid pollutants shall
be reported.

Under OCS Order No. 8 the operator must submit for approval important
design characteristics on any platform prior to installation. A report on water
discharge sampling and the results is required on all effluents discharged over-
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board. A diagram of the firefighting system and an appleation for a gas detec-
tion system must be filed.

Under OCS order No. 9, the operator shall submit an application to the
oil and gas supervisor for those pipelines authorized under 30 OFR 250.18(e). A
completion report is then required following the installation.

Under the current OCS Order No. 11, several new forms are now required. Form
9-1866, “Request for Reservoir Maximum Efficient Rate,"” requires all avail-
able basic reservoir data as well as all support information used in determining
an MER. It must be reviewed and submitted at least annually for approval.
Form 9-1867, “Request for Well Maximum Production Rate,” must be sub.
mitted for each completion and reviewed on a quarterly basis, The production
rates shall be based on well tests and any mechanical limitations. Form 9-1868,
“Well Potential Test Report,” must be submitted as test data to establish or
increase an oil well MPR. It must be submitted following a new completion and
again later if an increase in production is justified. Form 9-1869, “Quarterly
0Oil Well Test Report,” shall be presented at least quarterly to reflect the results
of production testing each oil completion for 6 consecutive hours. Form 9-1870,
“Semi-annual Gas Well Test Report,” must be presented at least semiannually
to show gas completion tests results, Form 9-1871, “Packer Test,” shall be
submitted following the initial production tests of multiple or selective comple-
tions and annually thereafter to show that the perforated zones are isolated.

Also, OCS Order No. 11 requires a multiple back pressure test to be run and
submitted on initial gas completions, and an application must be approved to
flare oil well gas under conditions where the operator has initiated positive
nonflare action or where an evaluation shows the ultimate hydrocarbon energy
production may be enhanced if flaring of gas is permitted.




§250.68

less than the amount which the supervisor determines
would be paynble il the pas had been sold without
processing.

(¢) In determining the value of natural gasoline, the
volume of such gasoline shall be adjusted to a standard
by a melhod approved by the supervisor when
necesary Lo adjusi  volnmelric differences beiwecen
natlural gasolines of various specifications,

{d) No allowznce shall be made for boosting residue
gus or other expenses incidental to markeling.

. [e¢) The lessce, with the approval of the supervisor,
may cslablish u gross value per unit of 1,000 cubic feet
of gus on the lexse or at the wellhead for the purpose
of cumpuling royully on yas processed lor the recovery
of constituent products, provided that the royalty =hall
nol be less than that which would accrue by
compuling royalties in accordunce with the provisions
of paragroph (a) through (d) of this section. [As
amended ot 34 PR 18044, Aug 22, 1969, )

§250.68 Commingling production.

Subjeet Lo such conditions as he may preseribe for
measurement and allocation of production, the
supervisor may authorize the lesiee to move
produclion from the lease to a central point for
purposes of treating, messuring, and stoving, and in
moving such production, the lessee may commingle the
production froin dilferent wells, leases, pools, and
ficlds, and with production of other operators. The
central point may be on shore or at any other
convenient place selecled by lessee,

§260.69 Moasurement of sulphur.

The measurement of sulphur for the purg of
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Title 30 — Chapter I1

§250.81 Appeals.

Orders or decisions issued under the regulations in
this part may be appealed as provided in part 200 of
this chapler. Compliance with any such order or
decision shall not be suspended by reason of amy
appeal having been taken unless such suspension’is
suthorized in writing by the Director or the Board of
Land Appeals (depending upon the official before
whom the uppeal is pending) and then only upon a
determination that such suspension will not ke
delrimental to the lessor or upon the submission and
acceptance of a bond decmed adequate to indemnify
the lessor from loss or damage. [As amended at 38
F.R. 10004, April 23, 1973.]

§260.82 Judicial review.

Nothing conlained in this part shall be construed to
prevent any interested party from secking judicial
review as authorized by law.

REPORTS TO BE MADE BY
ALL LESSEES
(Including Operators)

§250.90 General requircments.

Information required to be submitted in accord -nece
with the regulations in this part shall be furnished in
the manner and form prescribed in the regulations in
this part or as directed by the supervisor. Copics of
forms can bo obtained from the supervisor and must
be filled out completely and filed punctually with that
official,

§260.91 Application for permit to drill, deepen, or
plug back.

compuling royalty shall be on such basis and shall
conform to such standards as the supervisor may
approve.

PROCEDURE IN CASE OF
DEFAULT BY LESSEE

§250.00 Defoult,

Whencver the owner of a lease fails to comply with
the provisions of the requlations in this part, the
supervisor is anthorized Lo give 30-day notice of such
defaull by regisiered lettor to the leswe al his record
poet office address a8 provided in tion B(bY1) of
the act and to recommend to the Scerelary, through
the Dircclor, lease cancellation purstant Lo seclwon
5(b)(1) and (2) of the act,
the penalty |

mppropriate action wnder
al2) of the act, or

of such viber legal or equiluble remedy us
the lessor may have.

inienns of sevlion

t for permits to drill, deepen, or plug
I.l:u:k must be filed in triplicate on Form 9-331C. Prior
to commencing such operations approval in wriling
must be received {rom the supervisor,

(a) Application for permit to drill.

(1) The spplication must give the surface location
and projected botlom-hole loeation in feet [rom the
lease boundaries; elevation of the derrick Moor; waler
depth; depth to which the well is proposed to b
drilledd; cslimated depihs to the top of sl
morkers; depths at which water, oil, gus, and m
deposils are cxpected; the proposed blow
provention and ecacing program, including the o«
weight, grade, and setting depth of casing, and
quantity of cement to be used, together with all v
informution spreified on Form 9 1C. Infon
also shall be furnidicd relative Lo the proposcd pl
drilling other wells from the-same platiorm, [or ¢

epecilicd  deplhs, and fur electnical and
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Jopging, together with any other information required
by the supervisor,

(2) At least two eapies of the application shall be
accompanied hy: (i) A certificd plat deawn to a scale
of 2,000 leet to the inch, showing surface and
subsurfloce localion of the well o be drilled and all
wells theretofore drilled in the vieinily for which
information s aveiloble, and (1) info Lion specilied
in §250.34 o the extent nol incloded in  the
application or proviously furnished (refecence must be
made therelo),

() Application far permil to decpen ar plug becl:,
The applicalion must deseribe fully: (1) The present
"status of the well including the production string or
last string of casing, well deplh, prosent productive
zones and productive capahility, and olher pertinent
matters; and (2) the detsils of the proposed work and
the necossity therefor. [As amended and renamed at
34 F.R. 13504, Aug 22, 1969.]

$250.92 Sundry notices and reports on wells.

All nolices of intention to fraclure treat, acidize,
repair, multiple complete, abandon, change plans, and
for other similar pmiposes, and all subwequent reporls
pertaining to such operations shall be submilted on
Form 9-231 in triplicate in accordonce  with
§250.38(b). Prior W commencing such operal
approval must be received [rom Lhe supervisor in
writing.

(a) Notice of intention to change the condition of a
well. Form 9-331 shall contain a detailed statement of
the proposed work for repairiug (other (han work
incidental to or rv well operation), acidizing or
slimuln production by other mothods, perforating,
sidetracking, squeezing with mud or cement, or
commencing any operations Lhat will matedally change
the approved program for drilling a well or alter the
condition of a completed well othor than those
operations covered by §250,91.

(b) Sulwequent report of changing the condition of
@ well. Form 9-331 shall contain a detailed report of
all work done and the resulls obtained. The report
shall sl forth the amount and rate of pioduetion of
o, pas, amd water before and after the work was
completed and shall include a complete statement of
the dates on which the work was asccomplished and the
reethods cmployed.

(e} Notice: of intention to abandon well. Form
3331 shall contain a detailed statement of the
Propased work for ndonment of any well, including
A drilling well, a depleted produeing well, an inje
“oll, ur o dry hole. The stsdement as o a g :

shall sel forth the reasons for abandonment =nd
The wnmwunl and dee of lust production and, as Lo ull
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wells, shall deseribe the proposed work, including kind,
location, and length of plugs (by depihs), and plans for
mudding, eementing, shooting, testing, removing easing,
and other pertinent information,

(d) Subsequent report  of abandonment, Form
9-331 shall contain a detailed report of the mdhner in
which the ubandonment or pluggting work  was
nccomplished, including the nature and quantjlics of
materials wsed in plugging and the loeation and extent
(by depths) of casing left in the well; and the volume
of mud Muid used. If an attempt was made Lo part any
casing, a description of the methods used and resulls
oblained must be included. [As amended and
redesignated from 250,91 at 234 F.R. 13544, Aug. 23,
1969,

§250.93 Monthly report of operations.

A scparate report of operations for each lease must
be made on Form 9152 for each calendar month,
beginning with the month in which drilling oucrations
are initiated, and must be fited in duplicute with the
supervisor on or before the 20th day of the succeeding
month, unless an extension of lime for the iling of
such report is granted by the supervisor, The report on
this form shall disclose accurately all operations
conducted on coch well during cach month, the statos
of operations on the last day of the month. and a
general summary of the slalus of operations on the
leased lands, and the report must he submitted each
month until the lease is terminated or until ission
of the report is authorized by the supervisor. It is
particularly neeessary that the report shall show for
each calendar month:

(a) Each well listod separately by number and its
location shown il possible.

(b) The number of days each well produced,
whether oil or gas, and the number of days each input
well was in operation.

(¢) The quantity of oil, gas, and water produced;
the lolal amount of gasoline and other lease products
recovered; and other required information. When oil
and gas, or oil, gos, and gasoline, or other hydro-
carbons are concurrently produced from the same
lense, separate reporis on  this form should be
submitied for oil and pas and gasoline, unless olherwise
authorized or directed by the supervisor.

(d) The depth of each active or suspended well: the
name, character, snd deplh of each Tormation drilled
during the month; the date cach such depth  was
reached; the date and reason for every shuldown: the
names and depths of important formation ehanres and
contents of formations; the amount and sige of any

i renort: the dates and reatis of

clivn. waler shutoll, or =oline
v ol informanon on
operations not specilically providid (o the form.




§250.04

{e) Il mo runk or sales were made during the
enlendur month, the repurl must so slate,

§250.84 Stetement of ofl and g5 runs end royalties.

When directed by the supervisor, a monthly report
shall be made by the lesee in duplicate, on Form
9-153, showing ecach rmun of all sales of pas,
pasoline, and other lewr produocts; aod the royally
accruing therelvom Lo the leswor, |as amended at 34
F.R. 13544, Auvg 22, 1969, )

oil;

§250.95 Well compleiion or recomplition report and
log.

All reporis snd logs of well completions
recompletions sdwll be s itbedl on or atlached Lo
Form 9-330 in duplicate in asccordence wilh
§2.',0..'{.‘-(I|]. The foem sholl eontain a complele and
accurate log and report of all operations conducted on
the well as specified on the form. Duplicate copies of
lops  thst may  have
information from cores or formation samples shall be
filed in addition to the regular log. Geologic markers
and all importanl zones of poresity and econlenis
thercofl; cored intervals; and aoll  drill-slem  tests,
including depth interval lested, cushinon used, Lime Lol
open, flowing and shul-in pressures, and recoveries
shall be shown as provided therefor on Form 9-
on atlachmenis thercto. Il not previously furnished,
duplicate copics of compasites of mulliple runs of all
well bore surveys, including clectric, radivactiv
and other logs, temperature swrveys, and directional
surveys shall be attached. (Such copies are in addition
to field prints filed pursuant to ;5250_38{{1}_} [As
amended and redesignated from 25092 ot 34 F.R.
13544, Aug. 22, 1969.]

or

heen  eompiled  for  prologic

§250.96 Special forms or reports.

When special forms or reports other than those
referred to in the regulations in this part may be
necessary, instructions for the 1 of such forms or
reports will be given by the supervisor. |Redesignated
from 250.95 at 34 F.R. 13544, Aug. 22, 1969.]

£250.87 Public inspoction of records.

Geological d peophysical interpretalions, maps,
and data required Lo be submitted under this part shall

165
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nol be awvailable for public inspection without the
conseinl of Lhe lessee so long as the lease remuins in
effect or until such time as the supervisor detormines
that of such information required  amd
necessary for Lthe proper development of the field or
area. [F.R. Doc. 69-10027; Filed Aug. 21, 1969.)

relense is

a

MINERA
SE
CONTIN

L LEASES AFFECTED BY
*TION 6 OF OUTER
TAL SHELF LANDS ACT

§250.100 Effect of regulations on provisions of lease,

(a) As contemplated by gection 6(b) of the act, the
regulations in this part will supersede the provisions of
any lease which is determined to meet the require-
meuts of section 6(a) of the act, to the exlent that
they cover the same subject 'mallcr, with the lollowing
exceptions: The provisions of a lcase with respect to
the area covercd by the leuse, the minerals covered by
the lense, the rentals pavable under the lease, the
royalties payable under the lease (subject Lo the
provizions of sections 6(a)(8) and 6{a)}(9) of the act),
and the term of the lease (subject to the provisions of
section B(a){10) of the act and, as to sulphur, subject
to the provisions of section G(L)2) of the act) shall
continue in effect and, in the event of any conflict or
inconsistency, shall take precedence over the
regulations in this part.

(b) A lease that meets the requirements of section
B{a) of the act shall also be subject to the mineral
leasing regulations applicable to the Outer Continental
Shelfl, as woll as the regulations relating to geophysical
and geological exploratory operations and to pipcline
rights-ol-way in the Outer Continental Shelf, to the
extenl lhat those regulalions are not conirary to or
inconsistent with the provisions of the lease relating to
the area covered, the minerals covered, the rentals
payable, the royaltics payable, and the terms of the
lease,

The record keeping or reporting

ts of this part have been approved by the

Burcau of the Budgel in accordance with the Federal
Reports Act of 1942, [See 43 CFR, Part 3300.)
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DEPARTMENT OF THE TRE.‘\SUR!’
Customs Service
[ 19CFR Parts 133,141 ]
TRADEMARKS, TRADE MAMES, AND COPY.
RIGHTS AND ENTRY OF MERCHANDISE
Invoices Accompanying Shipments of
Books; Extension of Time
Correclion
In FR Doc. T4-10057 appearing on page
17105 of the jssue for Aonday, May 13,
- 1974, In the last line, the comment closing
dale, reading “May 3. 1974", should read
3 “May 31, 1074",

DEPARTMENT OF THE INTERIOR
Bureau of Land Management
[43CFR Part3300]

OUTER CONTINENTAL SHELF LANDS ACT -
Geological and Geophysical Data
Submission Disclosure

CROSS REFVLRENCE: For a document
Jssued Jointly by the Geologleal Survey,
Department of the Interior, and the Bu-

" reau of Land Management, see FR Doc.
T4-11228, Infra.
"Geological Survey
[30CFR Part 250 ]

OQUTER CONTINENTAL SHELF LANDS ACT
Geological and Geophysical Data
Submission Disclosure

CROSS REFERENCE: For a document
lzsued jointly by the Geological Survey,
the Department of the Interior, and the
Bureau of Land Management, see FR
Deoc. 74-11228, Infra.

