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2009 MM SPERFORMANCE BUDGET JUSTIFICATIONS
Director’s Preface

The Minerals Management Service (MMS) manages America’s offshore energy, mineral and
natural resources on the Federal Outer Continental Shelf (OCS). With world energy demand
projected to increase nearly 24% by 2030, our Nation’s need to increase domestic production of
energy resources is emphasized in this budget. Under the management of MMS, the OCS
currently provides 27 percent of the Nation’s domestic oil production and almost 15 percent of
its domestic natural gas production. On the revenue side, MM collects and distributes on
average $10 billion in annual revenues for the Nation, States, and American Indians. MMS plays
avital rolein our Nation’s effort to be energy secure and economically strong. This budget
allows MM S to meet the challenge of developing traditiona and nontraditional forms of energy
in an environmentally sound manner. It further provides funding so that MM S can more
accurately collect and distribute in atimely manner the rents, bonuses, and royalties owed to the
people of the United States.

The 2009 MM S budget proposal is $307.1 million in current appropriations, offsetting rental
receipts, and cost recovery fees, an increase of $10.3 million above the 2008 enacted budget.
Thisincrease funds critical environmental studies and activitiesin Alaska and the Gulf of
Mexico in support of the 2007 — 2012 OCS Leasing Program and funds environmental
assessment work necessary to facilitate the development of our offshore aternative energy
resources, including wind, wave, and ocean current energy. The request for direct appropriations
is $160.4 million. Offsetting rental receipts and cost recoveries are estimated to be $146.7
million in 2009.

These are exciting and critical timesfor MMS and the Nation, as we take on new challenges and
directions in offshore resource management and leasing, aternative energy development, and
enhancement of revenue collection and auditing procedures and systems. MMS has major
financia responsibilitiesin the implementation of the 2007-2012 OCS Oil and Gas Leasing
Program, continuing program development under the Energy Policy Act of 2005 (including the
Coastal Impact Assistance grants program), and continued implementation of the Gulf of

Minerals Management Service i



Director’s Preface

Mexico Energy Security Act of 2006. The MM S request will fund fixed cost increases in the
amount of $6.8 million to maintain core program capabilities. It also provides additional
resources for the minerals revenue management program to improve audit and compliance
review processes and to implement system enhancements for the Minerals Revenue Management
Support System (MRMSS). These increases will complement our ongoing efforts to ensure the
accurate and timely collection and distribution of royalties required by Congress and to
implement recommendations of the Government Accountability Office and the Department of
the Interior’s Inspector General.

This budget redirects existing resources to make us more efficient, and provides for important
new leasing and energy management activities that are essential to America’s energy supply,
including enhancing our domestic production of oil and gas and the permitting of offshore wind,
wave and current projects. Overall, the budget provides for $14.3 million in program increases.
Offsetting reductions in base funding total $10.7 million, reflecting the completion of certain
systems work, the completion of development funding for the OCS Connect system, and other
anticipated savings through better use of technology.

All of our programs are targeted to ensure that the public receives the maximum benefit from
America’s OCS resources and Federal mineral revenues. The national goals of greater energy
security and lessened dependence on foreign oil are key factors in shaping this budget proposal.
Aswe move forward in the new century, improving the Nation’s management of OCS lands and
ensuring appropriate and accurate collection and disbursement of mineral and energy revenues
will remain our top priorities.

ii Minerals Management Service
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FY 2009 PERFORMANCE BUDGET ESTIMATE
Minerals Management Service
General Statement

Table 1: Summary of MM S Budget Request

Budget Authority ($000) Az(gg; Eﬁggts od Preiio(?e?nt’s Cﬁc;%%e
Request from 2008
ROMM Appropriation 152,612 154,750 154,270 -480
Oil Spill Research Appropriation 6,903 6,303 6,123 -180
Offsetting Rental Receipts 116,802 123,730 133,730 +10,000
Cost Recovery Fees v 11,928 12,000 13,000 +1,000

Total Discretionary Budget Authority 288,245 296,783 307,123 +10,340

Payments to States 2/ 1,913,104 | 2,191,132 | 2,706,661 +515,529
Geothermal, Payments to Counties 3/ 4,360 9,300 0 -9,300
Coadgtal Impact Assistance Program 250,000 250,000 250,000 0

Total Mandatory Budget Authority 2,167,464 | 2,450,432 | 2,956,661 +506,229

Total Budget Authority 2,455,709 2,747,215 3,263,784 +516,569
Tota Direct FTE 4 1,480 1,485 1,495 +10
Tota Reimbursable FTE 120 120 120 0

Total FTEs 5 1,600 1,605 1,615 +10

1/ In prior budgets, cost recovery amounts were included with offsetting rental recei pts within the total offsetting collections
amounts, but were not displayed separately. The amount shown is estimated for FY 2009.

2/ Includes Mineral Leasing and Associated Payments; National Forest Fund, Payments to States; Leases of Lands Acquired for
Flood Control, Navigation and Allied Purposes; Qualified OCSrevenuesto Gulf producing states (GOMESA); and National
Petroleum Reserve - Alaska. See Mineral Receiptstab for detail.

3/ Geothermal: The 2009 President’s Budget proposes to return to the traditional 50/50 Federal-State revenue sharing
arrangement by eliminating the provisionsin the Energy Policy Act of 2005 that provide these revenues to counties.

4/ Full Time Equivalent (FTE) is a standardized unit representing the average cost of one full-time employee.

5/ FTE totals shown for FY 2008 and FY 2009 include 22 FTE in the Coastal Impact Assistance Program. Note FTE are different
fromactual employee count shown in Appendix E.

The Minerals Management Service (MMS), a Federal agency within the U.S. Department of the
Interior (DOI), manages the Nation’s oil, natural gas, and other energy and mineral resources on
the Federal Outer Continental Shelf (OCS) as well as the mineral revenues from the OCS and
from onshore Federal and Indian lands. The MMS is one of America’s leading mineral asset
managers. Almost every American benefits from the work of MMS. From the gasoline that
powers our cars, the natural gas that heats our homes, and the benefits obtained through the
disbursement of collected mineral revenues, the Nation and its citizens benefit from the efforts of
MMS.

Minerals Management Service 1



General Satement

Within MMS, the Offshore Energy and Minerals Management program (OEMM) regulates OCS
activities, including administering OCS leases and monitoring the safety of offshore facilities
and protecting our coastal and marine environments. Through the work of OEMM, MM S
manages the oil and gas and other energy and mineral resources on the 1.76 billion acres of the
Nation’s OCS, with apotential of 101.2 billion barrels of oil and 480.1 trillion cubic feet of gas.
Under a new mandate of the Energy Policy Act of 2005 (EPAct), MMS aso is developing an
alternative energy program that will now make renewable energy such as wind, wave, and ocean
current energy resources on the OCS available for lease and possible development.

The Minerals Revenue Management program (MRM) collects, accounts for, and disburses
revenues from mineral leases on the OCS and onshore Federal and American Indian lands.
MRM processes over 500,000 mineral revenue transactions per month from more than 28,000
producing leases, and collects mineral revenues that have averaged $10 billion annually over the
last five years.

FY 2009 PERFORMANCE BUDGET REQUEST

MMS Mission Statement

MMS’s mission isto manage the energy and mineral
resources on the Outer Continental Shelf and Federal and
Indian mineral revenues to enhance public and trust
benefits, promote responsible use, and realize fair value.

The MMS recelves funding for operations from four sources: the Royalty and Offshore Minerals
Management (ROMM) appropriation, the Oil Spill Research (OSR) appropriation, cost recovery
fees, and offsetting rental collections. In addition, MMS operates the Royalty-in-Kind (RIK)
Program, including the Strategic Petroleum Reserve initiative®, and the Coastal Impact
Assistance Program with use of funds from within those programs.

For FY 2009, MMS s requesting an operating account level of $307.1 million, which includes
$133.7 million in offsetting collections obtained from rental charges; $13 million in cost
recovery fees; $154.3 million from ROMM appropriations, and $6.1 million from OSR
appropriations. The total appropriations amount (ROMM and OSR) is $160.4 million.

NEW DIRECTIONSAND GREATER RESPONSIBILITIES

The MMS’s role in America’s energy picture continues to grow at a critical time for the Nation.
There is tremendous need and interest in devel oping options to increase domestic energy

® The MM S provides royalty oil (from royalty payments taken in kind through the RIK program) to the Department
of Energy (DOE) through a cooperative effort between Interior and DOE. DOE exchanges the oil provided by
MMS for higher grade crude, which isthen transported and stored in the Strategic Petroleum Reserve, whichis
operated by DOE.

2 Minerals Management Service
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production. MMSiskey not only for offshore oil and gas, but also for the burgeoning renewable
energy industry. Recent legislation has enhanced

and expanded the Bureau’s responsibilities on a \

number of fronts—both in terms of expanding |
access to OCS acreage for oil and gas
development and implementing anew program
that will provide for aternative energy
development on the OCS.

The MMS plays an integra part in the
implementation of the President’s National
Energy Policy (NEP). TheNEPisa
comprehensive strategy designed to secure
America’s energy future by reducing dependence
on foreign sources, increasing domestic fossil fuel
production, improving energy conservation
efforts, and developing aternative and renewable energy sources. For example, in responseto a
Presidential Order to help ensure the stability and security of America’s existing energy supply,
MMS implemented a program that transferred in-kind royalties from offshore oil production to
the Department of Energy for the Nation’s Strategic Petroleum Reserve (SPR).

Energy forecasts through 2030 show that the rate of growth in total U.S. energy consumption is
expected to increase more rapidly than the growth in domestic energy supply. Energy resources
on the OCS currently supply about 27 percent of the Nation’s oil production and 15 percent of
the Nation’s natural gas production, and these lands will become an increasingly important
source of domestic energy supplies—for conventional and unconventiona oil and natura gas,
and for aternative or renewable energy. Because these energy sources also help fuel the
Nation’s economy, there is considerable interest in the location and magnitude of the U.S.
resource base from which future domestic discoveries and production can occur. The OCSis
estimated to contain about 49 percent of the remaining undiscovered resources of domestic oil
and natural gas (in barrels of oil equivalent’ (BOE)).

MMS efforts to increase energy exploration and production from the OCS currently focus on:
o Facilitating industry exploration and devel opment in deepwaters of the Gulf of
Mexico, including movement into ultra-deep waters.
0 encouraging Alaska OCS exploration and devel opment
0 expediting development of a new offshore aternative energy program

" For this measure, MM S adds oil volumes to gas volumes, which have been converted to "Barrels of Oil
Equivalent" (BOE) utilizing standard industry factors. MMS divides gas MMBtu volumes by afactor of 5.8 (the
industry standard factor for converting MMBtu to BOE) to yield a gas BOE. MMS a so converts Natural Gas Liquid
(NGL) volumesto Mcf by dividing the liquid volumes by 15 (the industry standard factor) and then dividing this
result by 5.8 to yield BOE.
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Energy for America

Our nation’s security, economy, and quality of life are dependent on adequate and affordable
supplies of energy. Since the 1950’s, energy demand in America has grown faster than our
ability to produce supplies domestically, resulting in ever increasing need for energy imports (see
inset graphic from DOE’s Energy Information Administration (EIA) below). Energy useis
essential to sustaining our economic progress and our quality of life, but high prices and
increasing dependence on foreign energy supplies raise important national energy policy issues
about energy supply options and their effects on the environment. Thereisno one single
solution. Achieving the goa of ample secure, clean, and affordable energy will require diligent,
concerted efforts on many fronts on both the supply and demand sides of the energy equation.

Overview, 1949-2006
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Figurel. Energy Overview, 1949 - 2006

According to most forecasts, fossil fuels (oil and natural gas and coal) will continue to be the
principal means to satisfy future energy demand for many years. Whileit is clearly important to
pursue energy from alternative and renewabl e resources and increase conservation and
efficiency, any realistic solution to increasing our energy security must also focus on increased
domestic production of coal, oil, and natural gas.

Our chalengeisto bridge the existing energy gap and find the resources to help meet future
demand. The MMS has a number of programs in place and initiatives under development to
increase access to resources located on the OCS to help support increased domestic energy
production—from continued production of OCS oil and gas resources, investigating
unconventiona resources like gas from methane hydrates, as well as providing energy from non-
traditional sources such as renewable energy or assisting the Maritime Administration
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(MARAD) and U.S. Coast Guard (USCG) with authorizing sites for importing liquefied natural
gas (LNG)®. New locations for deepwater ports to receive shipments of imported LNG are
proposed along the Pacific coast, the East coast, and Gulf coasts. Most of the sites are on the
OCS and some projects may involve underground storage of the gas on the OCS.

Despite expected increases in OCS oil and natural gas production over the next ten years, the
Nation likely will not be able to mitigate the growing long-term expected shortfall between
projected domestic supply of and demand for oil and natural gas without continued and timely
access to high potentia areas on Federal lands, including the OCS. A decision to not produce
OCS resources can aso have consequences. Most likely, it will mean more imported oil and
LNG. Compared to imported sources, domestic OCS production is an economically and
environmentally preferred source of energy. Producing more of the Nation’s energy
domestically will increase U.S. energy security and help close the growing gap between the
amount of energy used and produced.

The MMS has a number of programs in place and initiatives under development to help shorten
these lead times and provide access to resources located on Federally-managed lands to support
future domestic energy production. The MMSis now responding to new provisions of the
Energy Policy Act of 2005 and the Gulf of Mexico Energy Security Act of 2006, which also are
designed to encourage domestic energy investment in new offshore leasing and devel opment.

OCS Role in Contributing to America’s Energy Supply

Much of the growth in the Nation’s energy demand will have to be met by production from the
OCS, especialy from new frontier areas in the Gulf of Mexico and offshore Alaska, if further
increases of imported supplies of oil and gas are to be avoided.

To date, OCS lands have yielded about 172 trillion cubic feet of natura gas and 17 billion barrels
of oil for U.S. consumption. Today, MM S administers about 7,500 |eases and oversees
production from nearly 4,000 facilities on the OCS. Approximately 1,600 producing OCS leases
offshore California, Alaska, and in the Gulf of Mexico currently contribute 1.4 million barrels of
oil and 8 billion cubic feet of natural gas per day for U.S. consumption, accounting for about for
27 percent of the Nation’s oil production and 15 percent of domestic natural gas domestic
production. The data shows atrend of increasing oil production from the OCS, which in 2006
produced about 500 million barrels per year, and by 2015 is projected to produce approximately
838 million barrels per year. The Energy Information Administration also projects OCS naturad
gas production to increase from 2.9 trillion cubic feet per year in 2006 to 4 trillion cubic feet by
2015.

The share of energy produced from the OCS will likely continue to grow over time because the
offshore areas of the United States are estimated to contain significant quantities of resourcesin
yet-to-be-discovered fields. The MM S (2006) estimates that the OCS contains about 86 billion
barrels of oil and 420 trillion cubic feet of natural gasin yet-to-be discovered fields, which
represents about 60 percent of the Nation's remaining undiscovered technically recoverable oil
resources and 40 percent of its undiscovered natural gas resources. About 574 million acres—

8 LNG is natural gas cooled into liquid form for transport in specially-designed tanker ships.
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85% of the OCS off the lower-48 states—are restricted from leasing due to ongoing
Congressional moratoria and Presidential withdrawals. MM S estimates that these restricted
areas—in the Pacific, the Atlantic, and parts of the central and eastern Gulf of Mexico—contain
about 30 percent of the oil and 27 percent of the natura gas resources offshore in the lower-48
states.

CURRENT OCSPRODUCTION (2006)

OIL: 507 million barrels
= 1.4 million barrels per day;
27% of total U.S. production

Natural GAS: 3trillion cubic feet
= 8.1 billion cubic feet per day;
15% of total U.S. production

Recent removal of some restrictionsis enabling MM S to offer access to new and expanded areas
of the OCS for future leasing and development. The Nation and the energy debate would benefit
from a better understanding of the resource potential, including the gas or oil “proneness” of
areas, and the ability of the OCS to contribute significantly toward meeting future domestic
demand. Thereis significant uncertainty in the resource estimates due to a lack of adequate data,
especially in those OCS areas which have been unavailable for exploration and development for
many years.

The strongest trend on the OCS today is the continuing development of the Gulf of Mexico
deepwater (i.e., more than 1,000 feet deep). There are 124 deepwater projects now in
production. Seven of the 20 largest U.S. ail fields, aswell as the largest domestic oil discovery
in the last 30 years, Thunder Horse, are located in Federal deepwater areas. There have been 12
industry-announced discoveries over the past three years in water depths greater than 7,000 feet,
and these ultra-deep discoveries have the promise of opening up entirely new geologic frontiers
which could provide a significant increase in oil and gas supplies for decades to come. The
MMS estimates that within 5 years, the OCS will account for 40 percent of domestic oil and
nearly 20 percent of domestic gas owing primarily to deepwater discoveries.

Thereis also high oil and gas potential offshore Alaska, but operations face many technical
challenges and high costs in this unproven frontier. There has been renewed interest in oil and
gas leasing and exploration in OCS areas offshore Alaska, particularly, in the Beaufort Sea.
Production from the Northstar project and any future production from additional OCS
development projects in the Beaufort Sea—L iberty could be the next development—will help to
prolong the life of the Trans-Alaska Oil Pipeline (oil throughput has been declining over the past
20 years) and could support construction of anew natural gas pipeline from the North Slope.
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For illustration only. Source: modified from AOGA, data from State of Alaska
Figure 2. Trans-Alaska Pipeline System Throughput

OCS lands managed by the MMS are also a critical component of the Nation’s energy
infrastructure. The MM S issues and manages rights of way that authorize thousands of miles of
oil and natura gas pipelines across Federa lands and the OCS. The offshore Federal oil and gas
infrastructure includes over 33,000 miles of pipeline that provide the means to service and
transport our Nation’s domestically produced oil and gas from offshore wells to onshore
refineries.

