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Preface

Management of the oil and gas resources of the Outer Continental Shelf (OCYS) is governed by
the OCS Lands Act, as amended, which sets forth procedures for leasing, exploration, and
development and production of those resources. The Minerals Management Service (MMYS) is
the bureau within the Department of the Interior that is responsible for implementing the
requirements of the OCS Lands Act. Section 18 of the Act calls for the preparation of an oil and
gas leasing program indicating a 5-year schedule of |ease sales designed to best meet the
Nation’s energy needs.

The MMS s in the process of preparing a 5-year program for 2002-2007. This document
constitutes the proposed program, which is the second in a series of leasing proposals devel oped
for public review before the Secretary of the Interior may take final action to approve the new
5-year program for 2002-2007. The document consists of the parts described below.

» Part | summarizes the proposed program as decided by the Secretary of the Interior. It briefly
relates the location and timing of OCS oil and gas lease sales proposed for 2002-2007 and
discusses procedures for assuring the receipt of fair market value for leases as required by
section 18.

» Part Il describes the framework for developing the new program. It discusses the substantive
and procedural requirements that are in place for preparing a program under section 18 and
describes the MM S approach to meeting those requirements. This includes a discussion of the
criteriarelating to OCS oil and gas resources and environmental and social considerations that
section 18 requires to be taken into account in deciding where and when to propose lease
sales.

» Part Il presents the options that the MM S prepared as aresult of its analysis of the section 18
criteria. The options form the basis from which the Secretary chooses the proposed program
for 2002-2007. Each set of optionsis prefaced with a brief summary of the relevant results of
the section 18 analysis and the comments that the MM S received from interested and affected
parties.

» Part IV presents the detailed section 18 analysis executed by the MM S to develop the options
presented to the Secretary.

» The appendix to this document is a summary of all correspondence received by the MMS in
response to its public request for comments on the draft Proposed Program that was issued in

July 2001.
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DECISION DOCUMENT
PROPOSED PROGRAM FOR 2002-2007

l. SUMMARY OF DECISION—PROPOSED PROGRAM FOR 2002-
2007

I ntroduction

Section 18 of the OCS Lands Act requires the Secretary of the Interior to prepare and maintain a
schedule of proposed OCS oil and gas lease sales determined to “best meet national energy needs
for the 5-year period following its approval or reapproval.” Preparation and approval of a 5-year
program must be based on a consideration of principles and factors specified by section 18.
Those criteria, and the manner in which they have been considered in the preparation of the
proposed program for 2002-2007, are summarized in part 11.

This program is the second of three proposals that must be issued for public review before a new
5-year program may be approved to succeed the current one ending on June 30, 2002. It follows
public review of the July 2001 draft proposed program and takes into account the comments
received concerning that initial proposal. Issuance of the proposed program and accompanying
draft environmental impact statement (EIS) is followed by a 90-day comment period. The full
5-year program preparation process is described in part 11.

The proposed program is the same as the previous draft proposal except for a technical
correction to the Beaufort Sea program area proposed for leasing, which is discussed below. The
proposal is for atotal of 20 OCS lease salesin 8 areas (5 off Alaskaand 3 in the Gulf of
Mexico). Maps A and B show the areas proposed for leasing (program areas), and Table A lists
the location and timing of the proposed lease sales.

L ease Sale Schedule

Alaska Region

In the Alaska Region, the proposed program schedules multiple lease sales in the Beaufort Sea
and Cook Inlet Planning Areas, which are the two areas of most interest to the oil and gas
industry. Multiple offerings are consistent with the Governor of Alaska s recommendations and
the state’' s administration of its offshore oil and gas program. Portions of these areas that have
been excluded from previous OCS programs and sales are excluded as recommended by the
Governor. The proposed program makes a technical correction to the Beaufort Sea area that was
proposed for leasing in the draft program, removing 23 blocks in the vicinity of Point Barrow
that had been recommended for exclusion but were inadvertently included. The Chukchi Sea
and Hope Basin Planning Areas are combined for leasing as they have been in previous
programs. Two lease sales are proposed to pursue the high resource potential of the Chukchi Sea
area in conjunction with potential natural gas resources extending into the adjacent Hope Basin
area



The Norton Basin Planning Area is included on the schedule as a potential source of natural gas
for local residents and businesses, and it would be offered under a new approach to OCS leasing.
The Norton Basin sale is proposed for 2003, but before the MM S proceeds, it will issue a request
for nominations and comments and will move forward only if environmentally acceptable blocks
are nominated by industry. If this does not occur, the sale will be postponed and a request for
nominations and comments will be issued again the following year (and so on through the 5-year
schedule until the sale is held or the schedule expires).

Maps 3-6 in part 111 depict the specific Alaska OCS areas proposed for lease sales. Map 3
reflects the technical correction to the Beaufort Sea program area.

Gulf of Mexico Region

The proposal is for annual areawide lease salesin the Central and Western Gulf of Mexico
Planning Areas and for two lease sales in the Eastern Gulf of Mexico reduced Sale 181 area
comprising 256-blocks located in deep water adjacent to the Central Gulf Planning Area.
Maps 7 and 8 in part 111 depict the specific Gulf of Mexico OCS areas proposed for |lease sales.