Office of the Secretary
[30CFR Part 250 ]
[43CFR Part 3300 ]

OUTER CONTINENTAL SHELF LANDS ACT
Geolopical and Geophysical Data
Submission wnd Disclosure

The Departmient of the Interlor is con-
sidering amending the regulations ixsued
purzuant to the Quter Continental Shelf
Lands Act (OCS Act) (43 US.C. 1331-
1343 with the objcctive of imposing new
requirements with respeet to eeolopical
and geophysieal exploration under per-
mits and pursuant to leases on the Outer
Continental Shell and the disclosire of
Information and data obtained by such
exploration. Tt s believed that the sub-
mizsion of such data to the Geological
Burvey and the disclosure of such in-

FIOERAL

formation to the Publie will serve (he
public interest, conserve natural re-
sources, encouraze competitive biddine,
and assure Lhe reccipl of a falr market
value for Federal resonrces. To that pur-
pose the Depairtiment has under consid-
amemdment of 30 CFIU Port
"SU .'md -3 CFit Part 3500; a drafy of
such reiulalions Is set forth below,
A publie hearing will be held in the
Amll.lorul:n Lemumrnt of the Interlor,

- and rm.tu\umc i
necessary, through July 16, 1954, Re-
qucsls to appear £t the hearing should
ba :..ah‘::ucd to the Dircetor, Geolotieal
s National Iendguartors Center,
'I.'I"-? Geolo*}m‘ Survey. leston, Virginia
22002, by July B, 1974 A volice an-
winclng procodurves Lo be followed at
the hearing and informsation which must
be filed with the requests to appear will
be puvlished in the Frogeat RIZe1sTeR on
May 31, 1974 Wrilten comments, includ-
ing supgested modifications of, or
amendments Lo, the draft remulations or
allernative proposals, should be sub-
mitted to the Dircetor, Geolorical Survey
by the close of business July 8, 1974, The
purpose of requesting such commenis
prior to the hearing is Lo assist the De-
partment In the conduct of the hearine.
Writlen comments may be submiticd to
the same officer after the hearing and
will be received until Lhe close of business
on Friday, Aumst 23, 197

At the l:c‘\rm and in the written com-
ments the Department particularly
wishes to reccive both comments on the
draft regulations and recommendations
as to eliernative methods of achicving
these objectives. Alter ail comments and
recommendations have recelved and
studied the Department will publish a
proposed regulation for comme

‘The draft amendments of 30 CFR Part
250 and 43 CFR Part 3300 ave as follows:

1. In § 25038 the heading Is revised,
paragraph (g) Is redesignated paragraph
th) and n new paragraph (g) is added
as follows:

230,38 Nerorls (v sreolazieal anid
oaphiysieal survess and well opera-
Vinns,
. . . . .

'g) Upon request by the Superyisor
the lessce shall make avoilable to the
Supervisor all dula oblained in any geo-
physical exploration on the leass amd the
processed Information derived [rom such
data with extrancous sirnals and inter=
ference removed, in a Tormat and quality
switable fon interprelalive evaluation, re-
fecting state-ol-the L e sing lech-
niques, Including: conumon-depth-
point seismic data, (2% high resclution

data. including those from shalle
deep subboltom profilers, bath
side scan sonars, magnetomct
botlom profilers, 13) gravily and ma
netie data ond 4) data fr
Ity surveys antd cdomal
stidies,

2. Section 250.70 is nddcd te read as
follovs:

. . . . .

230.790  Grological and geaplisical ex-
ploration permits

Any agency of the Unlled State
any person wishineg to condu
or reaphysical explerations on t
Continental Shell must abtair
for such cxploration (rom t
The ‘i'un‘ui'-o: m

upan .umms: t]: t s.:r'
not interfere with or e
cvations under any lea:
geanted pursuant to the Outer Co
tal Slicll Lands Act and that
ploration will not be unduly |
amqualic life in such area. T
Lion for an exploration permii
on a form
olagical Survey. and con
mum the following infor
of rxploration to Le condiy
tier in which the exploration
conducted. 13) Joeatio n tl
Continenlal Shell whein
will be conducted. 41 py
thicling such exploration. 5
mat in which_the daln eajiert
represented. and 16y Lhe dates «
the exploration will be commer; e
compietedl,

3. Section 250,71 s added lo read &

The [following 1
processed  information  wien
ureler any peolegical and
exploration permit apvrn
pervicar, shall be made a
Supervisar within 30 ¢ g
Ieetton of the data: Frocided
That any data and procezeed Iifere
ton obitalned duwrime o ode: .
Hhans depictin
hxdrvicarhon
nvintlahie
ujmin ol

reologi

T environment l hg
haws or batly <iai] he
fo the Supervisor inmedi.
ection:
at Arcurate amvd complete ree
all gvnlocweal and peochemieal da
>ultanit deomn eaeh elrilliy, apera
e Paleontolorieal reparts fes
niie [ncsils hy depth ﬂl
* Interpretations Lot ed e
iMleatlon)  umless  wa
nples nre maintained by the pt:mitl.u‘
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for palcontolozical determinntion and

are made available {or Inspection by the
Geolopical Surveyr;

te) Coples of logs or charts of elec-

, radinactive, sonic. and other well
operations;

+5¢3 of cores or botiom sam-

ples or u representative cut or split of

the core or bottom sample;

(e) Dotailed descriptions of any hy-
Arocarbon shows or hazardous candl-
tions encountered durinz ope .
including near low of well control. ab-
normal geopressures, and losses of cir-
culation; and

i Sueh other geolozical and peo-
chemiczl data and processed informa-
tien to be obtained under the permit
as may be specified by the Supervisar,

4. Ecction 250.72 is added 1o read as
follows:

§250.72 Geophysical Exploration.

The following geophysical data and
processed information wien acquired
under any geological and geophssical

¥ n permit approved by the su-
shali be made available to the
Superviror within 30 days after collec-
lmn Provided, hewerer, That any dala

A :Jlr.\t‘ ¢d infermation oblained dur-

exploratiors depleling

ds or hrdrocarban
I be made avatlable
immediately  upon

ghows or
to the Supervisor

recurds of
pcted under
Including final loca-

vey stations
tb) All datn developed under any ex-
ploration permit and the processed in-
.c.nnt derived therefrom witl extra-
neois and interferenice removed,
itable for in-
terpretative evaluation, reflecting state-
g technigues. includ-

seismic

ch rerolution data. juclucing
aliow and deep sub-bottom
etry, side scan sonars,
s and bottom profilers,
3 Gravity and magnetic data, ond
14) Data from special studles such as
from reiraction veys, velocity survers
and domal configuration studies
5. Scction 230.73 is added to read as
fellows:
E 23073 Terss and Comlitions ol P'rr.
« geophysical exploration
L a2 Supery: or #hall be
as
nine 10 be necessary and
uu‘: but not by way of limi-
nd conditions to:

Avord interlering with or endan-
pering  aciual eperations under any
Jeare malntained or granted pursuant to
the OCS Act,

12y Prevent undue harm 1o aquatie
Nie in the arca of the geological or geo-
phyzical cxplorations; and

13) Trovide for the means by which
data will be collected, the format by

Geologic ‘\i ar

reorean
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which the data wihil be represented, and
the manner In which it will be made
avallable to the public pursuant to 30
CFR 250.97.

6. Scction 250.74 15 added to read as
follows:

§250.74 Reservation of Right.

As a condition of the right to conduct
peologicnl and peophysical explorations
on the Outer Continental Shell under a
permit approved by the Supervisor the
Sapervisor may at his discretion require
that an emplovec of the Geological Sur-
vey be present at any or all times during
which geolotical and yreophysical explor-
atiors are being conducted pursuant to
an approved permit.

1. Section 250.97 is revised to read as
follows:

§250.97 Public availubility of records.
iay Geological and geophysical inter-
pretations, maps, data and proccssed in-
formation relating to the submerged
lands of the Outer Conuinental Shielfl ob-
tatned prior to January 1, 1975, pursuant
to exploration permuts or under leases
and required to be submitied to the Su-
sder this Part or 43 CFR Part
1 not be made available for pub-
stion without the consent of the
lessce so long as We lease romains in ef-
fect or until such time as the Supcivisor
determines thnt release ol such infor-
mation Is requived aid hecessary for the
proper development of a ficld or arca:
tded, hkoweeer, That data and proc-
d information depicting environ-
mrnt al hazards shall be maode public
immediately
'y (_.culo"lt'.'li and geophysical inter-
. data and processed in-
iol a m" to submerged lands
on Ln" Outer Continental Ehrlt obtained
after January 1, 1953, ant to ex-
ploration per
quired to be submitted to the Supervisor
under this Part or 43 CFR Part 3300 shall
be made avaiiable for public inspeetion,
il relating to submerpged lands which
have been leased. 60 dags alter the data
and processed information were obtained
or, il relating to submerged lands which
have not been leased, ten years after the
data and processed information were o=
faincd. or alier the lssuance of a lease,
whilgh ! ided, however,
That tinta and proc s'cd informeotion ob-
tained under exploration permils depict-
iwdrocarbon shows may be macde
hen jmiged to be
ant by the Direclor, And procided
rr, That data and processed infor-
mation Gepleting environmental hazards
shall be made pubiic mmediately.

B, It is proposed Lo amend to 43 CFR
Part 3500 by adding paragraph el
section 3300.1:

§ 3300.1

Irases,

Persons  nual Toashil

ie! In order for nny person to be a
aqualified bidder pursuant to the require-
ments ol sectlon Biad of the OCS Act, at
any ouler Coutinental Shell lense sale
to be held after January 1, 1975, that
perzon must bave made available to Lhe

RECUSIER, Ven THUT DAY,

WAY 14,

Supervisor within 120 days aller the ca
for pominations for that sale I= pub
lished In the Frotmat Recisice all geo
logical und geophysical da aid proc
ersed information of the following speci
fied types obtained by that person at ans
time afler August 7, 1953, within tna

-area defined by the eall for nominatlions

fay Structural In
terpretations based on available reologi
cnl and geophrsical data of the type
which would be submited with an ap-
plication for approval of an explorator;
drilling program pursuant to 20 CFI
250341a), (b) necurate and complets
records of drilling, loczine, directiona
well surveys.” pecforations, formatien-
penetraled, the content and churac
of oil, gus, and other mineral depost
and water In cach formation, and any
other pertincnt geologic and ceophysics
informatlon, f¢) paleontolesical reports
ldentifying microscopic foss

‘not the resulling aze interpred
based upon such identificatior ) uninss
washed well samples norm

1) Geological:!

determinations are made
inspection, 1d) copics of |
of electrical, radioactive,
other well loge

tional well surveys, (e} cop
on comentiy perfamt
analysces of corces or sinular st

efr any olher geological repot!

ords of operatons when required ar
in the manner and form pocicribed by
the Supervisor;

12) Geophpgical; fa) Accurate
complete records of each ncon
survey conducted within the o
within the eall for nominatie
sale including final jocation ma
survey siations, (bd nil dota d
in any geophyaical exploration :|.|(| the
processed information :I el
data with extrancols
fereace removed. Ina Inlm.-l and qu
ity suiiable for interpretatise ¢v
reflecting  siate-ol-the-art
tezhniques, including: 1)
depth-polat seismic data, 12 ht
olutlon data, including tlvase from shal-
low nnd decp sub-boltom profilers.
bathymetry, side scan founrs, magoe-
tometers and bottomm profiler 13
gravity and masnelle data and 14) data
from special studics such as relraction

velocity surveys and donal con-
ation studies.

Dated: May 10, 1974.

Jonz C. Winzaxer,
Under Secretary af the Iaterior.

|FR Doc.74-11228 Filsd 5-16-74:8.43 am)

or charta
sonic nnd
d direc-
of 1y mrt&

DEPARTMENT OF HE/LTH.
EDUCATION, AND W/ELFARE
Food and Drug Administralion
[21CFR Part310)
METHADONE

21 CrR N0.-
formerly | 130.44.72) Dy of

Sectlon 310.505/¢) (3D

505(e) (3)),

-
1974
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UNITED STATES
DEPARTMENT OF THE INTERIOR
GEOLOGICAL' SURVEY

MONTHLY REPCRT OF OFERATIONS
OQUTER CONTINENTAL SHELF

[lu‘u|

Field

The following is a correct report of operations and production (including drilling and producing,wells) for the

Bavaris or On |Damy Avensss)

e PR —— V. | 773 T T P

e

There w et
or sales of gasolioe during the mosth. (VW rite “n

Refer to Outer Con

Z The United States Criminal Code, 18U, 8. C
tation to any Department or Agency of the U

tal Shell Regulatio

or sales of oil
0" where »;

1001, =
pited States as Lo sny ¢ " 0 its juradiction.

e

emessees M ou. ML of gas sold

8 essemat e s

slatemenl ar represen-




UNITED STATES
DEPARTMENT OF THE INTERIOR
GEOCLOGICAL SURVEY

SUBMIT IN DUPLICATE®

(Seratberin:
PP
reversa sida)

Fevar avoroend
Badget Burrns Mo 42-R3535

. LE4ME BRMIGNATION 48D AIALAL RO,

WELL COMPLETION CR RECOMPLETION REPORT AND LOG*
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FEYYFE oY Witk i,
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L 3
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Porm 9:143 UNITED STATES Leass No.
n.ﬁ-\;lgqﬂnlol-“'- DEPARTMENT OF THE INTERIOR
fert . GEOLOGICAL SURVEY Unit Area

LESSEE'S MONTHLY REPORT OF SALES AND ROYALTY
OUTER CONTINENTAL SHELF OPERATIONS

Area Block Field Adjacent State

Fallowing are ALL runs and sales made during month of
{Uf Ba ring or sales of any prodocts were made, wate NONE under (e apnre triate beadine

0IL GAS ]
TaskNo. | Date Net Darrvis Bua Onray | Preoper Valoe o e o 0. | Price per 1000 eu. 1, Valas
¢
. Torat ATERAGE Torar
Pracisxs or Asove Oas
' GASOLINE
Bales I Oallons Priee per Gallca Vel
Tota Avrzaos Tons
PTRCRAIEE OF AROTE GasoLDm
BUTANE AND OTHER LIQUID FROD LCTS
Bales In Gullons Prica per Gallen Fany
Torat Banasis fics Avriise Paxce Toras Vazow Torir AvEmicz Toras
Pumcuases of Asove On PracRisEs of AsovE Brrass o Omurs Ligti Paoveets
ROYALTY ACKNOWLEDGMENT
FProdoet Bales Borai? | moysity Quantity® | Reyaity Viiue I bave read and examined the statements made hescor
= and find them true, accurate, and complete.
{Harrela)
Company
ﬂ-ﬂgg )
Address
GABOLINE
(Oalloas)
Ligudd Frod By
TOTAL VALUE OF ROYALTY
Title Date
*Where applicable, sta

NOTE: Refer to Outer Continental Shelf Resulatiom, 30 CFR Port 250.94, when preparing this form,
Submit on or before 20th day of weeeeding month,

The United States Criminal Code, 18 U, S, C. 1001, makes it a eriminal offense to make & willfully false statement or represents-
tlon to sny Depurtment or Agency of the United States as to any matter within its jurisdiction, >
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UNITED STATES DCPARTMENT OF THE INTCRIOR
GEOLOGICAL SURVEY
GULF OF MEXICO AREA

April 18, 1974

NOTICE TO LESSEES AND OPERATORS
OCS ORDER NUMBER 11

The attached OCS Order No. 11 supersedes Interim Order No. 11 dated
April 5, 1972, and sh.11 be applicable to all oil and gas wells lo-
cated on the Guter Ccitinental Shelf, Gulf of Mexico. with the limi ta-
tions as described ir the first paragraph of the Order.

The Order, which is effective May 1, 1974, will be under the administra-
tion of the Area 0i1 and Gas Supervisor for Production Control. A1l
applications for approval and all submittals of information required by
this Order will be made to the Area 0il and Gas Supervisor for Production
Control, Post Office Box 7944, Metairie, Louisiana 70011.

The effective date for balancing production in compliance with Paragraph 4
of the Order shall be July 1, 1974. Prior to that date, operators shall
submit on Form 9-1866 (Request for Reservoir MER) a proposed maximum
efficient rate (MER) for each producing reservoir, including as much as

is available of the information requested on the form. As of July 1, 1974,
production from all reservoirs shall Le considered in balance and 21l
production subseauent o July 1, 1974, shall be maintained in balance with
approved MER's in accordance with the provisions of Paragraph 4.

The date for submittal of the initial Quarterly 0i1 Well Test Report
(Form 9-1869) shall be September 10. 1974 (Testing Period: June 11 -
September 10}). Subseauent reports <hall be submitited in accordance with
the provisions of subraragraph 5.C.

The date for submittal of the initial Semiannual Gas Well Test Report
(Form 9-1870) shall be December 10, 1974 (Testino Period: June 11 -
December 10). Subsequent reports shall be submitted in accordance with
the provisions of subparagraph 6.C.

The forms attached to the Order are tvpewritten coricc of those required
to be submitted. 1t i1l be approximately 60 davs bLe‘ore the United
States Printinc 0ffice can furnish us 2 supply o urinted forms for dis-
tribution. Untii we veceive the jorir-=d forms, ve < .ogest that you use
reproductions o4 the :itached forims. e will masn:.1n a limited surply
of the 1vpeuritien cojies which we can furnish vy s request for repro-
‘duction purposes.
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The number of copies required to be submitted for each of the attached
forms shall be as follows:

Form Number Title Number of Copies.

