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Preface

FY 2010 MMS PERFORMANCE BUDGET JUSTIFICATIONS
Preface

The Minerals Management Service (MMS) 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 American Indian lands. Under
the management of MMS, the OCS currently provides 27 percent of the Nation’s domestic oil
production and almost 14 percent of its domestic natural gas production. In 2008, MMS
disbursed more than $23.4 billion in revenues to states, American Indians, and the U.S. Treasury.
The MMS plays a vital role in our Nation’s effort to be energy secure and economically strong.

This budget request enables MMS to meet the challenge of developing renewable and
conventional forms of energy in an environmentally sound manner. This request will also fund
an expansion and modernization of auditing and accounting operations so that MMS can more
effectively collect and distribute in a timely manner the rents, bonuses, and royalties owed to the
people of the United States.

The FY 2010 MMS budget request is $347.4 million in direct appropriations and offsetting
receipts, an increase of $36.9 million above the FY 2009 enacted budget. This request funds
critical investments necessary to conduct renewable energy lease sales on the OCS, responsibly
provide access to conventional energy resources, and modernize and expand accounting and
auditing operations to assure fair value. The request for direct appropriations is $180.6 million.
Offsetting rental receipts and cost recoveries are estimated to be $156.7 million in FY 2010.

This budget request proposes an inspection fee on all OCS leases that are producing or otherwise
conducting activities that are subject to inspection by MMS. This fee will raise an additional $10
million in FY 2010.

Minerals Management Service i
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General Statement

FY 2010 PERFORMANCE BUDGET
Minerals Management Service
General Statement

Table 1: Summary of MMS Budget Request
2010
Budget Authority ($000) Eﬁggti d Erfggii d Prei?dlgnt’s Cfr;{;rr]ge

Budget 2009
ROMM Appropriation 154,750 157,373 174,317 +16,944
Oil Spill Research Appropriation 6,303 6,303 6,303 +0
Net Appropriations 161,053 163,676 180,620 +16,944
Offsetting Receipts 135,730 146,730 156,730 +10,000
Inspection Fees 1/ 10,000 +10,000
Total Discretionary Budget Authority 296,783 310,406 347,350 +36,944
Payments to States 2/ 2,481,062 2,096,861 2,219,089 +122,228
Geothermal, Payments to Counties 9,154 10,075 0 -10,075
Coastal Impact Assistance Program 250,000 250,000 250,000 0
Total Mandatory Budget Authority 2,740,216 2,356,936 2,469,089 +112,153
Total Budget Authority 3,036,999 2,667,342 | 2,816,439 +149,097
Total Direct FTE 3/ 1,470 1,484 1,547 +63
Total Reimbursable FTE 130 130 130 0
Total FTEs 4 1,600 1,614 1,677 +63

1/The Department proposes to implement an inspection fee based on a tiered assessment across all OCS leases that are
producing or otherwise conducting activities that are subject to inspection by MMS. Appendix B provides additional detail.

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 OCS revenues to Gulf producing states (GOMESA); and National
Petroleum Reserve — Alaska state payments. See Mineral Receipts tab for detail.

3/ Full Time Equivalent (FTE) is a standardized unit representing the average time worked of one full-time employee over a year.
4/ FTE totals shown for FY 2008, FY 2009, and FY 2010 include 22 FTE in the Coastal Impact Assistance Program. Note FTE
are different from actual 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 American Indian lands. The MMS is one of America’s leading
mineral asset managers. Every American benefits from the work of MMS. From the gasoline
that powers our cars, the natural gas that heats our homes, and the planning and expansion of the
offshore renewable energy industry, to the benefits obtained through the disbursement of
collected energy and mineral revenues to States, American Indians, the General Fund of the U.S.

Minerals Management Service 1



General Statement

Treasury, the Historic Preservation Fund, and the Land and Water Conservation Fund, the Nation
and its citizens benefit from the efforts of MMS.

Within MMS, the Offshore Energy and Minerals Management program (OEMM) regulates OCS
activities, including administering OCS leases, monitoring the safety of offshore facilities, and
protecting our coastal and marine environments. Through the work of OEMM, MMS manages
the oil and gas resources on the 1.7 billion acres of the Nation’s OCS, which has potential
remaining resources estimated at 101.2 billion barrels of oil and 480.1 trillion cubic feet of
natural gas (MMS National Assessment, 2006). Under a mandate of the Energy Policy Act of
2005 (EPAct), MMS is also implementing a renewable energy program that will allow leasing on
the OCS for the development of renewable energy resources such as wind, wave, and ocean
current energy.

The Minerals Revenue Management program (MRM) collects, accounts for, and disburses
revenues from energy and mineral leases on the OCS and onshore Federal and American Indian
lands. The MRM has collected an average of more than $13 billion annually over the past 5
years. The MMS works to ensure that revenues are reported and paid correctly and in a timely
manner. Each month, approximately 2,100 companies report and pay royalties associated with
over 29,000 producing Federal and Indian leases. The MMS goal is to ensure that the Federal
Government is realizing fair-market value and that companies are in compliance with applicable
laws, regulations, and lease terms.

FY 2010 PERFORMANCE BUDGET REQUEST

MMS Mission Statement

MMS’s mission is to manage the energy and mineral
resources on the Outer Continental Shelf and Federal and
American Indian mineral revenues to enhance public and

trust benefits, promote responsible use, and realize fair
value.

The MMS receives discretionary funding for operations from three primary sources: the Royalty
and Offshore Minerals Management (ROMM) appropriation, the Oil Spill Research (OSR)
appropriation, and offsetting collections derived from cost recovery fees and certain OCS rental
receipts that MMS is authorized to retain. The FY 2010 request contains a proposal to institute
new inspection fees for OCS facilities, which would also be retained by MMS. Details on this
proposal are included in the appropriations section of this document. To cover its associated
administrative costs, MMS is also authorized to retain a portion of revenues generated through
Royalty-in-Kind (RIK) operations and a portion of the mandatory funds appropriated for the
Coastal Impact Assistance Program (CIAP).

For FY 2010, MMS is requesting a discretionary operating account level of $347.4 million,
which includes $156.7 million in offsetting collections obtained from rental charges and cost

2 Minerals Management Service



General Statement

recovery fees; $10 million in inspection fees; $174.3 million from direct ROMM appropriations;
and $6.3 million from OSR appropriations.

MMS AND ENERGY FOR AMERICA

The MMS oversees resource production on the OCS to ensure minimal environmental impacts
and safe operation in mineral extractions and energy development. In part through the actions of
MMS, the U.S. offshore oil and gas industry has achieved a solid environmental and safety
record. Under the management of MMS, energy resources on the OCS currently supply about
27 percent of the Nation’s oil production and about 14 percent of its natural gas production.