The future of offshore development in ultra-deepwater, ultra-deep gas resources on the Gulf of
Mexico shelf, and remote arctic areas depends upon how quickly advances can be made in
research and technological developmentsin order to access these resources. Many challenges
remain to be addressed. Additionaly, there are long lead times needed for exploration and
development of OCS oil and gas resources, especially in frontier areas where risks and costs are
especialy high. Preparing to offer oil and gas|eases entails years of planning and consultation
under sections 18 and 19 of the OCSLA. Once alease saleisheld, it could take five to ten years
for drilling to commence. Production could take another five years or more after a discovery.

Providing Economic Value

Between 1982 and 2007, MM S distributed $176.6 billion in revenues from onshore and offshore
lands (for the 2006 distribution amounts, see the MRM Overview). MMS’s distribution of
mineral revenues to the U.S. Treasury is one of the Federal government’s greatest sources of
non-tax income. In addition to thisdirect Treasury deposit, annual distributions to the Land and
Water Conservation Fund, the Historic Preservation Fund and the Reclamation Fund help ensure
that America’s natural resources, pristine landscapes, and rich history are enjoyed by current and
future generations.
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MMS also distributions significant revenues to states, an important source of revenue that many
state governments depend on to fund large capital projects, such as schools, roads, and public
buildings. Asasteward of the royalty assets from Indian trust properties, MMS serves as an
advocate for the interests of American Indian mineral owners and ensures the fulfillment of its
Indian trust responsibility. Most importantly, the revenues collected from mineral leases on
Indian lands work directly to benefit members of the American Indian community, and play a
key rolein performing the Secretary’s Indian trust responsibilities.

Coastal states receive a portion of the revenue collected from offshore oil and gas activity within
a3 to 9 mile-wide band beyond state waters, as specified in section 8(g) of the OCS Lands Act
(OCSLA). Additionaly, in 2005, Congress directed in the EPAct, that $250 million of OCS
revenues in each of the fiscal years 2007 through 2010 be made available to six Gulf Coast ail
and gas producing states to support a coastal impact assistance program. In the future, additional
revenue will also be shared (37.5 percent) with Gulf coast states and coastal political
subdivisions under provisions of the Gulf of Mexico Energy Security Act of 2006, first from
newly-authorized areas for leasing in the central and eastern Gulf of Mexico, and later
(beginning in FY 2017) for al new leasing in the Gulf of Mexico.

Offshore Oil and Gas Assessments — Opening Up New Opportunities

Locating and devel oping energy resources from the OCS is avery costly and long-term
undertaking—discovering, delineating, developing and bringing most energy supplies to market
requires very long lead times. Energy projects typically require huge investments and operate
for decades.

Department of the Interior programs and Since 1954 (though October 2007), the
initiatives will impact access to energy DOI has held 147 competitive OCS ail
resources and production occurring 10 to 30 and gas lease sales offshore the Gulf
years or more from today. The MMSis Coast, the Atlantic and Pacific Coasts,
exploring opportunities to work closely with and offshore Alaska.

other DOI bureaus, in particular the Bureau of
Land Management, to maximize our joint
effortsto address America’s energy needs. MMS’s 2009 budget request is designed to mesh into
alarger conceptual framework for responsible energy development.

Asrequired by law, MMS provides an orderly and predictable schedule of competitive oil and
gas | ease sales which make Federal resources available to industry for leasing and potential
development. Production from leases issued as a result of these sales will contribute
substantially to future domestic oil and gas production and will provide bonuses, rentals and
royalties to the United States Treasury and adjacent coastal states. For example, in FY 2007,
MMS collected $11.4 billion on behalf of the Federal government in royalties, rents, and
bonuses. About 60 percent of the total collected, or $7 billion, is attributable to OCS oil and gas
leasing and devel opment.

Access to Federal offshore lands for oil and gas exploration and devel opment begins with the 5-
Year OCS Oil and Gas Leasing Program which establishes the schedule of |ease sales to make
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promising offshore areas available to industry for leasing, exploration, and development by
competitive bid. To encourage energy development from Federal offshore lands having high
resource values, MM S provides an orderly and predictable schedule of oil and gas |ease offerings
that offer industry access to OCS acreage for leasing by competitive bid, providing for potential
future exploration and development of oil and natural gas. Production from leasesissued as a
result of these sales will contribute substantially to domestic oil and gas production and will
provide bonuses, rentals and royalties to the U.S. Treasury and adjacent coastal states. There are
long lead times needed for exploration and development of OCS oil and gas resources, especially
in frontier areas where risks and costs are especialy high. Preparing to offer oil and gas leases
entails years of planning and consultation under sections 18 and 19 of the OCSLA. Once alease
sdeisheld, it could take five to ten years or more for drilling to commence. Production could
take another five years or more after a discovery.

On June 29, 2007 the Secretary approved the 5-Y ear Outer Continental Shelf Oil and Gas
Leasing Program, to guide domestic energy leasing on the OCS from 2007 to 2012. The new
program provides access to about 181 million acres of the OCS and leasing as aresult of these
sales could result in production of 10 billion barrels of oil and 45 trillion cubic feet of natura gas
over 40 years, generating almost $170 billion, in today’s dollars, in net benefits for the Nation.
The program will provide thousands of new jobs, billions of dollarsin revenue for the Federa
and state governments, and additional royalty oil targeted to help fill the Strategic Petroleum
Reserve.

Over the next 5 years, MM S will be implementing this new program which includes 21 oil and
gas lease salesin eight of the 26 OCS planning areas — 12 salesin the Gulf of Mexico, 8 salesin
four areas offshore Alaska and, at the request of the Commonwealth of Virginia, one in the Mid-
Atlantic Planning Area, about 50 miles off the coast of southern Virginia. These areas would be
subject to environmental reviews, including public comment, and extensive consultation with
state and local governments and tribal organizations before any |ease sale proceeds.

The new 5-Y ear Program offers OCS acreage that has been unavailable for many years. This
paves the way to opening new sources of oil and gas for the Nation. Restrictions have been lifted
on leasing in the North Aleutian Basin offshore Alaska and one sale is scheduled there for 2011.
The proposed salein the Mid-Atlantic is scheduled for late 2011, but would not occur unless, or
until, the Congressional moratorium is discontinued and the Presidential withdrawal is modified
for this area. The program includes salesin 2008 and 2009 for new areas in the central and
eastern Gulf of Mexico required by the Gulf of Mexico Energy Security Act of 2006.
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| OCS Lease Sales 2007-2012 21 Sales
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Figure3. OCSL ease Sales 2007-2012

Two lease salesin the 5-Y ear Program have already been held which yielded the U.S. Treasury
more than $3 billion and places about 5.4 million more OCS acres under lease for energy
development (seetable below).

The Program includes annual |ease salesin the Central and Western Gulf of Mexico. The Gulf of
Mexico Energy Security Act, signed by President George W. Bush on December 20, 2006,
requires offering for oil and gas lease portions of the “Sale 181 Area” in the Central Gulf
(2,028,730 acres) and in the Eastern Gulf (about 546,000 acres) Planning Areas as well asthe
“181 South Area” (5,762,620 acres). The total acreage of new areas in the Gulf offered under
the proposed program is 8,337,443 acres, aten percent increase in the acreage available for
leasing in the Gulf of Mexico. Under the 5-year program, the portion of the Sale 181 areain the
Central Gulf wasincluded in the October 2007 lease sale, and the portion in the Eastern Gulf
would be offered for the first timein March 2008. The 181 South areais scheduled for leasein
2009 following additional environmental studies and requirements under the National
Environmental Policy Act (NEPA).

The program aso includes a proposed sale in the Mid-Atlantic Planning Area, beyond 50 miles
of the coastline of Virginia, in late 2011 and would be the first time leasing might be considered
off the Atlantic coast in 25 years. This areawas included in the 5-year program at the request of
the Commonwealth of Virginia. All the Atlantic planning areas, including the area adjacent to
the Virginia coastline, are presently under Congressional moratoria and Presidential withdrawal.
Therefore, this sale would only take place if the Congressional moratorium is discontinued and
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the Presidential withdrawal is modified for thisarea. This proposed sale area excludes a 50-mile
coastal buffer from leasing consideration as requested by the Commonwealth of Virginia, aswell
as awedge-shaped No-Obstruction Zone to avoid conflicts with navigation activities in and out
of the Chesapeake Bay. No |ease sale would proceed without additional consultation and more
site-specific analysis of its environmental effects under the National Environmental Policy Act.

Table2. Recent OCS Sales

2007-2012 5-Year Program: OCSL ease Sales Held to Date

Tracts* Bonus Bids ($ Millions)*
Sale204 | Western Gulf of Mexico 274 $287.1
Sale205 | Central Gulf of Mexico 723 $2,904.3

* Final statistic for Sale 205 pending completion of MMS bid reviews.

To meet the Nation’s growing energy demand, the U.S. energy industry will need to expand
beyond continued development of conventional hydrocarbon resources and focus increasingly on
aternative energy supplies.

New Directions with Renewable and Alternative Energy

For much of the past 50 years, offshore energy development has been largely focused on
producing oil and natural gas. Now, America’s oceans may hold the key to realizing significant
potential new energy sources to support our Nation’s growing energy needs. Wind energy is the
most technologically mature and the closest to commercial-scale deployment offshore. The
Department of Energy’s National Renewable Energy Laboratory estimates that the offshore
resource between 5 and 50 miles aong the Atlantic and Pacific Coasts could support up to 900
gigawatts of wind generation capacity—an amount similar to the current installed U.S. electrical
capacity. Presently, there are no commercia wind facilities operating today off the U.S. coasts,
but in the past few years, interest in offshore wind energy has increased significantly.

Renewable and alternative energy sources such as wind, biomass, hydropower, solar, and
geothermal are important components of the Nation’s energy supplies. Alternative and
renewable energy supplies not only help diversify our energy portfolio, but they are sources of
clean energy for current and future generations.

One of the most exciting developments at MM S is the greatly
increased responsibilities and opportunities for working with
renewable and alternative energy sources, as reflected in Section 388
of the Energy Policy Act of 2005 (EPAct 2005). This request
proposes funding for review and analysis of alternative energy
projects, such aswind, wave, and current energy. Coupled with the
traditional energy development initiatives, the MM S shows great
promise for helping to meet America’s energy needs in the coming
decades.

Through development of anew regulatory program, the MMS s laying the groundwork for a
new energy frontier for our Nation — one that can help to reduce our dependence on foreign ail
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and strengthen our national energy security by developing clean, renewable aternative energy
sources on the OCS. The wind, wave, and current resources on the OCS offer enormous
potential for development as aresult of emerging alternative energy technologies. Interest in
using the offshore waters of the Atlantic and Pacific Coasts and the Gulf of Mexico and the air
above these bodies of water for commercia energy generation isincreasing. Many coastal states
have put in place renewable energy portfolio standards requiring utilities to substantially increase
their reliance on renewable energy sources.

Wind power is the fastest growing source of electricity generation in the world. While the
current contribution of wind-generated electricity to America’s total electricity supply is small—
less than 1 percent—this sector will become an increasingly important component of a diverse
energy portfolio. According to the American Wind Energy Association, U.S. wind power
generating capacity increased by 27 percent in 2006. One of the newest global trendsin wind
power is the construction of offshore wind farms, consisting of clusters of e ectricity-generating
turbines erected in open-water areas with strong winds. Northern Europe reportedly has 27
offshore wind farms, and the American Wind Energy Association reports that offshore wind
farmsin Europe have atotal of 900 megawatts of electrical generation capacity. To date there
are no offshorewind farmsin the U.S.

In January 2008, MM S issued its Record of Decision to move forward with alternative energy
development on the OCS, an action that will assist in expanding utilization of renewable energy
resources in the United States. This represents an important milestone in charting a course
designed to increase our energy security through the responsible development of adiverse
variety of resources, and it comes at acritical point intime. The MMS istargeted to issue leases
in 2008 that will authorize data gathering and research projects. Also in 2008, MMS s planning
to make a decision on the proposed 130-turbine wind farm in Nantucket Sound, offshore Cape
Cod, Massachusetts.

Improving Return on the Dollar — More Efficiency in Revenue Collection

Although a small bureau, MM S generates tremendous amounts of revenue for States, Indians and
the U.S. Treasury, over $11 hillion in FY 2007 aone. Sinceits 1982 inception, MMS has
collected approximately $176.6 billion through FY 2007, and has aso delivered ail to the
Department of Energy for the Strategic Petroleum Reserve valued at an estimated $4.7 billion.

Investmentsin the people and IT systems responsible for revenue collection typically pay large
dividends for the American public by improving the efficiency of collections and maximizing the
dollars received for the U.S. Government. The MMS requests funding to ensure the staff and the
software accounting and tracking systems are in place to ensure proper collection of rents,
royalties, and other payments due to the American public from mineral extraction on Federa
lands.

The budget initiatives for the MRM Program will improve MM S audit and compliance review
functions. Additional initiatives will improve billing processes to significantly reduce manual
intervention requirements and greatly increase processing efficiencies. These investments
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strengthen MMS’s mineral revenue collection and compliance program and will reflect a strong
return on the dollar in the form of increased revenues to the U.S. Treasury.

FY 2009 BUDGET HIGHLIGHTS

As MMS moves forward, its mission of managing the Nation’s OCS lands and resources and its
mineral revenue collection efforts will remain the top priorities. The MMS programs are vitaly
important and contribute significantly to the Nation’s economic well being and energy security.
Through all of its programs, the MM S ensures that the public receives the maximum benefit
from America’s mineral revenues and OCS resources. MMS is faced with new responsibilities
from the Energy Policy Act of 2005, an expanding workload from OCS deepwater activities and
forthcoming OCS | ease sales, implementation of the OCS 2007-2012 Five-Y ear Plan, the Gulf of
Mexico Energy Security Act of 2006, and responding constructively to recent recommendations
from internal and external reviewers on improving our revenue management program. Funding
for the FY 2009 initiatives will allow MM S to achieve performance targets while meeting these
new challenges.

The following tableillustrates the proposed budgetary changes from the FY 2008 Enacted
Budget to the FY 2009 President’s Request. Each of these initiativesis described in full under
the respective activity and subactivity.
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MineralsManagement Service
Table3: FY 2009 Analysisof Budgetary Changes Table
(dollarsin thousands)

Office Project/Program Reductions | Increases | FTE | Balance
FY 2008 ENACTED - Net Appropriations 161,053
OEMM  |Geoscientific Interpretive Tools +1,086
OEMM |OCS5-Year Leasing Program +8,500] +12
OEMM  [Alternative Energy - EPAct 2005 Section 388 +1,000 +1
OEMM  |Fixed Cost Increase & Related Changes +1,893
OEMM  [OCS Connect (8,630) -7
OEMM  |Remove Earmark - CMRET (886)
OEMM  |Acrossthe Board reduction - travel & contracts (273)
Net OEMM Adjustments (9,789)| +12479 +6|  +2,690
MRM  |Improve Automated Interest Billing to Companies +1,700
MRM  |Implement OIG Compliance & Audit Recommendations +2,000 +4
MRM  |Fixed Cogt Increase & Related Changes +1,217
MRM  |Adjustment Line Monitoring (420)
MRM  |Acrossthe Board reduction - travel & contracts (174)
Net MRM Adjustments (594) +4,917 +4|  +4,323
GA Fixed Cost Increase & Related Changes +3,671
GA IDEAS Redirect to FBMS Hosting (98)
GA Acrossthe Board reduction - travel & contracts (66)
Net General Administration Adjustments (164) +3,671 +3,507
MMS  |Increase ROMM Offsetting Collections (11,000) (11,000)
OSR Decreaseto Oil Spill Research (180) (180)
FY 2009 PRESIDENT'SREQUEST - Net Appropriations (21,727)| +21,067| +10| 160,393

In the Offshore Energy and Minerals Management Program, the following initiatives are
proposed:

Geoscientific I nterpretive Tools (GI T) (+$1,086,000; +0 FTE): Thisinitiative will allow MMS
to acquire industry comparable analytical software for performing geoscientific analyses. GIT is
used for all geoscience analysis, including lease sale bid adequacy decisions, and Conservation
Information Document evaluations.
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OCS 5-Year Leasing Program Needs (+$8,500,000; +12 FTE): The largest initiative in MMS’s
2009 proposal, this multi-faceted initiative funds crucial activitiesin Alaska and the Gulf of
Mexico to implement the 2007-2012 Oil and Gas Leasing Program, the blueprint for offshore
activities. Much of the request isfor environmenta studiesin areas of new leasing activity.

I mplementing Alternative Energy - EPAct 2005 Section 388 (+$1,000,000; +1 FTE): This
initiative funds environmental studies, assessments, and impact statements, and sets the stage for
MMS to work with applicants for offshore alternative energy/aternate use projects (wind, wave,
ocean current energy) and other stakeholders.

As a result of MMS’s analysis of base resources, the proposal includes the following funding
reductions within OEMM:

OCS Connect (-$8,630,000; -7 FTE): OCS Connect is an important electronic interface
between MM S and its customer base. The requested funding level will provide for ongoing
operations and maintenance of the system once the Devel opment, Modernization, and
Enhancement phase is completed. Development funding received in previous yearsis no longer
necessary.

Center for Marine Resources and Environmental Technology (CMRET) (-$886,000; -0 FTE):
MMS proposes to €liminate the earmarked funding for the CMRET in order to redirect the
funding to higher priorities.

In the Minerals Revenue Management Program, the following initiatives are proposed:

I mprove Automated | nterest Billing to Companies (+$1,700,000; +0 FTE): Thisinitiative
continues MRM’s commitment begun in 2007 and 2008 to improve the timeliness and efficiency
of the interest assessment to payors by implementing system enhancements to the MRMSS
interest module.

