INTRODUCTION 

Good morning.  I appreciate the opportunity to be with you once again, although this time I’m here as the new Deputy Associate Director for Offshore Minerals Management.  Unfortunately, neither our Director, Johnnie Burton, nor our Associate Director, Tom Readinger, can be with us this week.  Since I know many of you, and many of you know me, you know I share Johnnie and Tom’s enthusiasm and respect for the important work you do and welcome both the returning and new members of the Committee.  As for my own position, when I was promoted to Tom Readinger’s Deputy, I left the position of Chief of MMS’s Environment Division.  This position has been filled by Dick Wildermann who is with us today.

Dick’s previous position was the Chief, Branch of Environmental Assessment, where he managed compliance with all environmental laws for the Offshore Program.  Dick has over 30 years experience with the Federal Government, starting as a naval aviator and later as an Environmental Specialist with the U.S. Coast Guard in New York City.  In 1978, he joined the Bureau of Land Management and was later named Chief of the Environmental Assessment Section in the Atlantic Region, where he managed EIS preparation and oversight for environmental issues.  Dick went on to become a charter member of MMS when he was reassigned to the Agency in 1985.  Shortly after that, he was promoted and reassigned to Headquarters as Chief, Branch of Environmental Evaluation.  He has received numerous Special Service and Performance Awards and holds a Bachelor’s degree from Fairfield University and a Master’s degree from Yale University’s School of Forestry and Environmental Studies.

We also have some new members with us today as well as an old friend who has just relinquished his gavel.  I want to personally thank Will Schroeder for his years of service, particularly his Chairing of this Committee and his involvement with many of its Subcommittees—most recently the Committee’s Mercury Subcommittee.  Will, along with 
Drs. Livingston Marshall and Denise Stephenson-Hawk and one of the Committee’s past members, Dr. Eric Crecelius, were invaluable in their review and evaluation of information pertaining to concerns over mercury in the waters and sediments of the Gulf of Mexico.  The guidance they have provided on what actions the MMS should take in the context of oil and gas activities in the Gulf has been extremely important, not only to MMS and the Department, but also to an Interagency Working Group on Mercury established by the White House.  

Regarding our new members, I would like to welcome:

•     Dr. Richard Hildreth of the Ocean and Coastal Law Center, University of Oregon
•     Dr. P. Michael Kosro of the College of Oceanic & Atmospheric Sciences, Oregon State 
University
•
Dr. Mary Scranton of the Marine Sciences Research Center, State University of New 
York
•
Dr. Joseph Smith, Offshore Division, Exxon/Mobil Upstream Research; and 

•
Dr. John H. Trefry, Division of Marine and Environmental Systems, Florida Institute of 
Technology

I hope you will find the time you spend working with us as valuable to you as we find working with you.  In this regards, I understand that Jim Kendall’s presentation later today will be very different from those of past years.  He will not only walk you through the Environmental Studies Process, but also report to you on a “Recent Assessment Exercise” taking place at the highest levels of Government.  This being said I do want to state in one simple sentence why your committee exists:  

The role of the OCS Scientific Committee—simply stated—is to advise the MMS Director on the feasibility, appropriateness, and scientific value of the Environmental Studies Program.

Now, why are we in Alaska?  Over the past decade, as with all government agencies, our resources continue to be cut back.  As such, resources for travel have become more and more difficult to come by.  However, it’s been over a decade (1991) since we’ve conducted one of your meetings in Alaska, and during that time, a lot of has occurred.  Later today you’ll hear from John Goll, Regional Director of our Alaska OCS Region, on the activities and challenges they face.

To mention one more new face & change. . . .  Many of you are familiar with Julie Reynolds. Julie has been helping out for a couple of years now but has recently earned/been given even more responsibility for MMS.  As such, this may be her last meeting with your Committee.  However, one of her long time colleagues, Ms. Carolyn Beamer, has agreed to take up the cause.  Carolyn will be working with Phyllis Clark to ensure that logistics, agenda planning, etc., are continued without missing a beat.  Welcome aboard Carolyn!  One additional note, Phyllis has been involved with this Committee for well over a decade and may very well hold the record for attending these meetings. 

Now, before you get started with working with our Headquarters and Regional Studies Teams on studies planning for 2004 and beyond, I’d like to set the stage by saying a few words about MMS and the OCS Program in general, which may help remind us as to why we’re all here and how we fit in.