The MMS also collects and distributes offshore Federal and onshore Federal and American
Indian mineral revenues. In FY 2008, MMS disbursed more than $23.4 billion in revenues to
states, American Indians, and the U.S. Treasury. Additionally, MMS delivered oil valued at an
estimated $1.6 billion to the Department of Energy for the Strategic Petroleum Reserve.

The Energy Information Administration’s (EIA) reference forecasts through 2030, which does
not incorporate the impact of the policies and programs proposed in the FY 2010 Budget,
indicates that America’s energy consumption is expected to continue exceeding domestic
production (Annual Energy Outlook 2009). Without further action to increase production of
domestic energy resources, including renewable energy resources, and to increase energy
efficiency, net energy imports will continue to meet a major share of total U.S. energy demand.
The EIA, under its baseline assumptions, projects that oil and natural gas will remain significant
sources of energy throughout the forecast period.

To meet future demand for energy, OCS lands will become an increasingly important source of
domestic energy supplies for oil and natural gas, and for renewable energy. Because these
energy sources 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.

On February 10, 2009, Secretary of the Interior Ken Salazar announced a four-part strategy for
developing a new, comprehensive approach to energy resources of the OCS:

1. Extending the public comment period 180 days (until September 21, 2009) on the Draft
Proposed 5-Year Oil and Gas Leasing Program announced by the previous
Administration.

2. Development of a report by the Department’s Minerals Management Service (MMS) and
United States Geological Survey (USGS) on conventional and renewable offshore energy
resources.

3. Hosting four coastal regional meetings in April (Atlantic Coast, Gulf of Mexico, Pacific
Coast, and Alaska) to review the findings of the USGS/MMS report and to gather input
from all interested parties on whether, where, and how the Nation develops its
conventional and renewable energy resources of the OCS.

Minerals Management Service 3
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4. Expediting the completion of the Department of the Interior’s (DOI’s) renewable energy
rulemaking for the OCS. This rule, required under the Energy Policy Act of 2005
(EPAct), was proposed but never finalized by the previous Administration.

Our nation’s security, economy, and quality of life depend upon adequate and affordable
supplies of energy. Since the 1950s, energy demand in the United States has grown faster than
our ability to produce supplies domestically, resulting in an ever increasing need for energy
imports. Volatile prices and increasing dependence on foreign energy supplies raise important
national energy policy issues about energy supply options and their effects on the economy and
the environment. There is no single solution. Achieving the goal 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.

The MMS’s current efforts to increase energy exploration and production from the OCS focus
on:

0 Expediting development of an offshore renewable energy program;

o Facilitating industry exploration and development in deep waters of the Gulf of Mexico,
including movement into ultra-deep waters; and,

0 Managing Alaska OCS exploration and development.

Our challenge moving forward is to help bridge the existing energy gap by facilitating industry
exploration and development of the resources, both conventional and renewable, necessary to
meet future energy demand in an environmentally responsible manner.

OCS Renewable Energy

Section 388 of the Energy Policy Act of 2005 (EPAct) amended the Outer Continental Shelf
Lands Act (OCSLA), giving DOI the discretionary authority to issue 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, except where activities are already
otherwise authorized in other applicable law. This authority was delegated to the MMS, which
was charged with developing regulations intended to encourage orderly, safe, and
environmentally responsible development of renewable energy resources and alternate use of
facilities on the OCS.

On April 22, 2009, President Barack Obama announced that the Department of the Interior had
finalized a long-awaited regulatory framework for renewable energy production on the OCS.
The framework establishes a program to grant leases, easements, and rights-of-way for orderly,
safe, and environmentally responsible renewable energy development activities, such as the
siting and construction of offshore wind farms, on the OCS.

In addition to establishing a process for granting leases, easements, and rights-of-way for
offshore renewable energy development, the new program also establishes a formula for sharing
certain revenues generated from OCS renewable energy projects with adjacent coastal States, as

4 Minerals Management Service



General Statement

required by law. (Section 8(g) of the OCSLA, as amended, requires that 27% of revenues
generated from development in the first three miles of Federal waters be shared with adjacent
coastal states.) Additionally, the regulatory framework will enhance partnerships with Federal,
state, and local agencies and tribal governments to assist in maximizing the economic and
ecological benefits of OCS renewable energy development.

The Interior Department and the Federal Energy Regulatory Commission (FERC) cleared the
way for the publication of these final rules by signing an agreement on April 9, 2009 that
clarifies their agencies’ jurisdictional responsibilities for leasing and licensing renewable energy
projects on the OCS.

Under the agreement, the MMS has exclusive jurisdiction with regard to the production,
transportation, or transmission of energy from non-hydrokinetic renewable energy projects,
including wind and solar. FERC will have exclusive jurisdiction to issue licenses for the
construction and operation of hydrokinetic projects, including wave and current, but companies
will be required to first obtain a lease through MMS.

Development of renewable energy on the OCS is an important step in meeting our

Nation's energy demand while simultaneously diversifying our energy portfolio and possibly
stabilizing energy prices in the long term. The MMS Renewable Energy Program will foster a
new offshore industry that will diversify the Nation’s power supplies and create a new supply of
environmentally preferable renewable energy for the Nation. To effectively foster this new
industry, MMS created a new Office of Offshore Alternative Energy Programs to develop and
implement policy, analysis, and overall management of the OCS renewable energy leasing and
operations program and ensure compliance with departmental goals.

The MMS is requesting the establishment of a
new Renewable Energy budget subactivity in
its budget structure beginning in FY 2010.
The new subactivity will facilitate budget and
management processes for this important
program by increasing transparency,
consolidating key funding for this purpose and
improving our ability to analyze program
performance. Most of the funding that
supports renewable energy activities is
currently housed in the Leasing and
Environmental Subactivity (LE), with a small
amount in the Regulatory subactivity. A
cross-walk identifying these funds is provided
below. In addition to the resources shown in
the table below, an additional annual amount
of $1.9 million has been identified in the
Environmental Studies Program (ESP)
element, part of the LE SUbaCtiVityi to support An overseas operation. To date, U.S. offshore renewable energy
the Renewable Energy Program. Those dollars  development has lagged advances in Europe. This budget request

H P : seeks to achieve the President’s vision for a clean energy future —
will remain in ESP as renewable energy studies advancing our national security, environmental security and economic

opportunity.
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can also benefit the oil and gas program and their funding through the ESP provides MMS with
the best opportunity to leverage its funds.