I mplement Office of I nspector General (Ol G) Compliance and Audit Recommendations
(+$2,000,000; +4 FTE): This proposal ensures MRM’s ability to address recommendations by
the OIG in its December 2006 report regarding MRM’s Compliance Review activities. The
requested funding will allow MMS to increase the audit staff by 4 FTE, to expand company and
property compliance coverage, and to develop and implement a risk-based automated
compliance tool for use in targeting audit and compliance resources.

As a result of MMS’s analysis of base resources, the request includes the following funding
reduction within MRM:

Adjustment Line Monitoring System Modifications (-$420,000; -0 FTE): The system
modifications to MRM’s adjustment line monitoring process were fully funded in 2008 and
further expenditures in this area are not needed in FY 20009.
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In General Administration, the following is proposed:

IDEAS Redirect to FBMS Hosting (-$98,000; -0 FTE): This reduction reflects implementation
of the acquisition module of FBMS and retirement of the MM S instance of IDEAS. MMS has
implemented the new module, Prism, and therefore funding will no longer be needed to support
IDEAS.

Additionally, the following apply Bureauwide:

Fixed Costs and Related Changes (+$6,781,000; +0 FTE): Thisincrease represents a portion
of the anticipated funding needed to keep pace with personnel-related costs and other fixed costs
such as rent. Personnel-related increases are spread through all subactivities except for General
Support Services, which hasno FTE. Included within this request is alarge increase for rents
(+$2,728,000 in the General Support Services subactivity) needed primarily due to substantial
rent increases at GSA-leased facilitiesin New Orleans.

Departmental Across-the-Board Reductionsfor Travel (-$400,000; -0 FTE for MMS) and
Savings from Performance Contracting (-$113,000; -0 FTE for MMYS):

Across-the-Board Travel Reduction

The Department is undertaking a $20 million effort to reduce travel and rel ocation expenses
across the board. The allocation of shares of this travel reduction is based on each bureau’s and
office’s percentage of the Department’s total 2007 budget object class 21 expenses. The MMS’s
share of thisreduction is $400,000. The MMSwill create a strategy to manage and control travel
and rel ocation costs that promotes improved efficiency in allocating available travel funds to
highest priority uses, locations, and functions. The bureau will review policies and business
practices for managing travel and relocations to ensure that these policies and business practices
emphasize travel priorities, reduce costs through improved management and efficiencies, and
increase accountability for managing travel priorities and cost. Options that the bureau will
consider in reducing 2009 travel expenses include:
¢ Reduce number of travelers to meetings, conferences, seminars, etc. to only essential
personndl, i.e., primary decision maker, presenter, representative;
¢ Reduce number of meetings hosted and attended to only mission-critical meetings;
¢ Reduce number of conferences, seminars, etc. hosted and attended to only mission -
critical events,
e Increase use of teleconferences, video-conferencing technologies, on-line meeting
capabilities, etc. in lieu of traveling to events;
e Combine meetings, conferences, seminars, and other events to reduce the number of
individual travel events, and
e Increase use of on-line booking and travel management services.

Theindividua program reductions are included in the 2009 program changes category of the
introductory table of each activity and subactivity.
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Performance-Based Contracting

To help offset higher priority budget increases, the 2009 budget request includes a reduction of -
$113,000 to be realized from a portion of savings generated by converting contractsto a
performance-based acquisition mechanism. The Department established a goal in 2007 of
converting 45 percent of eligible contracts to performance-based contracting mechanisms. The
MMS achieved some success in meeting the goal during 2007, but requires additional effort
during 2008 to achieve the 45 percent target. The additional savings to be achieved in 2008 are
assumed as a base reduction for 2009 budget planning and have been aggregated for a general
offset reduction of -$113,000 in the bureau’s budget.

Theindividua program reductions are included in the 2009 program changes category of the
introductory table of each activity and subactivity.

Offsetting Collections from Rents and Cost Recoveries (combined, +$11,000,000; +0 FTE):
The MM S for the first time is segregating cost recoveries from rental fees, resulting in a new
manner of presentation in the Bureau’s Budget Justifications. For 2009, MMS requests to retain
$133,730,000 of eigible offsetting rental receipts to defray the costs of the Bureau’s operations.
In addition, MM S requests authority to retain and use monies from cost recoveries, which are
chargesto customers for services rendered. Cost recoveries are estimated at $13,000,000 for

FY 2009. Together, offsetting collections and cost recoveries are expected to total
$146,730,000, an increase of $11,000,000 over the combined offsetting collections total of
$135,730,000 in FY 2008.

And for the Oil Spill Research (OSR) appropriation:

Decrease to Oil Spill Research (-$180,000; -0 FTE): Organizational efficiencies within the
OSR program allow for a requested reduction.

Additiona Proposed Changes.

Deep Gas and Deep Water Incentives: Consistent with the 2008 budget, the 2009 budget
proposes to repea Section 344 of the Energy Policy Act of 2005, which extended existing deep
gasincentives. The 2009 budget also proposes to repeal Section 345 of the Energy Policy Act,
which provided additional mandatory royalty relief for certain deep water oil and gas production.
Additional royalty relief for oil and gas exploration is unwarranted in today’s price environment.
A legislative proposal will be transmitted to the Congress to propose repeal.

Net Receipts Sharing: The President’s budget proposes amending Section 35 of the Minerals
Leasing Act to implement net receipt sharing whereby two percent is deducted from the States’
share of receipts from Federal leasing activities under the Minerals Leasing Act. Thetwo
percent defrays a portion of the administrative costs incurred by Federa agencies, and would be
deposited into the U.S. Treasury as miscellaneous receipts. 1n 2008, Congress enacted a two
percent net receipt sharing deduction through the Interior appropriations bill, effective for fiscal
year 2008. A permanent authorization of this deduction is proposed in 2009.
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Donation Authority: In Section 112 of the Department of the Interior’s General Provisions,
language has been introduced to extend through FY 2009 MMS’s authority to accept
contributions to support the orderly exploration and development of the Outer Continental Shelf.
Please refer to the Department’s General Provisions.

Civil and Criminal Penalty Authority: In Section 113 of the Department of the Interior’s
Genera Provisions, language has been introduced to ensure MM S has full civil and criminal
authority for all leasing and devel opmental activities which the Bureau oversees and regul ates.
Please refer to the Department’s General Provisions.

PRESIDENT’S MANAGEMENT AGENDA

The MMS continues to improve services to the American public by listening closely to and
working cooperatively with local citizens, tribal leaders, states, other Federal agencies and
industry. Management reform and the fostering of Federal/private partnershipsis, and will
continue to be, an integral part of MM S business operations. By working smarter through the
development of business plans, MM S is able to efficiently and effectively support
accomplishment of its Resource Use strategic plan mission goals. The following provides a brief
summary of MMS status in implementing the PMA components.

Performance | mprovement

The MMS remains committed to the integration of budget and performance data for improved
resource decision making. Thisisthe second MMS budget to include the full cost (direct and
indirect costs) for select measures presented in the Goal Performance Table. The Bureau
continues to refine this data and to build upon and strengthen the linkage between cost and
performance data

In preparing the 2009 budget request, MM S management analyzed base funding for
opportunities to cut expenses or shift resources to higher priority needs. Each Associate Director
met with his or her managers, budget, performance, and program staff to determine resources
needed to achieve planned performance. In addition, MMS senior staff participated in aretrest
which resulted in identification of work products. The highest priority needs were identified,
opportunity was provided for all MM S employees to comment on the action items, and this
information was submitted to the Executive Committee” (EC) for review. Following EC review,
managers were required to reassess base funds to determine additional offsets for proposed
increases. After further discussion, the highest priority initiatives were selected to go forward in
the budget request. This robust budget formulation process ensures that performance, budget,
and program staff work closely with management to determine the best allocation of resources.

The MMS strives to maintain current levels of performance by: improving operational
efficiencies; capturing efficiency gains by eliminating or delaying the backfilling of positions;
focusing resources on accomplishment of core mission work; leveraging resources to fund new

° The MM S Executive Committee is comprised of the Director, the Deputy Directors, and Associate Directors, with
atotal of seven senior executive members.
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workload demands; and reallocating funds to accomplish planned performance goas. The MMS
will continue to pursue productivity and quality improvements for carrying out the mission while
reducing costs.

MM S Costing Perfor mance M easur es Background: I1n 2003, the Bureau implemented
activity-based costing (ABC). The MM S Bureau work elements (i.e., activities) are mapped to
the Department ABC activities, which are then mapped to the end outcome goals and
intermediate strategies in the Strategic Plan. The Bureau’s resources align with the Bureau work
elements, so costs can be traced from the resource to the DOI activities, strategic plan
intermediate strategies, and end outcome goals.

The MM S fully costs end outputs and can provide managers with output and workload data, and
costs for their organization. As appropriate, Bureau ABC datais considered with other
information when making resource decisions.

With four years of data, the Bureau has begun to use ABC cost information in high level
anal yses to support resource allocation decisions. Studies were conducted using 2004 data
derived from the Bureau ABC system. The data was used to support methodologies for
calculating revenues that could be generated through cost recovery and to cover RIK
administrative costs. The MMS continues to work to refine the Bureau ABC model to meet
MM S management needs for accurate, timely data for operational decisionmaking.

Cost Alignment with Performance: The MMS’s mission primarily supports the Department
Strategic Plan Resource Use, energy end outcome goal to “manage or influence resource use to
enhance public benefit, responsible development, and economic value.”

Alignment of Current Performance Structure: The MMS developed a performance structure,
which it refersto as the bureau-level key performance indicator (KPI) structure, to illustrate the
hierarchical relationships between cost and performance. This KPI structure and its underlying
outputs and outcomes have been integrated into the new MMS activity-based costing (ABC)
system, which has resulted in a comprehensive architecture that provides management with
critical insight into the drivers behind program results. In addition, the ABC system incorporates
afull-costing methodology that provides transparency to the overal cost of Bureau core
processes as well asits eight GPRA measures, two of which are a'so DOI Representative
Measures, as noted within the FY 2007-2012 DOI Strategic Plan.

The cost information provided in the Bureau performance tabl es represents the full cost. The
data used to determine actual and projected cost is derived primarily from Bureau ABC data.

Improve Report Capabilities: The MM S continues to improve report capabilities to provide
decision makers with timely, accurate cost and performance information.

During 2008, the Bureau will continue work to refine the Bureau ABC model in anew
environment and improve reporting. The goal's, by 2009, are to improve the capability to provide
managers with consolidated reports so they can readily see key trends, and to provide greater
transparency on how resources are being allocated across the organization.
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Use of Program Assessment Rating Tool (PART) Information within MMS: MMS
managers are continuing to use PART information to determine resource allocations and to
identify possible cost savings. The MMS has utilized the PART process to devel op performance
measures, which include efficiency measures, for its various programs. A Re-PART of the
MRM Program was completed during FY 2007, and the program received arating of Moderately
Effective. Thisisasignificant improvement over the 2003 rating, and reflects MMS’s
commitment and focus on improvement in al areas of the MRM program. All MMS operational
components have been PARTed.

Risk Management: A continuous goa in budget and performance planning is to incorporate
consideration of risk factors. MM S focuses on ensuring that we meet requirements of the revised
OMB Circular A-123 by proactively: (1) developing and implementing appropriate, cost-
effectiveinternal controls for results-oriented management, (2) assessing the adequacy of
internal controlsin our programs and operations, (3) separately assessing and documenting
internal controls, (4) identifying needed improvements, (5) taking corresponding corrective
action, and (6) reporting annually on all aspects of internal control through management
assurance statements. MMS considers the key risks identified during the process asit analyzes
base budget resources and determines the best way to direct the base resources to mitigate risk.
MMSisin full compliance with OMB A-123 and DOI instruction regarding programmatic, IT,
and financial risk assessments and the testing and reporting of related internal controls.

Strategic Management of Human Capital

The MMS recently published its next five year workforce plan (2008 — 2013). The new plan,
like the last one (2002- 2007) will serve as aroadmap for integrating human capital initiatives
with program goals and objectives.

The MMS Workforce Plan is used in conjunction with the President’s Management Agenda,
DOI Strategic Plans, MM S Strategic Plans, and the MM S Budget to ensure that MMSis
strategically managing its human capital to meet mission goals. The plan is aliving document
and will change as new MMS challenges arise and successes are achieved.

The key workforce planning challenges emerging for the next few years include: succession
management for leadership positions; strategic hiring to fill petroleum engineer and geoscientist
vacancies; linking hiring and employee development to the bureau’s shift toward alternative
energy authorities and work; and preparing for the new 5-Y ear Program. In addition to basic
human resources costs, such as salaries, benefits, awards, and training, MMS has integrated
human capital initiative costs into the 2009 program budget requests. Key areas include tools for
meeting management challenges related to leadership succession, focus on continued
implementation of the DOI Learn learning management system, implementing a comprehensive
human capital accountability program, improving our bureau score on the Federa Human
Capital Survey, implementing a strategic new employee orientation program, and other key
initiatives. The MMS programs have unique workforce planning challenges in addition to the
overarching Bureau-wide challenges, and have identified and integrated human capita initiatives
into their budget requests.
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Compsetitive Sourcing

The MM S competitive sourcing program has continued to study a significant number of FTE that
are available for competitive sourcing. Competitive Sourcing studies are conducted on afive-
year cycle. We will continue with new studies of FTE that have not been previously studied. In
addition, after five years of performance, the Most Efficient Organizations are studied again to
assure continued savings. During FY 2009 and in the years following, we will be conducting
recompetitions for activities that were studied in 2004 and later. Thiswill mean that more
studies will be conducted than in years past.

The number of FTE studied and the number of studies conducted has progressively grown since
FY 2005. In addition, the complexities of studies have increased and consume additional
resources. This has been accomplished with aflat budget of $176,000.

Improving Financial Performance

From 2004 through 2007, MMS in cooperation with the Department conducted numerous
workshops and training/testing sessions as a part of the conversion of al bureaus within the
Department to one financial and business management system. The MMS converted to the
Financial and Business Management System (FBMS) for financial transactions and financial
assistance awards, beginning in FY 2007. The Contract Management System module came on-
line a the beginning of FY 2008.

The FBMS system will create changesin how MMS conducts its business. The combination of
best business practices and new computer system functionality will enable MMS to improve
services and operate more effectively. Anticipated benefitsinclude:

Access and sharing real-time, accurate business information;

Improved financia and business controls resulting in greater accountability;
Enhanced support of effective and timely business decisions for mission delivery;
Reduced time and effort to produce financial and management reports,

Focus on value-added analysis rather than data-gathering;

Elimination of redundant administrative data entry; and

Standardization of processes across all DOI bureaus.

FBMS s being implemented in phases. Asone of theinitial bureaus to go-live with the core
financia system (SAP) and contract management system (PRISM), MM S must ready itself for
the multiple demands of anew complex systems implementation.

During deployments MM S personnel work with the DOI project management office and the
system integrator, IBM, to convert existing MM S data; test the new systems; and modify existing
MMS business processes for system conformance. Interfaces have been devel oped between the
FBMS systems (SAP, PRISM, and e-Grants) and legacy systems (FPPS, etc.). Thisreplacesthe
functionality provided by the prior systems, the Advanced Budget and Accounting Control and
Information System (ABACIS) and IDEAS-PD. All deployments require MM S experts to work
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with project teams to ensure business needs are addressed; Bureau experts also work on teams to
further standardize business processes across the DOI. Each deployment requires employees to
be trained and tested in new system procedures.

Expanding Electronic Government (E-Gov)

In the Bureau’s 2009 budget request, MMS contributes $154,500 to directly support the
President’s E-Government initiatives. The funds are paid into the Department’s Working Capital
Fund Account; costs are distributed based upon relative benefits received by each bureau. The
Departmental Management budget justification includes amounts for each initiative and
describes the benefits received from each E-Government activity.

To align with and complement the Department of the Interior’s (DOI) Government Performance
Results Act (GPRA) Strategic Plan for FYs 2007-2012 and the E-Gover nment Strategy, 2004-
2008, MM S has two Bureau-level plans: an IT Srategic Plan for FYs 2000-2007 and a Five-Year
e-Government Plan for FYs 2005 - 2009. In particular, the e-Government Plan utilizes a
business process driven approach focusing on strategic goals and objectives that add value to
MMS’ services, programs, information, and data quality. This Plan, which supports the
“Building Upon Customer-Centric Initiatives for Results” goal of the DOI E-Government
Strategy, is predicated on three key concepts: investmentsin IT makes the organization more
efficient and effective, deploying IT E-Gov applications and systems provides better information
to our stakeholders, and utilizing efficient and effective IT will make it easier for our
stakeholdersto interact with us. All current and future MMS E-Gov efforts will focus on one or
more of these core concepts. Also, the MMSIT Strategic Plan outlines the shared vision,
mission, governing principles and goals that guide the Bureau’s IT investment decision-making
process. The IT Strategic Plan aso specified the strategies that were implemented for each goal
during this plan’s time horizon. Efforts are already underway to review and revise the IT goals,
strategies, and objectives for release of the next iteration of the IT Strategic Plan covering FY's
2008-2012.