Assurance of Fair Market Value

Section 18 of the OCS Lands Act requires receipt of fair market value for OCS oil and gas leases
and the rights they convey. The proposed program provides for setting minimum bid levels by
individual lease sale based on market conditions and for continuing to use a two-phase postsale
bid evaluation process that has been in effect since 1983 to meet this requirement.



Table A
Proposed Program for 2002-2007—L ease Sale Schedule

Sale | Area Y ear
No.

184 | Western Gulf of Mexico 2002
185 | Centra Gulf of Mexico 2003
186 | Beaufort Sea 2003
187 | Western Gulf of Mexico 2003
188 | Norton Basin 2003
189 | Eastern Gulf of Mexico 2003
190 | Centra Gulf of Mexico 2004
191 | Cook Inlet/Shdikof Strait 2004
192 | Western Gulf of Mexico 2004
193 | Chukchi Sea/Hope Basin 2004
194 | Centra Gulf of Mexico 2005
195 | Beaufort Sea 2005
196 | Western Gulf of Mexico 2005
197 | Eastern Gulf of Mexico 2005
198 | Centra Gulf of Mexico 2006
199 | Cook Inlet/Shelikof Strait 2006
200 | Western Gulf of Mexico 2006
201 | Centra Gulf of Mexico 2007
202 | Beaufort Sea 2007
203 | Chukchi Sea/Hope Basin 2007
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II. FRAMEWORK FOR FORMULATING THE PROPOSED
PROGRAM FOR 2002-2007

A. Analytic Approach

The analysis for formulating the proposed program for 2002-2007 focuses on the size, timing,
and location of leasing and the provisions for assuring fair market value that were adopted in the
July 2001 draft proposed program. The draft program identified for further leasing consideration
seven program areas consisting of al or parts of eight of the Outer Continental Shelf (OCYS)
planning areas (see maps 1 and 2). This proposed program analysis examines and compares
those selected areasin light of the criteria of section 18 of the OCS Lands Act. The same areas
are analyzed in the draft Environmental Impact Statement (EIS) prepared to assess the effects of
the proposed program pursuant to the National Environmental Policy Act (NEPA).

Development of a new 5-year program for 2002-2007 is based on analysis of information
relating to the criteria of section 18 of the OCS Lands Act, which governs preparation and
maintenance of the Federal offshore oil and gas leasing program. Parts Il and IV of this
document discuss in detail the sources of information and the methodologies applied for the
proposed program analysis. Also, as stated in the July 2001 draft proposed program, much
information is incorporated by reference. In addition to this referenced information in the draft
program, the proposed program incorporates the materials listed below.

* Decision Document for the Draft Proposed Program for 2002-2007 (July 2001)
* Draft EIS for the Proposed Program for 2002-2007.

» Economic Analysis for the 5-Y ear OCS Qil and Gas Leasing Program 2002-2007: Theory and
Methodology (MMS 2001-088)

 Energy Alternatives and the Environment, Revised August 2001 (MMS 01-00xx)
B. Procedural Requirements

The key steps in preparing a new 5-year program under section 18 of the OCS Lands Act
and section 102(2)(C) of NEPA are described below.

Request for Comments and Suggestions

On December 12, 2000, the Minerals Management Service (MMS) published in the Federal
Register (65 FR59328) a notice requesting comments and suggestions on the preparation of a
new program for 2002-2007 and announcing the start of scoping for the EIS that will be
prepared. The MMS also sent letters to the governors of affected States, the heads of interested
Federal agencies, and potentially affected Alaska Native Tribes requesting their input.



Draft Proposed Program

On July 23, 2001, the MM S issued the draft proposed program for 2002-2007 and published in
the Federal Register (66 FR 38314) a notice requesting comments. The comment period for the
draft program closed on September 21, 2001. The appendix 1 isasummary of the comments
received by the MMS.

Proposed Program and Draft EIS

Preparation of a proposed program is based on further section 18 analysis and consideration of
the comments received by the MM S concerning the draft proposed program. A draft EIS
analyzing the potential environmental effects of the proposal and reasonable aternatives
accompanies the proposed program. The proposed program and draft EIS are announced in the
Federal Register and submitted to the Congress, the Attorney General, the governors of affected
States, and other interested and affected parties for a 90-day comment period. When the
proposed program and draft EIS are sent to affected States, the MM S provides the governors
written dispositions of their comments on the draft proposed program.

Proposed Final Program

Preparation of a proposed final program will be based on further section 18 analysis and
consideration of the comments received by the MM S concerning the proposed program. The

MM S will announce the proposed final program in the Federal Register and submit it to the
President and the Congress along with copies of any comments received and an explanation of
the disposition of any recommendations received from affected State, Tribal, and local
governments and the Attorney General. The MMS will issue afina EIS with the proposed final

program.
Program Approval

Sixty days after the proposed final program is submitted to the President and the Congress, the
Secretary may approve the new 5-year program.