The OCSLA is 50 years old

A little over 54 years ago, the first well out of sight of land was drilled by Kerr-McGee.  This well was instrumental in the passage of the OCS Lands Act in 1953 – The OCSLA is 50 years old this year!  The MMS is the largest land manager in the United States – albeit submerged lands.  Just as the Bureau of Land Management and the National Park Service have responsibility for millions of acres of cultural, natural, and mineral resources onshore so does the Minerals Management Service, offshore—in the amount of 1.76 billion acres.

Offshore Production

Today, production from the 40 million OCS acres under lease account for about 30 percent of domestic crude oil production and 25 percent of domestic natural gas production.  We manage these offshore lands from the initial assessment of the resources available to the end of a field’s production life, when a company plugs and abandons its wells and cleans up the surrounding environment.

The MMS has done this job for 20 years and in that time, for its offshore responsibility alone, has collected over $80 billion in revenue generated by over 66 lease sales, 8.6 billion barrels of oil, and 90 trillion cubic feet of natural gas.

We project that by 2006 the OCS could easily account for about 40 percent of U.S. oil production.  At the same time, we expect the OCS to continue to account for about 25 percent of domestic natural gas production.  In the Gulf of Mexico, deepwater production now accounts for about 60 percent of the Gulf’s oil production and 23 percent of the natural gas production. Deepwater development projects continue at a fast pace.  In 2002, twelve new deepwater discoveries were made (3 of these were in 8,000 feet or greater water depths), and 14 new deepwater projects began production.  These joined the 51 that were already in production for a total of 65.  And of these 65 projects, 41 are subsea completions with a tieback to a surface facility.  We expect a significant rise in the number of deepwater projects that will start production in the year 2003 – perhaps as many as 19.  This rise in production, using the MMS low-case estimate for 2006, would increase oil production from the OCS by 75 percent since 1995.  If we approach the high-case estimate, we would be looking at an increase of about 118 percent in a 10-year span.  This is a truly remarkable American success story.   

The rise in production from the Gulf of Mexico and the importance of the OCS in the national energy picture is no accident.  Two of the major factors are great geology and the application of ingenious technologies.  One a gift of nature and the other brought to the table by the industry.  However there is a third component that MMS is directly responsible for – a flexible regulatory regime that seeks to use, where possible, economic incentives to stimulate development. 

Royalty Incentive Program

We offer a royalty incentive program for deepwater leases, and have expanded the incentives to promote development of natural gas from deep horizons in shallow waters.  We are also considering how to extend the deep shelf gas royalty relief provisions to leases purchased before 2002.  We also offer lease extensions for certain exploration activities that focus on targets that occur beneath subsurface salt sheets.  The deep shelf gas and subsalt provisions are specifically targeted at bringing more natural gas production online in the near future (2004 to 2007) to help meet the expanding demand for natural gas.

We are also developing economic incentives for exploration in offshore waters of Alaska, and, programwide, we want to make sure our process for permitting new wells is the most efficient and effective possible.  That being said, it is critical that we have a well managed program of regular lease sales in the areas where exploration is allowed.

Deepwater & Deep Drilling

Developing a deepwater production and regulatory strategy in the Gulf of Mexico is only one issue that we must evaluate.  We must also start paying attention to potential future ultra-deep drilling which may require different lease terms.  What I want to illustrate is that while our deepwater story is by and large a successful one—and grabs the lion’s share of the headlines—there are other issues we face that are a little more intractable and require considerable time, effort, and consultation to resolve.

For example, on March 26 we published a Proposed Rule to allow owners of existing leases to take advantage of a royalty relief incentive for drilling deep gas prospects in the shelf waters of the Gulf of Mexico.  A form of this relief was already available for leases purchased after 2001.

Few other initiatives can address near and mid-term shortfalls in natural gas supplies due to long lead times needed to explore and develop resources.  Deep-shelf gas can be brought on line quickly because of an extensive existing infrastructure in shallow water (pipelines, platforms, producing facilities).  Drilling can commence immediately, with new production in 2004-2009.  New leases (on about 1200 tracts?) can tap only a fraction of the deep-shelf resource potential that underlies mostly existing leases issued earlier.

The Proposed Rule extends incentives to older leases to tap the majority of the resource potential.  This could result in an additional 100 to 200 billion cubic feet of natural gas production per year, thus helping to moderate prices with a consumer savings estimated at $280 million per year (for 18 years).

Finally, interest has been expressed for areas 30,000 feet or deeper.  MMS will begin considering whether other measures are warranted for such extreme conditions.