A few key E-Gov initiatives that MM S will be involved in during fiscal 2009 include:

e OCSConnect: The OCS Connect project is a phased, multi-year, E-Gov transformation
initiative being developed and deployed by the MMS’ Offshore Energy and Minerals
Management (OEMM) program. The framework and blueprint for the OCS Connect
project was developed to: reform and more fully automate key business processes; update
business processes with automated data exchange capabilities with external users,
develop automated workflows for business areas that have data exchange with oil
industry users; decrease delivery, data entry, and searching costs for documents, and
increase the potential for meaningful analysis; support multiple Federal and State
reguirements surrounding regulation of the offshore oil and gas industry; and make
OEMM services and information more accessible through the Internet to all stakeholders.
When fully implemented, the OCS Connect project will change the manner in which
OEMM (and MMYS) ddliversits services to meet mission needs and stakehol der
expectations. By moving to direct, online service delivery, the MMS will be more
"connected"” to our stakeholders than ever before.
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The Devel opment, Modernization, and Enhancement (DME) phase of the OCS Connect
project was scheduled to be completed by FY 2009. We now anticipate that the DME
phase will continue into FY 2009 as some work was postponed to alow MMS the
opportunity to review and evaluate its original approach to the project. MM S will
complete the DME phase with funding made available by deferred spending in prior
years. MMS anticipates the total cost of the project to remain unchanged.

e E-Rulemaking: The e-Rulemaking project is a Federal multi-agency E-Gov initiative
managed by the Environmental Protection Agency which provides citizens an
opportunity to post comments on proposed regul ations and rules using the Internet and
provides easy access to public comments, background agency documents, and federal
rules and regulations that are aready in place. The Federal Docketing Management
System component of this project, which MM S has aready transitioned to, provides the
functionality to allow for the lifecycle management of the declared records of the docket.
The docket is comprised of the electronic agency documents, comments, and final rule
compiled during the rulemaking process. This application and associated servicesis
accessible through www.Regulations.gov .

e HSPD-12: Insupport of the Federal Homeland Security Presidentia Directive-12
(HSPD-12) requirements, MMS continues to work with the Department on this important
initiative and iswell positioned in compl eting the upgrade to our physical access control
systems. Within the context of the Department’s overall implementation schedule,
installation of a Personal Identity Verification (PIV) Credential-capable physical access
control system, begun at selected MM S facilitiesin fiscal 2006, continued in fiscal 2007
with the remainder to be determined and installed over the course of the next two fiscal
years. In compliance with established HSPD-12 milestones, DOI expects to complete the
issuance of PIV Credentials to all employees and contractorsin FY 2009.

To fully support all of the Bureau’s E-Gov initiatives, MMS has established arobust and active
IT Security Program. The Bureau’s I T security managers work closely with their program areas
to review and improve security plans, policies, procedures, standards, practices, and controlsto
mitigate risks brought about by changes in the technological landscape.

The Bureau’s FY2009 budget request further supports our close alignment with the DOI major
IT program functional areas and E-Gov initiatives associated with Records Management, Privacy
Act, Freedom of Information Act, web management, Electronic and Information Technology
Accessibility (Section 508), and Information Quality (Section 515). Further, these E-Gov
initiatives are in compliance with Executive Order 13392 (Improving Agency Disclosure
Information), Federal Information Security Management Act, E-Government Act of 2002, the
Rehabilitation Act, and the Federal Records Act.

MMS continues to mature its internal information technology investment (portfolio)
management processes and is fully integrated with Department-wide investment management
processes. MMS develops Capital Asset Plans (OMB Exhibit 300s) for each of its major
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investments. A description of MMS’s major information technology investments can be found
at: http://www.doi.gov/foia/2007/by08 it portfolio.pdf .

Research and Development (R&D)

The Department is using the Administration’s Research and Development (R&D) investment
criteriato assess the value of its R& D programs. Please refer to the appendix for a discussion of
the Department’s and Bureau’s effortsin the use of Research and Development Criteria

STRENGTHENING FEDERAL ENVIRONMENTAL, ENERGY, AND
TRANSPORTATION MANAGEMENT

The Department of the Interior is committed to meeting the goals set forth in Executive Order
13423 (EO), Strengthening Federal Environmental, Energy, and Transportation Management.
Secretary Kempthorne issued a memorandum on April 4, 2007, directing the Department to lead
by example on implementation of the EO requirements. Specifically, the EO requires additional
reductions in greenhouse gas emissions by reducing energy intensity in buildings; reductionsin
water consumption intensity; acquisition of more environmentally sound products; reduction in
the use of chemical and toxic materials; increased implementation of environmental management
systems; incorporation of sustainability strategiesin new and existing buildings; continued
reduction in petroleum consumption in vehicles; and increased use of alternative fuels in motor
vehicles.

Environmental Management

Environmental Management Systems (EMS) Executive Order 13423 requires agencies to use
EMS as the primary management approach for addressing environmental aspects of internal
agency operations and activities, including energy and transportation functions, to meet the goals
of the EO. The Deputy Secretary approved the Department’s EMS Implementation Plan on
March 21, 2007. On March 28, 2007, the Chairman of the Council on Environmental Quality
issued mandatory implementation instructions for complying with EO 13423 to Heads of
Executive Branch Departments and Agencies. Additionally, the Department committed to fully
implement EMS by the end of FY 2009 in the 2007-2012 Strategic Plan. Every Bureau must
fully implement their individual EMS by end of CY 08, according to 515 Departmental Manual
4. To befully implemented, MMS must develop EMSs at dl appropriate levels and have them
approved, fully trained all offices on EMS policy and scope, create implementation plans in all
required facilities, audited all EM S programsin al regions, and develop recovery plans with
management sign-off.

MMS actions to date include the following: (1) preparation of a Minerals Management Service
EMS policy; (2) senior management review and approval of EMS; (3) development and
implementation of bureau-wide training strategy; (4) identification of appropriate
organizational/facility significant aspects and impacts and targets and objectives; and (5) initial
development of an EM S handbook and implementation strategies for all regional offices. In
summary, MMS efforts to improve the effectiveness and efficiency of EM S implementation are
well underway and we plan to continue to educate our staff from the top level down.
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The GSA leases all the office space for the MMS. Therefore, we do not have any facilities that
are appropriate for environmenta audits. The GSA requires an EMS be used by the lessor. The
Bureau supports the requirements that GSA imposes on the lessor and works with GSA and
building management to ensure their requirements are carried out.

The MMS supports environmentally friendly procurement practices. MMS has procurement
policiesin place establishing MMS’s Affirmative Procurement Program (APP). The APP
formalizes MMS’s god to increase purchases of recycled-content products and environmentally
preferable products and services to the extent feasible, consistent with price, performance,
availability, and safety considerations. In addition to requiring consideration of environmental
factorsin acquisition processes, this policy requires acquisition personndl, including MM S
business-line charge card holders, to attend green procurement training, preferably through the
Office of Personnel Management’s Gov Online Learning Center (GOLearn.gov). The MMS
Support Services Office considers Leadership in Environmental and Energy Design (LEEDS)
planning when purchasing furniture and carpet.

The MMS utilizes the DOI/UNICOR MOU to dispose of unserviceable IT equipment. The
MOU providesthe MMS an environmentally safe and regulatory compliant alternative to landfill
disposal through the recycling or surplus of unserviceable electronic equipment. All offices have
active recycling programs for paper and aluminum and some include plastic and glass. Also,
toner cartridge recycling programs and cell phone donation programs are in place.

The MMS fully supports the Department’s efforts to promote environmentally friendly practices
including those governing recycling and waste prevention. The MM S has made good progress
by working to enhance environmenta performance through effective real and persona property
management. Moreover, the MM S will continue its collaborative efforts by working with our
public and private partners to achieve greater results.

Energy Management

The MMS is dedicated to achieving the energy and water reduction and renewable energy
consumption goals set forth in the Energy Policy Act of 2005 (EPAct 2005) and Executive Order
13423. MMS has implemented an energy management plan to guide programs toward meeting
the mandated goals. The Bureau’s office space is owned or leased by the General Services
Administration (GSA). MMS facilities personnel work in partnership with GSA and the building
management companies to improve energy efficiency. On February 27, 2006, we established
MMS’s Affirmative Procurement Program, supporting the acquisition of more environmentally
sound products. All our offices have recycling programs. MMSwill continue its collaborative
efforts by working with our public and private partners to achieve greater results.

Transportation (Fleet)
The Minerals Management Service remains committed to achieving the goals of the Energy

Policy Act of 1992 and Executive Order 13423 for fleet management. 1n 2005, MM S developed
a comprehensive Fleet Management Plan to improve critical mission support, achieve fleet
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management goals and support the Department’s fleet management strategy. In 2006, the MM S
developed a fleet composition baseline and documented justification for each vehicle based on
mission requirements. In 2007, use standards for fleet utilization were developed and applied.
Analysisof fleet utilization against established standards resulted in the reduction of one GSA
leased vehicle. The Bureau currently maintains a small motor vehicle fleet of less than 40 owned
and GSA-leased vehicles. The fleet has been downsized and right-sized by acquiring and
maintaining the minimum number and size of vehicles that will accomplish the mission, which
included disposing of underutilized vehicles. Whenever possible, the MM S has purchased
aternative fuel vehicles. The MMS has documented that alternative fuel (AF) is not readily
availablein our officelocations. Asitisnot feasible to meet required petroleum fuel reduction
by increased AF use, the MM S will strive to reduce our vehicle fuel consumption by curtailing
non-essential travel and encouraging employees to carpool or use the shuttle or public
transportation whenever possible. The Bureau has issued educational materials to all employees
regarding “Fuel Conservation Guidelines” for vehicles.

ENVIRONMENTAL SAFEGUARDS

The MMS s participating in a Department-wide management improvement initiative to better
safeguard Department of the Interior resources, visitors, employees, and infrastructurein all-
hazards emergencies. Thisinitiative covers protection of natural and cultural resources and
historic properties under Emergency Support Function #11 of the National Response Plan
(NRP); oil discharges and hazardous substances incidents under the National Oil and Hazardous
Substances Pollution Contingency Plan (NCP); and incidents that affect DOI lands, natural and
cultural resources and historic properties, facilities, employees, or visitors that are not carried out
under the NRP or NCP, but require coordination of DOI assets or expertise to safeguard these
resources and people. The purpose of these activitiesis to provide for more effective and
efficient environmental safeguards for DOI resources and people. MMS activities to date
include: (1) preparation of a gap analysis documenting the differences between existing
emergency management functions related to environmenta safeguards and those required under
the departmental plan; (2) drafting of a MM S Environmental Safeguards Plan for All-Hazards
Emergencies, consistent with departmental requirements; and (3) training regional and
headquarters personnel in the response methods of the Incident Command System (ICS). The
training addresses one gap identified through the gap analysis, the need for National Incident
Management System (NIMS) and ICS training among certain MM S staff. In addition, MMSis
reviewing existing MM S procedures that are not NIMS/ICS certified. In summary, MM S
continues to improve the effectiveness and efficiency of its efforts to safeguard the environment
in al-hazards emergencies by supplementing our comprehensive regulatory program with DOI’s
initiative to protect natural and cultural resources.

Oceanographic information collected by MM S is used by the Bureaus, and other ocean agencies
to: 1) predict impacts on marine communities which may result from chronic, low level impacts
or large spills associated with OCS energy exploration, development, and production; and 2) to
monitor human, marine, and coastal environments to provide time series and data trend
information. MM S |eads the way in devel oping state-of-the-art monitoring protocols and
techniques as demonstrated by the highly successful FHlower Gardens National Marine Sanctuary
studies, Chemosynthetic Community Studies, Deep-Sea Coral Communities Studies, Pacific
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Coast Intertidal Community Studies, and Arctic Marine Mammal Monitoring Studies. The
information collected by these, and other MM S programs, are used not only to support MMS
NEPA documents and regulatory actions; but, because they have resulted in some of the most
extensive long-term environmental databases, they are used at the nationa level to support
diverse discussions ranging from evaluating the effects of noise on marine mammals to assessing
changes to the environment as aresult of global climate change. MMS state of the art research on
marine ecosystems, ecosystem components, and ocean processes all will all contribute valuable
information to the discussions regarding our changing environment.

PERFORMANCE SUMMARY

The MM S’s mission is to manage the ocean energy and mineral resources on the Outer
Continental Shelf and Federal and Indian mineral revenues to enhance both public and trust
benefits, promote responsible use, and realize fair value. Within the Department’s strategic
framework, MMS supports accomplishment of the Resource Use mission area.

¢ Resource Use (energy) — improve resource management to assure responsible use and
sustain adynamic economy. Intermediate outcomes include:
o Effectively manage and provide for efficient access and development;
0 Enhance responsible use management practices; and
o Ensure appropriate value through effective lease and permit management.

Table 4: 2009 Budget Request by Interior Mission Area*
. 2009 2009
M meral_s Management 2007 2008 President’s Request
Service ($000's) Enacted Enacted Request Change
from 2008
Resource Use - Energy 281,342 290,480 301,000 +10,520
Total 281,342 290,480 301,000 +10,520
Offsetting collections -128,730 -135,730 -146,730 +11,000
Totd Appropriation Request 152,612 154,750 154,270 -480
! Of the amount shown in Resource Use - Energy, MM S estimates that $26M, $24M, and $25M for
FY 2007, FY 2008, and FY 2009, respectively would be Indian costs, based on prior ABC information.

Resource Use Mission Area (Energy)

The 2009 Resource Use goal arearequest of $301 million provides the resources needed to
conduct leasing, resource evaluation, regulatory, and asset management activities. MMS
Offshore activities provide direct support for the President’s mandate to increase domestic

energy production by managing assets to meet the energy needs of the nation. To ensure safe and
clean operations on the OCS, MM S routinely conducts compliance inspections. In FY 2007,
MMS conducted approximately 20,000 inspectionsin our Alaska, Pecific, and Gulf of Mexico
Regions. Thiswork has been instrumental in maintaining a high level of compliance among
operators. These inspections are asignificant part of the agency's efforts to ensure that the
offshore oil and gas activities can help meet our nation's energy needs while protecting industry
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workers and our nation's environment. Revenue management activities ensure proper collection,
accounting, reporting, and timely disbursement of royaties. Through use of royalty-in-kind,
MMS has increased the amount of revenues collected.

Table5: 2009 Funding and the DOI Resource Use Mission Goal

2009 2009 Request
2007 2008 President’s | Changefrom
($000) Enacted Enacted Request 2008
Manage or Influence Resource
Use to Enhance Public Benefit,
Responsible Devel opment, and
Economic Value (energy)* 281,342 290,480 301,000 +10,520
Total 2 281,342 290,480 301,000 +10,520

! Under the former DOI Strategic Plan, this strategy was titled as “Enhance Public Benefit, Promote
Responsible Use, and Ensure Optimal Value (energy).”

2 Under the DOI Strategic Plan FY 2007-FY 2012 MMS reports all activities and costs under the Resource
Use (energy) mission area. In previous submissions, MMS reported FY 2007 information for the Resource
Use (energy and non-energy) and Serving Communities mission areas.

The following measures highlight MM S planned performance accomplishments in the Resource
Use mission area with the resources requested.
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Table 6: Planned Perfor mance Accomplishments — Resour ce Use (Energy)

Measure 2007 Actual 2008 Plan 2009 President's Budget
Number of offshore lease sales held consistent with the 2 5 3
Secretary’s 2007-2012 Five-Year Program
Percent of Federal and Indian revenues disbursed on atimel 96.3%
besi e er Sttt y ($2.251B/ 98% 98%
M $2.336B)

Comment

In FY 2006, MRM focused on reducing accounts receivable and unapplied payments. Thisresulted in
the processing of several older payments, which lowered our timely disbursements result to 95%,
compared to 98% in FY 2005. Following the clearance of these older payments, timely disbursements
increased in FY 2007. During FY 2008 and 2009, MRM will implement a 2-year FY 2008 budget
initiative for interactive payment and billing. System enhancements will provide secure access for
industry reporters to play a more interactive role in matching payments to the appropriate receivables.
After theinitial FY 2010 implementation year, MMS anticipates that more accurate company reporting
will increase MMS disbursement timeliness to 99% by FY 2012.

Percent of available offshore oil and gas resources offered for
leasing compared to what was planned in the Secretary’s Five-
Year Plan

35.6%

0,
(19.5/54.7) 9%

99%

Comment

This measure counts the resour ces offered through lease sales scheduled under the Secretary's 5-Year
OCSOil and Gas Leasing Program.

As a result of settlement of litigation brought by the State of Louisiana, MMS postponed Central Gulf of
Mexico Sale 201, scheduled for March 2007. The 2007 Chukchi Sea Sale 203 was a special sale and
not held.

Amount (in barrels) of offshore oil spilled per million barrels 22 5 5
produced (1,134/ 509)
Composite accident severity ratio 0.075 <0.10 <0.10
p (5,208/ 69,241) : -
0.7%*
Percent of |ate disbursements ($0.086B / 1%* 0.9% *
$11.671B)

Comment

* Please see comments to " Percent of Federal and Indian revenues disbursed on a timely basis per
statute” measure above.

Estimated FY 2007 late disbursements to States and Indian recipients, when compared to total FY 2007
disbursements, were far below the FY 2007 target. Asaresult, MMS targets for FY 2008 and FY 2009
have been adjusted.

Percent of Federal and Indian royalties compliance work
completed within the 3-year compliance cycle

65% of CY
2004 royalties
($5.832B /
$9.008B)

60% of CY 2005 royalties * 62% of CY 2006 royaties*

Comment

* MMS reduced royalty revenue coverage for 2007 and beyond to address the OIG's recommendation
that MMSincrease property/company coverage.

Estimated net return (in dollars) to the government through
royalties-in-kind (RIK) (estimated)

$86M
(cum) *

$105M
(cum) **

$125M
(cum)**

Comment

*The FY 2007 target is $86M (cum). The final results will be available April 2008.

** The FY 2006 cumulative result of $67.1 million exceeded the initial FY 2007 target of $51.8 million.
The RIK program consequently revised its targets for FY 2007 and beyond. The current targetsare
based on prior year trend data, known RIK oil volumes required for SPRfill during FY 2007-2012, and
projected RIK gas expansion in the Gulf and Wyoming. Targets are based on cumulative progress
made FY 2005 and forward in reaching the long-term goal. The current cumulative targets for FY
2008 and FY 2009 are $105 million, $125 million, respectively. Results are available in April of the
succeeding year.
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The MM S will continue to implement the following key strategies in 2009:

Provide for accessto energy and mineral resources. Conduct |ease sales scheduled in the
new OCS 5-Y ear Leasing Program (2007 to 2012); continue implementation of the Alternative
Energy program.