Table 2: Renewable Energy Crosswalk ($000)

Leasing and Resource Renewable
Environmental Evaluation Regulatory Energy
Subactivity
FY 2008
Enacted 3,486 0 246 3,732
FY 2009
Enacted 5,344 142 246 5,732
FY 2010
Request 15,640

Figure 1: Potential Renewable Energy Projects

Offshore renewable

resources have substantial
potential to supply a large
portion of the Nation's Wave

Current

electricity demand. Tidal

According to estimates by

the National Renewable

Energy Laboratory -
(NREL), developing WIND

shallow water (typically O-
30 meters) wind resources,
which are the most likely to
be technically and
commercially feasible at
this time, could provide at
least 20 percent of the

electricity needs of almost all coastal States. In the Atlantic alone, the NREL estimates a gross
offshore wind resource of 1,024 gig watt (GW). Assuming that only 40 percent is available
because of other ocean uses gives an extractable resource of 410 GW. While the majority of this
occurs in waters that are too deep for development today (due to technological constraints), a
substantial gross resource of 253 GW does exist in shallow waters (< 30 m). Using the same
availability assumption, that gives an extractable shallow-water wind resource of 101 GW, which
could be developed now with current technology. As with the development of other resources,
the economic feasibility of a given project will depend on a variety of factors. For wind projects,
these include the unique site characteristics, proximity to key electricity markets, and the
combination of Federal, state, and local incentives available for the project.

Leasing activities, both competitive and noncompetitive, are likely to occur off the coast of
Mid-Atlantic and North Atlantic states in FY 2010. Initial efforts will be focused off the coast of
those states that have selected developers through a competitive process, entered into a Power
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Purchase Agreement, or established aggressive state alternative energy development or incentive
initiatives.

Offshore Oil and Gas

The oil and gas reserves and production on the OCS will continue to be critical to the nation’s
energy security and economic prosperity in the years ahead. After more than 50 years of OCS
exploration and development, 70 percent of the mean barrels of oil equivalent (BOE) total
endowment are represented by undiscovered resources. The OCS is estimated to contain almost
60 percent and 40 percent of the remaining undiscovered oil and gas resources, respectively, in
the U.S. based upon a National Assessment conducted by MMS in 2006.

Figure 2 shows remaining OCS oil and gas reserves, as well as estimated undiscovered,
technically recoverable (UTRR) oil and natural gas for the OCS. Estimates of UTRR oil and
natural gas for the entire OCS range from 66.6 billion barrels of oil (Bbo) to 115.1 Bbo with a
mean of 85.9 Bbo. Similarly, gas estimates range from 326.4 to 565.9 trillion cubic feet of gas
(Tcf) with a mean of 419.9 Tcf.

Figure 2: OCS Hydrocarbon Potential
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The MMS provides an orderly and predictable schedule of competitive oil and gas lease 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.
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Access to Federal offshore lands for oil and gas exploration and development begins with the 5-
Year OCS Oil and Gas Leasing Program (5-Year Program) which establishes the schedule of
lease sales to make promising offshore areas available to industry for leasing, exploration, and
development. 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 especially high. Preparing to
offer oil and gas leases entails years of planning and consultation under sections 18 and 19 of the
OCS Lands Act of 1953. Once a lease sale is held, it can take five years or more for drilling to
commence and production may take another five years or more after a discovery.

Over the years, Congress has imposed various restrictions on what areas MMS could offer for
OCS oil and gas leasing. These restrictions (also called a moratoria) limited MMS’s latitude in
spending appropriated funds for pre-lease and leasing activities. Congressional moratoria
prohibited future oil and gas leasing but did not apply to activities on existing leases. Moratoria
on leasing in certain areas (including the entire Atlantic and Pacific OCS) were enacted annually
as part of the Department of the Interior’s appropriations legislation. The annual Congressional
moratoria expired on October 1, 2008 and currently no OCS areas are affected by annual
moratoria. However, portions of the Central and Eastern Gulf of Mexico are under a separate
moratorium on leasing until 2022, pursuant to the Gulf of Mexico Energy Security Act of 2006
(GOMESA). See figure 3 for areas previously under annual moratorium.

Figure 3: Annual Congressional Moratorium
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5-Year Outer Continental Shelf Oil and Gas Leasing Program

The current 2007 to 2012 5-Year Program provides access to about 181 million acres of the
OCS, and leasing as a result of these sales could result in production of 10 billion barrels of oil
and 45 trillion cubic feet of natural gas over 40 years. The current program is providing
thousands of jobs and billions of dollars in revenue for the Federal and state governments.

The current program includes 21 oil and gas lease sales in eight of the 26 OCS planning areas —
12 sales in the three Gulf of Mexico planning areas, 8 sales in four planning areas offshore
Alaska and one in the Mid-Atlantic planning area, about 50 miles off the coast of Virginia.
These areas are subject to environmental reviews, including public comment, and extensive
consultation with state and local governments and tribal organizations before any lease sale
proceeds.

Table 3: Recent OCS Lease Sales

Leases Bonus Bids
Sale Number Calendar Area Accepted | ($ Millions)
204 August 2007 Western Gulf of Mexico 274 $287.0
205 October 2007 Central Gulf of Mexico 682 $2,812.9
193 February 2008 Chukchi Sea 487 $2,662.0
206 March 2008 Central Gulf of Mexico 603 $3,671.0
224 March 2008 Eastern Gulf of Mexico 36 $64.7
207 August 2008 Western Gulf of Mexico 313 $484.0
208* March 2009 Central Gulf of Mexico 348 $703.0
* Bid evaluation process still underway and is anticipated to be completed by June 18, 2009. Sale date statistics provided.

In addition to legislative leasing moratoria imposed by Congress, portions of the OCS have also
been subject to executive prohibitions (“withdrawals”) on new leasing. In the summer of 2008,
with oil reaching $147 a barrel in mid-July, President Bush lifted the executive withdrawal on oil
and gas leasing operations on the OCS. As previously noted, the Congressional annual moratoria
subsequently expired on October 1, 2008.

In July 2008, under former Interior Secretary Kempthorne, MMS was directed to begin the initial
steps for developing a new 5-Year Program ahead of the normal schedule. The first step in the
development of a new 5-Year Program is to request comments from all parties on what a new 5-
Year Program should consider. This action was initiated on August 1, 2008, with the publication
of a Federal Register notice that invited submission of comments on such a plan. The governors
of all 50 states were specifically asked for their comments, particularly on issues unique to each
state.

The development and publication of the Draft Proposed Program (DPP) on January 16, 2009 was
the second step in a multi-year process to develop a new 5-year oil and gas leasing program. The
DPP seeks public comment on all aspects of the new program including energy development and
economic and environmental issues in the OCS areas.