C. Substantive Requirements

Section 18 sets forth specific requirements to guide 5-year program formulation. Analysis of
information relating to section 18 criteria produces results that the MM S uses to develop
reasonabl e options from which the Secretary may select a schedule of proposed |ease sales
indicating, as precisely as possible, the size, timing, and location of leasing activity determined
to best meet national energy needs. A brief overview of those section 18 requirementsis
presented below.

Energy Needs
Section 18(a) states that the purpose of the 5-year OCS oil and gas leasing program is to help

meet the Nation’s future energy needs. Part IV.A presents an analysis of anticipated energy
needs. The analysis includes discussions of the U.S. Department of Energy’s projections of



national energy needs according to Annual Energy Outlook 2001 (December 2000), the potential
contribution of OCS oil and gas production in meeting those needs, alternatives to OCS
production, and considerations relating to regional energy needs.

Environmental Consider ations

Section 18(a)(1) provides that in addition to examining oil and gas resources, the Secretary is
required to consider the values of other OCS resources and the potential impacts that OCS ail
and gas activities could have on those resources and on the marine, coastal, and human
environments. The findings of the draft EIS relating to the leasing options considered in this
document are summarized in the discussions of optionsin part I11.

Factorsfor Determining Timing and L ocation of L easing

Section 18(a)(2) lists eight factors that are to be considered in deciding the timing and location of
oil and gas activities among the different areas of the OCS. While some of these factors lend
themselves to quantification to facilitate comparison among planning areas, others do not and
need to be considered qualitatively. Each of the eight factors provided in 18(a)(2)(A) through
(H) islisted below along with references to the parts of the proposed program analysis that
address them.

(A) Geographic, Geological, and Ecological Characteristics

The main source of information on geographic, geological, and ecological characteristics of the
OCS planning areas considered in preparing the proposed program is the draft EIS. Chapter 111
of the EIS describes the physical, biological, and socioeconomic environments of each OCS
region. Chapter IV describes the effects that the size, timing, and location decisions would have
on those resources under five different aternatives. Alternative 1 isthe proposal, which is
identical to the draft proposed program issued in July 2001. Alternatives 2-5 examine a slower
pace of leasing, exclusion of some areas included in the proposal, a faster pace of leasing, and no
action (i.e., no 5-year program for 2002-2007). Summaries of the EIS findings are provided in
part 111 of this decision document.

Other sources of information include recent NEPA documents prepared for leasing and
operations activities, the most recent MM S cumulative effects report (MM S 97-0027), the 1994
National Research Council (NRC) report concerning information for Alaska OCS decisions,
scientific study results, which are reported in the environmental studies program information
system (ESPIS) database, and information submitted or cited by commenters.

(B) Equitable Sharing of Developmental Benefits and Environmental Risks

Part IV.C analyzes the equitable sharing factor. It discusses the analyses and findings of
previous 5-year programs and cites new developments and their potential influence on the nature
and distribution of benefits and risks associated with the size, timing, and location options
available for consideration. The discussion includes new information generated by MMS
regional economic impact models and references to relevant information in the draft EIS. The
equitable sharing analysis also describes the significant effect of the existing long-term
withdrawal of areas from leasing. The withdrawal isfirst described in part [11.A.

8



(C) Location with Respect to Regional and National Energy Markets and Needs

Part IV analyzes regional and national energy needs. Chapter 111 of the draft EIS describes the
socioeconomic environment for each OCS region, including the existing oil and gas
infrastructure and its relationship to new leasing. The recent lease sale EIS's cited above also
provide useful information relating to regiona distribution and processing of OCS oil and gas.

(D) Location with Respect to Other Uses of the Sea and Seabed

The draft EIS examines competing uses in its descriptions of the physical, biological, and
socioeconomic environments for each OCS region in Chapter |11 and its discussion of
environmental consequences in Chapter 1V. Relevant information from the draft EISis
summarized in part IV of this document. Additional sources of information include MMS
cumulative effects report, the recent lease sale EIS's, and other NEPA documents cited
environmental study results (ESPIS), and information submitted or cited by commenters.

(E) Interest of Potential Oil and Gas Producers

Part IV.C describes industry interest as indicated in comments on the draft proposed program.
The discussions of size, timing, and location options in part 111 aso include summaries of
industry interest, and the appendix summarizes all comments received from the oil and gas
companies and associations.

(F) Laws, Goals, and Policies of Affected States

The discussions of size, timing, and location options in part 11 include summaries of the relevant
laws, goals, and policies—and federally approved coastal zone management programs and
policies—that State governments cited in comments on the draft proposed program. The
appendix summarizes all comments received from State governors and government agencies.

(G)Relative Environmental Sensitivity and Marine Productivity

Part 1V.C analyzes environmental sensitivity and marine productivity based on the latest
available information from the National Oceanic and Atmospheric Administration (NOAA) and
the National Marine Fisheries Service (NMFS).

(H) Environmental and Predictive I nformation

The main source of environmental and predictive information is the draft EIS. Chapter |1 of the
ElIS gives environmental descriptions of the OCS regions, and Chapter |V discusses potential
environmental effects of the proposed program and alternatives. Additional sources of
information include MM S cumulative effects report, the recent lease sale EIS's, and other NEPA
documents cited above, environmental study results (ESPIS), and information submitted or cited
by commenters.