Ensure appropriate value for America’s resources. InFY 2007, MM S disbursed $11.7
billion in mineral revenues to states, the Office of the Specia Trustee for American Indians
(OST) for distribution to Indian Tribes and individual owners, other Federal agencies, and U.S.
Treasury accounts. The distribution and disbursement function ensures that revenues are
properly disbursed to the appropriate recipients. In 2007 MMS achieved 96.3 percent timely
disbursements. The MMS target for 2008 is 98 percent; the 2009 target is also 98 percent.

Effectively manage and providefor efficient access and development: MMS plansto hold 3
lease sales during FY 2009. During these sales, expansion of the OCS acreage available for
leasing consideration, a significant amount of which has not been offered/eval uated for decades,
reguires an investment in environmental studies, environmental analysis, resource assessment,
and leasing consultation. Funding provided in 2009 will support environmental studies and
environmenta assessments necessary to provide access to these frontier areas. Environmental
information is needed for supporting documents required for future lease sales in the North
Aleutian Basin, Chukchi Sea, Beaufort Sea and expanded areas in the Central and Eastern Gulf
of Mexico.

Enhance responsible use management practices: The MMSwill continue to carry out a
comprehensive program to ensure that mineral and aternative energy operations on the OCS are
conducted in a safe and environmentally sound manner. In 2007 the MM S noted an annua
accident severity ratio of 0.075. The 2008 and 2009 targets are 0.10 or less. This key indicator
of responsible resource extraction activities monitors operator safety and environmental
performance.

Safety and environmental protection are top MMS priorities. During 2007, the MM S achieved
an oil spill rate of 2.2 barrels spilled per million produced. The 2008 and 2009 performance
targets are to achieve an oil spill rate of no more than 5 barrels spilled per million produced.

Appropriate value through effective lease and per mit management: In 2007 the MMS late
disbursements were 0.7 percent; the 2008 and 2009 targets are 1 percent and 0.9 percent,
respectively.

In 2006, MM S achieved its highest-ever level of contemporaneous compliance coverage by
confirming reasonable compliance on 72.5 percent of all calendar year 2003 roydties. Whilethe
revenue approach was appropriate during the transition to a 3-year compliance cycle, in early
2006, as part of MRM’s strategic planning initiative, MMS began pursuing the development of a
risk-based strategy for compliance. This risk-based compliance strategy will assist MMSin
addressing the December 6, 2006 Office of the Inspector General report. 1n 2007, MMS covered
$5.8 billion in revenues (this equated to 65 percent compliance coverage of mineral royalties)
and increased the percentage of companies being reviewed/audited. Because we anticipate
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continued increases in risk-based property and company coverage, the MM S has reduced this
target to 60 percent revenue coverage for 2008. The 2009 target is 62 percent of calendar year
2006 royalties.

The MMS performance results for the net return (in dollars) to the government through RIK for
2007 will be availablein April 2008. The 2008 target is $105 million (cumulative); the 2009
target is $125 million (cumulative).

Performance for Key Increases

The MMS proposal supports the President’s objectives for strengthening our energy security
through increased production and ensuring fair return on mineral assets. The 2009 initiatives
reguest funding to:

Develop OCS alternative energy/alternate use opportunities;

Lease new and frontier offshore areas;

Invest in financial management, audit, and compliance capabilities; and
Invest in geoscience tools.

The MMS plays an important role in President Bush’s National Energy Policy by securing ocean
energy for the Nation. The initiatives enable MM S to continueitsrole in providing access to
important national energy supplies. Some of theseinitiatives include: MMS’s geoscientific
interpretive tools (GIT), OCS 5-Y ear Leasing Program needs, and implementing the Alternative
Energy (EPAct Section 388) program. Benefits will include technologica parity with industry,
the leasing of new and frontier offshore areas, and developing OCS aternative energy/alternate
use opportunities. More information about these initiatives can be found within the OEMM sub-
activity write-ups.

MMS ensures the country receives fair value for its mineral resources, and collects, accounts for,
substantiates, and on average over the last five years disbursed nearly $10 billion annually. The
proposed initiatives enable MM S to invest in financial management, audit, and compliance
capabilities. Some of these initiativesinclude: improving automated interest billing,
implementing risk-based compliance and increasing property/company coverage. More
information about these initiatives can be found within the MRM sub-activity write-ups.

Data Validation and Verification

The Minerals Management Service is committed to ensuring that performance dataisreliable
and valid. Without credible data, bureau managers are unable to make prudent decisions and the
decision making process can be adversely affected. MMS has made significant progressin
developing processes and procedures that support data validation and verification to date. In
May 2006, the MM S issued data verification, validation (V& V) and certification procedures.
These procedures, based upon the Department’s January 2003 “Data Validation and Verification
Assessment Matrix”, comply with Departmental data V&V requirements and facilitate the
necessary documentation, tracking, and certification of MMS’s performance data. The MMS
program offices have designated responsible managers who certify that reported data are
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accurate and that standards and procedures were followed. Responsibility for performance
reporting is included in senior managers’ annual performance plans and cascades down through
the organization.

In addition, MM S has also put in place standardized data definitions across the bureau in the past
year. Working closely with the Department, MM S developed definition templates for all bureau-
specific DOI Strategic Plan performance measures. Each template defines key terms and
reporting contacts, data cal culation methodol ogies, and shows a clear relationship to the
departmental mission activity in which it is categorized. The MM S data V&V methods are
sufficiently credible and support the general accuracy and reliability of the performance data that
is collected, recorded, and reported. The MM S will continue to work on improving performance
reporting in the coming year and will issue additional guidance to its program officesin FY
2008.
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Figure4: MMSOrganizational Chart
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FY 2009 PERFORMANCE BUDGET REQUEST
Offshore Energy and Minerals Management

Table 10. OEMM Summary of Budget Request

FY 2009
Fixed Costs Change
& Related | Program from
2007 Changes Changes| Budget 2008
Actual ]2008 Enacted (+/-) (+/-) Request (+/-)
Leasing and ($000) 41,529 46,403 530 +6,953 53,886 7,483
Environmental FTE 227 230 +3 233 3
. ($000) 28,633 30,407 489 +1,832 32,728 2,321
Resource Evaluation
FTE 211 209 +6 215 6
($000) 52,629 55,769 731 +663 57,163 1,394
Regulatory
FTE 319 317 +4 321 4
Information ($000) 29,998 28,757 143 -8,651 20,249 -8,508
Management FTE 70 70 -7 63 -7
Total, OCSLands | ($000)| 152,789 161,336 1,893 797 164,026 2,690
Act Activities FTE 827 826 6 832 6
Other M ajor Resources
Oil Spill Research ($000) 6,903 6,303 -180 6,123 -180
Appropriation FTE 18 18 0 18 0
Coastal Impact ($000)| 250,000 250,000 250,000 0
Assistance Program FTE 22 22 22 0

Note: Oil Spill Research and Coastal Impact Assistance Program are discussed under a separate tab.

The Federal Outer Continental Shelf (OCS) isamajor supplier of oil and natural gas for the
domestic market. Infact, if the Federal OCS were treated as a separate country, it would rank
among the top five nations in the world in terms of the amount of crude oil and second in natural
gas supplied for annual U.S. consumption. About 1,600 producing OCS leases offshore
Cdlifornia, Alaska, and in the Gulf of Mexico currently contribute about 1.4 million barrels of oil
and 8 billion cubic feet of natural gas per day for U.S. consumption, accounting for about 27
percent of the Nation’s oil production and 15 percent of domestic natural gas production.

The MMS is responsible for managing the Nation’s oil, natural gas, and other energy and
mineral resources on the OCS. Within MMS, the Offshore Energy and Minerals Management
program (OEMM) is responsible for OCS activities, which range from administering OCS |leases
and monitoring the safety of offshore facilitiesto protecting our coastal and marine
environments. Through the work of OEMM, MM S manages the energy and minera resources
on 1.76 billion acres of the OCS offshore Alaska, the Atlantic and Pacific coasts, and in the Gulf
of Mexico. OEMM has ensured that the OCS remains a solid contributor to the nation’s energy
needs through facilitation of new oil and gas development, careful regulation, and conservation
of resources.
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Interest in offshore oil and gas development remains strong as evidenced by three substantial
sales that were held in 2007. Collectively, these sales generated $3,236,439,272 in high bids,
with total bids of $5,657,420,015 on 1,097 tracts. Central Gulf of Mexico Sale 205, held on
October 3, 2007, received high bids of $2,904,321,011, the second highest total in the history of
the MM S oil and gasleasing program. The MMS is performing fair market value analyses on
the high bids received in Sale 205. Analyses are scheduled to be completed by February 15,
2008.

In addition to successful lease sales, recent noteworthy events concerning oil and gas production
in the Gulf of Mexico have occurred.

¢ InJuly 2007, the Independence Hub platform began production of natural gasand is
consistently producing over 900 million cubic feet per day (MMCFD). This accounts for
approximately 10% of the Gulf of Mexico’s gas production. The platform islocated over
123 miles off the coast of Mississippi in approximately 8,000 feet of water.

¢ In October 2007, the BP Atlantis platform began production of both oil and natural gas.
Current oil production is 110,000 barrels of oil per day (bopd) and current gas production
is 62 million standard cubic feet per day. Six wells are currently on line, with a seventh
well scheduled to be placed on line shortly. Production is expected to increase to
150,000 bopd when the seventh well begins producing.

New authority under the Energy Policy Act of 2005 (EPAct 2005) (which added section 8(p) of
the Outer Continental Shelf Lands Act (OCSLA)) granted the Department of the Interior
(Department) discretionary authority to grant leases, easements, or rights-of-way for activities on
the OCS that produce or support production, transportation, or transmission of energy from
sources other than oil and gas. Additionally, the Department was given the authority to grant
leases, easements, or rights-of-way for other OCS activities that make aternate use of existing
OCSfacilities. On March 20, 2006, the Department delegated the authority to implement these
new programsto the MMS. These authorities were further delegated to the offshore program.

Given this new authority, MMS has responded by altering its organization. To more accurately
reflect the OCS energy-related components of our mission, the former name of Offshore
Minerals Management (OMM) has been changed to Offshore Energy and Minerals Management
(OEMM). The OEMM isimplementing an OCS Alternative Energy and Alternate Use Program
with associated rulemaking to authorize and manage these ocean energy activities. This name
change makes the program commensurate with the Administration’s emphasis on renewable
energy.

In addition, a new Office of Alternative Energy Programs (OAEP) has been established. It will
develop and implement policy, analysis, and overall management of the OCS aternative energy
leasing and operations programs while ensuring compliance with departmental goals and
philosophy. The OAEP is headed by a Program Manager that reports directly to the Associate
Director for OEMM. The new OAEP raises the aternative energy program’s profile and best
allows OEMM to meet the new statutory mandates and respond to unique needs of the regul ated

52 Minerals Management Service



Offshore Energy and Minerals Management (OEMM)

community. Most of the personnel in the OAEP are being transferred from the oil and gas
program.

Interest in dternative energy development on the OCS s likely to continue, particularly in the
North Atlantic, Mid-Atlantic, and along the West coast, as coastal states put in placeinitiatives
requiring utilities to substantially increase their reliance on renewable energy sources. OEMM
will consider and process proposed alternative energy projects, and assess potential development
and environmental implications, allowing MMS to implement and actively manage an OCS
aternative energy program as mandated by the EPAct 2005. The MMS Alternative
Energy/Alternate Use program will foster a new offshore industry that will diversify the Nation’s
power supplies and open up new avenues to supply environmentally conscious alternative energy
to the Nation. Program accomplishments to date include publishing the final Programmatic
Environmental Impact Statement; publishing the Cape Wind Energy Project draft Environmental
Impact Statement; and establishing an interim policy allowing the public to nominate areas of the
OCSinwhich MM Swould consider awarding limited leases that authorize data collection and
technology testing. The MMS will continue to accept nominations under this interim policy until
the final program regulations arein place, which is currently scheduled to occur in late 2008.

BUDGET OVERVIEW

Congress appropriates funds to the OEMM program through the Royalty and Offshore Mineras
Management (ROMM) appropriation and the Oil Spill Research (OSR) appropriation. Within
the ROMM appropriation, OEMM has four subactivities that roll up to the OCS Lands Activity.
These are Leasing and Environmental (LE); Resource Evaluation (RE); Regulatory (RG); and
the Information Management Program (IMP) which are outlined below.

e TheLeasing and Environmental Subactivity includes OCS 5-Y ear Leasing Program
implementation, planning and execution; assessment of environmental impacts,
protecting the coastal environment; protecting the OCS through compliance with guiding
statutes; the Alternative Energy/Alternate Use Program; the Marine Minerals Program;
and the Environmental Studies Program.

¢ The Resource Evaluation Subactivity includes acquisition of geological and geophysical
data, and development and implementation of the Resource Modeling Program, including
resource assessment and estimation, tract evaluation; field reserves inventories, and
economic analysis.

e The Regulatory Subactivity includes regulating OCS operations; review of OCS plans
and permit applications; inspections and accident investigations; civil penaties and
operator disgualification; operator training programs; annual operator performance
reviews; management of reservoirsto maximize ultimate recovery of mineral resources;
verification of oil and gas production levelsto help ensure the public receives afair
return; and the Technology Assessment and Research Program.
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¢ The Information Management Program Subactivity funds IT personnel support, shared
services, hardware, software, training, security activities, maintenance, technical support,
the Technical Information Management System, and OCS Connect.

OEMM also manages the Oil Spill Research Program and the Coastal Impact Assistance
Program.

e The Oil Sill Research (OSR) appropriation funds oil spill research, oil spill prevention
and response planning activities, and regulation of oil spill financial responsibility to
support the DOI strategy of enhancing responsible use management practicesin the
energy sector. Through OSR, MM S funds studies to support safe and environmentally
sound offshore operations and to promote responsible use by improving capabilities to
detect, contain, and clean up open ocean oil spills.

e The Coastal Impact Assistance Program (CIAP). The Energy Policy Act of 2005
authorized disbursement of $250 million from OCS oil and gas revenues in each of the
fiscal years 2007 through 2010 to producing states (Alabama, Alaska, California,
Louisiana, Mississippi, and Texas) and coastal political subdivisions (counties, parishes,
or boroughs) for approved coastal restoration and conservation purposes.

Resour ce Shifts

The OEMM continually examines its programs and its base budget to identify potential savings
and opportunities to meet new, changing, or unexpected needs. The results are reflected in both
the alignment of OEMM’s FTE distribution and the offsets included in prior year budget
requests.

Historically, OEMM has taken action to shift resources as program needs and priorities shifted,
and program efficiencies were realized. Between 1985 and the end of FY 2008, OEMM’s
enacted FTE level, including the OSR appropriation, will have dropped by 306, a 26 percent
reduction. This has occurred, in part, through elimination of the Atlantic Regional Office,
periodic reductions in the Alaska and Pacific Regions and Headquarter Offices, and redirection
of resources to accommodate increasing workload demands and reorganizations in the Gulf of
Mexico (GOM), and creation of the Office of Alternative Energy Programs. Recent examples
include the following:

2003"

e Workforce reduction of 48 FTEs and $1 million in the Pacific Region

e Basereduction of $2.2 million in the Environmental Studies Program

¢ Resources shifted to fund needs in the GOM ($5 million and 21 FTE) and OCS Connect
effort to streamline business processes ($8.7 million)

2004

This discussion of resource shifts does not include complete i nformation regarding programmatic and fixed cost
changes that were funded through increased appropriated dollars. Information on annud initiatives can be found in
the annual President’s Budget.
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e IT reductions, FTE streamlining, and office closures of $4.7 million
e Resources shifted to fund continuing needsin the GOM ($1.6 million), OCS Connect
($2.9 million), Methane Hydrates ($300,000) and Infrastructure Security ($350,000)

2005

e Increase of $3.5 million in offsetting collections from offshore activities used, in part, to
offset needed increases in appropriated dollars for the OCS Connect project ($4.3
million) and GOM Region interpretive technologies ($1.9 million).

2006

¢ Closing of the Santa Maria, CA District office ($364,000) and redirection of interpretive
technology funding received in FY 2005 ($610,000) to offset some of the costs of new
needs (helicopter safety, $1,605,000; MONTCAR model, $500,000; and geological
interpretive needs, $500,000)

e Generated $2.1 million in increased cost recovery fees, which were used to replace
appropriated dollars to fund bureau-wide operating costs.

e TheEnergy Policy Act of 2005 brings significant new responsibilities to the Secretary of
the Interior and the Minerals Management Service.

¢ Redirection of $477,000 from the sand and gravel cooperative studies funding to higher
priority oil and gas program needs.

2008
¢ Refocusing base resources of $2,000,000 and 18 FTE to fund new, priority program
reguirements.

2009

e Funding in the amount of $8.6 million no longer required for the development of OCS
Connect will be redirected to emerging priorities, primarily environmenta studies
relating to new leasing areas under the 2007-2012 OCS Qil and Gas Leasing Program.