For the DPP, MMS proposed 31 OCS lease sales in all or some portion of 12 of the 26 planning
areas— four areas off Alaska, two areas off the Pacific coast, three areas in the Gulf of Mexico,
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and three areas off the Atlantic coast. The DPP is designed to encourage discussions about the
OCS areas of greatest interest and potential. Any new areas that would be included in the final
program will not be available for leasing until the new 5-Year Program has been completed and
approved because no area can be leased without being included in the then current approved 5-
Year Program.

On February 10, 2009, Secretary Salazar announced his strategy for developing an offshore
energy plan that includes both conventional and renewable energy resources. As part of his 4-
step plan, the comment period for the DPP was extended for an additional 180 days in order to
provide additional time for input from states, stakeholders and affected communities. Also at the
direction of Secretary Salazar, the MMS worked with the U.S. Geological Survey to assemble a
report on offshore resources along with information regarding sensitive areas and resources on
the OCS. This report synthesized the vast knowledge-base on OCS energy resources and
environmental factors in one concise document. The report was delivered to the Secretary at the
end of March 2009. Following publication of the report, the Secretary conducted four regional
meetings, covering the Atlantic Coast on April 6 in Atlantic City, NJ; Gulf Coast, on April 8 in
New Orleans, LA; Alaska on April 14 in Anchorage, AK; and, Pacific Coast on April 16 in San
Francisco, CA in an effort to gain insight and comment from all stakeholders of OCS energy.

The MMS recognizes that new and future uses of the OCS, including renewable energy
development, should be managed in a deliberate and responsible manner, keeping both the
nation’s energy needs and concerns for the marine environment in mind. The MMS also
recognizes that as nearshore waters become ever-more crowded with competing users,
competition for ocean space in the offshore arena will increase. Indeed, as stated by the U.S.
Commission on Ocean Policy:

“...interest in the use of federal waters is growing and activities farther offshore are
expected to multiply. In many instances, these activities are mutually compatible and can
take place in the same approximate area without problems. In other instances, uses conflict
with and can disrupt one another.” [U.S. Commission on Ocean Policy, 2004, p 99]

Subsequent analysis in the 5-year program and associated EIS will evaluate the interaction
between oil and gas and renewable energy development. Development of a new 5-Year Program
will move forward in full compliance with MMS’s environmental review mandates and in
consultation with coastal States and other stakeholders.

MMS stands committed to helping meet America’s energy needs while protecting our marine
and coastal environments.

Minerals Revenue Management

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.
The MRM has collected an average of more than $13 billion annually over the past 5 years.
Each month, approximately 2,100 companies report and pay royalties associated with over
29,000 producing onshore and offshore Federal leases as well as annual rental revenues on
37,000 non-producing leases. MMS’s role is to ensure that revenues are reported and paid
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correctly and in a timely manner. The MMS’s goal is to ensure that the Federal Government is
realizing fair-market value for the minerals produced on federal lands and companies are in
compliance with applicable laws, regulations, and lease terms.

Investments in MMS IT systems and the people responsible for revenue collection can pay large
dividends by improving the efficiency of collections and maximizing the dollars received for the
U.S. Government. From FY 2006 to FY 2008, compliance collections by MMS averaged $6.72
collected for each $1 spent on compliance reviews and audits.

Revenues collected by MMS are one of the largest sources of non-tax revenue to the Federal
Government. Since its inception in 1982, MMS has disbursed approximately $200 billion
through FY 2008, including: $125.1 billion to the General Fund of the U.S. Treasury; $43.7
billion to the Land and Water Conservation Fund, the National Historic Preservation Fund, and
the Reclamation Fund; $25.0 billion to 38 states; and, $6.2 billion to the Department’s Office of
the Special Trustee on behalf of 41 Indian tribes and almost 30,000 individual Indian allottees.
In addition, MMS has also delivered oil valued at an estimated $6.3 billion to the Department of
Energy for the Strategic Petroleum Reserve.

In 2007, in response to concerns about the Department’s mineral revenue management program,
an independent 7-member Royalty Policy Subcommittee on Royalty Management reviewed
mineral revenue collection practices. The panel was co-chaired by former U.S. Senator and
Nebraska Governor Bob Kerrey (D), and former U.S. Senator from Utah, Jake Garn (R). On
December 17, 2007, the Royalty Policy Subcommittee on Royalty Management issued its draft
report entitled, Mineral Revenue Collection from Federal and American Indian Lands and the
Outer Continental Shelf, which contained 110 recommendations. Of the 110 recommendations,
the MMS is solely responsible for 70 recommendations, the BLM is solely responsible for 16,
and the remaining 24 recommendations require coordination between the bureaus. As of April 1,
2009, 45 of the 110 recommendations have been completed. Of the remaining 65 recommendations,
61 are underway and four are in the planning stage.

MMS also proposed a strategic realignment of MRM’s organization to enhance managerial
oversight, ensure transparency and effective communication across program operations, provide
increased visibility and accountability for the State and Indian support programs, and fully
integrate the Royalty-in-Kind (RIK) tool into the MRM program. The Department approved this
proposal in January 20009.

FY 2010 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 vitally
important and contribute significantly to the Nation’s economic well being and energy security.
Through all of its programs, the MMS strives to ensure that the public receives the maximum
benefit from America’s mineral revenues and OCS resources. MMS is faced with new
responsibilities for renewable energy, an expanding workload from OCS deep water activities
and forthcoming OCS lease sales, and responding constructively to recent recommendations
from internal and external reviews on improving our revenue management program.
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The FY 2010 request includes $33.9
million to support a Department-wide
initiative to create a New Energy
Frontier and begin the transition to a
low-carbon economy. The MMS
portion of the New Energy Frontier
initiative is comprised of a request
for an additional $24.0 million to
develop a robust renewable energy
program for the OCS, $5.1 million to
support the ongoing development of
OCS oil and gas resources, and a
total of $4.8 million for audit and
compliance activities including $1.7
million for production and gas plant
accountability and $3.0 million to
increase risk-based audit and
compliance coverage.