Balancing Potential Environmental Damage, Discovery of Oil and Gas, and Adverse
Impact on the Coastal Zone

Section 18(a)(3) requires the Secretary to render decisions on the timing and location of OCS
leasing that strike a balance between environmental risk and developmental potential based on a
consideration of the factors comprising section 18(a)(2) listed above. Part 1V.C addresses the
balancing requirement by presenting a comparative analysis of the planning areas available for
leasing consideration.

The centerpiece of the comparative analysisis an estimation of net social benefits for each
available planning area that is derived by calculating the value of oil and gas resources minus the
cost to industry and the environmental and social costs of developing those resources (with
consumer surplus benefits then added). The comparative analysis also ranks the available
planning areas according to quantified information relating to environmental sensitivity and
marine productivity and according to the interest of potential oil and gas producers. The other
section 18(a)(2) factors do not lend themselves as readily to quantification and are treated
qualitatively. The comparative analysis also examines additional qualitative information
pertaining to industry interest, the findings and purposes of the OCS Lands Act Amendments of
1978 (Title 11), the comments and recommendations of interested and affected parties, and other
information relevant to striking a proper balance under section 18(a)(3).

The statute does not specify what the balance should be or how the factors should be weighed to

achieve that balance, leaving to the Secretary the discretion to reach a reasonable determination
under existing circumstances.

D. Judicial Guidance

The new 5-year program will be the sixth prepared by the Department of the Interior. The first
three programs prepared and approved under section 18 were challenged in court—in 1980,
1982, and 1987. The U.S. Court of Appeals for the District of Columbia Circuit decided all of
those lawsuits. The new 5-year program is being prepared in accordance with guidance provided
in those decisions, which are cited as follows:

California | [Cdliforniav. Watt, 688 F2d 1290 (D.C. Cir. 1981)];

Californiall [Californiav. Watt, 712 F2d 584 (D.C. Cir. 1983)]; and

NRDC [Natural Resources Defense Council, et al. v. Hodel, 865 F2d 288 (D.C. Cir. 1988)].

No lawsuits were filed against the 5-year programs approved for 1992-1997 and for 1997-2002.

10



[1l. PROPOSED PROGRAM OPTIONS
A. Size, Timing, and L ocation Options

I ntroduction

This part presents the options from which the Secretary chooses the size, timing, and location of
leasing for 2002-2007. The MMS has formulated these options based on its consideration of
information relating to the section 18 criteria and based on the results of consultation with
interested and affected parties.

As noted in the draft proposed program, the OCS is divided into 26 planning areas. Eight whole
planning areas located off the east and west coasts and off Alaska, as well as most of the Eastern
Gulf of Mexico Planning Area located off Florida, are withdrawn from disposition by leasing
until after June 30, 2012. Since the withdrawn areas would not be available for |ease sales
scheduled in the 5-year program for 2002-2007, they have not been analyzed in light of the
section 18 criteria, and no program options were considered for them in the draft proposed
program. Nine other planning areas located off Alaska aso were excluded from leasing in the
draft program, mainly because they have low resource value and are of little or no interest to the
oil and gas industry at thistime. None of the areas excluded from leasing in the draft proposed
program is analyzed in this document. This approach is consistent with California Il, which
found that “If the Secretary has already determined that no leasing activity will occur in a
particular area there is no need to fully evaluate that area.” Maps 1 and 2 show the areas
identified for lease sales in the draft proposed program and analyzed further for the proposed

program.

The section 18 objectives of formulating a program to “best meet national energy needs’ and to
assure the receipt of fair market value for leases and the rights they convey are significant
determinants of the size, timing, and location options. The analyses of net social benefits and the
factors specified by section 18(a)(2) provide a solid basis for developing options. Those
analyses, which are presented in part |11, examine economic, social, and environmental values,
oil and gas resource potential and industry interest; distribution of benefits and risks; competing
uses of the OCS; regional energy needs; and the laws, goals, and policies of affected States. By
considering that information for each area of the OCS available to be proposed for leasing in the
next 5-year program, the MMS is able to weigh different resources, values, and policiesin
formulating reasonable options that can be selected by the Secretary to achieve the balance
required by section 18(a)(3).

Additional Considerations

The location and size of lease salesin a 5-year program are largely determined by the
configuration of planning areas and program areas for leasing consideration. The OCS planning
areas initially were established following the enactment of the OCS Lands Act Amendments of
1978 and have been reconfigured several times over the past 20 years (the current boundaries of
all 26 planning areas are delineated in detail in the MM S publication Planning Area Descriptions
of the Outer Continental Shelf as of August 1996). The entire Central and Western Gulf of

11
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Insert Map 2
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Mexico Planning Areas (with the exception of blocks in and around the Flower Garden Banks
National Marine Sanctuary) historically have been included in OCS lease sales. Other planning
areas have been subdivided to identify smaller areas of leasing consideration within them (i.e.,
program areas). Previous 5-year programs have delineated program areas within Alaska OCS
planning areas proposed for leasing and within the Eastern Gulf of Mexico Planning Area.