FY 2009 Budget Request

In FY 2009, OEMM’s net OCS Lands Act Activities request is $2,690,000 and six FTE greater
than the FY 2008 enacted. This figure represents increases of $10,586,000 for new, priority
program funding requirements and $1,893,000 for fixed costs, and reductions of $8,630,000 in
OCS Connect, $886,000 for the Center for Marine Resources and Environmental Technology
(CMRET), and $273,000 for travel and performance contracting. Please see the table below for
alisting of OEMM’s programmatic budgetary changes.
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Table11l:. OEMM Program Request Compared to FY 2008 Enacted

Request Component Subactivity Amount FTE
Program Changes

¢ Geoscientific Interpretive Tools Total . +1,086,000 *0

Resource Evaluation +1,086,000 +0

Total +8,500,000 | +12

. Leasing & Environmental +6,172,000 +3

* OCS5-Year Leasing Program Resource Evaluation +1,560,000 | +5

Regulatory +768,000 +4

Total +1,000,000 +1

¢ Implementing Alternative Energy Leasing & Environmental +858,000 +0

Resource Evaluation +142,000 +1

e Subtotal — Programmatic +10,586,000 | +13

I ncreases

Total -8,630,000 -7

* OCS Connect Information Management | -8,630.000 | -7

Total -886,000 -0

* CMRET Resource Evaluation 886,000 -0

Total -273,000 -0

Leasing & Environmental -77,000 -0

e Travel and Performance Contracting | Resource Evaluation -70,000 -0

Regulatory -105,000 -0

Information Management -21,000 -0

¢ Subtotal — Programmatic -9,789,000 7

Decr eases
e Total, Program Changes +$797,000 +6

PROGRAM OVERVIEW

The OEMM program manages the nation’s Outer Continental Shelf (OCS) energy and non-

energy mineral resources in consultation with affected parties to determine if they can be
developed in an environmentally sound manner and, if leased, to regulate activities to ensure
safety, conservation, and protection of the environment. The OEMM program is headquartered
in Washington, DC and Herndon, Virginia, with regional officesin three locations: New Orleans,
Louisiana, for the Gulf of Mexico OCS Region and the Atlantic OCS area; Camarillo, California,
for the Pacific OCS Region; and Anchorage, Alaska, for the Alaska OCS Region.

The strategies and activities carried out by OEMM contribute to the accomplishment of the
Resource Use DOI mission goa. The OEMM program oversees resource production on the
OCS to ensure minimal environmental impacts and safe operations in mineral extraction
activities. Leasing, inspections, plans and permits, and assessment activities account for the
majority of the work that contributes to resource management on the OCS.
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Demands, Trends, and Resources

Forecasts show that the U.S demand for fossil fuels and other forms of energy is growing faster
than our ability to produce supplies at home, meaning increasing energy imports and less
security of supplies. Resources on Federal lands-including the Outer Continental Shelf (OCS—
1.76 billion acres offshore the continental U.S. and Alaska)-will play an increasing rolein
supplying our energy needs.

About 1,600 producing OCS leases offshore California, Alaska, and in the Gulf of Mexico
currently contribute about 1.4 million barrels of oil and 8 billion cubic feet of natural gas per day
for U.S. consumption, accounting for about for 27 percent of the Nation’s oil production and 15
percent of domestic natural gas domestic production.

The share of energy produced from the OCS will likely continue to grow over time because the
OCS contains about 60 percent of the Nation's remaining undiscovered technically recoverable
oil resources and 40 percent of its undiscovered natural gas resources. (The MMS (2006)
estimates that the OCS contains about 86 billion barrels of oil and 420 trillion cubic feet of
natural gasin yet-to-be discovered fields) MMS estimates that within five years, the OCS will
account for 40 percent of domestic oil and nearly 20 percent of domestic gas owing primarily to
deepwater discoveries.

The strongest trend on the OCS today is the continuing development of the Gulf of Mexico
deepwater (i.e., more than 1,000 feet deep). There are 124 deepwater projects now in
production. Seven of the 20 largest U.S. ail fields, aswell as the largest domestic oil discovery
in the last 30 years, Thunder Horse, are located in Federal deepwater aress.

There have been 12 industry-announced discoveries over the past three yearsin water depths
greater than 7,000 feet, and these ultra-deep discoveries have the promise of opening up entirely
new geologic frontiers which could provide a significant increase in oil and gas supplies for
decades to come.

The OCS aso has significant potential as a source of new production from alternative energy
resources. Section 388 of the Energy Policy Act, 2005 (EPAct) grants the Department of the
Interior (DOI)/Minerals Management Service (MMYS) new responsibilities over Federal offshore
alternate energy and related-uses of the OCS. These alternate energy-related use (AEAU)
projects include wind, wave, current, solar energy, and hydrogen generation projects, aswell as
projects that make aternative use of existing oil and natural gas platforms in Federal waters.

OCS5-Year Oil and Gas L easing Program: The OCS Lands Act requires the Secretary of the
Interior to prepare and maintain an oil and gas leasing program that indicates the size, timing and
location of leasing activity determined to best meet national energy needs for the five-year period
following its approval .

MMS issued anew 5-Year Leasing Program in June 2007. The Final OCS Oil and Gas Leasing
Program 2007-2012 (5-Y ear Program 2007-2012) was devel oped through an extensive
consultation process prescribed by the OCS Lands Act. The Secretary announced the Proposed
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Final Program and the Final Environmental Impact Statement (EIS) on April 30, 2007. On June
29, 2007, after the 60 day period required by the OCS Lands Act, the Secretary approved the
program, which took effect on July 1, 2007. The 5-Y ear Program 2007-2012 includes 21 salesin
eight of the 26 OCS planning areas — three areas in the Gulf of Mexico, one areain the Mid-
Atlantic, and four areas offshore Alaskaincluding one new area— the North Aleutian Basin
(NAB). The schedule of lease salesincluded in this 5-Y ear Program can be found in the Leasing
and Environmenta Subactivity discussion. MMS estimates the proposed |ease sales will lead to
production of 10 billion barrels of oil and 45 trillion cubic feet of natural gas over a 40-year
period. By providing responsible access to the energy resourcesin the Gulf of Mexico and
Alaska OCS, MMS continues to support the President’s National Energy Policy.

The FY 2009 budget request includes funding to support the Secretary’s 5-Y ear Program 2007-
2012. The MMSrealizesthat not all areas may ultimately see significant leasing activity. This
reguest, for example, assumes no funding for planning work associated with potentia leasing
activity in the Mid-Atlantic Planning Area, which remains under Congressional moratorium and
Presidential withdrawal. The requested funding is for resources that will allow investment in
environmenta studies, environmental anaysis, resource assessment, and leasing consultation,
some in areas where no concerted oil and gas related data gathering has occurred in over 15-20
years.

In FY 2009, atotal increase of $8,500,000 and 12 FTE are required in three subactivities, as
shown in the following table, for MMS to effectively administer the Secretary’s proposed oil and
gas leasing program.

Table12: Summary of OCS5-Year O& G L easing Program Needs— All Subactivities

($000) | FTE Short Description

Alaska 7,648 6
Workforce 284 2 | Geologists/geophysicists (RE)

284 2 | Staff needed to manage NAB and Chukchi studies (LE)

284 2 | Petroleum engineers - production & development (RG)
G&G Data Acquisition 500 Digitization of analog seismic information (RE)
G&G Seismic Data Storage 350 Increased storage capacity needed (RE)
Environmental Studies 5,514 Information needed in remote, frontier areas (LE)
Environmental Impact
Statement/Environmental Analysis 232 Pre-Sale Environmental Analysis, printing, and travel (LE)
Native Alaskan Conflict Avoidance 200 Environmental compliance assistance on subsistence issues (RG)
Gulf of Mexico 852 6
Workforce 426 3 | Expanded 181 and South 181 bid adequacy & economics (RE)

142 1 | GOMESA implementation-benthic biologist (LE)

284 2 | GOMESA implementation-petroleum engineer & inspector (RG)
Five-Year Program Needs 8,500 12

Ensuring Economic Return: The FY 2009 budget request includes a $1.086 million initiative
for Geoscientific Interpretive Tools (GIT). GIT isakey information technology tool

composed of integrated commercial software and hardware products and forms the basis of
essentially all OEMM determinations needing critical geoscience analyses. An upgrade to the
program’s GIT capabilitiesis required to maintain OEMM’s ability to review and analyze
industry applications, plans, and requests and to maintain the quality and thoroughness of agency
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decisions related to determinations on fair market value, new producible |leases, royalty relief,
and the conservation of resources.

OEMM’s current interpretation work process consists of two-dimensional (2-D) analysis of
three-dimensional (3-D) data on UNIX workstations. The oil and gas industry standard is now
true 3-D earth modeling and visualization. MM S has not made a significant acquisition of GIT
softwarein over six years. OEMM’s current GIT software and workflows are rapidly becoming
obsol ete, and the geoscience interpretation workflows need to be transformed to industry
comparable GIT applications. Much of the oil and gas industry has aready embraced this
technology as acritical business driver providing improved quantitative analyses and
efficiencies.

Two examples provide an indication of the value and importance of maintaining an effective set
of geoscience capabilities within OEMM.

Lease sale bid adequacy decisions: GIT has been routinely used for al fair market value
determinations since 1995. During this period, the tools were regularly updated and technology
kept current. Bid adequacy determinations have historically provided a positive direct financial
return to the Federal government. A comparison of rejected bids and bids subsequently accepted
for the same tracts in the next lease sale using existing GIT software indicates an aggregate
increase in bonus recel pts of $373 million during the period 1997 through 2006. The requested
funding will allow MM S to work with 3-D data in the office and ensure the quality of the
software used for these critical quantitative analysesis on a par with industry standards. The
upgrade is needed as the technology continues to advance.

Conservation of resources. Lessees submit a Conservation Information Document (CID) prior
toinitial production from alease. The CID contains geologica and geophysical (G& G) data and
engineering data and is evaluated to ensure that all economically producible wells are planned
for production and that no economic reservoirs will be bypassed. The duration of the G& G
evaluation of CIDsis highly dependent on the complexity of the geology and can take from one
to six months. An incorrect G& G evaluation could result in an average reservoir of 12,000,000
BOE being bypassed, with a corresponding loss of approximately $100 million in revenue to the
taxpayer and the U.S. Treasury (not counting production benefits).

Alternative Energy/Alternate Use: To continue development and implementation of the
aternative energy program on the OCS, $1 million in new resourcesis requested. Interestin
alternative energy development continues, and, to date, MM S has been contacted by over a
dozen companies planning to submit applications as soon as the Program is ready to receive
them.

Many of theinitial applications were anticipated to be issued nhoncompetitively, requiring the
applicant to bear the cost of proposal-specific studies. However, based on interest from industry
and state-initiated RPSs, it is expected that MM S will offer a competitive lease salein the near
future, most likely in the North or Mid-Atlantic or along the North Pacific. Such an action
would require MMS to bear the cost of planning and sale-related environmental impact
statements. Both noncompetitive lease issuance and competitive lease offerings would require
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that MM S acquire baseline environmental information (environmental studies), develop leasing
criteria (bidding systems, award criteria, lease terms and size, production fees and payments,
stipulations), conduct economic, environmental, and engineering assessments of project
proposals, grant leases, review plans, enforce lease and plan terms and conditions, and inspect
facilities. Additionally, MMSisresponsible for the technical and environmental review of each
project. While applicants are expected to bear the cost of third party contracting for National
Environmental Policy Act (NEPA) compliance, MM S has the responsibility to oversee each
NEPA contractor and to ensure the products meet MM S requirements.

Table 13. Funding Provided for Energy Policy Act | mplementation

Energy Policy Act of 2005 2007 Enacted 2008 Enacted 2009 Request
cumulative funding ($000s) ($000s) ($000s)
Gas hydrate research & assessment 500 500 500
Establish OCS alternative energy 2,317 5,661 6,661
Conduct forum on liquid nat gas 0 137 137
Coastal Impact Assistance Program 250,000 250,000 250,000

In addition, under a new policy announced in November 2007, MMS is accepting applications
for alternative energy data gathering and technology testing. A 60-day comment period closed
on January 7, 2008. Asof January 17, 2008, MM S has received 43 nominations, the majority of
which focus on resource assessment activities on the Atlantic OCS. Most of the nominations
received on the Atlantic Coast are for meteorological and oceanographic data collection facilities
that would support wind generation projects off Massachusetts, New Y ork, New Jersey,
Delaware, Maryland, Virginia, South Carolina, and Georgia. Nominations for areas off Florida
focus on ocean current information collection and technology. On the Pacific Coast, the main
interest isin wave energy, and nominations were received for areas off California, Oregon, and
Washington.

The requested funding will be used to consider and process proposed alternative energy projects,
allowing MMS to implement and actively manage an OCS alternative energy program as
mandated by the EPACct.

PERFORMANCE OVERVIEW

The OEMM Budget Request reflects the DOI Strategic Plan. Its activities support
accomplishment of the Resource Use mission goal to Manage or Influence Resource Useto
Enhance Public Benefit, Responsi ble Development and Economic Value (Fossil Fuels,
Renewables and Non-Energy Mineras). Key performance indicators of the program’s success
include holding OCS lease sales on schedule, ensuring safety of operations, and minimizing oil

spills.

Program Assessment Rating Tool (PART) — The President’s Management Agenda calls for
increasing integration of budget and performance management processes. In support of this
initiative, the Administration developed the PART review to assess and improve program
performance. A PART review helps identify a program’s strengths and weaknesses by looking
at all factorsthat affect and reflect program performance, including program purpose and design;
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strategic planning and performance measurement; program management; and program
evaluations and results. For purposes of the PART, OEMM is divided into three components:

OCSEnvironmental Studies
¢ Reviewed in 2002 and rated “Moderately Effective” in comparison to similar programsin
other departments government-wide.

e MMSstudies programs are “very effective in providing timely and peer reviewed
environmental research to decision makers.”

OCS Resour ce Evaluation and Leasing
¢ Reviewed in 2004 and rated “Moderately Effective.” One limiting factor in the

program’s overall effectiveness rating was its underlying legislative mandate. As stated
in the PART: “The nonenergy mineral and oil and gas lease sales are free of major flaws.
However, pursuant to the OSCLA, MMS can only offer access to sand, gravel, salt,
sulphur, oil, and gas. Currently, no clear authority exists for the Federal government to
comprehensively review, permit, and provide appropriate regul atory oversight for
renewable energy projects such as wind, wave, and solar — as well as projects of amore
traditional nature such as facilities to handle liquefied natural gas and compressed natural
gas. Instead, current authorities appear to be either non-existent or limited in scope. The
MMS has the capacity to manage these resources, but their mandate is too narrow.” The
MMS has since received expanded OCS regulatory and leasing authority to include
renewable energy projects through the Energy Policy Act of 2005. Currently, MMSis
evaluating one OCS application (Cape Wind Energy Project) and another is on hold
(Long Island Offshore Wind Park).

e The MMS “manages access to mineral resources with exceeding proficiency” and “offers
environmentally sound access to the most promising resource areas of the OCS.”

OCS Regulatory and Compliance
e Reviewed in 2005 and rated “Effective” — the highest rating

e The 2005 assessment reported that the program “...iswell managed and effectively
bal ances the need for access to mineral resources with environmental protection goals.
The MMS uses both regulatory and non-regulatory means to minimize risk to the public
and the environment and to avoid uncompensated resource oss.”

MMS has closed all except one of the original improvement actions “expand program evaluation
through regular independent reviews”. OEMM will take steps to implement this
recommendation through independent external reviews. Two new improvement actions were
developed in 2006: (1) Publish safety and environmental management systems (SEMS)
regulations (Regulatory and Compliance PART); and (2) Publish regulations to formalize the
new Alternative Energy/Alternate Use program (Resource Evaluation and Leasing PART).

OEMM End Outputs - The OEMM continues to work toward integrating its budget and
performance data. As part of these efforts, OEMM is collecting, reviewing, and analyzing
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Activity-Based Cost (ABC) data to examine how OEMM activities consume resources and
produce outputs, whether changes in cost correlate to changes in output, and whether the
information confirms perceptions of where program dollars are being invested. OEMM ABC
datais shown in the figure below, which illustrates program dollars spent in end output
categories established in the ABC framework:

Sand and Gravel
Leases Conveyed
2%

Renew able Energy
3%

Blocks and Tracts
Assessed & Evaluated
24%

Plans & Permits
25%

Other
3%
Compliance Inspections
23%
Leases Issued
16%

Conservation
Assessments
Approved
4%

“Other” includes Lease Administrative Changes, Production Verifications, and CIAP

Figure5: Approximate Distribution of 2007 Costs by End Output
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FY 2009 PERFORMANCE BUDGET REQUEST
Offshore Energy and Minerals Management
Leasing and Environmental Subactivity

Table14: OEMM Leasing and Environmental Subactivity Budget Summary

FY 2009
Fixed
Costs& Change
Related | program from
2007 2008 | Changes | Changes | Budget | 2008
Actual | Enacted (+1) (+-) Request (+1-)
Leasing and Environmental ($000) 23,851 27,224 530 +1,439 29,193 1,969
Assessment Program FTE 221 230 +3 233 3
. . ($000) 17,678 19,179 0 +5,514 24,693 5,514
Environmental Studies Program ETE 0 0 0 0 N
Leasing and Environmental ($000)] 41,529 46,403 530 6,953 53,886 7,483
Subactivity FTE 227 230 0 3 233 3
Other Major Resour ces
Nongl ($000) 0 0 0 0 0 0
SUMMARY OF FY 2009 PROGRAM CHANGES
Request Components ($000) FTE
Program Changes
e OCS5-Year Leasing Program +6,172 +3
¢ Implementing Alternative Energy +858 +0
¢ Travel and Performance Contracting =77 -0
Total, Program Changes +6,953 +3

JUSTIFICATION OF FY 2009 PROGRAM CHANGES

The 2009 budget request for the Leasing and Environmental Subactivity is $53,886,000 and 233
FTE, anet increase of $7,483,000 and three FTE from the FY 2008 enacted level.

OCS5-Year Oil and Gas L easing Program (+$6,172,000; +3 FTE): The OCS Oil and Gas
Leasing Program 2007-2012 (5-Y ear Program 2007-2012) significantly expanded the area
offered for leasing and moves into areas that are new and considered frontier. Thisincludes an
80 percent expansion of acreage for planning areas in Alaska when comparing planning areas
that experienced lease sale work in the 2002-2007 Program to areas available for leasing in the 5-
Y ear Program 2007-2012; a 10 percent expansion in the Gulf of Mexico; and consideration of
2.9 million acres off Virginiain the Atlantic for the first time since the 1980s. No resources are
reguested for a Virginia sale but may be needed in the future if potential activity there becomes
more definitive. In FY 2009, atotal increase of $8,500,000 and 12 FTE are required in three
subactivities for MMS to effectively administer the Secretary’s proposed program. A table
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showing total requested resources can be found in the OEMM Overview tab.