9-152 Monthly Report of Operations 3 (one (1) marked
2. for PUBLIC
INFORMATION)

9-1866 Request for Reservoir MER 2

9-1867 Request for Well MPR 2

9-1868 Hell Potential Test Report 2

9-1869 Quarterly 0i1 Well Test Report 3 (one (1) marked

. for PUBLIC

INFORMATION)

9-187¢ Semi-Annual Gas Well Test Report 3 (one (1) marked
for PUBLIC
INFORMATION)

9-1871 Packer Test 2

Please note that Form 9-152 (Monthly Report of Operations) will be

submitted to the Area 0ffics in Metairie, Louisiana, subsequent to

the date of this Crder. cvierly, this form was submitted to the
appropriate District office. '

<
P

L. E. McBee
Acting 0il and Gas Supervisor
Production Control

Gulf of Mexico Frea

Attacr-znts




May 1, 1974

OCS Order No. 11

UNITED STATES
DEPARTMENT OF THE INTERIOR
GEOLOGICAL SURVEY
CONSERVATION DIVISION
GULF OF MEXICO OCS OPERATIONS

GULF OF MEXICO AREA

NOTICE TO LESSEES AND OPERATORS OF FEDERAL OIL AND GAS
LEASES IN THE OUTER CONTINENTAL SHELF, GULF OF MEXICO AREA

OIL AND GAS PRODUCTION RATES,
PREVENTION OF WASTE, AND
PROTECTION OF CORRELATIVE RIGHTS

This Order is established pursuant to the authority prescribed in 30
CFR 250.1, 30 CFR 250.11, and in accordance with all other applicable
provisions of 30 CFR Part 250, and the notice appearing in the Federal
Register, dated December 5, 1970 (35 F.R. 18559), to provide for the
prevention of waste and conservation of the natural resources of the
Outer Continental Shelf, and the protection of correlative rights
therein. This Order shall be applicable to all oil and gas wells on
Federal leases in the Outer Continental Shelf of the Gulf of Mexico;
provided, however, that it shall not apply to oil and gas wells on a
lease of which any part lies within the disputed area referred to in
paragraph 4 of the Supplemental Decree of December 20, 1971, in United
States vs. Louisiana, et al., 404 U.5. 388 (1971). All departures from
the reguirements specified in this Order shall be subject to approval
pursuant to 30 CFR 250.12(b). References in this Order to approvals,
determinations, and requirements for submittal of information or appli-
cations for approval are to those granted, made, or required bu the 0il
and Gas Supervisor or his delegated representative.

1. Definition of Terms. As used in this Order, the following terms
shall have the meanings indicated:

A. Waste of 0il and Gas. The definition of waste appearing in
30 CFR 250.2(h) shall apply, and includes the failure to timely
initiate enhanced recovery operations where such methods would
result in an increased ultimate recovery of oil or gas under
sound engineering and economic principles. Enhanced recovery
operations refers to pressure maintenance operations, secondary
and tertiary recovery, cycling, and similar recovery operations
which alter the natural forces in a reservoir to increase the
ultimate recovery of oil or gas.
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Correlative Rights. The opportunity afforded each lessee
or operator to produce without waste his just and equitable
share of oil and gas from a common source of supply.

Maximum Efficient Rate (MER). The maximum sustainable daily

oil or gas withdrawal rate from a reservoir which will permit
economic development and depletion of that reservoir without

detriment to ultimate recovery.

Maximum Production Rate (MPR). The approved maximum daily
rate at which oil may be produced from a specified oil well
completion or the maximum approved daily rate at which gas
may be produced from a specified gas well completion.

Interested Party. The operators and lessees, as defined
in 30 CFR 250.2(f) and (g), of the lease or leases involved
in any proceeding initiated under this Order.

Reservoir. An oil or gas accumulation which is separated
from and not in oil or gas communication with any other
such accumulation.

Competitive Reservoir. A reservoir as defined herein con-
taining one or more producible or producing well completions
on each of two or more leases, or portions thereof, in
which the lease or operating interests are not the same.

Property Line. A boundary dividing leases, or portions
thereof, in which the lease or operating interest is not
the same. The boundaries of Federally approved unit areas
shall be considered property lines. The boundaries divid-
ing leased and unleased acreage shall be considered
property lines for the purpose of this Order.

0il Reservoir. A reservoir that contains hydrocarbons
predominantly in a liquid (single-phase) state.

0il Well Completion. A well completed in an oil reservoir
or in the oil accumulation of an oil reservoir with an
associated gas cap.

Gas Reservoir. A reservoir that contains hydrocarbons pre-
dominantly in a gaseous (single-phase) state.

Gas Well Completion. A well completed in a gas reservoir
or in the gas cap of an oil reservoir with an associated
gas cap.

0il Reservoir with an Associated Gas Cap.. A reservoir that
contains hydrocarbons in both a liguid and a gaseous state
(two-phase) .
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Producible Well Completion. A well which is physically
capable of production and which is shut in at the wellhead

*or at the surface, but not necessarily connected to produc-

tion facilities, and from which the operator plans future
Production.

2. Classification of Reservoirs.

A.

Initial Classification. Each producing reservoir shall be
classified bu the operator, subject to approval by the
Supervisor, as an oil reservoir, an oil reservoir with an
associated gas cap, or a gas reservoir.

(1) The initial classification of each reservoir from which
production is commenced subseguent to the date of this
Order shall be submitted for approval with the initial
submittal of MER data for the reservoir.

Each reservoir from which production commenced on or
prior to the date of this Order shall be classified by
the operator, based on existing reservoir conditions.
Such classification shall be determined and sub-
mitted to the Supervisor within six (6) months of

the date of this Order.

Reclassification. A reservoir may be reclassified by the
Supervisor, on his own initiative or upon application of
an operator, during its productive life when information
becomes available showing that such reclassification is
warranted.

and Gas Production Rates.

Maximum Efficient Rate (MER). The operator shall propose
& maximum efficient rate (MER) for each producing reservoir
based on sound engineering and economic principles. When
approved at the proposed or other rate, such rate shall not
exceeded, except as provided in paragraph 4 of this Order.

(1) Submittal of Initial MER. Within 45 days after the
date of first production or such longer period as
may be approved, the operator shall submit a Reguest
for Reservoir MER (Form 9-1866) with aporopriate
supporting information.
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Revision of MER. The operator may regquest a revision
of an MER by submitting the proposed revision to the
Supervisor on a Reaguest for Reservoir MER (Form 9-1866)
with appropriate supporting information. The

Operator shall obtain approval to produce at test
rates which exceed an approved MER when such testing ‘is
necessary to substantiate an increase in the MER.

Review of MER. The MER for each reservoir will be
reviewed by the operator annually, or at such other
required or approved interval of time. The results

of the review, with all current supporting information,
shall be submitted on a Request for Reservoir MER

(Form 9-1866) .

Effective Date of MEP. The effective date of an MER,

or revision thereof, will be determined by the Supervisor
and shown on a Regquest for Reservoir MER (Form 9-1866)
when the MER is approved. The effective date for an
initial MER shall be the first day following the com-
pletion of an approved testing period. The effective
date for a revised MER shall be the first day following
the completion of an approved testing period, or if
testing is not conducted, the date the revision is
approved.

Maximum Production Rate (MPR). The operator shall propose a
maximum production rate (MPR) for each producing well com-
pletion in a reservoir together with full information on the
method used in its determination. When an MPR has been approved
for a well completion, that rate shall not be exceeded, except
as provided in paragraph 4 of this Order. The MPR shall be
based on well tests and any limitations imposed by (1) well tubing,
safety equipment, artificial 1lift equipment, surface back
pressure, and equipment capacity; (2) sand producing problems;
(3) producing gas-oil and water-oil ratios; (4) relative
structural position of the well with respect to gas-oil or
water-oil contacts; (5) position of perforated interval

within total production zone; and (6) prudent operating
practices, The MPR established for each well completion

shall not exceed 110 percent of the rate demonstrated by a

well test unless justified by supporting information.

(1) Submittal of Initial MPR. The operator shall have 30
days from the date of first continuous production
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within which to conduct a potential test, as specified
under subparagraphs 5.B and 6.B of this Order, on all
new and reworked well completions. Within 15 days
after the date of the potential test, the operator shall
submit a proposed MPR for the individual well completion
on a Reguest for Well Maximum Production Rate (MPR)
(Form 9-1867), with the results of the potential

test on a Well Potential Test Report (Form 9-1868).
Extension of the 30-day test period may be granted. The
effective date for any approved initial MPR shall be the
first day following the test period. During the 30-day
period allowed for testing, or any approved extensions
thereof, the operator may produce a new or reworked well
completion at rates necessary to establish the MPR. The
operator shall report the total production cbtained
during the test period, and approved extensions thereof,
on the Well Potential Test Report (Form 9-1868) .

Revision of MPR Increase. If necessary to test a well
completion at rates above the approved MPR to determine
whether the MPR should be increased, notification of
intent to test the well at such higher rates, not to
exceed a stated maximum rate during a specified test
period, shall be filed with the Supervisor. Such tests
may commence on the day following the date of filing
notification, unless otherwise ordered by the Supervisor.
If an operator determines that the MPR should be increased,
he shall submit, within 15 daus after the specified test
peried, a proposed increased MPR on a Reguest for wWell
Maximum Production Rate (MPR) (Form 9~-1867), and any
other available data to support the reguested revision,
including the results of the potential test and the

total production obtained during the test period on a
Well Potential Test Report (Form 9-1368). Prior to
approval of the proposed increased MPR, the operator may
produce the well completion at a rate not to exceed the
Proposed increased MPR of the well. The effective date
for any approved increased MPR shall be the first day
following the test period. If testing rates or increased
MPR rates result in production from the reservoir in
excess of the approved MER, this excess production shall
be balanced by underproduction from the reservoir under
the provisions of subparagraph 4.B of this Order.

Revision of MPR Decrease. When the guarterly test rate
for an oil well completion or the semiannual test rate
for a gas well completion reguired under subparagraphs
5.C and 6.C of this Order is less than 90 percent of the
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existing approved MPR for ‘the well, a new reduced MPR will
be established automatically for that well completion
equal to 110 percent of the test rate submitted. The
effective date for the new MPR for such well completion
shall be the first day of the guarter following the
required date of submittal of periodic well-test results
under subparagraphs 5.C and 6.C of this Order. Also,‘the
operator may notify the Supervisor on a Request for Well
Maximum Production Rate (MPR) (Form 9-1867) of, or the
Supervisor may require, a downward revision of a well

MPR at any time when the well is no longer capable of
producing its approved MPR on a sustained basis. The
effective date for such reduced MPR for a well comple-
tion shall be the first day of the month following the
date of notification.

(4) Continuation of MPR. If submittal of the results of a
guarterly well test for an oil completion or a semi-
annual well test for a gas well completion, as provided
for in subparagraphs 5.C and 6.C of this Order, cannot
be timely, continuation of production under the last
approved MPR for the well may be authorized, provided
an extension of time in which to submit the test results
is requested and approved in advance.

(5) Cancellation of MPR. When a well completion ceases to
produce, is shut in pending workover, or any other con-
dition exists which causes the assigned MPR to be no
longer appropriate, the operator shall notify the Super-
visor accordingly on a Request for Well Maximum Production
Rate (MPR) (Form 9~1867), indicating the date of last
production from the well, and the MPR will be canceled.
Reporting of temporary shut-ins by the operator for well
maintenance, safety conditions, or other normal operating
conditions is not required, except as is necessary for
completion of the Monthly Report of Operations (Form 9-152).

MER and MPR Relationship. The withdrawal rate from a reservoir
shall not exceed the approved MER and may be produced from any
combination of well completions subject to any limitations
imposed by the MPR extablished for each well completion. The
rate of production from the reservoir shall not exceed the MER
although the summation of individual well MPR's may be greater
than the MER.




4. Balancing of Production.

A

Production Variances. Temporary well production rates resulting
from normal variations and fluctuations exceeding a well MPR or
reservoir MER shall not be considered a violation of this Order,
and such production may be sold or transferred pursuant to
paragraph 8 of this Order. However, when normal variations and
fluctuations result in production in excess of a reservoir MER,
any operator who is overproduced shall balance such production
in accordance with subparagraph 4.B below. Such operator shall
advise the Supervisor of the amount of such excess production
from the reservoir for the month at the same time as Form 9-152
is filed for that month.

Balancing Periods. As of the first day of the month following
the month in which this Order becomes effective, all reservoirs
shall be considered in balance. Balancing periods for overpro-
duction of a reservoir MER shall end on January 1, April 1,
July 1, and October 1 of each year. If a reservoir is produced
at a rate in excess of the MER for any month, the operator whoc
is overproduced shall take steps to balance production during
the next succeeding month. In any event, all overproduction
shall be balanced by the end of the next succeeding quarter
following the quarter in which the overproduction occurred. The
operator shall notify the Supervisor at the end of the month in
which he has balanced the production from an overproduced
reservoir.

Shut-in for Overproduction. Any operator in an overproduction
status in any reservoir for two successive quarters which has
not been brought into balance within the balancing period shall
be shut in from that reservoir until the actual production
equals that which would have occurred under the approved MER.

Temporary Shut-in. If, as the result of storm, hurricanes,
emergencies, or other conditions peculiar to offshore opera-
tions, an operator is forced to curtail or shut in production
from a reservoir, the Supervisor may, on request, approve
makeup of all or part of this production loss.

Well Testing Procedures.

General. Tests shall be conducted for not less than four con-
secutive hours. Immediately prior to the 4-hour test peried,
the well completion shall have produced under stabilized
conditions for a pericd of not less than six consecutive hours.




The 6-hour pretest period shall not begin until after recovery
of a volume of fluid eguivalent to the amount of fluids intro-
- duced into the formation for any purpose. Measured gas volumes
shall be adjusted to the standard conditions of 15.025 psia and
60° F. for all tests. When orifice meters are used, a specific

gravity shall be obtained or estimated for the gas and a
specific gravity correction factor applied to the orifice :
coefficient. The Supervisor may require a prolonged test or
retest of a well completion if such test is determined to be
necessary for the establishment of a well MPR or a reservoir
MER. The Supervisor may approve test periods of less than four
hours and pretest stabilization periods of less than six hours
for well completions, provided that test reliability can be
demonstrated under such procedures.

Potential Test. Test data to establish or to increase an oil
well MPR shall be submitted on a Well Potential Test Report
(Form 9-1868). The total production obtained from all tests
during the test period shall be reported on such form.

Quarterly Test. Tests shall be conducted on each producing
oil well completion guarterly, and test results shall be
submitted on a Quarterly 0il Well Test Report (Form 9-186%).
Testing periods and submittal dates shall be as follows:

Latest Date For
for Submittal Quarter
Testing Period of Test Results Beginning

September 11 - December 10 December 10 Januvary 1
December 11 - March 10 March 10 April 1

March 11 - June 10 June 10 © July 1
June 11 - September 10 September 10 October 1

There shall be a minimum of 45 days between gquarterly tests
for an oil well completion.

Well Testing Procedures.

General. Testing procedures for gas well completions shall
be the same as those specified for oil well completions in
subparagraph 5.A except for the initial test which shall be
a multi-point back-pressure test as described in paragraph 6.D.

Potential Test. Test data to establish or to increase a
gas well MPR shall be submitted on a Well Potential Test
Report (Form 9-1868).
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Semiannual Test. Tests shall be conducted on each producing
gas well completion semiannually, and test results shall be
submitted on a Semiannual Gas Well Test Report (Form 9-1870).
Testing periods and submittal dates shall be as follows:

For Semi-
For Submittal Annual Period:
Testing Period of Test Results Beginning

June 11 - December 10 December 10 January 1
December 11 - June 10 June 10 July 1

There shall be a minimum of 90 days between semiannual tests
for a gas well completion.

Back-Pressure Tests. A multi-point back-pressure test to
determine the theoretical open-flow potential of gas wells shall
be conducted within thirty days after connection to a pipeline.
If bottom-hole pressures are not measured, such pressures shall
be calculated from surface pressures using the method, or other
similar method, found in the Interstate 0il Compact Commission
(I0CC) Manual of Back-Pressure Testing of gas wells. The
results of all back-pressure tests conducted by the operator
shall be filed with the Supervisor, including all basic data
used in determining the test results. The Supervisor may waive
this requirement if multi-point back-pressure test information
has previously been obtained on a representative number of wells
in a reservoir.