The proposed program options provide for scheduling lease sales in the Central and Western
Gulf of Mexico Planning Areas and in defined program areas off Alaska and in the eastern Gullf.
Each lease sale that is scheduled in the approved 5-year program for 2002-2007 will be subjected
to an established prelease evaluation and decision process in which interested and affected
parties may participate. That process examines the proposed |ease sale, starting with the area
identified as available for leasing consideration in the 5-year program, and considers reasonable
alternative lease sale configurations within that area (i.e., no sale may be larger than the original
proposal). The prelease process leads to the final decision on the size, timing, and location of
each OCS lease sale.

Size, timing, and location options should be designed to mitigate drainage of Federal oil and gas
resources on unleased lands and associated revenue losses that could occur as a result of existing
or anticipated development activity on adjacent State leases. Acquisition of new geological and
geophysical datais arelevant consideration in that such data become available sooner, more
frequently, and more predictably for the areas scheduled for lease sales in a 5-year program.
Finally, the scheduling of lease sales must alow time for orderly and deliberate preparation for
each sale, including the acquisition and analysis of relevant scientific information and the
completion of the prelease evaluation and decision process.

Proposed Program Optionsfor Scheduling L ease Sales

This decision document offers options for scheduling lease sales for the eight areas proposed for
lease sales in the draft proposed program (which provided background information on the history
of leasing and related activities in each area that are not repeated in this document). Summaries
of the key results of comparative analysis and the comments of interested and affected parties
precede each set of lease sale options. The comparative analysis summaries are condensed from
part IV.C, and the comment summaries are adapted from the appendix.

A discussion of the individual options follows each set. Each leasing option is discussed in
terms of the value of benefits that would be anticipated as aresult of the proposed leasing and
ensuing production, as well asin terms of the potentia environmental impacts that could be
expected. Asexplained in part IV.C , the valuation of anticipated production differs from the
total net benefits analysis in that the former provides information for comparing the value of all
the resources available in each area while the latter provides information for comparing the value
of only those resources that would reasonably expect to be discovered and produced given the
size and timing of the lease sale(s) specified in each option.

14



Relationship of Proposed Program Optionsto the Draft EI'S Alternatives

The draft EIS analyzes five alternatives that correspond to individual lease sale options as
follows:

* Alternative 1—The Proposed Action—corresponds to Option 1 for each area and reflects the
decisions made for the draft proposed program. The term proposal is synonymous.

* Alternative 2—Slow the Pace of Leasing—would modify the proposed action by reducing the
number of sales scheduled in the Beaufort Sea, Chukchi Sea/Hope Basin, Cook Inlet, Eastern
Gulf of Mexico program areas (Option 3 for each of these areas in this decision document).

* Alternative 3—Exclude Some Planning Areas—would modify the proposal by excluding
entirely the Hope Basin, Norton Basin, and Eastern Gulf of Mexico Planning Areas (Option 2
for Norton Basin and the Eastern Gulf and Option 5 for Hope Basin).

* Alternative 4—Accelerated Leasing—would modify the proposal by adding sales in the
Beaufort Sea and Eastern Gulf of Mexico program areas (Option 4 for these areas).

* Alternative 5—No Action—would schedule no sales (Option 2 for all areas).

ALASKA REGION

Draft Proposed Program Decision

The draft proposed program scheduled the following lease sales in the Alaska OCS Region:
» Beaufort Sea—sales in 2003, 2005, and 2007 in the program area depicted in map 3;

¢ Chukchi Sea/lHope Basin—sales in 2004 and 2007 in the program area depicted in map 4;

* Norton Basin—"specia” sale in 2003 (or later) in the planning area depicted in map 5 (see the
discussion under Norton Basin Option 1 for a description of the proposed special sale process);

* Cook Inlet—sales in 2004 and 2006 in the program area depicted in map 6.

Proposed Program Options

Beaufort Sea

Key Compar ative Results. The total available net benefits for this program area are estimated at
about $2.9 billion in the lower price case and at $9.7 billion in the higher price case. The areaiis
in the mid-range of environmental sensitivity and primary productivity. Secondary (marine)

productivity is low, as commercial fisheries data indicate no ports with significant landings.
Four companies endorsed leasing in this area.

15



Selected Comments. The Alaska Division of Governmental Coordination expressed
appreciation that the draft proposed program emphasized leasing in the Beaufort Sea and Cook
Inlet and did not include areas that the governor had recommended for exclusion. The Mayor of
the North Slope Borough reiterated the Borough’ s continuing concerns and opposition regarding
the OCS program. He stated the Borough's preference for excluding al arctic OCS planning
areas and specified the spring lead system around Point Barrow—particularly 23 blocks that the
draft proposed program should have removed—and the eastern whale feeding grounds as
portions of the Beaufort Sea program area that should be excluded. In a separate letter, the
Borough Planning Department stated to the Alaska Division of Governmental Coordination that
the program draft proposed program’s inclusion of the Beaufort Sea program area would be
inconsistent with State and local coastal zone management program policies. The Mayor of
Kaktovik expressed a preference for onshore development, recommended that the area off Arctic
National Wildlife Refuge (ANWR) be excluded until the refuge is opened for development, and
requested that all OCS blocks within 50 miles of the city be excluded.