Figure 4: MMS FY 2010 Funding Increases ($000)

Risk-Based
Audit/Comp.
Coverage, +3,045

Marine Minerals,
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Production and
Gas Plant
Accountability,
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5-Year Program
2007-2012,
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+24,020

Table 4 provides additional detail on the proposed budgetary changes from the FY 2009 enacted
budget to the FY 2010 President’s Request. Each of these initiatives is described in full under

the respective activity and subactivity.
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Table 4: FY 2010 Analysis of Budgetary Changes ($000)

Project/Program Reductions | Increases FTE Balance
FY 2009 ENACTED - Direct Appropriations 163,676
OEMM [Renewable Energy +22,140 +26
OEMM (5-Year Program +5,000 +3
OEMM [Marine Minerals Program +1,060 +2
OEMM [Fixed Cost Increase +2,475
OEMM [Remove Earmark - CMRET -900
Net OEMM Adjustments -900( +30,675 +31 +29,775
MRM |Production and Gas Plant Accountability +1,730 +4
MRM |Risk-Based Audit/Compliance Coverage +3,045 +21
MRM |Fixed Cost Increase +1,591
MRM [Interactive Payment Reconciliation and Billing -1,160
MRM  [Improved Automated Interest Billing to Companies -1,360
MRM  [Implement OIG Compliance & Audit Recommendations -1,156
Net MRM Adjustments -3,676 +6,366 +25 +2,690
GA Renewable Energy +1,880 +6
GA 5-Year Program +145 +1
GA Fixed Cost Increase +2,454
Net General Administration Adjustments +4,479 +7 +4,479
OSR  [No Budget Adjustments 0
Net Oil Spill Research Adjustments 0 0
MMS |Increase ROMM Offsetting Collections -10,000
MMS  |Inspection Fee -10,000
-20,000 -20,000
FY 2010 REQUEST - Direct Appropriations -23,676 | +41,520 +63 180,620

The following discretionary funding increases and decreases are proposed:

Renewable Energy ($24,020,000/ +32 FTE): This multi-faceted initiative sets the stage for
MMS to work with applicants for offshore renewable energy/alternative use projects (wind,
wave, solar, ocean current, generation of hydrogen). These resources will enable MMS to move
forward with renewable energy leasing activities (e.g., planning, coordinating with Federal and
State stakeholders, conducting inspections, environmental assessments, research studies and
analysis).

Current 5-Year Program, 2007-2012 ($5,145,000; +4 FTE): This funding increase supports the
ongoing development of OCS oil and gas resources, fulfillment of MMS’s stewardship
responsibilities, and human capital development. Benefits of this increase include the ability to
safely and efficiently achieve the inspection frequency mandated by the OCS Lands Act; conduct
more royalty meter site-security inspections; improve the effectiveness of our operator
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performance audits; improve our ability to affect improvements in OCS operational safety; better
manage the geophysical data needed to determine fair market value; and properly train new
college graduates hired as geologists, geophysicists, and petroleum engineers in the application
of geological interpretive tools used to determine fair market value.

Marine Minerals Program ($1,060,000 / +2 FTE): The Marine Minerals program provides
OCS sand to renourish and restore beaches and barrier islands, benefiting local communities
where billions of dollars of infrastructure are at stake. Natural barrier islands and wetlands are
rapidly deteriorating under multiple stresses. This funding will be used to provide the base
resources necessary to manage anticipated requests for OCS sand and gravel projects, including
those for coastal restoration projects.

Center for Marine Resources and Environmental Technology (CMRET) (-$900,000; -0 FTE):
MMS proposes to eliminate the earmarked funding for the CMRET in order to redirect the
funding to higher priorities.

Streamline and Enhance Production and Gas Plant Accountability (+$1,730,000 / +4 FTE):
This three-year project incorporates proposals and recommendations from the Government
Accountability Office (GAO), the Royalty Policy Committee Report on Royalty Management,
and MRM’s Strategic Business Planning initiative. This project will (1) improve and streamline
production reporting for Federal and Indian properties; (2) enhance the oil and gas production
accountability and verification processes used to ensure that royalties are paid once production
commences; and (3) provide data necessary for identifying and targeting gas plants and
companies for audits and compliance reviews, such as changes to gas plant efficiency factors,
which will be utilized in the compliance risk tool.

Increase Risk-Based Audit/Compliance Coverage (+$3,045,000 / +21 FTE): This increase in
compliance resources will add 19 FTE to provide audit expertise to implement recommendations
by the OIG, the Royalty Policy Committee Subcommittee, and the MMS Compliance Business
Plan regarding use of a risk-based compliance strategy to increase property and company
compliance coverage, while focusing on the highest risk. Additionally, 2 FTE will provide
increased inquiry and outreach services to new Indian mineral owners.

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

Interactive Payment Reconciliation and Billing (-$1,160,000; -0 FTE): MRM requested funds
in 2008 for a two-year initiative to enhance MMS’s online reporting and verification system
capabilities. Planned system enhancements and upgrades were fully funded in 2008 and 2009
and further expenditures beyond those for ongoing operations costs are not required in 2010.

Improved Automated Interest Billing to Companies (-$1,360,000; -0 FTE): MRM requested
funds in 2009 for systems enhancement as part of an effort to improve the timeliness and
efficiency of the interest assessment to companies. Planned system enhancements and upgrades
are fully funded in 2009 and further expenditures other than ongoing operations costs are not
required in 2010.
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Implement OIG Compliance and Audit Recommendations (-$1,156,000; - 0 FTE): MRM
requested funds in 2009 to develop and implement an automated risk-based compliance tool.
Planned activities are fully funded in 2009 and further expenditures beyond those for ongoing
operations costs are not required in 2010.

Additionally, the following initiatives apply Bureau wide:

Fixed Costs and Related Changes (+$6,520,000; +0 FTE): This increase represents the
anticipated funding needed to keep pace with personnel-related costs and other fixed costs such
as rent.

Offsetting Collections from Rents and Cost Recoveries (+$10,000,000; + 0 FTE): For FY 2010,
MMS requests to retain $156,730,000 of eligible offsetting receipts to defray the costs of the
Bureau’s operations. This is a $10,000,000 increase over the FY 2009 enacted level.

Inspection Fees (+10,000,000; +0 FTE): The MMS Royalty and Offshore Minerals
Management account has traditionally been credited with offsetting collections to help defray the
cost of MMS operations. These include certain rental receipts and cost recovery fees. The 2010
budget includes a new inspection fee on each OCS above-water oil and gas facility that is subject
to inspection. The MMS developed the fee structure to defray increasing inspection costs. The
fee amount is based on the complexity of the facility, as determined by the number of wells. The
new fees will require OCS energy developers to fund roughly 25 percent of MMS compliance
inspection costs. MMS believes this represents a reasonable contribution on the part of the
energy developers, who are the primary beneficiaries of the OCS development program.