Witnessing Well Tests. The Supervisor may have a representative
witness any potential or periodic well tests on oil and gas well
completions. Upon reqguest, an operator shall notify the appro-
priate District office of the time and date of well tests.

Sale or Transfer of Production. 0il and gas produced pursuant

to the provisions of this Order, including test production,

may be sold to purchasers or transferred as production authorized
for disposal hereunder.

Bottom-Hole Pressure Tests. Static bottom-hole pressure tests
shall be conducted annually on sufficient key wells to establish
an average reservoir pressure in each producing reservoir unless
a different frequency is approved. The Operator may be required
to test specific wells. Results of bottom-hole pressure tests
shall be submitted within 60 days after the date of the test.

Flaring and Venting of Gas. O0il- and gas-well gas shall not be
flared or vented, except as provided herein.

A. Small-Volume or Short-Term Flaring or Venting. 0il- and gas-
well gas may be flared or vented in small volumes or temporarily
without the approval of the Supervisor in the following situations:
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€1) Gas Vapors. When gas vapors are released from storage
and other low-pressure production vessels if such gas
vapors cannot be economically recovered or retained.

(2) Emergencies. During temporary emergency situations, such
as compressor or other equipment failure, or the relief of
abnormal system pressures.

(3) ell Purgi Vi i - During the unloading or
cleaning up of a well and during drillstem, producing, or
other well evaluation tests not exceeding a period of
24 hours.

Approval for Routine or Special Well Tests. 0©0il- and gas-
well gas may be flared or vented during routine and special
well tests, other than those described in paragraph A above,
only after approval of the Supervisor.

Gas-Well Gas. Except as provided in A and B above, gas-well
gas shall not be flared or vented.

0il-Well Gas. Except as provided in A and B above, oil-well
gas shall not be flared or vented unless approved by the
Supervisor. The Supervisor may approve an application for
flaring or venting of oil-well gas for periods not exceeding
one year if (1) the operator has initiated positive action
which will eliminate flaring or venting, or (2) the operator
bas submitted an evaluation supported by engineering,
geologic, and economic data indicating that rejection of an
application to flare or vent the gas will result in an
ultimate greater loss of equivalent total energy than could
be recovered for beneficial use from the lease if flaring or
venting were allowed.

Content of Application. Applications under paragraph D above
for existing operations, as of the date of this Notice, shall
be filed within three months from the effective date of

this Order. Applications under paragraph D(2) above shall
Include all appropriate engineering, geologic, and economic
data in an evaluation showing that absence of approval to
flare or vent the gas will result in premature abandonment

of oil and gas production or curtailment of lease development.
Applications shall include an estimate of the amount and
value of the oil and gas reserves that would not be recovered
if the application to flare or vent were rejected and an
estimate of the total amount of oil to be recovered and
associated gas that would be flared or vented if the application
were approved.




188

Disposition of Gas. The disposition of all gas produced from
each lease shall be reported monthly on, or attached to,

Form 9-152. The report shall be submitted in the following
manner:

Dil-Well Gas (MCF) Gas-Well Gas (MCF)

Sales

Fuel

*Injected

Flared

Vented

Other (Specify)
Total -

*Gas produced from the lease and injected on or off the }ease.

12. Multiple and Selective Completions.

A. Number of Completions. A well bore may contain any number of
producible completions when justified and approved.

Numbering Well Completions. Well completions made after the
date of this Order shall be designated using numerical and
alphabetical nomenclature. Once designated as a reservoir
completion, the well completion number shall not change.
Appendix A contains a detailed explanation of procedures for
naming well completions.

Packer Tests. Multiple and selective completions shall be
equipped to isolate the respective producing reservoirs. A
packer test or other appropriate reservoir isolation test
shall be conducted prior to or immediately after initiating
production and annually thereafter on all multiply completed
wells. Should the reservoirs in any multiply completed well
become intercommunicative the operator shall make repairs
and again conduct reservoir isolation tests unless some
other operational procedure is approved. The results of all
tests shall be submitted on a Packer Test (Form 9-1871)
within 30 days after the date of the test.

Selective Completions. Completion eguipment may be installed
to permit selective reservoir isolation or exposure in a well
bore through wireline or other operations. All selective com-
pletions shall be designated in accordance with subparagraph
12.B when the application for approval of such completions is
filed.
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Commingling. Commingling of production from two or more
separate reservoirs within a common well bore may be permitted
if it is determined that, collectively, the ultimate recovery
will not be decreased. An application to commingle hydrocarbons
from multiple reservoirs within a common well bore shall be ,
submitted for approval and shall include all pertinent well d
information, geologic and reservoir engineering data, and a
schematic diagram of well equipment. For all competitive
reservoirs, notice of the application shall be sent by the
applicant to all other operators of interest in the reservoirs
prior to submitting the application to the Supervisor. The
application shall specify the well completion number to be
used for subsequent reporting purposes.

Gas-Cap Well Completions. All existing and future wells completed
in the gas cap of a reservoir which has been classified and
approved as an associated oil reservoir shall be shut in until
such time as the oil is depleted or the reservoir is reclassified
as a4 gas reservoir; provided, however, that production from such
wells may be approved when (1) it can be shown that such gas-cap
production would not lead to waste of oil and gas, or (2) when
necessary to protect correlative rights unless it can be shown
that this production will lead to waste of oil and gas.

Location of Wells.

A. General. The location and spacing of all exploratory and
development wells shall be in accordance with approved
programs and plans required in 30 CFR 250.17 and 250.34.
Such location and spacing shall be determined independently
for each lease or reservoir in a manner which will locate
wells in the optimum structural position for the most
effective production of reservoir fluids and to avoid the
drilling of unnecessary wells.

Distance from Property Line. An operator may drill exploratory

or development wells at any location on a lease in accordance with
approved plans; provided that no well directionally or vertically
drilled and completed after the date of this Order in which the
completed interval is less than 500 feet from a property line shall -
be produced unless approved by the Supervisor. For wells drilled

as vertical holes, the surface location of the well shall be
considered as the location of the completed interval but shall be
subject to the provisions of 30 CFR 250.40(b). 2An operator
requesting approval to produce a directionally drilled well inu which
the completed interval is located closer than 500 feet from a
property line, or approval to produce a vertically drilled well

with a surface location closer than 500 feet from a property line,
shall furnish the Supervisor with letters expressing acceptance

or objection from operators of offset properties.
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Enhanced 0il and Gas Recovery Operations. Operators shall timely
initiate enhanced oil and gas recovery cperations for all competi-
tive and noncompetitive reservoirs where such operations would
result in an increased ultimate recoverv of oil or gas under sound
engineering and economic principles. A plan for such operations *
shall be submitted with the results of the annual MER review as
required in paragraph 3A(3) of this Order.

Competitive Reservoir Operations. Development and production
operations in a competitive reservoir may be required to be con-
 ducted under either pooling and drilling agreements or unitization
agreements when the Conservation Manager determines, pursuant to
30 CFR 250.50 and delegated authority, that such agreements are

practicable and necessary or advisable and in the interest of
conservation. Y

A. Competitive Peservoir Determination. The Supervisor shall
notify the operators when he has made a preliminarv determina-
tion that a reservoir is competitive as defined in this Order.
An operator may reguest at any time that the Supervisor make a
preliminary determination as to whether a reservoir is com-
petitive. The operators, within thirtu (30) days of such
preliminary notification or such extension of time as approved
by the Supervisor, shall advise of their concurrence with such
determination, or submit objections with supporting evidence.
The Supervisor will make a final determination and notify the
operators.

Development and Production Plans. When drilling and/or pro-
ducing operations are conducted in a competitive reservoir,
the operators shall submit for approval a plan coverning the
applicable operations. The plan shall be submitted within
ninety (90) days after a determination by the Supervisor that
a reservoir is competitive or within such extended period of
time as approved by the Supervisor. The plan shall provide
for the development and/or production of the reservoir, and
may provide for the submittal of supplemental plans for
approval by the Supervisor.

(1) Development Plan. When a competitive reservoir is still
being developed or future development is contemplated, a
development plan may be reguired in addition to a produc-
tion plan. This plan shall include the information
required in 30 CFR 250.34. If agreement to a joint
development plan cannot be reached by the operators, each
shall subnmit a separate plan and any differences may be
resolved in accordance with paragraph 17 of this Order.
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Production ’iin A joint production plan is reguired for
each comy ve reservcir. This pien shall include (a)
the proposcd YEf tor the reservoir, (b) the proposed MFPr
for each completion in the reservoir, (c) the percentagre:
allocatinn of rivservo:r MER for each lease involved, arnc
(d) plans for secondary recoverv or pressure miintenance
operations. If agreement to a jo:at production plan
cannot be reaciwd by the operators, w~ach shall submit & 1*
separate plan, and any differences mav be resolved in
dccordancye with parauraph 17 of this Order.
Unitization. The Conservation Manaver sh:ll determine when
conservacion will be best served by unitization of a competitiv.
reservoir, or any reservoir reasonably delineated and determinetd
to be productive, in iieu of a development and/or preduction
plan or when the operators and lessees involved have been unable
to voluntarily e¢ffect unitization. In such cases, the Conserva-
tion Manager may require that development and/or production
operations be conducted under an approved unitization plan.
Within six (6) months after notification by the Conservation
Manager that such a unit plan is reguired, or within such extended
period of time as approved by the Conservation Manager, the
lessees and operators shall submit a proposed unit plan for
designation of the unit area and approval of the form of agree-
ment pursuant to 30 CFR 25n.51.

17. Conferences, Decisions and Appeals. Conferences with interested
parties may be held to discuss matters relating to applications
and statements of position filed by the parties relating to
operations conducted pursuant to this Order. The Supervisor or
Conservation Manager may call a conference with one or more, or
all, interested parties on his own initiative or at the request
of any interested partu. All interested parties shall be served
with copies of the Supervisor's or Conservation Manager's
decisions. Any interested party may appeal decisions of the
Supervisor or Conservation Manager pursuant to 30 CFR 250.81.
Decisions of the Supervisor or Conservation Manager shall remain
in effect and shall not be suspended by reason of any appeal,
except as provided in that regulation.

sy
" 7 rﬁ'(pﬂ\f{4ﬁlxxt~v?b)\
j}. B. Lowenhaupt
0il and Gas Supervisor
Productior: Control
Gulf of Mexico Area

Approved: May 1, 1974

G2 Ll g2

Russell . Wauland

Chizf, Conservation P;v:s:::
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OCS ORDER NO. 11

APPENDIX A

Subparagraph 12.B.: “Numbering Well Completions. Well completions made
after the date of this Order shall be desicnated using numerical and
alphabetical nomenclature. Once designated as a reservoir completion,
the well completion number shall not change..." .

The intent of this subparagraph is not necessarily to change the
existing well completion names but to change the method of naming well
completions after the effective date of this Order in order to insure
that a completion in a given reservoir and a specific well bore will be
assigned a unique name and will retain that name permanently. For
further clarification, the following guidelines and examples are
offered: !

1. Each well bore will have a distinct, permanent number.

2. Each reservoir completion in a well bore will have a
unigue permanent designation which includes the well
bore number in its nomenclature. 3

For the purpose of this subparagraph, a “completion"
is defined as all perforations in a given reservoir
in a specific well bore and is not necessarily
associated with a tubing string or strings.

If more than one completion is made in a well bore,
an alphabetical suffix must be used in the nomencla-
ture to differentiate between completions.

5. An alphabetical prefix may be utilized to designate
the platform from which the well will be produced.

Example No. 1: The first well drilled from the A Platform is a single
completion.

Well No. A-1

(Should an operator wish to use an alphabetical suffix
with a single completion, he may do s0.)

Eramgle No. 2: A well drilled by a mobile rig need not carry an alpha-
betical prefix.

Well No. 1

(If the well is later connected to and produced from a
production platform, the well shall be redesignated to
reflect an alphabetical prefix.)




Example No. 3:

Examgle No. 4:

Reservoir
—

7,000 sd.
8,000' sd.
9,000' sd.

10,000' sd.
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The second well drilled from the A Platform is a triple
completion.

First Completion Second Completion Third Completion

F]

A-2 A=2-D A-2-T .

(In the above example, the letters "D" and "T" were
used in naming the second and third completions utiliz-
ing current industry practice, although the intent is
not to restrict operators to the use of these particular
alphabetical suffixes. Any alphabetical suffix may be
used as long as it is unique to thé completion in that
reservoir.) :

The drawing is shown to illustrate the fact that once

a completion in a specific well bore is designated in a
given reservoir, it will retain that name permanentlu.
Let us consider the A-2 completion shown in Example

No. 3. Should a recompletion be made in a different
reservoir at a later date, it shall be renamed; however,
the production from the reservoir associated with the
original A-2 completion will always be identified with
the A-2 completion. Once the A-2 completion in the
10,000' sand is soueezed and plugged off and the recom-
pletion made to the 7,000' sand, the completion in the
7,000' sand would be designated A-2-A (or some other
alphabetical suffix other than the "D" or "p" presently
associated with other completions in the 92,000' and
8,000' sands).

The Sundry Notices and Reports on Wells (Form 9-331)
submitted to obtain approval for the workover shall be
the vehicle for naming the new completion.

B

Completion Name

x"ﬁj. Squeezed Off
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Example No. 5: If the A-2 completion in Example No. 4 had been recom-
Pleted from the 10,000' sand to the 9,000' sand (where
the A-2-D is currently completed) , the completion would
still be named A-2-D as both tubing strings would be
considered one completion for purposes of this Order.’:.

r_,—\.—-r—._.-_— —

Reservoir Completion Name
feservoir —omplietion Name

8,000' sd. —————— A-2-T

9,000' sd. _‘—l-—-.ﬂ.-Z-D

10,000' sd.

* X — Squeezed Off
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REQUEST FOR RESERVOIR MER FORM APPROVED

“orm 9-1866 BUDGET BUREAU NO. 42-R 1694
-Jan. 1974) :

ed MER

TE
“SERVOIR
ASE
LD
-IVE MECHANISM*
“ERATOR

Present MER

Reservoir Classification:

041 "0ilw/Assoc. Cas Cap

Reservoir Discovery Year

BASIC DATA REQUIRED

Cut offs @ Upper Lower 0. 0. 20. Kv
K Upper Lower md 21. API @ 60°F.
22. SG
G/0 Interface 23, Rsi
W/0 Interface 26, poi
Area 8 G/0 25. o
Area used to det'n Rock Vol. 26. Tavg
011 Zone Rock Volume 27. ML
Gas Zone Rock Volume 28, Pws
H, h : 29. Pb
[ ] 30. Datum Depth
Sw [ 31. GOR
Sg [ 32, WOR
1-5w-5g [ 33. Injection Completions
1/Bod 34. Abandoned Completions
N 35. No. of active .
Ri Completions
RiN 36. Np(l) (Date)
Np/N 37. Np(2) (Date)
Average Well Depth 38. Gp(l) (Date)
kh 39. Gp(2) (Date)
40. Wp(l) (Date)
| 41, Wp(2) (Date)

 LIST OF ATTACHMENTS OF GEOLOGIC, GEOPHYSIC, PETROPHYSIC, ENGINEERINC, SIMULATION, ECONOMIC
DATA AND REPORTS SUBMITTED IN SUPPORT OF RESERVOIR MER

011 and Cas Supervisor
Gulf of Mexico Area

wWhere more than one recovery mechanism is operating in a
Teservoir, a summary sheet is to be provided with estimated
[mtar influx rates, gas cap expansion rates, etc.

is form is to be filed with the 01l and Gas Supervisor as required by Section 3.A.(1), (2),
| 4 (3) of OCS Order No. 11, and shall contain all information required unless such informa-
on Is not avallable at the time of submittal because of the stage of development of the
-servolr.

e United States Criminal Code, 18 U.5.C. 1001, makes it a criminal offense to make a
11fully false statement or representation to any Department or Agency of the United States
to any matter within its jJurisdiction.
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DEFINITIORS OF BASIC DATA REQUIRED

(REQUESTED MER: MER determined from a plot of ultimate recovery versus rate - Present
MER: Previously approved MER)