The Alaska Eskimo Whaling Commission (AEWC) endorsed the North Slope Borough's
comments and urged the MM S to work closely with local communities in decisionmaking and to
provide funds for mitigation and impact assistance. The Alaska Marine Conservation Council
(AMCC) stated concerns about potential environmental impacts, especialy to commercial, sport,
and subsistence species, and requested that all of the proposed Alaska OCS lease sales be
removed from the program. The Natural Resources Defense Council (NRDC) and others
expressed opposition to leasing in this area, citing concerns relating to whales, polar bears, birds
and endangered and threatened species. It specifically recommended excluding the entire area
north of the ANWR in the Beaufort Sea but stated a preference for no lease sales in the entire
planning area. The Sierra Club also supported no leasing in this area and generally endorsed
NRDC's comments. The Alaska office of Ocean Conservancy Alaska Region cited local
opposition to leasing in the Beaufort Sea and expressed its own opposition based on several
environmental concerns including those relating to the ability to clean up oil spillsin the arctic
OCS. Clean Ocean Action expressed general opposition to leasing in the Alaska OCS Region.

The Alaska Oil and Gas Association (AOGA) cited this area as one of primary importance in the
Alaska Region. The National Ocean Industries Association (NOIA) and American Petroleum
Institute (API) recommended annual sales. Anadarko Alaska aso recommended annual sales.
Phillips Alaska, Texaco, and British Petroleum Exploration Alaska (BPXA) commented in favor
of biennia leasing, and Chevron expressed interest in the area.

Options

(1) Proposa as adopted for the draft proposed program: three sales (2003, 05, 07) in the
program area depicted in Map 3

(2) Nosde
(3) One sde (2003) in the same area as Option 1

(4) Fivesales (2003, 04, 05, 06, 07) in the same area as Option 1
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(4) Other
Discussion
Option 1 (3 Sales)

Valuation. The net benefits of anticipated production would be $935 million in the lower price
case and $5.6 billion in the higher price case.

Environmental Impacts. Thisoption is analyzed in the draft EIS under Alternative 1. The
most significant cause of environmental effects associated with OCS program activities would be
alarge oil spill. The MMS estimates the probability of one or more spills of 1,000 barrels or
more (500 barrels in Alaska) occurring over a period of up to 40 years by applying spill rates
based on historical ail spillsto the oil resource estimates for each planning area. The draft EIS
explains in detail the assumptions underlying oil spill probabilities as well as their proper use and
citation. The probability of a spill of 500 barrels or more in this area under Alternative 1 would
be 81-84 percent. A summary of the EIS findings follows.

Water Quality— Placement of pipelines, artificial islands, and platforms disturb the seafloor and
temporarily increase the sediment load in the water column resulting in minor impacts on water
quality. Exploration discharges would persist for afew hours beyond discharge around each rig;
however, the National Pollutant Discharge Elimination System (NPDES) permits issued by the
Environmental Protection Agency limit discharge rates so the resultant impacts would be
negligible to minor. Most production facilities would reinject all muds, cuttings, and production
waters.

Air Quality—Concentrations of NOy, SOk and PM1p and CO would remain well within the
National Ambient Air Quality Standards (NAAQS) set by EPA. The impacts on pollutant levels
would be minor. Ambient ozone levels are within the Federal standard in the Beaufort Sea, so
impacts would be negligible. Air quality impacts from oil spills and in-situ burning could be
localized and of short duration and could cause minor impacts on air quality.

Marine Mammals—Prel ease and postlease surveys, drilling and production, and
decommissioning and abandonment activities are not expected to produce measurable impacts on
cetacean species Overall, noise from OCS operations would produce negligible to moderate
impacts on whale populations. Potential impacts on bowhead whales and other species from oil
spills could range from negligible to moderate. If large oil spills occur and contact Steller sea
lions or their habitat, potential impacts could range from moderate to major, especialy if
numerous or large rookeries were contaminated, resulting in high pup and adult mortality. Oil
spills could have minor to moderate impacts on local populations of harbor seals, walrus, and fur
sedls.
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Terrestrial Mammals—Construction and maintenance of onshore infrastructure and pipelines,
support vehicle/vessel traffic would result in minor impacts. Potential impacts on terrestrial
mammal's from contact with spilled oil could be minor. Vessel traffic on ice roads and aircraft
activities might cause polar bears to abandon dens. Vehicles and ice road construction could
have moderate to major effects on denning polar bears. Qil spills could have a minor impact on
polar bears.

Marine and Coastal Birds—Routine activities that may affect bird species include infrastructure
placement, operational discharges and wastes, and vessel and aircraft traffic. Impacts on listed
marine and coastal birdsif oil spills contact birds or their habitat could be major. Potential
impacts on nonlisted marine and coastal birds from oil spills could be major, depending on the
Size, time of year, and location of the spill.