Mandatory Proposals and Other Reforms in the FY 2010 Budget:

Excise Tax on Certain Production. The Budget also proposes a new excise tax on certain
offshore oil and gas production._ According to the Government Accountability Office, the return
to the taxpayer from OCS production is among the lowest in the world, despite other factors that
make the U.S. a comparatively good place to invest in oil and gas development. In the interest of
advancing important policy objectives, such as providing a more level playing field among
producers, raising the return to the taxpayer, and encouraging sustainable domestic oil and gas
production, the Administration is developing a proposal to impose an excise tax on certain oil
and gas produced offshore in the future.

Fee on Nonproducing Leases. Interior is committed to ensuring that industry diligently pursues
production of leased oil and gas resources. As part of a broader campaign initiative to encourage
energy development, a new fee on nonproducing Gulf of Mexico offshore leases would provide a
financial incentive for oil and gas companies to either get leases into production or relinquish
them so that tracts can be re-leased and developed by new parties. It would require holders of
Gulf of Mexico OCS oil and gas leases to pay a $4/acre fee (in 2009 dollars) when leases are in
non-producing status.

Deep Gas and Deep Water Incentives: Consistent with the 2009 budget, the 2010 budget
proposes to repeal Section 344 of the Energy Policy Act of 2005, which extended and expanded
existing deep gas royalty incentives. The 2010 budget also proposes to repeal Section 345 of the
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Energy Policy Act, which provided additional mandatory royalty relief for certain deep water oil
and gas production.

Administrative Royalty Reforms. The Administration believes that American taxpayers should
get a fair return on the development of the resources on their public lands. A recent GAO report
suggests that taxpayers could be getting a better return from Federal oil and gas resources, at
least in some areas. Secretary Salazar has ordered a comprehensive review of the royalty rates
from energy development on Federal land (onshore and offshore), as recommended by GAO.
Following the review, the Secretary will implement appropriate royalty reforms and rate
adjustments. The Budget assumes these reforms will increase Federal oil and gas revenues by
$1.5 billion over the next 10 years.

PERFORMANCE SUMMARY

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

The 2010 request of $347.4 million provides the resources needed to conduct MMS’s leasing,
resource evaluation, regulatory, and asset management activities. The proposal also supports
MMS Renewable Energy/Alternate Use program and its efforts to develop the Nation’s offshore
renewable energy resources in an environmentally responsible manner. Revenue management
activities ensure proper collection, accounting, reporting, and timely disbursement of royalties.

Performance Management

In accordance with the Government Performance and Results Act of 1993 and with OMB policy
and direction, the DOI Strategic Plan is currently undergoing the required triennial review and
update. The Department is reviewing the organization and construct of the Strategic Plan in light
of the Administration’s priorities, goals, and objectives. Although the majority of end outcome
goals and measures, intermediate measures, and other measures are expected to remain intact, the
organizing principles for those goals and measures may change during this review. Therefore,
this budget request does not directly reference the existing DOI Strategic Plan, but does continue
to report on performance goals and accomplishments associated with the current state of end
outcome goals and related performance measures.

The following highlights MMS key strategies used during the implementation of business
practices, associated accomplishments and planned performance. Additional performance
information can be found within the Goal Performance Table.

e Provide for access to energy and mineral resources: Conduct lease sales scheduled in
the 5-Year Program (2007 to 2012); continue implementation of the Renewable Energy
Program.

e Ensure appropriate value for America’s resources: In FY 2008, MMS disbursed
$23.4 billion in mineral revenues to states, the Office of the Special Trustee for American
Indians (OST) for distribution to American Indian Tribes and individual owners, other
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Federal agencies, and U.S. Treasury accounts. The distribution and disbursement
function ensures that revenues are properly disbursed to the appropriate recipients. In FY
2008, MMS achieved 99.2 percent timely disbursements. The FY 2009 target is 98
percent, and the FY 2010 target is 98 percent.

e Effectively manage and provide for efficient access and development: The MMS
conducted five oil and gas lease sales in FY 2008. MMS plans to conduct two lease sales
in FY 2009 and four lease sales in FY 2010. Expansion of the OCS acreage available for
leasing consideration, a significant amount of which has not been offered/evaluated for
decades, requires an investment in environmental studies, environmental analysis,
resource assessment, and leasing consultation. Funding provided in FY 2010 will support
environmental studies and environmental assessments necessary to provide access to
these frontier areas.

e Enhance responsible use management practices: The MMS will continue to carry out
a comprehensive program to ensure that mineral and renewable energy operations on the
OCS are conducted in a safe and environmentally sound manner. To ensure safe and
clean operations on the OCS, MMS routinely conducts compliance inspections. In FY
2008, MMS conducted approximately 20,000 inspections in our Alaska, Pacific, and Gulf
of Mexico Regions. This work has been instrumental in maintaining a high level of
compliance among operators. These inspections are a significant 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 workers and our nation's environment. In FY 2008, the
MMS noted an estimated annual accident severity ratio of 0.21. The FY 2009 and FY
2010 targets are 0.13 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 FY 2008, the MMS achieved
an estimated oil spill rate of 13.76 barrels spilled per million produced in spite of
Hurricanes Gustav and Ike. The 2009 and 2010 performance targets are to achieve an oil
spill rate of no more than 5 barrels spilled per million produced.

e Appropriate value through effective lease and permit management: The MMS
ensures appropriate value through its management of Federal and Indian mineral
revenues. In FY 2008, MMS late disbursements were 0.11 percent of revenues. Targets
for the FY 2009 and FY 2010 are 0.9 percent and 0.8 percent, respectively. During 20009,
MMS established new compliance performance measures and targets, replacing the
previous revenue-focused compliance measure, in response to the OIG 2006
recommendations. The new measures will be focused on increased property and
company compliance coverage. The properties and companies will primarily be selected
utilizing the new risk-based compliance strategy.

Performance for Key Increases

The MMS proposal supports the President’s objectives for strengthening our energy security and
ensuring fair return on energy and mineral assets. Proposed initiatives also contribute to the
Administration’s emphasis on renewable energy and climate change. The 2010 funding
increases will be used to:
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Develop OCS renewable energy/alternate use opportunities;

Lease oil and gas in new and frontier offshore areas;

Meet the demand for offshore sand and gravel,

Streamline and enhance production and gas plant accountability; and,
Increase risk-based audit/compliance coverage.

The MMS plays an important role in President Obama’s national energy strategy by securing
ocean energy for the Nation. The requested funding increases enable MMS to continue its role
in providing access to important national energy supplies. Some of these increases include:
implementing the Renewable Energy Program and associated renewable energy leasing
activities, funding 5-Year Program needs, and implementing the offshore sand and gravel leasing
program. Benefits will include moving forward with renewable energy projects and working
with communities to maintain and restore coastal wetlands through the sand and gravel program.
More information about these increases can be found within the OEMM subactivity write-ups.