§ cut-offs - Upper and lower porosity cut-offs (fractions)
K cut-offs - Upper and lower cut-offs to alr permeability (md)
G/O interface - Initial gas-oil interface (feer subsea)
W/0 interface - Initial water-oil interface (feet subsea)
Area @ Gf0 - Area of gas-oil contact (acres)
Area used to Det'n Rock Vol. - Area @ W/0 contact or area of reserve isopach (acres)
041 zone rock vol. - Rock volumes used to determine N. (acre-feet)
Cas zone rock vol. - Rock volume of gas cap (acre-feet)
H,h - Average gross, average net pay thickness (feet, Compatible with 5 & 6.
P - Effective porosity (fractiom)
Sw - Connate water saturation (fractiom)
Sg - Initial gas saturation (fractiom)
1-Sw-5g - Initial 1liquid hydrocarbon saturation (fraction)
1/Boi - Reciprocal initial flash formation volume factor (fracction)
N - 7758 Ah# (1-Sw-Sg) 1/Boi stock tank barrels of oil-in-place
Ri - Estimated recovery for drive mechanism (fraction)
RiN - Ultimate recoverable oil for drive mechanism (stocktank barrels)
Np/N - Depletion of initial oil-in-place (fraction)
Average well depch

£ ™8

N

E = the sum of
T = vertical depth from KB elevation to top of productive oil pay
B = vertical depth from KB elevation to base of productive oil pay
N = number of completions

Kh - Average horizontal air permeability (md)

Ev - Average vertical air permeability (md)

®AP1 - Average API gravity of stock tank oil (degrees @ 60°F)

SG - Specific gravity of gas (air = 1.00)

Rsi - Initial solution gas-oil ratio (SCF-STB)

pof - Initial reservoir oil viscosity (cp)

po - Reservoir oil viscosity at current reservoir pressure (cp)

Tavg - Average reservoir temperature (°F)

P{ - Initial static reservoir pressure at datum (PSIG)

Pws - Current static reservoir pressure at datum (PSIG)

FPb - Bubble point pressure (PSIG)

Datum Depth - Reference depth for static pressure (feet subsea)

GOR - Producing gas-oil ratio for specified month, scf/stb

WOR - Producing water-oil ratio for specified month, bbl/stb

Injection Completions - MNumber of completions injecting fluid related to drive mechaniem

Abandoned Completions - Number of producing completions abandoned

No. of active Completions - Number of well completions for requested MER

Np(l) - Cumulative oil production, 5TB at last submission

Np(2)} - Cumulative oil production, STB this submission

Gp(l) - Cumulative gas production, MSCF at last submission

Gp(2) - Cumulative gas production, MSCF this submission

Wp(1) - Cumulative water production, BBL at last submission

Wp(2) - Cumulative water production, BEL this submission
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REQUEST FOR RESERVOIR MER FORM APPROVED
Form 9-1866 BUDGET BUREAU NO. 42-R 1694
(Jan. 1974)

Requested MER

ATE

—ZSERVOIR Present MER

EASE

1ELD Reservoir Classification:

“RIVE MECHANISM*
—PERATOR 011 0ilw/Assoc. Cas Cap

Reservoir Discovery Year

BASIC DATA REQUIRED

Cut offs @ Upper 0, 0. 20. Kv
K Upper 21. API @ 60°F.

22. SG

G/0 Interface 23. Rsi

W/0 Interface 24. poi

Area @ G/0 25. o

Area used to det'n Rock Vol. 26. Tavg

041 Zone Rock Volume 27. Pi

Gas Zone Rock Volume 28. Pus

H, h A 29, Pb

[ ).  30. Datum Depth

Sw 0. 3l. GOR

Se 8. - — . R WR

1-5w-5g ! 33. Injection Completions

1/Bo1 34. Abandoned Completions

N 35. MNo. of active

Ri Completions

RIN 36. Np(l) (Date)

Np/K . 37. Np(2) (Date)

Average Well Depth 38. Gp(l) (Date)

Kh 39. Gp(2) (Pate)
40. Wp(l) (pate)
41. Wp(2) (Date)

|

I

LIST OF ATTACHMENTS OF GEOLOGIC, GEOPHYSIC, PLTROPHYSIC, ENGINEERING, SIMULATION, ECONOMIC
DATA AND REPORTS SUBMITTED IN SUPPORT OF RESERVOIR MER

SIGNED:

TITLE:

APPROVED:

0411 and Cas Supervisor
Gulf of Mexico Area

Where more than one recovery mechanisa is operating in a DATE EFFECTIVE:
reservoir, a summary sheet is to be provided with estimated
water influx rates, gas cap expansion rates, etc.

his form is to be filed with the 01l and Gas Supervisor as required by Section 3.A.(1), (2),
nd (3) of OCS Order No. 11, and shall contain all informatlon required unless such informa-
ion is nut avallable at the time of submittal because of the stage of development of the
escrvolir.

he United States Criminal Code, 1B U.S5.C. 1001, makes it a criminal offense to make a
1fully false statement or represcatation to any Department or Agency of the Unfted States
s to any matter within its jurisdiction.
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ssimy Budget Bureau No. 42-R 1696
UNITED STATES
DEPARTMENT OF THE INTERIOR
GEOLOGICAL SURVEY
REQUEST FOR WELI MAXIMUM PRODUCTION RATE (MPR)
e

Operator:

Address:

Field: Lease Yo.:

Well <
Completion AP1 Well Present Requested Effe:tivé
No. Serial Mo. Reservoir MPR MPR Date

Signed: Date:

Date:

011 ar” Gas St
Gulf ¢f Mexic




L WPPTOVed
= Budget Bureau No. 42-R 140
United States

Department of the Interior
Geological Survey

WELL POTENTIAL TEST REPORT

Field Operator

Area &
Block Lease No.

AP1 Well No.

Type Well: 041 (_) Gas (_) Well Name and No.

Type Test: Init. Comp. (_) Recomp. () Rework (__) Retest CE)
Perf. Int. to (MD) Flowing(_) Gas Lift (_) Pumping )

Date of First Production (After comp. or Recomp.)

Pratest time hrs. Choke size in.

Date of test No. of hrs. tested hrs. Choke size

Production During Test Period:

0il bbls. Gas MCF  Water bbls.

GOR cu.ft./bbl. Water Cut % Flowing Tubing Pressure

Calculated 24-hr. Rate:
011 bbls. Gas MCF  Water bbls.
011 Gravity Deg. AP1 Specific Gravity of Gas

Static Bottom Hole Pressure (if taken prior to test):

Cumulative production during entire approved testing period:

011 bbls. Gas MCF  Water bbls.

I hereby certify that the foregoing resuits are true -nd correct.

Signed Title Date




orm 9=1al) Form Appruved
Jan. 197%) I'S1TED STATES Budpet Bureau No. &2-K 1hyn

DLFARIMENT OF THE INTERIUR
GEULUCICAL SURVEY

Packer Test

Pleld Nae Area Block

Well
Uperatuy Conp. No.

11.5.G.5. Mueriet API Serial No.

Test No. 1

Date and time well shut in (Both Completions

_ DATA ON PRODUCING COMPLETION: Date & Time Well Opened

)

Completion producing Reservoir Choke Size L
Stabilized shut-in pressure prior to test

nches
pui

Stabilized flowing pressure during test

psi

Length of time required for stabilization of flowing pressure
Stabilized shut-in pressure at the end of test

hours
psi

Length of time required for obtaining this stabilized shut-in pressure

Completion shut-in Reservoir

hours

Stabllized Shut-in pressure priur to test

psi

Shut-in pressure during test: Minlwum: psi; Maximum psi

Stabilized shut-in pressure at the end of the test ‘:
Length of time required for obtaining this stabilized pressure at the end of the
test: __ __hours,

Maximus pressure change of shut-in completion during tesct . ° _psi (incre
(decre

Test Mo, 2

Same vell bore as in Test Mo. 1, but with __ v complet
producing and | I completion shut-in
Date and time shut in

_psi

ase)
ase)

fon

DATA ON PRODUCING COMVLETIUN: Date & Time Wil Opened

Completion producing Reservolr _ Choke Size
Stabfillized shut-in pressure prior tu test_

Stabllized flowing pressure Jduring test

Length of time required for stabilization o' flowing prossure:

NATA ON SIUT-IN CUMPLETION:
Completion shut-in Reservolr

Stabllized shut-in pressure prior to tesc_

psi

Shut-in pressure during test: Minimum __psi; “Maximun /
Maximum pressure change of shut-in comple n during tenc__ psi (incre

psi
ase)

(decrease)

Classlficarion of completion testing, whether o1l well .r gas well:
Tubing__ s Casing -

REMARKS:

1 certify that the above 1i# true and correce,

Signed Title
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OCS Order No. 5
June 5, 1972

UNITED STATES
DEPARTHENT OF THE INDERIOR
GEOLOSICAL SURVEY
CONSERVATION DXVISION
BRANCH OF OIL AND GAS OPERATICONS

GULF OF MEXICO AREA

D OPERATCRS OF FPDESMAL OIL 7HD GAS
} Y UEXICO AREA

INSTALLATION OF SURSURFACE SAFETY DEVICE

This Order is established pursuant to the authority prescribed in 30 CFR
250.11 ang in accurdence with 30 CFR 250.41(b). Section 250.41(b)
provides as follows:

(b) Comnleted Wells. In the conduct of all its opsrations,
the lescee shall take all steps necessary to prevent
blosouts, end the lessee shall immediately take whatover
action is recuired to bring under control any well over
which control has been lost. The lessee shall: (1) in
wells capzble of flowing oil or gos, whea required by
the suporvisor, install and maintain in oparating condi-
tion stozi: chokes or similar subsurface sefety devices;
(2) for prcducing wells not capzble of fleirirg oil or
gas, install apd weintain surface safety valves with
automatic shutdown controls; and (3) periodically test
or iaspect such devices or eguipment as prescribed by
the supervisor,

The operator shall comply with the following reguirements. All depar-
tures from the requircments specified in this Order shall be subject to
approval pursuant to 30 CFR 250.12(b). All applications for approval
under the provisions of this Order shall be submitted to the appropriate
District office. Raferences in this Order toc approvals, determinatioans,
or requirements are to those given or made by the Supervisor or his
delogated representative.

1. Installation. All new and existing tubing installations open to
hydrccarbon-beoaring zonss shall be equipped with a subsurface-
controlled or a surface- or other remotely controlled subsurface
safety device, to be installed at a depth of 100 feet or more
below the gea fleor unlecs, after application and justification,
the well is determined to be incupable of flewing oil or gas.
Those installations shall be mode as regquired in subparagraphs A
end B beloy within o (2) dans effor siohilised production is
cztabliuhod, and ducing Chis poried of tima the well shall not
be loft unuttenied while open to produciion.
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New Wells. All tubing installations in wells completed
after Docember 1, 1972, shall be cquipoed with a surface-
or other remotely controlled subsurface safety device; pro-
vided, that wells with a shut-in tubing pressure of 4,000
psig or greater shall be equipped with a subsirface-
controlled svbsurfa safety device in licu of a surface-
or other remotely controlled subsurface safety device unless
a surface- or other roemot ontrolled subsurface safety
device iIs approved or regquired ‘hen the shut-in tubing
pressurce decli I q i surface- or other
remotely contic wd bsurface safety device shall be
installed when the tubing is first removed and reinstalled.

Existing Wells. All tubing installations in wells existing
on the date of this Order shall be equipped with a surface-
or other remotely controlled subsurface safety device when
the tubing is first re | and rei Iled afier

Decaember 1, 1972; provided, that wells with a shut-in tubing
pressure of 4,000 psig or greater shall be eguipped with a
subsurface-controllicd subsurfcoce safety device in liev of a
surface- or other remotely controlled subsurface safety
device unless a surface- or other rerotely controlled sub-
surface safety device is approved or required. When the
shut-in tubing pressure declines below 4,000 psig, a
surface- or other remotely controlled subsurface safety
device shall be installed when the tubing is first removed
and reinstalled.

Tubing installations in existing wells corpleted from
single-well and multi-well satellite caissons or jackets and
sea-floor completions may be equipped with a subsurface-
controlled s rface safety device, in lieu of a surface-
or other remotely controlled subsurface safety device, upon
application, justification, and approval.

Shut-in Wells, A tubing plug shall be installed in lieu of,
or in addition to, other subsurface safety devices if a well
has been shut in for a period of six (G) months. Such plugs
shall be set at a depth of 100 feet or mcre below the sea
floor. All retrievable pl installed after the date of
this Order shall be of the pump-throuqh type. All wells
perforated and completed, but not placed on production,
shall be equipped with a subsurface safety device or tubing
plug within two (2) days after completion.

Injection Kells. Subsurface safety devices as required in
subparagrapins A and B apvove shall be installed in all injec-
tion wells unless, after apg ration and justification, it
is determined that the well is incapable of flowing oil or
gas, which condition shall v~ verificd a
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Technolegical Advancement. As technological research, progress,
uet i o nt result in increased effectiveness of
existing safcty dovices or the
systems, such devices or systems may be required or used upon
application, justificution, and approval. Applications for rou-
tine use shall include evidence that the device or system has
been field-tested at least once each month for a minimum of six
(6) consecutive months, and that each test indicated proper
operation.

1 Ine Subsurface safety devices shall be
d—&gxg::c., & d, installed, and maintained to insure reliable
op2ration. During testing and inspection procedures, the well
shall not be left unattended while cpen to production unless a
properly oporating subsurface safety device has been installed
in the well.

A. Surfece-Controlled Subsurface Safety Devices. Fach surface-
or otf:(.:z‘—';(':ﬂotelg controlied subsurface safety device
i in a well shall be tested in place for proper
when installed and thereafter at intervals not
exceeding six (6) months. If the device does not operate
properly, it shall be removed, repaired, and reinstalled or
replacced and tested to insure proper operation.

Subsur face-Con urfe Safety Devices. Each
subsurface-cor lled subsi ce satety cevice installed in
& well shall be removed, inspected, and repaired or adjusted
as necessary and reinstalled at intervals not exceeding six
(6) months; provided, that such removable devices set in a
danding nipple shall be removed, inspectcd, and repaired or
adjusted 5 necessary and reinstalled at intervals not
excecding twelve (12) months. Each velocity-typs device
shall be designed to close at a flow rate not to exceed the
larger of either 150 parcent of, or 200 BFPD above, the most
recent well-test rate which equals or exceeds the approved
production rate. The above closing flow rate shall not
exceed the calculated capacity of the well to produce
against a flcwing wellhead pressure of 50 psia. Each preset
tubing-pressure-actvated device shall be designed to close
prior to reduction of the flowing wellhead pressure to 50
psiq.

Tubingy PJ A shut-in well equipped with a tubing plug
shall be inurccted for lcakage by opening the well to possi-
ble flow at intervals not exceeding six (6) months. If sus-
tained liquid flow excceds 400 cc/min., or gas flow exceeds
15 cu. ft./min., the plug shall be removed, repaired, and
reinstalled or an additional tubing plug installed to pre-
vent leakace.
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Temporaru Removal. Each wireline- or pumpdown-retrievable
subsurface safety device may be removed, without further
authority or notice, for a routine cperation which does not
require approval of a Sundry Notice and Report on Wells (Form
9-331) for a period not to exceced fifteen (15) days. The well
shall be clearly identified as being without a subsurface safety
device and shall not be left upattended while open to preduc- #
tion. The provisions of this paragraph are not applicable to
the testing and inspection procedures in paragraph 3 above.

Protective Fauipment., All tubing installations made
c of this Order in which a wireline- or pumpiown-
retrievable subsurface safety device is to be installed shall be
equipped with a lending nipple, with flow couplings or other
protective equipment above and below, to provide for setting of
the subsurface safety device. All wells in which a subsurface
safety device or tubing plug is installed shall have the tubing=-
casing annalus packed off above the uppermost open casing per-
forations. The control system for all surface-controlled
subsurface safety devices shall be an intearal part of the plat-
form shut-in system, or of an independent remote shut-in system.

Departures. All departures (or waivers) approved prior to the
date of this Order are hereby terminated as of December 1, 1972,
unless new applications are submitted prior to that date. All
such now applications will be considered for approval pursvant
to 30 CFR 250.12(k) and the requirements of thic Order. Aall
applications for departures shall include a detailed statenent
of the well conditions, efforts made to overcome any difficul-
ties, and proposed alternate safety measures.