Fish Resources—Installation and removal activities, operational discharges, and exploratory
surveying and drilling could have impacts on fish resources from negligible to moderate.
Potential impacts to fish resources from oil spills could range from minor to moderate,
depending on the size, timing, and location of spills. Moderate effects of spills would be on a
local level, and fish populations would recover over time.

Coastal Habitats—Construction of infrastructure such as onshore support bases and pipeline
landfalls could result in small areas being lost. Overall potential impacts are predicted to be
minor, while impacts could be minor to moderate if oils spills occur and contact the coast.

Seafloor Habitats—Routine operations that could affect seafloor habitats include placement and
removal of structures and operational discharges. Overall impacts from the routine operations
associated with proposed action would be minor, and impacts associated with contact from
spilled oil could be minor to moderate, depending on the size and location of the spill.

Essential Fish Habitat— Routine activities that could affect habitat include pipeline placement
causing damage to spawning habitat or juvenile rearing habitat. Drilling muds and cuttings
discharges might affect benthic species that spawn or rear offshore and will temporarily increase
turbidity and decrease habitat. Structure placement would introduce a hard substrate that attracts
opportunistic species and might result in new habitat for some prey species, which would attract
some managed species. Pipeline trenching and island construction could damage marine plants
by disturbing bottom areas. Oil spills that wash inshore into wetlands, intertidal zones, and
shorelines could damage habitat for juvenile fish such as the Atka mackerel, yellowfin sole, and
Pacific sailmon. Marine plants are a component of essential habitat for salmon, because they
provide food and shelter in the Boulder Patch (habitat area of particular concern). Spilled oil
would smother plants, reducing habitat.

National Parks, Reserves, and Refuges—It is unlikely spilled oil could reach the vicinity of the
Alaska National Wildlife Reserve, and if it did, damage would be limited only to a very narrow
tidal coastal strip.

Demography, Employment, and Regional Income—Employment and population increases would
be between 1 percent and 5 percent. In addition, no sector of the labor force is expected to
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change by more than 10 percent. Barrow is the center of the Beaufort Sea subregion that is the
focus of current oil and gas development. Local employment generated by OCS activity would
be less than 5 percent of total Barrow employment and is considered minor.

Land Use and Existing Infrastructure—Existing land-use infrastructure and transportation
systems might be affected by requiring the construction or expansion of support bases, terminals,
airfields, pipelines, and roads. While the Prudhoe Bay complex can provide logistical support for
exploration and development, some new construction or expansion of logistical bases would
result. Routine operations could significantly affect land use by requiring the building of
pipelines (subsea and overland), service roads, and new or expanded marine-support facilities,
petroleum processing facilities, and airfields.

Fisheries—The single commercial fishery isfor cisco and whitefish on the Colville River during
the summer and fall months, and potential impact to that operation would be negligible or minor.

Sociocultural Systems and Environmental Justice—Disproportionately adverse effects on
Alaskan Natives could result from the proposed activitiesin all regions. Subsistence activities are
extremely important in al parts of rural Alaska. Fish and marine mammals are the resources of
most concern and typically are the resources most likely to be affected by OCS activities. Local
residents have indicated that whales and other marine mammals are very sensitive to noise and
have been disturbed from their normal patterns of behavior by past activities, thus becoming less
predictable and more dangerous. Offshore pipeline effects on subsistence would be confined to
the period of construction and be mitigated through stipulations.

Archaeol ogical Resources—Routine operations that may affect archaeological resources include
drilling wells, installing platforms, installing pipelines, anchoring, and constructing onshore
infrastructure. Existing regulations require that archaeological surveys be conducted before
permitting any activity that might disturb a significant site. Compliance with existing regulations
would protect resources; however, some impacts could occur. Overall impact on archaeological
resources would be minor. Oil spills could affect coastal historic and prehistoric archaeological
resources and could result in unavoidable loss of information.

Option 2 (No Sales)

Valuation. The net benefits of anticipated production would be zero since no activity would
occur.

Environmental Impacts. This option is analyzed in the draft EIS under Alternative 5. A
summary of the EIS findings follows.

The choice of this option would result in alack of activities associated with other options
proposing salesin the planning area. Environmental impacts from presale seismic activity,
exploration drilling, placement of platforms and pipelines, and accidental oil spills would not
occur. Activity and impacts from seismic, exploration, and development activity on leases
purchased during past sales could continue. Potential effects on the Pacific Coast as a result of
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spills of oil produced from new Beaufort Sea leases and shipped by tanker to West Coast ports
would be eliminated.

Option 3 (1 Sale)

Valuation. The net benefits of anticipated production would be $619 million in the lower price
case and $3.6 billion in the higher price case.

Environmental Impacts. This option is analyzed in the draft EIS under Alternative 2. The
probability of an oil spill of 500 barrels or more under this alternative would be 67-85 percent.
A summary of the EIS findings follows.