Of thetotal required resources, $6,172,000 and three FTE are needed in the Leasing &
Environmental (LE) Subactivity as depicted in the following table.

Table 15: Summary of OCS5-Year O& G Leasing Program Needs - Leasing & Environmental Subactivity

($000) FTE Short Description
Alaska 6,030 2
Environmental Studies 5,514 Information needed in remote, frontier areas
Workforce 284 2 Staff needed to manage NAB & Chukchi studies
Environmental Impact Statement/ 232 Pre-Sale Environmental Analysis, printing, and travel
Environmental Analysis
Gulf of Mexico 142 1
Workforce 142 1 GOMESA implementation — benthic biologist
Five-Year Program Needs (L&E) 6,172 3

Alaska OCS Region (+$6,030,000; +2 FTE): To promote access to energy resources and
sustain a dynamic economy, an aggressive schedule of six conventional sales and two special
interest sales on the Alaska OCS are included in the 5-Y ear Program 2007-2012. To promote
responsible use and protect environmental resources, a National Environmental Policy Act
(NEPA) review will be completed for each lease sadle. To streamline the NEPA process,
minimize duplication of effort, and focus on issues specific to each lease sale, the MM S Alaska
OCS Region will prepare a multiple-sale environmental impact statement (EIS) for al of the
proposed conventional |ease sales scheduled in each sub-region (Arctic and Bering) and conduct
an environmental review for each lease sale after the first one to determine whether new
information indicates the potential for other significant impacts that were not addressed in the
final EIS.

Leasing and Environmental Assessment (+$516,000; +2 FTE):

Environmental Impact Statements/Environmental Analyses (+232,000; +0 FTE): Consultation
with local communities, public input into the NEPA process, and Government-to-Government
meetings with Alaska Native organizations are critical to successful implementation of the OCS
Program in the Alaska Region. These efforts will help to meet the Secretary’s mandates, as well
as the requirements set by the Council on Environmental Quality. Working with the local
communities, while extremely important, is aso time-consuming and expensive due to the
remoteness of many locationsin Alaska. At least two series of NEPA/Government-to-
Government meetings need to be conducted during FY 2009: public hearings for the North
Aleutian Basin Sale Draft EIS and a possible Seismic Surveying Draft EI'S and, depending on the
timing of plan submission, scoping meetings for the EIS(s) on development and production
plan(s) in either the Beaufort Sea or Cook Inlet, or both. The MM S will aso need to print and
distribute the Arctic Multiple-Sale Final EIS, and the North Aleutian Basin Sale and Seismic
Surveying Draft ElSs.

Workforce (+$284,000; +2 FTE): Two additional FTE are required for procuring and managing
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additional environmental studies (described below), since current staff are fully committed on
the existing Beaufort studies. One FTE is required to manage studies needed in the North
Aleutian Basin and one FTE is needed to manage Chukchi Sea studies.

Without the requested funding, MMS will be unable to provide the NEPA support necessary to
review and approve/modify/deny exploration, delineation, and development requests from
industry and for the production of offshore Alaska oil and gas reserves. Associated revenues
(roydties and rentals) will be decreased and/or moved further into the future.

Environmental Studies Program (+$5,514,000; +0 FTE): The MMS will need a full range of
updated environmental information for the North Aleutian Basin (NAB) National Environmental
Policy Act (NEPA) pre-lease/post-lease analyses, as well as post-lease monitoring information
for the Chukchi and Beaufort Seas. Significantly more environmental data gathering related to
oil and gasin the Chukchi Seaand the NAB will be necessary. Under the 5-Y ear Program 2007-
2012, three sales are proposed in the Chukchi Seaand oneis proposed in the NAB. Theloca
boroughs have an expectation that sufficient information will be available to support future
decisions on industry activity. Up-to-date information is needed to ensure that NEPA analyses
are sufficiently robust to support the timely sale, exploration, and development of resources
under the 5-Y ear program. The Chukchi Sea has tremendous resource potential: an estimated 15
billion barrels of technically-recoverable oil and 77 trillion cubic feet (TCF) of technically-
recoverable natural gas (2006 National Assessment, mean estimates). The NAB has very good
natural gas prospects: an estimated 8.6 TCF of technically-recoverable natural gas (mean).

Costs for environmental studies needed in these three remote, frontier areas are based on current
trends, recent experience, and expected shipboard logistics costs in sub-arctic and arctic areas
that are quite high. The MMSis ableto direct $7.1 million in current and future base funding to
this effort. However, additional funding is needed to support the level of studies required for
these areas. In recent years, approximately $5.5 million to $6 million per year has been allocated
for study emphasisin primarily the Beaufort Sea. MMS requests an additional $5.5 million for
to expand environmental studies into the Chukchi Sea and the NAB.

Without adequate funding for environmental studies, MM S could face increased vulnerability to
legal challenges regarding planned Alaska lease sales and/or post-lease actions. MMS
recognizes that every aspect of the agency’s action is under heavy scrutiny. If lawsuits are
successful, oil and gas development would likely be delayed, with corresponding lossesin
revenuesto the U.S. Treasury and increased reliance on foreign energy sources. Even without
the prospect of litigation, lease salesin Alaska are highly controversial and MM S recognizes it
will need to spend a great deal of effort and resources in working with local groups to address
and assuage concerns they may have regarding leasing activities offshore Alaska.

North Aleutian Basin: The 5-Y ear Program 2007-2012 includes asingle lease sal e for the North
Aleutian Basin (NAB) (2011). The planning area covers nearly 33 million acres (of which 5.6
million areincluded in the proposed sale area) with many environmentally sensitive resources,
thus requiring extensive environmental study. In fact, in its Joint Explanatory Statement (Report
Language) in the FY 2008 Omnibus A ppropriations Bill, Congress directs that MM S provide
certain information concerning impacts of potential oil and gas leasing in Alaska’s North
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Aleutian Basin OCS Planning Area. MM S fully intends to comply with this directive, and, if
needed, will consider moving the NAB sale from 2011 to 2012 to ensure that this frontier area
has afull suite of updated environmental information on which to evaluate any potential lease
sale activity.

The MMS held the last NAB lease salein 1988, and it resulted in the issuance of 23 |eases for
$95 million, which were later bought back due to Congressional Moratoria. Studies exclusive to
the planning area tapered off around 1992 because of the Congressional Moratoriaon leasing in
the NAB at the request of the State of Alaska. Now, in order to hold alease sale and manage
post-sa e industry activities in the planning area, MM S will need to write environmental impact
statements (EIS), review and approve exploration and development plans, and consult
extensively with other organizations. Because previous results of offshore environmenta studies
are at least 15 years out-of-date, new studies are needed. Collection of afull range of
multidisciplinary information must beinitiated in FY 2009 so that the EIS and related NEPA
documentation can be completed in atimely manner to support the planned 2011 |ease sale.

Studies must support both the pre-sale and post-sal e (exploration, development, and production)
environmenta analyses. Topicswill include physical oceanography, circulation modeling, fate
and effects, endangered species, living resources, marine mammals (e.g., sea otters, pinnipeds),
fish, birds, and socio-economics. Several species listed, recently removed from listing, or
proposed for listing under the Endangered Species Act (ESA) feed in or near the NAB planning
area. Theseinclude, for example, the listed North Pacific right, fin, humpback, and sperm
whales, and Steller’s sea lions; recently removed from listing gray whales; and proposed for
listing sea otters. Within the planning area, ESA Critical Habitat is designated for Steller’s sea
lions and the Pacific right whale; Critical Habitat is designated near the planning area for
Steller’s eiders (northern sea ducks). The entire area is also designated as Essential Fish Habitat
related to various managed fish species.

Chukchi Sea: The Chukchi Sea planning area covers nearly 63 million acres, and is subject to
Arctic ice conditions for much of the year. Although remote, it has many species that live or
migrate through the area. The MM S-sponsored research planning workshop, “Chukchi Offshore
Monitoring in Drilling Area Workshop,” November 1-3, 2006, defined study concepts for
monitoring studies. Four studies from that workshop are proposed as part of the Chukchi
Offshore Monitoring in Drilling Area (COMIDA) studiesin the Alaska Annual Studies Plan.
The COMIDA studies are a key component of Chukchi Sea environmental studies pertinent to
post-sale monitoring subsequent to Chukchi Sea Lease Sale 193 scheduled for 2008. Industry
has expressed strong interest in leasing in Sale 193, which islikely to be followed by exploration
and possibly development. Much current information on selected topicsis available, but certain
physical information dates to the 1970s and some supplementing is needed.

The above studies will support both the Sale 193 post-sal e (exploration, development, and
production) information needs and the later pre-sale environmenta analysis in the next Arctic
Multiple-Sale EIS, which will support two additional proposed Chukchi Sea sales (2010 and
2012) in the 5-Y ear Program 2007-2012.

Aswith the Beaufort Sea, the bowhead whal e migrates through the Chukchi Seain both the
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spring and fall; the spring bowhead migration includes newborn calves. Coastal villages hunt the
whale for subsistence in the spring. Avian species, including the threatened Steller’s and
spectacled elder, migrate along the Alaska Chukchi coast to reach their summer nesting grounds
on the North Slope. The COMIDA planning workshop considered monitoring environmental
indicators such as sediment and water chemistry, benthic biota, fish, walrus and other pinnipeds,
birds (e.g., elders, Pacific Black Brant), beluga whales, polar bears, subsistence resources with
respect to sociocultural aspects, and surveys of endangered whales. Polar bear studies may
increase under thisinitiative pending results of the Fish and Wildlife Service review of the
proposed ESA listing for this species.

Beaufort Sea: The continuing development in the Beaufort Seawill require further mesoscale
monitoring, currently titled continuation Arctic Nearshore Impact Monitoring in Devel opment
Area (CANIMIDA). Thiswill be patterned as a multi-year, multi-disciplinary study providing
baseline and monitoring results for chemical contamination, turbidity, sedimentation effects, and
subsistence whaling in the vicinity of Northstar and Liberty devel opment sites, with the potential
to expand into areas in which industry proceeds following the very successful Beaufort Sea sales
in 2003 and 2005. Northstar isin state waters, but includes production of OCS ail through
directiona drilling. Northstar isthe first offshore development project to install and operate a
subsea pipelinein the Arctic. Liberty, a prospect being considered by industry for development
in the near future, is situated to the east of Northstar. The MM S approved the Liberty
Development and Production Plan on January 3, 2008. Construction activitiesin support of the
Liberty project are scheduled for the first quarter of 2009. Development drilling is scheduled to
start in 2010 with first oil in 2011. ANIMIDA monitoring includes pre-construction,
construction, and early production periods for both sites. The CANIMIDA study is nearing the
end of its current funding approval, but is expected to be extended at least to alimited degree for
Northstar and would be expanded if new commercial discoveries are made. Public and
interagency comments identified monitoring issues, and MMS coordinated priority field
investigations with lessees and other organizations.

Interagency reviews of related EI Ss and development and production plans recommended
monitoring the activities and potential effects with production from Northstar and anticipated
development and production activities from the development of the Liberty field. Thereisa
continuing, ongoing need for this monitoring information. The MMS OEMM programisa
member of the joint agency North Slope Science Initiative and will coordinate with other
agenciesthat are performing research in the area. Polar bear studies may increase under this
initiative pending results of the FWS review of the proposed ESA listing for this species.

Without the requested funding, some high-priority studies in the Chukchi Sea and North Aleutian
Basin Planning Areas will be delayed or cancelled, which could result in delays in completing NEPA
or ESA analyses for sales proposed in these planning areas under the 5-Y ear Program 2007-2012.

Gulf of Mexico OCS Region (+$142,000; +1 FTE): The Gulf of Mexico Energy Security Act
(GOMESA), enacted on December 20, 2006, added about 10 percent to the acreage available for
leasing in the Gulf of Mexico and will result in new lease sales beginning in 2008 and thereafter.
Thefirst oil and gas lease sale to include GOMESA revenue sharing provisions was Western
GOM Sale 204 in August 2007. The current resource estimates for the areas required to be made
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available by GOMESA are asfollows:. in the reconfigured Central Gulf Planning Area. Sale
181 area—0.62 Bbl oil and 3.07 Tcf gas and 181 South Area—0.52 Bbl oil and 2.16 Tcf gas; and
in the reconfigured Eastern Planning Area— 0.14 B bbl oil and 0.601 Tcf gas.

Although prior to enactment of GOMESA, the two areas in the Central Gulf Planning Areawere
included in the Proposed Final Program 2007-2012, GOMESA officially expanded the existing
program and established specific deadlines for completion of lease sales. The GOMESA
requires MMS to offer the “181 Area” within one year from the date of the Act and to offer the
“181 South Area” for lease as soon as practicable.

The portion of the 181 Area within the Central Planning Area (approximately two million acres)
was offered in Central Gulf of Mexico Sale 205, held in October 2007. Although the 181 South
Area had been included in the Proposed Final Program 2007-2012, GOMESA canceled the
Congressional moratorium, thereby allowing presale steps to commence; a supplemental EIS
covering the 181 South Areamust now be prepared. Completion of this environmental analysis
and review will take about 18 months. Therefore, the 181 South Area (approximately 5.8 million
acres) will be offered in Central Gulf of Mexico Sale 208, scheduled for March 2009.

GOMESA also mandated leasing in a portion of the Eastern Planning Areathat was not included
in the Proposed Draft Program 2007-2012. This are wasincluded in the final 5-Y ear Program
2007-2012. Dueto the need for a supplemental EIS, the portion of the 181 Area within the
Eastern Planning Area (approximately 500,000 acres) will be offered separately in Sale 224,
scheduled for March 2008.

Leasing and Environmental Assessment (+$142,000; +1 FTE): A benthic biologist is needed
to handle the emerging information needs in the Eastern Gulf of Mexico relating to potential
impacts on the benthic ecology stemming from OCS leasing, exploration, and development in
the Gulf of Mexico Planning Aress, especially the Eastern Gulf. Areas of concern will include
fisheries, marine protected areas, live-bottom habitats, and benthic community characterization.
The benthic communities of the slope in the EGOM area, seaward of the shelf break, have not
been studied in detail. Interaction of the continental shelf and slope benthic communitiesis
complex and involves interactions with onshore and offshore flows. For example, what patterns
of benthic communities exist on the continental shelf and slope and how do these vary with slope
direction and with topography? Are there seasonal differences? A benthic biologist will be able
to address these issues and challenges and provide knowledge for the safe and environmentally
sound development of the Eastern Gulf of Mexico.

Without the requested funding, delay in the design of studies will occur, which could result in
delays in completing NEPA or ESA analyses for sales proposed in these planning areas under the
5-Y ear Program 2007-2012.
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Increased Acreage Requiring Pre-sale Work in the 2007-2012 5-Year Program
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Figure6: Increased Acreage Requiring Pre-Sale Work in the 2007-2012 5-Y ear Program

Additional resources of $1,560,000 and five FTE are also being requested in the Resource
Evaluation Subactivity for OCS 5-Y ear Oil and Gas L easing Program needs, and $768,000 and four
FTE are being requested in the Regulatory Subactivity.
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Implementing Alternative Ener gy (+$858,000; +0 FTE): Shortly after passage of the Energy
Policy Act of 2005 (EPAct 2005), wind resource assessments suggested that the most promising
OCS areas for aternative energy development were concentrated in the Northeast United States.
This assessment has held true, particularly for wind technology, as interest in the Northeast has
continued to grow such that several competitive leases in the Northeast are likely to occur. For
example, the state of New Jersey is planning a $4.5 million environmental siting study to begin
in January 2008 and has issued a Request for Proposal for an offshore wind facility. Proposals
are due in January 2008, and the grant is expected to be awarded by March 2008. Interestin
wind technology has also expanded south into the mid-Atlantic and severa areas even further
south (i.e., South Carolinaand Georgia). For instance, in May 2007, the Delaware Public
Service Commission and other applicable state agencies directed Delmarva Power & Light
Company, a state utility, to negotiate a power purchase agreement with Blue Water Wind, LLC,
for electricity to be generated from an offshore wind farm proposed on the Outer Continental
Shelf off the coast of Delaware. The two entities are currently negotiating the terms for the
power purchase agreement. The MMS has aso received considerable interest in offshore wave
and current projects primarily off the coast of Floridaand in the Northwest. To date, MMS has
been contacted by over a dozen companies planning to submit applications as soon as the
Program is ready to receive them.

Table17: List of Potential Projects and their Associated Region and Technology Type

Region Technology Number of Projects
North Atlantic Wind 10
Mid Atlantic Wind 2
South Atlantic Wind 2
Straits of Florida Wave 1
Straits of Florida Ocean Current 12
Gulf of Mexico Wind 1
Pacific Northwest Wave 2
Southern California Wind 1

Interest in dternative energy development on the OCS s likely to continue, particularly in the
North Atlantic, Mid-Atlantic, and along the West coast, as coastal states put in placeinitiatives
(renewable energy portfolio standards (RPS)) requiring utilities to substantially increase their
reliance on renewable energy sources (see the below Figure). For example, in the North
Atlantic, New Y ork has set a goal for public utilities to achieve a 25% share by 2013, one of the
most aggressive targets in the country. In the Pacific, Oregon hasinstituted a Renewable Energy
Action Plan that calls for renewable energy to account for a 25% share, approximately 1,600
MW, by 2025.
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ME: 30% by 2000

MA: 4% New by 2009
RI: 16% by 2020
CT: 10% by 2010
MI: 20% by 2020

PhA: 18% by 2020

DE: 10% by 2019

HI: 20% by 2020

Figure7: Renewable Energy Portfolio Standardsfor the United States

On November 5, 2007, MM S announced in the Federal Register an interim policy on Offshore
Alternative Energy Resource Assessment and Technology Testing Activities. Thisinterim
policy allows for immediate nominations of areas of the OCS for potentia issuance of limited-
term leases authorizing meteorologica or marine data collection facilities on the OCS that will
be used to assess alternative energy resources (e.g., wind, wave, and ocean current) or to test
alternative energy technologies. As of January 17, 2008, MMS has received 43 nominations, the
majority of which focus on resource assessment activities on the Atlantic OCS. Most of the
nominations received on the Atlantic Coast are for meteorological and oceanographic data
collection facilities that would support wind generation projects off Massachusetts, New Y ork,
New Jersey, Delaware, Maryland, Virginia, South Carolina, and Georgia. Nominations for areas
off Floridafocus on ocean current information collection and technology. On the Pacific Coast,
the main interest isin wave energy, and nominations were received for areas off California,
Oregon, and Washington. The interim policy does not authorize leasing for commercial
production of electricity. Nominations received will be used to further refine geographic areas of
focus and estimates of resource needs.