Our Other Research Program

Regarding our other research efforts, the Technology Assessment & Research Program issued a call for white papers assessing the performance and damage experienced by Gulf of Mexico facilities during Hurricane Lili.  As a result of this call, we will be funding a number of major engineering research efforts, and because of a need for better physical oceanographic information, our Environmental Studies Program is funding the development of a comprehensive, definitive, and reliable database of wind, sea state, and currents associated with Hurricane Lili in the northern Gulf of Mexico.

We intend to use the information we gather to develop a MMS damage assessment report and to ensure that current MMS/industry guidelines are adequate for future hurricanes.  This is one example of how we meld the research objectives of our different programs to ensure that OCS operations continue to be safe and also protect the environment.

That is our mandate—set by Congress—and delegated from the Secretary of the Interior.  The main tenets of the OCSLA clearly state that the Federal OCS is a vital national resource.  Public lands should be made available for expeditious and orderly development, subject to environmental safeguards, consistent with the competitive aspects of our economic system, and based on national needs

While all these tenets seem straightforward, the last one can be a little tricky.  Indeed, there are numerous other laws that, because of the activity they regulate or resources they protect, have to be taken into account when considering offshore activity.

NOAA & the Marine Mammal Protection Act

For example, the Marine Mammal Protection Act is one of those.  Because the responsibilities of the MMPA are under the purview of NOAA, the Department of Commerce’s National Oceanic and Atmospheric Administration, we must coordinate our permitting of offshore activity with them.

The most recent instance of this working relationship in action concerns how seismic activities may adversely affect marine life, particularly sperm whales, which are an endangered species now known to inhabit Gulf waters.  In December 2002, MMS petitioned NOAA Fisheries for a rulemaking (potential for harm) under the MMPA regarding seismic surveys in the Gulf of Mexico.  NOAA Fisheries published a Notice of the petition in the March 3, 2003, Federal Register; the comment period ends April 16, 2003.

In the Federal Registers Notice, NOAA Fisheries indicates that  “. . . . in the interim period before this rulemaking is complete, MMS will enforce the mitigation measures outlined in this section to ensure the protections required by the ESA and MMPA.”   The resulting mitigation and monitoring requirements will most likely resemble requirements established in the past for seismic surveys off California and Alaska, the United Kingdom, and other countries. 

Homeland Security

Another issue of primary importance in these troubling times is the security of our offshore infrastructure.  The importance of domestic production has increased in view of the potential for a disruption in oil and gas imports.  MMS has adopted a proactive approach towards homeland security by identifying key assets and sharing responsibility with other Federal Agencies, such as the Coast Guard, State and local governments, as well as private industry.  We are improving communication and security awareness and identifying vulnerabilities while we develop measures to improve the protection of offshore personnel and facilities.  We have developed the OMM Threat Security Guidelines which form the foundation for a comprehensive offshore security system.  These guidelines establish specific protective measures for each standardized threat condition level of the Homeland Security Advisory System.  MMS is working with the Naval Facilities Engineering Service and the Sandia National Laboratories to develop a threat assessment and management methodology.  This methodology will help MMS prioritize critical OCS infrastructure in our OCS Regions.  We are also working closely with the Coast Guard to develop security regulations for offshore fixed and floating facilities.  And our most recent success has been to successfully work with API, the Coast Guard, and others to draft and publish security guidelines specifically tailored for offshore oil and gas production operations.  These guidelines are now available for industry to use.
These are just a few of the many issues that we must negotiate on a daily basis, but when we deal with a program that is as important to the Nation’s energy and economic security, it is essential that we go the extra mile to ensure its continued operation.  

As we celebrate the 50th anniversary of the passage of the OCS Lands Act later this year, it is important that we also recognize the exemplary record of the offshore industry in operating safely.  The offshore industry, year after year, is one of the safest industrial activities in the United States.  This year’s Safety in Seas Award was presented by the National Ocean Industries Association to ChevronTexaco and Oceaneering for being leaders in the field of safe operations in a demanding working environment.  We at MMS are proud to have been able to be part of the selection process.

ENVIRONMENTAL STUDIES PROGRAM

This afternoon we will be hearing about environmental study planning in the regions.   Tomorrow you will review the regional study plans for next year and the environmental questions we are trying to answer to help us manage OCS mineral development in as safe and environmentally sound a manner as we possibly can.  We look forward to your able assistance on some of the key challenges we face as we attempt to formulate research plans on many present and upcoming complex issues.  I’d like to thank this committee for helping us achieve our goals in the past and look forward to working with you in the future.
I'll be happy to answer any questions you may have. 