Emergency Action. All tubing installations open to hydrocarbon-
bearing zones and not equipped with a subsurface safety device
as permitted by this Order shall be clearly identified as not
being so equipped, and a subsurface safety device or tubing plug
shall be available at the field location. In the event of an
emergency, such as an impending hurricane, such device or plug
shall be promptly installed within the limits of practicability,
due consideration being given to personnel safety.

Records. The operator shall maintain the following records for
a mininum period of one ycar for each subsurface safety device
and tubing plug installed, which records shall be available to
any authorized representative of the Geological Survey.

A. Individual well records shall be maintained
at or near the field and shall include, as a minimum, the
following information:




9.
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(1) A record which will give decsign and other informaticn;
i.e., make, model, type, spacers, bean and spring size,
pressure, etc.

{2) verification of asscmbly by a qualified person in
charge of installing the device and installation date.
*
(3) Verification of setting depth and all operational tesis
as required in this Order.

(4) Recmoval date, reason for removal, and reinstallation
date.

{5) A record of all modifications of design in the field.

(6) All mechanical failures or malfunctions, including
sand-cutting, of such devices, with notation as to
cause or probable cause.

(7) Verification that a failure report was submitted.

B. Other Records. The following records, as a minimum, shall

be maintained at the operator's officer .

(1) Verified design information of subsurface-controlled
subsurface safety devices for the individual well.

{2) Verification of assembly and installation according to
design information.

(3) All failure reports.

(4) All laboratory analysis reports of failed or damaged
parts.

(5) Quarterly failure-analysis report.

Reports. Well completion reports (Form 9-330) and any subse-
guent reports of workover (Form 9-331) shall include the type
and the depth of the subsurface safety devices and tubing plugs
installed in the well or indicate that a departurc has been
granted.

To establish a failure-reporting and corrective-action program
as a basis for reliability and guality control, each opcrator
shall submit a quarterly failure-anzlysis report to the office
of the Supcrvisor, identifying mechanical failures by lease and
well, make and model, cause or probable cause of failure, and
action taken to correct the failure. The reporting period shall
begin the first day of the month following the date of this
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Order. The reports shall be subnitted by February 28, May 31,
August 31, and November 30 for the periods ending January 31,
April 30, July 31, and October 31 of each year.

/dt'r. [f h?ﬁ(l; d

Robert F. Evans
Supervisor

Approved: June 5, 1972

@, L / Lg—

Ll
7,”.;%. &

Russell 6. Wayland
Chief, Conservation vivision




OCS Order No. 7
August 28, 1969

UNITED STATES
DEPARTMENT OF THE INTERIOR
GEOLOGICAL SURVEY
CONSERVATION DIVISION
BRANCH OF OIL AND GAS OPERATIONS
GULF OF MEXICO AREA

NOTIC ! . 4 i MRS O 4 S 5

IN THE © , Sl 1L O ¥ICO ARLA

this Order is established pursuant to the authori ty prescribed in 30 CFR
250.11 and in accordance with 30 CFR 250.43. Section 250.43 provides as
follows:

(a) The lessee shall not pollute land or water or damage the
aquatic life of the sea or allow us matter to enter
and damage any minera or water-bearing f ation. The
lessee shall dispose of all ligquid and n-liquid waste
materials & ibed by t I All s ls or
leakage wa materials f e recorded by the
lessee and, upon uest of t pervis shall be reported
to him. All spil d substanti 1 or
quantity, as ned by the s 7 tho of any size
or quantity which 1 € Iso shall
be reoporte SOr
to the Coast
Water Pollution Cc
of oil or waste a :
the desi el ! ution conting

without delay

If the waters of PO

duction operations conducted by or on

such pollution ¢ 2ges or thrcatens

life, or public or te property, the control ar
of the pollutant, w espever found, proximately re
from shall be a

lessee to cor 51

cooperation with o

and local governma

shall have the ri =

pollutant in accordance

combating oil spills

Such action shall

provided hercin.




fc) The lessee's lia

The operator shall cx
from the
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ility to third partier, other than for clecaning
up the pollutant in accordance with subsection (b) above, shall
be governed by applicable law.

requircirents

to 30 CFR 250.12(b). ’

Polluti In the conduct of all oil, gas and
sulpl operator shall prevent pollution

exico. The op
ution prevention requirements:

of the
comply W

rator shall

A. Liguid Disposal.

(1) ©il in any form shall not be disposed of into
the waters of the Gulf.

(2) Liguid waste materials containing substances
which mav 1

aguatic life or wild-

life, or
property, shall be
of harmful substar

Gulf.

Y anner to life or
ted to avoid disposal
1e waters of the

(3) shall not be

i Drilling mud con-
taining toxic substances shall be neutralized
prior to disposal

B. Solid Ww:

(1) brill cutting
taining oil

s con-
into
the Gulf unless the oil has been removed.

(2) Mud containers and other solid waste materials
shall be ir
for 4+

incerated or transported to shore

Sal.

pe

Facilities.

C. Preduc

(1)
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(2) All platforms and structures shall be curbed and
connected by drains to a collecting tank or sump
unless drip pans, or equivalents, are placed under
equipment, from which a pollutant may spill inte
the Gulf, and piped to a tank or sump.

The operator's personnel shall be thoroughly instructed,
in the techniques of equipment maintenance and opera- .
tion for the prevention of pollution. Non-operator
personnel shall be informed in writing, prior to
executing contracts, of the operator's obligations to
prevent pollution.

2. Inspections and Reports. The operator shall comply with the
following pollution inspection and reporting requirements:

A. Pollution Inspections.

(1) Manned facilities shall be inspected daily.

(2) Unattended facilities, including those equipped
with remote control and monitoring systems,
shall be inspected at frequent intervals. The
district engineer may prescribe the frequency of
inspections for these facilities.

Pollution Reports,

(1) All spills or leakage of oil and ligquid pollutants
shall be recorded showing the cause, size of spill,
and action taken, and the record shall be maintained
and available for inspection by the supervisor.

All spills or leakage of less than 15 barrels shall
be reported to the district engineer when reguested
by him.

All spills or leakage of oil and ligquid pollutants
of 15 to 50 barrels shall be reported orally to the
district enginecer without delay and shall be con-
firmed in writing.

All spills or leakage of oil and ligquid pollutants

of a substantial size or quantity, which is defined
as more than 50 barrels, and those of any size or
gquantity which cannot be immediately controlled,

shall be reported orally without delay to the super-
visor, the district engincer, the Coast Guard, and
the Regional Director, Federal Water Pollution Control
Administration. All oral reports shall be confirmed
in writing.
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(4) Operators shall notify cach other upon observation
of equipment malfunction or pollution resvlting
from anotlier's operation.

3. Control and Removal.

A. Corrective Action. Immodiate corrective action shall be
taken in all cases where polluticn has occurred. Each
opcrator shall have an em2rgency plan for initiating
corrective action to conirnl end remove polluticn and
such plan shall be filed with the supervisor. Corrective
action tuken under the plan shall be subject to modifica-
tion when directed by the supervisor.

Eq menfi. Standhy pollution control equipment shall be
maintained by or shall be immediately available to pach
operato

at a land base location. This equipmont shall
include containment booms, skimming apparatus, and
approved chemical dispersants and shall be available prior
to the cos cement of operations. The equipment shall

be regularly inspected and maintained in good conditieon
for use. The equirment and the location of land bases
shall be approved by the supervisor. The operator shall
notify the supervisor of the location at which such
equipment is located for operations conducted on or for
each lease. All changes in location and egquipmant
maintained at each location shall be approved by the
supervisor.

0t e //

- ’
Xrim it A
Robert F. Evans
Supervisor

Approved: August 28, 1969

@zfﬁ:} /f’ Zf)-_., .- )@w \/

Russell G. Wayland I
Chief, Conservation Division




OCS Order No. §
October 30, 1970

UNITED STATES
DEPARTMENT OF THE INTERIOR
GEOLOGICAL SURVEY
CONSERVATTON DIVISION
BRANCH OF OIL AND GAS OPERATIONS
GULF OF MEXICO AREA

HOTICE TO : RS OF FF L LEASES IN THE

OUTE

ATION AN

2ar)

Al

‘s Order is established pursuant to the authori ty prescribed in 30 CrR
'.11 and in accordance with 30 CFR 250.19(a). Section 250.19(a)
widos as follows:

(a) The Supervisor is authorized to approve the design, other
features, and plan of installation of all platforms, fixed
structures, and artificial islands as a condition of the
granting of a r E of use or eascment under Paragraphs (a)
and (b) of Section 250.18 or author zed under any lease
issued or maintained under the Act.

" operator shall be responsible for compliance with the requirements of
* Order in the installation and cperation of all platforms, fixed end
cile structures, and artificial islands, including all facilitios
1lled on a platform or structure whether ©r not operated or owned by
«' opcrator. Any departures from the requirements specified in this
fder must be approved pursuant to 30 CFR 250.12(b).

1. The following requirements are applicable to all platforms
approved and installed subseguent to the effective date
of this Order, and to all platforms when structural and
equipment modifications are to be made:

A. Gencral Design. The design of platforms, fixed
Structures, and artificial islands shall include
consideration of such factors as water depth,
surface and subsurface seil condi tions, wave
and current forces, wind forces, total egquipment
weight, and other portinent geological, geographical,
environmental, and operational conditions.




duplic

for
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(b) Personnel and personnel transfer facil-
ities including living quarters, boat
landings, and heliport.

Type of deck, such as steel or wood, and
whether coated with protective material.

Method of protection from corrosion.

Production facilities including separators,
treaters, storage tanks, compressors, lins
pumps, and metering devices, except that
when initially designed and utilized for
drilling, this information may be sub-
mitted prior to installation.

Safety and pollution control egquipment and
features.

(g) Other information when required.
Certified Plan. Detailed structural plans certified by
a registercd professional engineer chall be on file and

maintained by the operator or his designee.

2. Safety and Pollution Control Eouirment and Procodures.

A. The following reguiremsnts shall apply to all platforms.
Operators of platforms installed prior to the effective
date of this Order shall comply with the requirements of
subparagraphs (1) (a) through (£f), (2), and (3) within
three months, with subparagrachs (1) (g) and (4) within
six months, and with subparagraphs (5), (6)., (7)., (8),
and (9) within one year, from the effective date of this
Order.

(1) The follewing shut-in devices shall be installed
and maintained in an operating condition on all
pressurized vessels and water separation facilities
when such vessels and separation facilities are
in service. The operator shell submit records to
the appropriate District Office semi-annually show=
ing the presont status and past history of each
device including dates and details of inspection,
testing, repairing, adjustment, and reinstallation.




fa)

(b)

(e)

(d)

(e)

(£)

fg)
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All scparators shall be equipped with
high=low pressure shut-in sensors, low
level shut-in controls, and a relief
valve. HMNigh liquid level control devices
shall be installed when the wessel can
discharge to a flare.

All pressure surge tanks shall be egquipped
with a high and low pressure shut-in sensor,
a high lewvel shut-in control, flare line,
and relief valve.

Atmospheric surge tanks shall be egquipped
with a high level shut-in sensor.

All other hudrocarbon handling pressure
vessels shall be equipped with high-low
pressure shut-in sensors, high-low level
shut-in controls, and relief valves,

unless determined to be otherwise protected.

Pilot-operated pressure relief valves shall

be equippad to permit testing with an external
pressure source. Spring-loaded pressure relief
valves shall either be bench-tested or equipped
to parmit testing with an external pressure
source. A relief valve shall be set no higher
than the designed working pressure of the vessel.
The high pressure shut-in sensor shall be set
no higher than 5% below the rated or designed
working pressure and the low pressure shut-in
sensor shall be set no lower than 10% below

the lowest pressure in the operating pressure
range on all vessels with a rated or designed
working pressure of more than 400 psi. On
lower pressure vessels the above percentages
shall be used as guidelines for sensor settings
considering pressure and operating conditions
involved; except that sensor settings shall not
be within 5 psi of the rated or designed work-
ing pressure or the lowest pressure in the
operating pressure range.

All sensors shall be equipped to permit test-
ing with an external pressure source.

All flare lines shall be egquipped with a scrubber
or similar separation equipment.
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(2) The following romote and local automatic shut-in devices
shall be installed and maintained in an operating con-
dition at all times when the affected well (or wells) is

i The eoperator shall submit records to the
ate District Office semi-annually showing thé
present status and past history of ecach such device
including datcs and details of inspection, testing,
repairing, adjustment, and reinstallation.

fa) 411 wellhead assemblies shall be equipped
with an automatic fail-cleose valve. Autom—
atic safety valves temporarily out of
service shall be flagyged.

All flowlines from wellheads shall: be
equipped with high-low pressure sensors
located close to the wellhead. The
pressure sensors shall be set to activate
the wellhead valve in the event of
abnormal pressures in the flowline.

All headers shall be equipped with check
valves on the individual flowlines. The
flowline and valves from each well located
upstream of, &nd including, the header
valves shall withstand the shut-in pressure
of that well, unless protected by a relief
valve with connections to bupass the header.
If there is an inlet valve to a separator,
the valve, flowline, and all equipmant up-
stream of the valve shall also withstand
shut-in wellhead pressure, unless protected
by a relief valve with connections to bupass
the header.

All pneumatic shut-in control lines shall be
equipped with fusible material at strategic
points.

Remote shut-in controls shall be located on
the helicopter deck and all exit stairway
landings, including at least one on each
boat landing. These controls shall be quick-
opening valves.




{f) All pressure sensors shall be tested for
proper pressure settings monthly for at
least four months. At such time as the
monthly results are consistent, a quarterly
test shall be required for at least one
year. If these results are consistent, a
longer period of time betweon testing may
then be approved by the Supervisor. In
the evont any testing sequence reveals
inconsistent results, the monthly testing
sequence shall be reinstituted. Results
of all tests shall be recorded and maintained
in the field.

All automatic wellhead safety valves shall
be tested for o} ion weekly. All autom-
atic wellhead saretu valves shall be tested
for holding pressure monthly. If these
results are consistent, a longer period of
time between pressure tests, not to exceed

v, may then be approved by the
Suparvisor. In the event that any pressure
testing sequence, exceeding monthly, reveals
inconsistent results, the monthly testing
sequence shall be reinstituted. Results of
all tests shall be recorded and maintained
in the field.

Check valves shall be tested for holding
pressure monthly for at least four months.
At such time as the monthly results are
satisfactory, a quarterly test shall be
required for at least one vear. If these
results are consistent, a longer period of
time between testing may then be approved by
the Supervisor. In the event any testing
seguence reveals inconsistent results, the
monthly testing sequence shall be reinstituted.
Results of all tests shall be recorded and
maintained in the field.

A complete testing and inspection of the

safety system shall be witnessed by Geological
Survay 1< atives at the time production
is commrnced. Thercafter, the operator shall

a test every six months. The test

shi il be conducted when it can be witnessed by
Geological Survey representatives.

35-650 O = 74 = 15
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(j) A standard procedure for testing of safety
equipment shall be prepared and posted in
a prominent place on the platform.

’3) c‘—ur?»s, gqutters, and drains shall be constructed in all
deck areas in a manner necessary to collect all con-
taminants, unless drip pans or eguivalent are placed :
under equipment and piped to a sump which will
automatically maintain the oil at a level sufficient
to prevent discharge of oil into the Gulf watoers
Alternate methods to obtain the same results will be
acceptable. These systems shall not permit spilled
0il to flow into the wellhead area.

An auxiliary electrical power supply shall be installed
to provide emzrgoncy power capable of operating all
electrical equipment reguired to maintain safety of
operation in the event the primary electrical pover
supply fails.

The following requirements shall apply to the handling
and disposal of all produced waste water discharged
into the Gulf of Mexico. The disposal of waste water
other than into the Gulf waters shall have the method
and location approved by the Supervisor.

(a) Water discharged shall not crezte con-
ditions which will adversely affect the
public health or the use of the waters
for the propagation of agquatic life,
recreetion, navigation, or other legiti-
mate uses.

Waste water disposal systems shall be
designed and maintained to reduce the
oil content of the disposed water to an
average of not more than fifty ppm. An
effluent sampling station shall be located
at a point prior to discharge into the
receiving waters where a representative
. Ssample of the treated effluent can be
obtained. On on: day each month four
effluent samples shall be taken within a
24-hour period and determinations shall
be made on the temperature, suspended
solids, settleable solids, pH, total oil
content, and volums of sample obtained.