The following table describes the overall funding request for implementing alternative energy.
Note that the mgjority of the request isin the Leasing and Environmental Subactivity, with one
item in the Resource Evaluation Subactivity.
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Table 18. Summary of Funding for I mplementing Alternative Energy

($000) | FTE Short Description
Leasmg z_md Environmental 858 0
Subactivity
Environmental Assessments/ To cover the cost of planning and sale-related
. 858 0 - S "
Environmental Impact Statements environmental activities for competitive sales
Resource Evaluation Subactivity 142 1
Workforce 142 1 For an econ_omlstleconomlc m_odeler to design fiscal terms
for leases, rights-of-way, and rights-of-use and easements
Total 1,000 1

Leasing and Environmental Assessment (+$858,000; +0 FTE):

Environmental Assessments/Environmental Impact Statements (+$858,000; +0 FTE): Section
388 of the EPAct 2005 requires DOI to issue alease, easement, or right-of-way on a competitive
basis unless the Secretary determines after public notice of a proposed |ease, easement, or right-
of-way that there is no competitive interest. Many of the initia applications were anticipated to
be issued noncompetitively, requiring the applicant to bear the cost of proposal-specific studies.
However, based on interest from industry and state-initiated RPSs, it is expected that MM S will
offer acompetitive lease salein the near future, most likely in the North or Mid-Atlantic or along
the North Pacific. Such an action would require MM S to bear the cost of planning and sale-
related environmental impact statements. Both noncompetitive lease issuance and competitive
lease offerings would require that MM S acquire baseline environmental information
(environmental studies), develop leasing criteria (bidding systems, award criteria, lease terms
and size, production fees and payments, stipulations), conduct economic, environmental, and
engineering assessments of project proposals, grant leases, review plans, enforce lease and plan
terms and conditions, and inspect facilities. Additionally, MMSisresponsible for the technical
and environmental review of each project. While we expect to require the applicant to bear the
cost of third party contracting for National Environmental Policy Act (NEPA) compliance, MM S
has the responsibility to oversee each NEPA contractor and to ensure the products meet MM S
reguirements.

In November 2007, MM released the Final Programmatic Environmental Impact Statement
(FPEIS) for the Alternative Energy and Alternate Use Program. The record of decision was
issued on January 10, 2008. It is anticipated that final regulations governing the program will be
in placein late 2008. These two foundation documents, in concert with the interim policy, will
set the stage for FY 2009.

Without the requested funding, MMS will be challenged in implementing, in atimely manner,
the OCS Alternative Energy Program as envisioned by the EPAct. This may increase the
challenges states in the Northeast and Pacific Northwest face in working to achieve their RPS
targets and other state renewable energy goals.

Additiona resources of $142,000 and one FTE are being requested in the Resource Evaluation
Subactivity for Planning and Implementation of EPAct Section 388.
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Travel and Performance Contracting (-$77,000; -0 FTE): A programmatic reduction of
$77,000 will result from reductions in travel and from savings realized through performance-
based contracting. These reductions are part of a Department-wide effort to reduce costs. Please
refer to the Genera Statement for additional information.

PROGRAM OVERVIEW

One of the cornerstones of the National Energy Policy is the role the Department’s Minerals
Management Service (MMS) plays in securing ocean energy for the nation. The MMSisa
leader in facilitating energy development to meet the nation’s domestic energy needs. It
manages access to the mineral resources of the Outer Continental Shelf (OCYS) to help meet the
energy demands and other needs of the nation while balancing such access with the protection of
the human, marine, and coastal environments. Currently, MM S administers over 7,500 active
mineral leases on approximately 40 million OCS acres. Production from these leases will
generate billions of dollarsin revenue for the Federal Treasury and State governments while
supporting thousands of jobs. The MM S oversees production from the OCS that represents a
significant portion of total domestic oil and natural gas production. In 2006, OCS production
accounted for about 27% of total domestic oil production and 15% of domestic natura gas
production. To date, OCS lands have yielded about 173.5 trillion cubic feet of natural gas

and amost 17 billion barrels of oil for U.S. consumption.

PERFORMANCE OVERVIEW

The Leasing and Environmental (LE) subactivity funds the Leasing and Environmental
Assessment Program and the Environmental Studies Program, supporting DOI’s End Outcome
Goal to “Manage or influence resource use to enhance public benefit, promote responsible use,
and ensure optimal value.” A key indicator of performance is the ability to hold offshore lease
sales as scheduled in the Secretary’s Five-Y ear Oil and Gas Leasing Program, supporting DOI
Strategy 1 to “Effectively manage and provide for efficient access and development.” The final
sale of the 2002-2007 Five-Year OCS Oil and Gas Leasing Program, Beaufort Sea Lease Sale
202, was held on April 18, 2007. It garnered $42.3 million in bids on 92 blocks. The March
2007 Central Gulf Sale 201 was cancelled in order to meet the specifications of the litigation
settlement agreement with the State of Louisiana over Western Gulf Sale 200. That acreage was
included in an expanded Central Gulf Sale 205 that was held in October 2007.

The 5-Y ear Program 2007-2012 was devel oped through an extensive consultation process
prescribed by the OCS Lands Act. The Secretary announced the Proposed Final Program 2007-
2012 and the Final EIS on April 30, 2007, and they were submitted to the President and the
Congress. On June 29, 2007, the Secretary approved the program, and it became effective on
July 1, 2007. The 5-Year Program 2007-2012 includes 21 salesin eight of the 26 OCS planning
areas— three areas in the Gulf of Mexico, one area in the Mid-Atlantic, and four areas offshore
Alaska. The MMS estimates that 10 billion barrels of oil and 45 trillion cubic feet of natural gas
could be produced over 40 years as aresult of sales under consideration in the 5-Y ear Program
2007-2012. By providing responsible access to the energy resources in the Gulf of Mexico and
Alaska OCS, MMS continues to support the President’s National Energy Policy.
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Table19: 5-Year 2007-2012 L ease Sale Schedule
Calendar Year! Area Sale No.

2007 August Western Gulf of Mexico | 204
October Central Gulf of Mexico | 205
2008 February Chukchi Sea 193
March Central Gulf of Mexico | 206
March Eastern Gulf of Mexico® | 224
August Western Gulf of Mexico | 207

2009 March Central Gulf of Mexico | 208
Spring Beaufort Sea 209
August Western Gulf of Mexico | 210

Fall Cook Inlet® 211

2010 Winter Chukchi Sea 212
March Central Gulf of Mexico | 213
August Western Gulf of Mexico | 215

2011 March Central Gulf of Mexico | 216
Early Spring | Beaufort Sea 217

Late Spring | North Aleutian Basin 214
August Western Gulf of Mexico | 218

Fall Cook Inlet 219

Fall Mid-Atlantic’ 220

2012 Winter Chukchi Sea 221
March Central Gulf of Mexico | 222

! Sales arelisted by calendar year. Sale dates may occur in acalendar year different than the fiscal year (e.g. asale
occurring in October 2007 would fall in calendar year 2007 but fisca year 2008).

2 On December 20, 2006, the President signed the Gulf of Mexico Energy Security Act of 2006 (GOMESA). Under
GOMESA, MMS is mandated to hold alease salein the 181 Area of the Eastern Gulf, more than 125 miles from
Florida and west of the military mission line. The saleis part of the 5-Y ear Program 2007-2012.

3 Special Interest Sales— Proposed sales will move forward only after consideration of comments received in
response to annual callsfor information. If the responses do not support consideration of asae, the sae will be
postponed and a request for nominations and comments will be issued again in each subsequent year of the schedule,
until asadeis held or the schedule expires.

4 Lease sale 220 will only be held if the President chooses to modify the withdrawal and Congress discontinues the
annual appropriations moratorium in the Mid-Atlantic.
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Both 2007 |lease sales contained in the 2007-2012 5-Y ear Program (see above Table) were held
as scheduled.

Sale 204, Western Gulf of Mexico (WGOM), was held on August 22, 2007. The MMS
accepted high bids valued at $287,081,023 and awarded 274 |eases to the successful high
bidders. The leases were awarded following the completion of an extensive, two-phase
bid evaluation process to ensure that the federal government receives afair monetary
return for the public mineral resources it makes available.

Sale 205, Centra Gulf of Mexico (CGOM), was held on October 3, 2007. The sum of
high bids on 723 tracts was $2,904,321,011. The grand total of all 1,428 bidsinthe sadle
was $5,245,583,944. Thiswas avery aggressive sale with industry bidding on many
tracts that had been unavailable for the last 10 years. There was also heavy bidding on
new tracts added by the Congressional mandate under the Gulf of Mexico Energy
Security Act. The $2.9 billion in high bids was the second highest for any sale in the
history of the program.

Leasing activities include planning for the Secretary’s 5-Y ear Program, mapping and surveying
OCS boundaries, implementing the lease sale process, and administering leases. These activities
enable the bureau to meet its performance goals for the number of |lease sales held, the timeliness
of these sales, and the acreage offered through these sales. In addition, the Marine Minerals
program is responsible for all other mineras on the OCS including sand and gravel.

Effective management of the energy resources on the OCS for efficient access and devel opment
is supported by Environmental Assessment, Environmental Compliance, and Environmental
Studies activities. The work provides information necessary to ensure operations are conducted
in an environmentally sound manner and decisions are supported by good science.

Environmental Assessment (EA) activities ensure that appropriate environmental
information is available for planning and decision-making at al phases of OCS activities,
from 5-Y ear Program planning through platform removal. Thisisaccomplished by
consultation with interested and affected parties, and preparation of environmental impact
statements, environmental assessments, and related program-level reports.

Environmental Compliance provides oversight, policy guidance, and direction for
environmental compliance of MMS and industry activities. Compliance with statutory
requirements is assessed and encouraged in avariety of ways, including compliance
monitoring, field verification and validation, reporting mechanisms, enforcement,
incentives, outreach, and education.

The Environmental Studies Program (ESP) funds and manages scientific research to
better understand the OCS environment and the effects of mineral resource exploration
and development activities, and socioeconomic impacts on the human environment.
Environmental Studies scientific information is used in the environmental assessment
activity.
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Within its Activity-Based Costing (ABC) system, MMS s able to allocate both EA and ESP
expenditures to the activities and operations they support. Further, MMS tracks the number of
leases issued and the number of |ease administrative changes as end outputs, providing the
ability to assign the full cost of leasing and lease adjudication activities, aswell as proportional
shares of program support and general administrative costs. Similarly, direct and indirect costs
of the Marine Minerals Program are allocated to the number of sand and gravel |eases conveyed.

Lease

Administration

Environmental for 7%

Oil and Gas Plans
and Permits

33%

Alternative Energy
10%

NonEnergy
Minerals
3% \
Evironmental for Ol
Leasing and Gas Leasing

11% 36%

Figure 8. Estimated 2007 L easing and Environmental Spending Profile

2009 PROGRAM PERFORMANCE - LEASING & ENVIRONMENTAL ASSESSMENT

5-Year OCS Oil and Gas Leasing Program: The MMS has played and will continue to play a
vital role in providing access to domestic energy resources, supporting the President’s National
Energy Policy by continuing the OCS leasing program on predictable schedules. 1n 2004,

OEMM initiated the multi-year process of developing anew 5-Year OCS Oil and Gas Leasing
Program that schedules OCS lease sdes for 2007 to 2012. The Secretary announced the
Proposed Final Program and final EIS on April 30, 2007, and approved the 5-Y ear Program
2007-2012 on June 29, 2007. The Program is effective from July 1, 2007 through June 30, 2012.

The 5-Year Program is a pivotal element of managing the nation’s offshore mineral assets. The
OCSLandsAct (OCSLA) requires DOI to prepare along-range program that specifies the size,
timing and location of areas to be considered for Federal offshore natural gas and oil leasing.
The MM S worksin consultation with stakeholders (including federal and state agencies, local
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communities, federally recognized tribes, private industry, and the genera public) to develop a
program that not only offers access to those areas of the OCS with the most promising potential
for development of oil and natural gas resources, but does so in an environmentally responsible
manner. Under the 2007-2012 Program, OCS oil and gas |lease sales will be held on an area-
wide basis with annua salesin the Central and Western Gulf of Mexico, and less frequent sales
held in the Eastern Gulf of Mexico and offshore Alaska.

Asmonitored in DOI and MMS GPRA measures, the bureau consistently conducts lease sales as
outlined in the Secretary’s 5-Y ear Leasing Program. Recent successesin OCS lease sales,
reported in the program’s PART measures and ABC outputs in terms of bidding activity and
leases issued, arein part aresult of MMS efforts to design the sales with terms, conditions, and
incentives that foster continued industry interest in exploration for domestic energy resources.

Alternative Energy/Alternate Use Program: Important for future energy suppliesisthe MMS
authority for the Outer Continental Shelf (OCS) Alternative Energy and Alternate Use (AEAU)
program under Section 388 of the Energy Policy Act of 2005 (PL 109-58). Under this authority,
MMS will regulate alternative energy projects and aternate use of existing oil and gas platforms
on the OCS. Alternative energy includes wind, wave, solar, underwater current, and generation
of hydrogen. Alternate uses of existing facilities may include, but are not limited to, aquaculture,
research, education, recreation, and support for offshore operations and facilities. Section 388 of
the Energy Policy Act authorizes MM S to:

e Ensure consultation with state and local governments, federal agencies, and other
stakeholders;
Ensure protection of the environment;
Grant easements, leases, or rights-of-way for alternate energy related uses of the federal
OCS;

o Pursue appropriate enforcement actions in the event violations occur;

e Require appropriate financial assurances to ensure that facilities constructed are properly
removed at the end of their useful life;

e Regulate, monitor, and determine fair return to the nation; and

e Ensure equitable sharing of revenue with states.

Section 388 does not authorize any leasing, exploration, or development activities for oil or
natural gas.

MMS isin the process of developing the AEAU programmatic regulations and completed a
programmatic Environmental Impact Statement (EIS) in November 2007. The programmatic
ElS examines the potential environmental effects of the program on the OCS over the next five
to seven years and identifies policies and best management practices that may be adopted for the
program. |t assesses generic impacts from development, operations, and decommissioning of
renewable energy or aternate use facilities and identifies key issues and mitigation measures that
should be considered by subsequent site-specific reviews. Preparation of the programmatic EIS
isamulti-step process that includes publication of adraft programmatic EIS, afina
programmatic EIS, and arecord of decision. The record of decision was issued in January 2008.
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MMS also recently announced the establishment of an interim policy for Offshore Alternative
Energy Resource Assessment and Technology Testing Activities. Announced in November
2007, the interim policy alows the public to nominate areas of the OCS in which MM S would
consider awarding limited |leases that authorize data collection and technology testing. MMS
will continue to accept nominations under thisinterim policy until the final program regul ations
arein place.

Key Program Milestones:

e May 2006 - MMS published a Notice of Intent to Prepare a Programmatic EISin
the Federal Register.

e May and June 2006 - MM S held 10 separate public scoping meetingsin
Washington DC; Trenton, NJ; Long Island, NY; Boston, MA; Austin, TX; Long
Beach, CA; Atlanta, GA; Portland, OR; Orlando, FL; and San Francisco, CA.

e October 2006 thru January 2007 - MM S conducted stakeholder meetingsin
Salem, Oregon; Boston, Massachusetts, West Long Branch, New Jersey; and New
York City, New Y ork.

e March 20, 2007 - MM S published the Draft Programmatic EIS (DEIS) in the
Federal Register.

e April and May 2007 - MMS held public meetings for the DEISin West Long
Branch, NJ;; Méelville, NY; Dedham, MA; Houston, TX; San Francisco, CA,;

Portland OR; Miami, FL; and Charleston, SC.

e June 2007 - MMS sponsored an AEAU environmental studies workshop based on
foundation work from the MM S-funded study entitled, “Worldwide Synthesis and
Analysis of Existing Information Regarding Environmental Effects of Alternative Energy
Uses on the OCS".

e November 2007 — MMS published final programmatic Environmental Impact Statement
(PEIS) in the Federal Register. The Record of Decision was issued on January 10, 2008.

e November 2007 — MMS published the “Request for Information and Nominations of
Areas for Leases Authorizing Alternative Energy Resource Assessment and Technology
Testing Activities Pursuant to Subsection 8(p) of the Outer Continental Shelf Lands Act,
as Amended.”

¢ November 2007 - MMS published the Record of Decision to establish an AEAU
Program.

e December 2007 - MM S published an Advance Notice of Proposed Rulemaking in
the Federal Register, and is currently preparing the Draft Proposed Rule to set up
the regulatory system for managing leasing and operations for an Alternative
Energy/Alternate Use (AEAU) Program. The draft rule will be published in early
spring 2008.

e January 2008 — MMS published the Cape Wind Energy Project Draft EIS on
January 17, 2008.

It isanticipated that final program regulations will be in place by late 2008. Thefinal program
regulations and PEIS, in concert with the interim policy, will set the foundation for MMS’s
Alternative Energy Programin FY 2009.
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The Energy Policy Act also gave MMS responsibility for two existing off