MMS ensures the country receives fair value by collecting, accounting for, substantiating, and
disbursing mineral revenues associated with Federal and Indian lands. The proposed increases
enable MMS to invest in financial management, audit, and compliance capabilities. These
increases include: improving and streamlining production reporting, enhancing the oil and gas
production accountability and verification processes, and implementing a risk-based compliance
strategy and increasing property/company coverage. More information about these increases can
be found within the MRM subactivity write-ups.

Process Improvements

The MMS strives to maintain current levels of performance by: improving operational
efficiencies; focusing resources on accomplishment of core mission work; leveraging resources
to fund new workload demands; and reallocating funds to accomplish planned performance
goals. The MMS will continue to pursue productivity and quality improvements for carrying out
the mission while reducing its cost.

The MMS effort to optimize resources to complete mission work is evident by MMS’s
commitment to budget and performance integration. The MMS continues to refine cost and
performance reporting capability to provide information to managers for improved decision
making. Additionally, MMS managers continue to use Performance Assessment Rating Tool
(PART) information to determine resource allocations and to identify possible cost savings. The
MMS has utilized the PART process to gain additional programmatic efficiency through the
development of performance measures, which include efficiency measures, and completion of
programmatic action items. At this time, all of MMS’s programmatic PARTS are rated
Moderately Effective or better, and MMS successfully completed 12 PART action items out of a
total of 16, further demonstrating MMS’s desire to continually improve.

In addition to MMS’s commitment of increasing efficiency through the use of integrated budget
and performance information, MMS also improves its management by working with the
American public. The MMS continues to improve services to the public by listening closely to
and working cooperatively with local citizens, tribal leaders, states, other Federal agencies and
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industry. Management reform and the fostering of Federal/private partnerships continue to be an
integral part of MMS business operations.

By working smarter through the development of business plans and use of performance and cost
information, MMS is able to efficiently and effectively support accomplishment of its mission
goals.
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Figure 5: MMS Organizational Chart
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FY 2010 PERFORMANCE BUDGET REQUEST

Table 9: Offshore Energy and Minerals Management Summary of Budget Request

Offshore Energy and Minerals Management

FY 2010
Fixed
Offshore Energy and Costs Change
Minerals Management &
(OEMM) Related | Program | Transfer from
2008 2009 Changes Changes to Ren. Budget 2009
Enacted | Enacted (+/-) (+/-) Energy Request (+/-)
($000) NA NA +41 +15,640 +5,732 21,413 | 21,413
Renewable Energy
FTE NA NA +26 +14 40 +40
Leasing and ($000) | 46,403 54,963 +682 +9,160 -5,344 59,461 4,498
Environmental FTE 228 231 +4 -12 223 -8
. ($000) 30,407 33,698 +629 +200 -142 34,385 687
Resource Evaluation
FTE 208 214 +1 -1 214 0
($000) 55,769 57,268 +939 +2,300 -246 60,261 2,993
Regulatory
FTE 317 319 -1 318 -1
Information ($000) 28,757 20,270 +184 0 0 20,454 184
Management FTE 69 63 63 0
Total, OCS Lands Act ($000) | 161,336 166,199 +2,475 +27,300 195,974 | 429,775
Activities FTE 822 827 0 +31 858 +31
Other Major
Resources
Coastal Impact ($000) | 250,000 250,000 0 0 0 250,000 0
Assistance Program ETE 22 22 0 0 0 22 0
Oil Spill Research ($000) 6,303 6,303 0 0 0 6,303 0
Appropriation FTE 18 18 0 0 0 18 0

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

The Federal Outer Continental Shelf (OCS) is a major supplier of oil and natural gas for the

domestic market. OCS leases offshore California, Alaska, and in the Gulf of Mexico provide
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 14 percent of
domestic natural gas production (July 2008).

The MMS is responsible for managing the Nation’s oil, natural gas, renewable energy, 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 facilities to protecting our
coastal and marine environments. Through the work of OEMM, MMS manages the energy and
mineral resources on 1.7 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 a new offshore renewable energy industry, oil
and gas development, careful regulation, and conservation of resources.
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Interest in offshore oil and gas development remains extraordinarily strong. The seven lease
sales scheduled and held through March 2009 under the 2007-2012 5-Year Program have
brought in over $10.5 billion dollars in bonus bids alone to the Nation’s Treasury. Three of these
lease sales - two in the Central Gulf of Mexico and one in the Chukchi Sea - account for $9.3
billion of this total.

In addition to its Oil and Gas Program, MMS also manages the Renewable Energy Program on
the Federal OCS. This authority was granted under the Energy Policy Act of 2005 (EPAct
2005). It added section 8(p) to the Outer Continental Shelf Lands Act (OCSLA) giving 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 alternate use of existing OCS facilities, such as research, education, recreation, and support
for offshore facilities. On March 20, 2006, the Department delegated the authority to implement
these new programs to the MMS. These authorities were further delegated to the offshore
program.

Given this new authority, MMS 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) was changed to Offshore Energy and Minerals Management
(OEMM). MMS also created an Office of Offshore Alternative Energy Programs to develop and
implement policy and provide overall management of the OCS renewable energy leasing and
operations programs. New in FY 2010 is the establishment of a Renewable Energy Program
budget subactivity. The new office and budget structure raises the renewable energy program’s
profile and best allows OEMM to meet the new statutory mandates and respond to unique needs
of the regulated community.

The Energy Policy Act of 2005 also established the Coastal Impact Assistance Program (CIAP)
which authorizes funds to be distributed to coastal oil and gas producing states to conserve,
protect and restore coastal areas and natural resources and mitigate the impacts of OCS oil and
gas activities. OEMM administers this program through the approval of state plans and grant
administration and monitoring.

BUDGET OVERVIEW

Congress appropriates funds to the OEMM program through the Royalty and Offshore Minerals
Management (ROMM) appropriation, the Oil Spill Research (OSR) appropriation, and the
Coastal Impact Assistance 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). In FY 2010, OEMM is requesting the
addition of a fifth subactivity, Renewable Energy, to reflect its new responsibilities for the
implementation and management of a renewable energy program in Federal offshore waters.