All samples shall be taken and all analyses
for oil content shall be perforrmed in accord-
ance with the American Society for Testing and
Materials test P1340, "0ily Matter in Industiial
Waste Water®. The Supervisor may approve dif-
ferent methods for determination of oil conteont
if the mothod to be used is indicated to be
reliable. No effluent containing in excess of
one hundred ppm of total oil content shall be
discharged into the Gulf of Mexico. A written
report of the results shall be furnished to

-the Regional Office annually. The report shall

contain dates, time and location of sample,
volumes of waste discharge on the date of sampl-
ing in barrels per day, and the results of the
specific analysis and physical observations.

(6) A firefighting system shall be installed and maintained
in an oparating condition in accordance with the
following:

(a)

(b)

(c)

A fixed automatic water spray sustem shall be
installed in all inadeguately ventilated well-
head areas as these areas are defined in
Paragraph 9 API RP 500i. These suyste
be installed in accordance with the most
current edition of Mational Fire Protection
Association's Pamghlet No. 15.

shall

5

A firewater system of rigid pipe with fire
hose stations shall be installed and may
include a fixed water spray system. Such a
system shall be installed in a manner nec-
essary to provide nceded protection in areas
where production handling egquiprent is
located. A firefighting system using chemi-
cals may be consi ed for instellation in
certain platform arcas in lieu of a fire-
water system in that area, if determined to
provide equivalent fire protection control.

Pumps for the firewater systems shall be
inspected and test-operated weckly. A record
f the tests shall be maintained in the field
and submitted semi-annually to the appropriate
District Office. An alternate fuel or power
source shall be installed to provide continucd
pump coperation during platform shutdown unless
an alternate firefighting system is provided.




 {d) Portable fire extinguishers shall be located
in the living quarters and in other strategic
arcas.

A diagram of the firefighting system showing
the location of all equipment shall be posted
in a pruminent place on the platform and a

copy submitted to the appropriate District ¥
Office. )

(7) #An avtomatic gas detector and alarm system shall be
installed arnd maintained in an operating condition in -
accordance with the following:

(a) Gas detection systems shall be installed in
all enclosed areas containing gas handling
facilities or equipment and in other enclosed
areas which are classified as hazardous areas
as defined in API RP 500 and the most current
edition of the National Electric Code.

All gas detection systems shall be capable of
continuously monitoring for the presence of
combustible gas in the areas in which the
detection devices are located.

The central control shall be capable of giving
an alarm at some point below the lower explosive
limit of 1.3% as shown in the Bureau of Mines
Bulletin No. 503. This low level shall be for
alarm purposes only.

A high level setting of not more than 4.9%
shall be used for shut-in sequences and the
operation of emergency equipment.

An application for the installation and main-
tenance of any gas detection system shall be
filed with the appropriate District Office For
approval. The application shall include the
following:

(1) Type, location, and number of detection
or sampling heads.

(ii) Cycling, noncycling, and frequency
Information.

(i1i) Type and kind of alarm including emor—
gency equipmont to be activated.




(£)

(8) The followi
electrical

(a)

(L)

(c)

(9) Sewage

all cas
Mexico.

wastes

receive or retain b

treat
of bic

es

(iv) Method uscd for detection of combus-
tible gas.

(v) Method and frequency of calibraticn.

(vi) A diagram of the gas detection system.
g g

(vii) Other pertinent information.

A diagram of the gas detection system showing
the location of all gas detection points shall
be posted in a prominent place on the platform.

All engines shall be eguipped with low-
tf.- 1 1S m

ncion ignition suste

prevent the release of sufficient ele
energy under normal or abnormal conditio
cause ignition of a ¢ stible

All electrical g rators, motors, and 1i

ing systems shall be installed, r and
maintained in accordance most current

edition of e National Electric Code and
API RP 500A and B, as appropriate.

Marine-armored cable or metal-clad cable may
be substituted for wire in conduit in any ar

disposal systems shall be installea and used in
ere sewage is discharged into the Gulf of
Sewage 1s defined as human body wastes and the
from toilets and other receptacles intended to
Follom

ng sewac

contain 50 ppm or less
nd (BOD), 150 ppm or less

e a minimum chlorine
.0 mg/liter after a minimum retention

nt ,




The regqui rents of subparagrephs 2.A(3), (4), e),
and (%) shall apply to all mobile drilling structures
used to conduct drilling or workover opcraticns on
federal leases in tho Gulf of lexico.

/\F{/r —%//H;L

Robert F. Evans
Supervisor

Octchber

Mma2 )
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“oll G. Wayland il
.+ef, Conservation Division




OCS Order No, 9
October 30, 1970

UNITED STATES
DEPARTMENT OF THE INTERIOR
GEOQLOCICAL SURVEY
CONSERVATION DIVISION
BRANCH OF OIL AND GAS OFERATIONS
GULF OF HLXICO ARLA

AND OPrRATORS OF FEDERLL OIL AND GAS LEASES
! CONTIATNTAL SHELF, GULF OF IEXICO AREA

APPROVAL PROCEDURE FOR OIL AND GAS PIPELINCS

This Order is established pursuant to the authority prescribed in 30 CFR
250.11 and in accordance with 30 CFR 250.19(b). - Section 250.19(b)
provides as follows:

(b) The Supervisor is authorized to approve the design, other
features, and plan of installation of all pipelines for
which a right of use or easement has been granted under
Paragraph (c) of Scection 250.18 or authorized under any
lease issuved or maintained under the Act, including those
portions of such lines which extend onto or traverse areas
other than the Outer Continental Shelf.

The operator shall comply with the following requirements. Any departures
from the requirements specified in this Order must be approved pursuant to
30 CFR 250.12(b).

1. Gencral Desian. All pipelines shall be designed and maintained
in accordance with the following:

A. The operator shall be responsible for the installation
of the following control devices on all oil and gas
pipelines connected to a platform including pipelines
which are not operated or cwned by the coperator.
Operators of platforms installed prior to the effective
date of this Order shall comply with the reguirements
of subparagraphs (1) and (2) within six months of the
effective date of this Order. The operator shall
submit records semi-annually showing the present status
and past history of each device, including dates and
details of inspecticn, testing, repairing, adjustment,
and reinstallaticn.

1) All oil and qgas pipelines leaving a platform
receiving production from the platform shall
be equipped with a high-low pressure sensor
to directly or indirectly shut-in the wells
on the platform.
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(2) (a) All oil and gas pipelines delivering produc-
tion to production facilities on a platform
shall be equipped with an automatic shut-in
valve connected to the platform's automatic
and remote shut-in system.

4
All eil and gioc pipelines coming onto a plat-
form shall be equipped with a check valve to
avoid backflow.

Any oil or gas pipelines crossing a platform
which do not deliver production to the plat-
form, but which may or may not receive pro—
duction from the platform, shall be equi

with high-lov pressure sensors to activate an
automatic shut-in valve to be located in the
upstream portion of the pipeline at the plat-
form. This automatic shut-in valve shall be
connected to eithor the platform automatic
and remote shut-in system or to an independent
remote shut-in system.

(d) All pipeline pumps shall be equipped with high-
low pressure shut-in devices.

All pipelines shall be protach--d from Joﬂs of metal by

corrosion that would en

the lines either by providin Xtre for corrosion
n * by som2 means of j 2 g loss of metal

such as protective coatings or cathodic protection.

All pipalines shall be ins 2 id maintained to be

compatible with trawlin

All pipalines shall be hydrostatically tested to 1.25
times the designed working pressure for a minimum of
2 hours prior to placing the line in service.

All pipelines shall be maintained in good operating con-
dition at all times and inspected monthly for szcam on
of leak 15ing ai ‘t, floating equipment, or other
methods Re 3 e inspections Jnc‘_i uding the date,
each Inspaction 11

by tfu- pipeline cperator and submitted annually
The pip ’}.m' operator shall : records _md:r-

action taken

following each
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F. All pipelines shall be designed to be protected against
water currcnts, storm scouring, soft bottoms, and othor
envirormental factors.

T The oporator shall subnit in duplicate the following
to the Supervisor for approval: h

A. Drawing en 8" x 10%" plat or plats showing the major
features and other pertinent data including: (1) water
depth, (2) route, (3) location, (4) length, (5) connect-
ing facilities, (6) size, and (7) burial depth, if
buricd.

B. A schematic drawing showing the following pipeline safety
equipment and the menner in which the equipment functions:
(1) high-low pressure sensors, (2) automatic shut-in
valves, and (3) check valves. )

C. General information concerning the pipeline including the
following:

(1) Preduct or products to be transported by the
pipeline.

(2) Size, weight, and grade of the pipe.
Length of line.
Maximum water depth.
Type or types of corrosion protection. .
Dascription of protective coating.
Bulk specific gravity of line (with the line empty).

Anticipated gravity or density of the product or
products.

Design working pressure and capacity.
Maximum working pressure and capacity.

Nydrostatic pressure and hold time to which the
line will be tested after installation.

Size and location of pumps and prime movers.

Any other pertinent information as the Superviscr

may proseribe.




1.11.’:711

8" x 10%" plats .-‘..’:m-_:'.-\.r: the location of the 1i
data inclu
s

accompanicd by all hydrostatic test
test pressure, hold tims, anc ts.

the Supervisor

in

mit a
as installe
ing procedure,

Robert F. Evans

Supervisor

Approv

@Jxﬁ U,.._" 2.

I?u.f;an G. i’r._;i.-:
Chief, Conse




OCS Order No. 12
August 13, 1971

UNITED STATES
DEPARTMENT OF THE INTLRICR
Gf.OI,D\sIE‘AL SURVEY
CONSEEVATION DIVISION
BRANCIlI OF OIL AND GAS OPERATIONS
GULF OF MEXICO AREA

ATORS OF FFDERAL LEASES IN THE

0 AREA

ITCE T(J_IE_E‘Q‘F;" AN
T : F, GULF OF

T

OF RECORIDS

CTION

terim Order is established pursuant to the authority prescribed in
in accordance with 30 CFR 250.97 and 43 CFR 2.2. Section
s as follows:

Geological and geophysical
data required to be submitted

not be available for public inspection
s the lease remains

and

30 CFR provide

pection of Rec

. th.ls purr

t the con essee so long a

ect or um_-:'_! as the supervisor determines

rclease of such i ation is required and necessary
pf the field or area.

» propur devel

of the
such time

2.2 of 43 CFR provides in part as follows:
‘terminations c 2cords. (a) Section
Hof Title : 5 1ded h:; Public Law 90-23
formation Act') reguires
ds be made available for
mpts several
>4 al reguirement but does
uire the hholdine I rction of all records
cl fall within the categories exempted, Accordingly,
‘a‘quunt made of a field office to inspect a record shall
office or such higher field

ead of the
he bureau may designate shall
falls within one or more of

nied unless the he
ity as the head of

vtermine (1) that the record

(b) of section 552 provides that:
pply to matters that are--

section does not

or financial information obtained

id commercial

56 "rnf-) anmn
yed or confidenti:

on and privile
rical wd geophysical information and data, including maps,
wells,
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the categories exempted and (2) either that disclosure is
prohibited by statute or Executive Order or that sound
grounds exist which require the invocation of the exemption.
A request to inspoct a record located in the headgquarters
office or a bureau shall not be denied except on the basis
of a similar determination made by the hcad of the bureau
or his designee, and a request made to inspect a record
located in a major organizational unit of the Office of

the Secretary shall not be denied except on the basis of

a similar determination by the head of that unit. Officers
and employees of the Department shall be guided by the

. "Attorney General's Memworandum on the Public Information
Section of the Administrative Procedure Act" of June 1967.

(b) An applicant may appeal from a determination that a
record is not available for inspection to the Solicitor of
the Department of the Interior, who may exercise all of the
authority of the Secretary of the Interior in this regard,
The Deputy Solicitor may decide such appeals and may exer-
cise all of the authority of the Secretary in this regard.

The operator shall comply with the requirements of this Order. Any depar-
tures from the regquirements specified in this Order shall be subject to
approval pursuant to 30 CFR 250.12(b).

k22 Availability of Records Filed on or after December 1, 1970. It
has been determined that certain records pertaining to leases and we i
the Outer Continental Shelf and submitted under 20 CFR 250 shall be made

available for public inspection, as specified below, in the Area office,

Metairie, Louisiana.

A. Form 9-152 - Monthlu Report of Operations. All information
contained on this form shall be availzble except the
information required in the Remarks column.

Form 9-330 - Well Completion or Recomnletion Report and Log.
(1) Prior to commencement of production all informstion
contained on this form shall be available except Item la,
Type of Well; Item 4, Location of Well, At top prod. interval
reportod below; Item 22, if Multiple Compl., How many;

Item 24, Producing Interval; Item 26, Type Electric ard
Other Logs Run; Item 28, Casing Record; Item 29, Liner
Record; Item 30, Tubing Record; Item 31, Perforation
Record; Item 32, Acid, Shot, Fracture, Cement Squeeze,

etc.; Item 33, Production; Item 37, Summary of Porous
Zones; and Item 38, Geologic Markers.

f2) Aafter commzancement of production all information shall
be available except Item 37, Summary of Porous Zones; and
Item 38, Geologic Markers.
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1f production has not commenced after an elapsed time of
five years from the date of filing Form 9-330 as required
in 30 CFR 250.38(b), all information contained on this
form shall be available except Item 37, Summary of Porous
Zones; and Item 38, Geologic Markers. Within 90 days
prior to the end of the five-year period the lessee or
operator mway submit objections to the release of such
information. The supervisor, taking into consideration
the objections of the lessee, proximity to unleased lands,
and the best interests of the United States, may determine
that such information shall not be released.

Forw 9-331 - Sundry Notices and Report on Wells. (1) When
used as a "Notice of Inte ntion to" conduct operations, all
information contained on this form shall be available except
Item 4, Location of Well, At top prod. interval; and Item 17,
Describe Proposed or Completed Operations.

(?) When used as a "Subsequent Report of" operations, and
after commencement of production, all information contained
on this form shall be available except information under
Item 17 as to subsurface location: and moasured and true
vertical depths for all markers and zones not placed on
production.

Form 9-331C - Application for Permit to Drill, Daspen or Plug
Back. All information contained on this form, and location
plat attached thereto, shkall be available except Item 4,
Location of Well, At proposed prod. zone; and Item 23,
Proposed Casing and Cementing Program.

Sales of Leasc Production. Information contained on monthly
Geological Survey computer printout showing sales of production
of oil, condensate, gas and liguid products, by lease, shall
be made available.

. Filing of Reports. All reports on Forms 9-152, 9-330, 9-331, and

1:¢ shall be filed in accordance with the following:

A,

All reports submitted on these forms after the effective date
of this Order shall be filed in two separate sets. All items
on the forms in one set shall be completed in full and such
forms, and all attachments thereto, shall not be available
for public inspection. The additional set shall be conmpleted
in full, except that the items described in 1.(A), (B), (C),
and (D) above, and the att: ents relating to such itows,
may be excluded. The words “Publiec Inform:tion" shall be
shown on the lower right-hand corser of this set. This
additional set shall be made av‘uluu}e for public inspection.

Copics of reports on these forms which wore filed between
Doconber 1970, iad t wEfeets ate of thig Order, shkall
Limitted (in duplical. -iplicate, as provided by
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the regulations) within 30 days after the effective date of
this Order. These reports may exclude the items described
in 1. (A), (B), (C), and (D) above, and shall show the words
"Public Information" on the lower right-hand corner and
shall be made available for public inspection.

Availability of Records Filed Prior to December 1, 1970. ’
Information rilecd prior to Lecember 1, 1870, on the forms referrcd
to in (1) above, is not in a form which can be readily made avail-
able for public inspection. Reguests for information on these
forms shall le submitted to the suparvisor in writing and shall

be made available in accordance with 43 CFR Part 2.

Robert F. Evans
Supervisor

Approved: August 13, 1971

47 ,f/)

Russell G. Wayland o
Chief, Conservation Division

P S DT L




233

Question. 1 understand that there has been under consideration a number of
years in the Interior Department, a system which would require private com-
panies conducting geological and geophysical exploration to submit all their raw
data to the Government as a condition to a permit for such activity. What are
the objections to such a system?

Answer, The private companies object to having to handle and convey to the
Government large amounts of data which they collected and paid for. They are
very concerned over the possibility that some or all of those data may be made
public before the owner realizes the competitive advantage he experts for the
costs incurred. From the Government’s point of view, we would need large stor-
age facilities, thermostatically and magnetic field controlled to house this data.
This would require a large staff to handle, check, and verify and use the data.