Slowing the pace of leasing will reduce the number of sales in the Beaufort Sea from three to
one. It isestimated that Option 3 would result in the production of approximately 33-66 percent
of the oil resources estimated to be produced under Option 1, and there would be a
corresponding reduction in the level of exploration, development, and production activity. The
decrease in OCS activities would reduce the level of various types of disturbance, effluents and
emissions, sedimentation, noise, and other impact agents. There would likely be somewhat less
impact on water quality, less ocean bottom would be disturbed, and sediment release and
turbidity would be less. Because there would be fewer helicopter trips to facilities, there would
be less noise disturbance to terrestrial mammals, including caribou, muskox, arctic fox, and
grizzly bear. There could aso be alower probability of oil spill contact to the shoreline and
coastal habitats and contact to habitat areas such as the Boulder Patch. Employment and
regional income impacts would be somewhat less if fewer sales are conducted.

Option 4 (5 Sales)

Valuation. The net benefits of anticipated production would be $1.7 billion in the lower price
case and $8.6 hillion in the higher price case.

Environmental Impacts. This option is analyzed in the draft EIS under Alternative 4. The
probability of an oil spill of 500 barrels or more in this area under this alternative would be 94-99
percent. Although the EIS examines a total of five Beaufort Sea lease sales, selection of this
option would result in only four sales under the new program, due to the time needed to complete
required preleasing steps for thisarea. A summary of the EIS findings follows.

The increase in OCS activities would similarly increase the level of various types of disturbance,
effluents and emissions, sedimentation, noise, and other impact agents described under Option 1.
It is assumed that much of the onshore infrastructure needed to support activities would already
be in place because of existing and projected offshore activities in the planning area. Migrating
bowhead whales might be affected by an increase in noise disturbance associated with routine
activities at platforms further from shore. Of the pinniped species present, ringed and bearded
seals would be expected to exhibit the most discernible increase in local impacts due to routine
aircraft activity, icebreaking activities, and drill ship operations. However, impacts to pinnipeds
are not expected to exceed those predicted for Option 1. Denning polar bears would most likely
experience increased impacts from noise, but mitigation would maintain impacts at a level

21



similar to that in Option 1. The difference in potential impacts to marine mammals from
additional oil spillswould only be evident if multiple spills occurred back-to-back without
recovery events. Additional sales would likely increase the miles of offshore pipeline as well as
add an additional pipeline landfall. This could increase impacts at the local level to seafloor
habitats and benthic organisms, especially the Stefansson Sound Boulder Patch community.

The addition of two sales under Option 4 could increase noise disturbance from routine activities
and cause moderate impacts to the bowhead whale. Resistance to increased operations among
local subsistence harvesters would result in conflict anong industry, government, and local
people that may have prolonged impacts. The two additional sales would probably serve to
retard the decline in the oil and gas sector rather than lead to growth in the overall State
economy. Although the level of expected activity would influence the most important sector in
the Alaska economy, the effect would be sufficiently weak that overall impacts on population,
employment, and regional income would remain minor. The proposed additional sales would
likely have major effects on sociocultural systems on the North Slope.

Chukchi Sea/Hope Basin

Key Compar ative Results. The total available net benefits for the Chukchi Sea/Hope Basin
program area are estimated at $952 million in the lower price case and $17.5 billion in the higher
price case (the Hope Basin portion has no development value in either case, although it is
estimated to contain oil and gas resources in both cases). The program area is the mid-range of
environmental sensitivity and primary productivity. Secondary (marine) productivity is
relatively low as indicated by commercial fisheries data. Two companies endorsed leasing in
this area.

Selected Comments. The Alaska Division of Governmental Coordination expressed
appreciation that the draft proposed program did not include areas that the governor had
recommended for exclusion. The Representative of State District 37 requested no leasing off
Alaskain general and in the Chukchi Sea/Hope Basin program area in particular, citing potential
impacts to subsistence species. The Mayor of the North Slope Borough reiterated the Borough’s
continuing concerns and opposition regarding the OCS program. He stated the Borough's
preference for excluding all arctic OCS planning areas and specified the spring lead system
around Point Barrow as an area that should be excluded. In a separate |etter, the Borough
Planning Department stated to the Alaska Division of Governmental Coordination that the
program draft proposed program’s inclusion of the Chukchi Sea would be inconsistent with State
and local coastal zone management program policies. The Executive Director of the Native
Village of Kotzebue expressed opposition to leasing off Alaskain general and in the northwest
arctic OCSin particular. The Northwest Arctic Borough expressed opposition to leasing in this
area based mainly on concerns for migrating subsistence species. The Bering Straits Native
Corporation commented in support of leasing in the Chukchi Sea but expressed some concerns
about potential environmental impacts.

The AEWC endorsed the North Slope Borough’s comments and urged the MM S to work closely

with local communities in decisionmaking and to provide funds for mitigation and impact
assistance. The AMCC stated concerns about potential environmental impacts, especially to
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commercial, sport, and subsistence species, and requested that all of the proposed Alaska OCS
lease sales be removed from the program. The NRDC strongly supported the deletion of this
area from the program, based mainly on concerns relating to whales, polar bears, birds,
endangered and threatened species. The Ocean Conservancy Alaska Region cited local
opposition to leasing in the Chukchi Sea/Hope Basin area and expressed its own opposition
based on severa environmental concerns including those relating to the ability to clean up ail
spillsin the arctic. Clean Ocean Action expressed general opposition to leasing in the Alaska
OCS Region.

Anadarko Alaska, Texa