Question. What would be the costs in terms of dollars, manpower, and time of
a Government-run exploratory system to bring the Government's understanding
of OCS resources and reserves at least up to a par of that of industry?

Answer. We believe that Government’s understanding of the overall OCS
resources and reserves is, in general, equal to or greater than that of industry.
In knowledge of reserves, each company undoubtedly knows more about its own
reserves on its own leases but the Government knows as much as industry as a
whole about total OCH reserves,

All data necessary to calculate reserves on the Outer Continental Shelf are
now submitted to the Government under existing regulations. No one company
or group of companies has access to all this data. To date we have not had the
funding or personnel to completely evaluate these data. We estimate that 125
professional and support personnel would be needed for 2 years at a cost of about
$5 million to independently calculate total reserves in the developed areas of the
0OCS.

Question. How much total acreage will be leased from 1974 to 19807

Answer. The Department’s current goals for leasing are 3 million acres in 1974
and 10 million acres in 1975. A revised leasing schedule for years after 1975 will
not be issued until the Department has had an opportunity to analyze the effects
of accelerated leasing. Some of the factors which will be analyzed are the rate
of development of the leases and the effect on revenues. As will be described in
answers to questions below, the Department will insure the receipt of fair
market value and protection of the environment under any level of leasing.

Question. Is the oil and gas industry interested in acquiring that much acre-
age in 1975 under truly competitive conditions?

Answer. Recognizing that leasing 10 million acres in 1975 could have an impact
on competition at OCS lease sales, the Department is considering new regula-
tions to insure competitive conditions. One of these is a ban on joint bidding
between the largest oil companies, This is an attempt to increase the number of
bidders on individual tracts and maintain competition for leases. Draft rules to
implement this ban were published in the April 24 Federal Register and a publie
hearing on them will be held June 25. Affer all comments concerning the draft
regulations are reviewed the Department will decide as to whether to adopt such
regulations, Final rules could be announced in the fall. Another measure under
consideration is the use of royalty bidding at the lease sales. Royalty bidding
may improve competition by enabling more small companies to receive leases.
The Department plans to lease 10 tracts on a royalty basis at the proposed OCS
lease sale No. 36 in September, This experiment should provide data for analyzing
royalty bidding as opposed to current cash bonus bidding. We are currently
analyzing the most recent OCS sales to determine the effect of increased lease
offerings. The results of this study should help us determine what steps, if any,
are needed to insure competition.

Question. Can the industry bring that amount of additional acreage into pro-
duction before 19807

Answer. The industry cannot bring that amount of additional acreage into full
production before 1980. In developed areas with optimum conditions, that is,
close to shore, shallow water, existing pipelines, et cetera, the minimum time
from drilling to production has been over 2 years and the average time ranges
from 4 to 6 years. In a frontier area the time can be considerably longer.

Question. What are the constraints in terms of exploration rigs, particularly
deep water?

Answer. The constraints consist of a steel shortage, lengthly construction time,
and the competition for existing rigs from overseas exploration.
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Question. What are the constraints in terms of produetion platforms?
Answer. A steel shortage is likewise holding up the fabrication of platforms.
Question. What are the constraints in terms of pipelines?

Answer. Tabular goods such as pipe for pipelines and casing and tubing are in
short supply. Most pipe manufacturers do not make as much profit on pipe as
they do on plate steel.

Question. What about other equipment?

Answer. There are ample derrick barges and pipeline-laying barges to meet the
demand in the Gulf of Mexico for the current rate of development.

Question. What about onshore and support facilities and equipment?

Answer. There are ample docking facilities on the coast of the Gulf of Mexico.
There are also sample support boats.

The industry formed “Clean Gulf Associates,” a cooperative operation to com-
hat oil spills offshore. They have several locations on the coast of the Gulf of
Mexico which allows rapid cleanup responses to oil spills.

Question. What will be the Department’s position if industry is unable to ex-
plore these leases and bring them to a production status within the 5-year lease
term? According to the OCS Lands Act this means the lease should be returned
to the Government, yet industry has paid huge amounts for the leases, Won't
the Department be under tremendous pressure to violate the law and extend the
leases? In the past how many leases has the Department canceled for failure to
bring to a producing status within the 5-year lease term ?

Answer. The Department will not violate the law to extend leases, Lease ex-
tensions may be granted where a discovery has been made and the lessee is en-
gaged in developing the lease for production ; leases committed to a unit agree-
ment when the optimum plan of development can be best realized under unitized
operations, and when drilling operations are being conducted. These extensions
are granted only in conformance with the Outer Continental Shelf Lands Act
and the regulations promulgated thereunder,

The Department does not cancel a lease for failure to bring to a producing
status within the 5-year term of the lease. Rather, the lease terminafes auto-
matieally by operation of law if a producible status is not reached. Since passage
of the Outer Continental Shelf Lands Act there have been 802 leases that have
terminated because production was not obtained.

Question. What will be the impaet of massive lease offerings on competition
and dollar return to the Treasury?

Answer, The steps being considered by the Department to insure that competi-
tion will not be adversely affected by the increase in leasing have already been
described. To insure a fair market value return for the OCS lands, the Depart-
ment has a system to evaluate the resource value of each of the offered tracts.
At the time of the sale these evaluations play an important role in the decision
as to accepting or rejecting the high bids on each tract. At the most recent OCS
sale (No. 34), 17 percent of the high bids offered were rejected because a fair
market value would not have been received for the tracts. At sale No. 33. 20
percent of the high bids were rejected for this reason. The tracts for which bids
were rejected will be reoffered at a future sale. Under the accelerated program,
this system will be used to insure a fair market value return to the Treasury.

Question. Under such massive leasing conditions, ean the Department, in the
absence of good geological and geophysical data, guarantee that there will be
adequate competition to insure a fair market value return to the Treasury?

Answer. The Department does not rely solely on competition to insure a fair
market value return to the Treasury. The purpose of the tract evaluation pro-
gram is to independently establish a fair market value for each traet offered for
leasing in the OCS. In order to establish fair market value the Department
insures that it has adequate geophysical and/or geological data to arrive at a
reasonable value. One of the criteria used in tract selection is the availability
of data necessary to establish value, If the Department does not have or eannot
get sufficient data to evalaute a tract. the tract is not offered for leasing. Per-
sonnel and funding requested in the fiscal year 1975 budget and fiscal year 1975
amendment will insure that the Department will be able to acquire and interpret
sufficient data to arrive at an independent evaluation of each tract offered for
leasing.

Question. The most recent sale off Texas under accelerated leasing brought a
reduced number of bidders per tract and lower bids. Is this not the start of a
trend which will result in lower returns to the Treasury ?
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Answer. As expected, the percentage of tracts receiving bids is declining as the
number of sales and total acreage offered increases, This may be in part due to
the fact that more marginal acreage is being offered in the Gulf of Mexico and
that industry has the opportunity to be more selective. Average prices per acre
received in the March 1974 and May 1974 OCS sales were $4,163 and $2,208
respectively. In comparison, the average price per acre received in the Gulf of
Mexico from 1970 through 1973 ranged from $1,535 per acre to $3,108 per acre.
The $2.208 per acre received in the May 1974 OCS Texas sale may reflect the
start of a trend toward lower bids in the Gulf of Mexico or it may only be an
indication of the quality of acreage offered in that sale. In any event, the $2,208
per acre is not a radical decline from the figures of the last 4 years. Total yearly
returns to the Treasury should increase under accelerated leasing even though
returns per sale may decrease,

Question. Can industry explore this acreage adequately before 1975 so that it
can take the risk of high bids?

Answer. In developed areas of the OCS much of the basic exploratory work
has already been done. In frontier areas of the OCS, as in all frontier areas,
primary interest is in the large, relatively obvious structures. Assuming that
sufficient notice of lease sale areas is given, industry should be able to identify
these structures and do the detailed work on them necessary to justify high
bids.

Question. What is the industry capital situation as it relates to its ability to
sustain high bids?

Answer. Based on the latest available information, it is our position that the
0il and gas industry's current capital posture will not cause a reduction in the
magnitude of bids offered for OCS property. This does not mean that we are
certain of realizing constant or increasing revenue levels for future OCS sales.
Acreage quality, imposition of additional environmental safeguard measures,
and the price of oil, will influence industry’s bid determinations in future OCS
auctions.

Question. Won't the effect be to diffuse industry interest among more tracts,
with less exploration, and less competition, thus significantly forcing down the
bids?

Answer, The Department is considering steps to maintain competition at
00S lease sales and to insure the receipt of fair market value through the
resources evaluation program. Also as I mentioned previously, is the fact that
developed areas of the OCS have been extensively explored and that exploration
will be concentrated on the most promising structures in the frontier areas. Any
reduction in accepted bids will be the result of offering lower quality acreage
and of offering acreage in frontier areas where risks are higher. A reduction
in bids from these causes would normally result under any level of leasing.

Question. Won't leasing this acreage in 1975 without the assurance of develop-
ment, bring much less revenue than if it is leassed over 3 or 4 years, particularly
in a time of rising oil prices?

Doesn't leasing too early, for example at 1975 oil prices mean less return than
leasing at, say, 1978 prices?

Answer. As I indicated previously, any major reduction in revenues from
OCS sales in 1975 will prabably result from the offering of less promising acreage
in developed areas and relatively unknown acreage in frontier areas. Leasing
this acreage 3 or 4 years from now rather than in 1975 would bring more revenue,
in real dollar terms, only if the rate of increase in oil prices is greater than the
rate of general inflation. Thus, while the nominal amount received from a tract
in 1978 may be greater than that received in 1975, converting these amounts
to real dollars will eliminate the effects of inflation and may reveal that the
amounts are more nearly equal. In fact, if the rise in oil prices is less than the
general rate of inflation, it is conceivable that the Government would receive
less “real” revenues in 1978 than in 1975.

It should also be noted that one objective of increased leasing is to slow the
increase in oil prices by inereasing domestic supply and displacing more expen-
sive foreign imports.

Question. What will be the total revenue loss of leasing 10 million acres in
1975 than leasing at the 1973 rate of 1 million acres per year? The projected
National Petroleum Couneil rate of 1.5 million acres per year? The current rate?

Answer. There is not expected to be a significant “real” revenue loss in leasing
10 million acres in 1975 rather than at the 1 million, 1.5 million or the current
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rate. The factors which will be most important in determining the revenues
received, quality of acreage and knowledge about the areas, will have an impact
under all leasing rates. It also seems likely that the most promising tracts, which
bring in the bulk of revenues, will continue to receive high bids under an accel-
erated program. Any lower bids received as a result of the increases in leasing,
will be for the less promising and marginal tracts which contribute only a small
part of the total revenues.

Question. Even with your supplemental budget request, can the Department
by 1975 acquire the manpower, geologic data, and economie evaluation capability
to insure that this massive leasing program does not result in major revenue
loss to the public treasury? :

Answer. Yes, Mr. Yates, we feel that we will have adequate resources to assure
a fair market value return for the publie lands.

Question. Before deciding to increase tenfold the amount of acreage leased,
what analysis did the Interior Department make of the environmental impact
under NEPA?

Answer. The decision to accelerate OCS leasing to 10 million acres in 1975
was announced by President Nixon in his energy message of January 1974. The
Department is presently preparing an environmental impact statement accord-
ing to Section 102(2) (C) of the National Emnvironmental Policy Act to assess
the environmental impacts of accelerating leasing to 10 million acres, Attached
is a Federal Register notice outlining the information to be contained in the
impact statement,
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Question. The Council on Environmental Quality recently completed an assess-
ment of leasing on the Gulf of Alaska and Atlantic OCS areas. How will the
Department implement the CEQ recommendations?

Answer. The Department will comment soon on the CEQ recommendations. We
will provide a copy of our statement to the Committee as soon as it is available.

Question. CEQ found that baseline environmental data and other data to
assess environmental impacts in new areas was non-existent. Is it possible to
acquire and analyze such data before 19757 If not, how long will it take?

Answer. The Department has initiated an environmental baseline and moni-
toring study in the area of the December 1978 OCS Lease Sale Offshore Missis-
sippi, Alabama and Florida. In fiscal year 1975 baseline studies will be initiated
offshore 8. Texas, 8. California, in the Gulf of Alaska, in the Atlantic, and will
continue in the offshore Mississippi, Alabama, Florida area. The gathering of
baseline data such as geologic, oceanographic, and biological-data, will be con-
ducted over a 2-vear period. Monitoring of actual oil and gas operations will take
place to determine the effects of these activities on the surrounding marine envi-
ronment. These environmental studies are long term. Definitive results in terms
of requiring changes in operations and procedures are not expected to be forth-
coming for the next 5 to 10 years; some changes can be made within a shorter
timeframe ; however, the discovery of trends in any changes in the environment
will require a number of years of monitoring to assess adequately. The data to be
collected in the baseline studies will be of use in environmental impact state-
ments for any proposed leasing actions in these areas.

Question. CEQ found that the Gulf of Alaska was the riskiest environmental
area for OCS development, yet the Department recently announced it would lease
there first. What is the basis for this decision? What studies or other assurance
does the Department have that development in the Gulf of Alaska can be en-
vironmentally acceptable? Can these be documented?

Answer. The Department has no intention of leasing anywhere on the OCS
if it cannot be accomplished in an environmentally acceptable way. Our recent
announcement concerning the preparation of an enviromental impact statement
on the accelerated leasing program indicated that the Gulf of Alaska may be the
first frontier area in which an OCS sale could be held. Environmental baseline
studies will be initiated in the area. We believe steps should now be taken to
protect the option of a sale in that area near the end of 1975 if the difficult en-
vironmental and technological problems identified in the CEQ report can be sat-
isfactorily dealt with.

Question. What is the existing inspection force for regulation of the OCS?
Is it presently adequate? How is it trained? Can it be increased tenfold by
1975-78 to thoroughly inspect increased operations?

Answer. The existing inspection force, which is composed of technicians who
make daily inspections of OCS drilling and production operations, numbers 43.
The adequacy of this number can only be determined when compared to a
desired goal. This number should be adequate for the current required inspection
frequency outlined for both the Gulf of Mexico and the Santa Barbara Channel.

The inspection force is trained in a three-phase program. First, the technicians
are familiarized with these duties through on-the-job training by accompanying
experienced technicians on regular inspections. After obtaining background in
the equipment and procedures, the technicians will take a 40-hour course in
0OCS orders and regulations presented by engineering specialists and senior
technicians. This course presents the theory and rationale behind the orders
and regulations and presents the technicians with insight as to the importance
of various safety and antipollution components. The technicians keep up to
date with new equipment and procedures by attending industry, university, and
manufacturer sponsored schools,

The inspection force has been increased sixfold since 1969. However, it may
not be necessary for an additional tenfold increase by 1978. Although a tenfold
increase in leasing may take place during this time period, a tenfold increase
in the number of produection platforms, is not anticipated. An increase in drilling
operations is expected and a gradual increase in the number of production
platforms.

Question. Can each tract prior to leasing be given adequate environmental
evaluation, including drafting of environmental protection stipulations for each
lease ? Can this capability be increased tenfold by 19757
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Answer. At the present time, an environmental evaluation is conducted for
each tract in a proposed lease sale and is contained in an environmental matrix
in each individual sale statement. If the analysis indicates that the leasing of
specific tracts poses high hazards. special stipulations are recommended to be
included in the leases. At such time as the Secretary decides to hold a lease
sale, such stipulations may be and have in the past been included in the leases.
In conjunction with the accelerated program, our staffing is increasing to accom-
modate the necessary environmental analyses which must be conducted.

Question. The present management system is designed and staffed for leasing
1 million acres per year, primarily in a relatively well known region—the Gulf
of Mexico. Is it realistic to assume that within 1 year you can gear up to lease
10 million acres, much in undeveloped regions?

Answer. In order to carry out the increased leasing program, the Geological
Survey as well as other involved bureaus will draw upon the experiences of
its offices in the Gulf of Mexico area and in Washington to train new personnel
and form the cadres for leasing in frontier areas. While we realize it will be
a difficult job, we believe we can gear up to cope with the problems,

Mr. Yares, Suppose we call this the end of the meeting. Thank
you very much.
Mr. McKerLvey. Thank you, sir.
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