40 Minerals Management Service



Offshore Energy and Minerals Management (OEMM)

e The Leasing and Environmental Subactivity includes: 5-Year Program implementation,
planning and execution; assessment of environmental impacts; protecting the coastal
environment; protecting the OCS through compliance with guiding statutes; the Marine
Minerals Program; and the Environmental Studies Program which also supports the
Renewable Energy Program.

e The Resource Evaluation Subactivity includes: acquisition of geological and geophysical
data; development and implementation of the Resource Modeling Program, including
resource assessment and estimation; tract evaluations; 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 penalties and
operator disqualification; operator training programs; annual operator performance
reviews; management of reservoirs to maximize ultimate recovery of mineral resources;
verification of oil and gas production levels to help ensure the public receives a fair
return; and the Technology Assessment and Research Program.

e The Information Management Program Subactivity funds: IT personnel support; shared
services; hardware, software, training, and security activities; maintenance and technical
support; the Technical Information Management System; and OCS Connect.

e The Renewable Energy Subactivity, if approved, will fund: program implementation and
development; environmental analysis, assessment, and compliance work needed to plan
and effect competitive and non-competitive leasing actions; and, consultation with state
and local governments, federal agencies, and other stakeholders.

The Oil Spill Research (OSR) appropriation funds oil spill research, oil spill prevention and
response planning activities, and regulation of oil spill financial responsibility to support the
Department’s strategy of enhancing responsible use management practices in the energy sector.
Through OSR, MMS 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.

The Coastal Impact Assistance Program (CIAP). The Energy Policy Act of 2005 authorized
disbursement of $250 million in grants annually from OCS oil and gas revenues in each of the
fiscal years 2007 through 2010 to producing coastal states (Alabama, Alaska, California,
Louisiana, Mississippi, and Texas) and their coastal political subdivisions (counties, parishes, or
boroughs) for approved coastal restoration and conservation purposes. MMS is currently
authorized to retain 3%, or $30 million, of this amount to administer the program. This includes
plan review and approval, grant administration and monitoring, and other related activities.
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Resource 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. Recent examples include the following:

2003"

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

e Base reduction of $2.2 million in the Environmental Studies Program

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

2004

e IT reductions, FTE streamlining, and office closures of $4.7 million

e Resources shifted to fund continuing needs in the GOM ($1.6 million), OCS Connect
($2.9 million), Methane Hydrates ($300,000) and Infrastructure Security ($350,000)

2006

e 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.

2008
e Refocusing base resources of $2 million and 18 FTE to fund new, priority program
requirements.

FY 2010 Budget Request: In FY 2010, OEMM’s net OCS Lands Act Activities request is
$29,775,000 and 31 FTE greater than the FY 2009 enacted budget. This figure represents
increases of $28,200,000 for new and priority program funding requirements and $2,475,000 for
fixed costs, and reductions of $900,000 for the Center for Marine Resources and Environmental
Technology (CMRET). Please see the table below for a listing of OEMM'’s programmatic
budgetary changes.

This discussion of resource shifts does not include complete information regarding programmatic and fixed cost
changes that were funded through increased appropriated dollars. Information on annual initiatives can be found in
the annual President’s Budget.
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Table 10: OEMM Program Request Compared to FY 2009

Request Component Subactivity Amount FTE
Program Changes
Total +22,140,000 | +26
¢ Renewable Energy Leasing & Environmental +6,500,000 +0
Renewable Energy +15,640,000 | +26
Total +5,000,000 +3
i Leasing & Environmental +1,600,000 +2
* OCS 5-Year Leasing Program Resour%e Evaluation +1,100,000 +1
Regulatory +2,300,000 +0
e Marine Minerals Program Tota_l . +1,060,000 2
Leasing & Environmental +1,060,000 +2
e Subtotal — Programmatic +28,200,000 | +31
Increases
e CMRET Total -900,000
Resource Evaluation -900,000
e Subtotal — Programmatic -900,000 -0
Decreases
e Total, Program Changes +27,300,000 | +31

PROGRAM OVERVIEW

The OEMM program manages the nation’s Outer Continental Shelf (OCS) 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. It is headquartered in Washington, DC and Herndon,
Virginia, with regional offices in three locations: (1) New Orleans, Louisiana, for the Gulf of
Mexico OCS Region, including the Atlantic OCS area; (2) Camarillo, California, for the Pacific
OCS Region; and (3) Anchorage, Alaska, for the Alaska OCS Region.

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.

Oil and Gas - 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 14 percent of
domestic natural gas production (July 2008).

The MMS estimates that this role is likely to increase with OCS production to account for almost
40 percent of domestic oil and 17 percent of domestic natural gas production within the next 3
years (by 2011) even as we aggressively pursue renewable energy opportunities on the OCS. The
Energy Information Agency (EIA) Annual Energy Outlook 2009 indicates similar growth trends
for offshore oil and gas.
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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 estimates that
the OCS contains about 86 billion barrels of oil and 420 trillion cubic feet of natural gas in yet-
to-be discovered fields (2006). While the majority of this resource is in areas that were already
open to leasing, significant resources are also located in areas that were previously under
moratoria. With the expiration of the annual Congressional moratoria, OCS areas with estimated
technically recoverable resources of about 14 billion barrels of oil and 55 trillion cubic feet of
gas are no longer subject to moratorium. How much of these areas to make available for
development is under review as the Administration develops its comprehensive OCS energy
strategy.

The strongest trend on the OCS today is the continuing development of the Gulf of Mexico
(GOM) deepwater (i.e., more than 1,000 feet deep). The MMS Deepwater Gulf of Mexico 2008
Report highlights the activities, offers trend analyses and describes technological advancements
in this important portion of the GOM for 2007. Deepwater has continued to be a very important
part of the total GOM production, providing approximately 72 percent of the oil and 38 percent
of the gas from the region. In 2007, MMS approved 15 new technologies for use in the GOM
deepwater.

In 2008, deepwater continued to play an important role in supplying our energy needs

with 15 deepwater discoveries announced. Operators of the Kodiak and the Freedom/Gunflint
discoveries have indicated that these discoveries could add significant new oil production.
Several of the natural gas discoveries are already under development as subsea tiebacks and
additional natural gas discoveries are planned for subsea tieback. Investor presentations indicate
most of these natural gas discoveries are in the range of 50 to 200 billion cubic feet.

Another notable deepwater development, Perdido Hub, is expected to be one of the world’s
deepest spars. It is designed to be nearly as tall as the Eiffel Tower, weigh as much as 10,000
family cars, and its moorings span an area of the seafloor roughly the size of downtown Houston.
Installation is scheduled for 2009 about 200 miles south of Freeport, Texas, in about 8,000 feet
of water. The Perdido Hub is designed with the capacity to process 130,000 barrels of oil
equivalent per day with startup expected in 2010.

Also in 2008, three shallow water deep gas discoveries were announced, including the Black
Beard discovery about 115 miles southwest of New Orleans. While located in shallow water (70
feet), the discovery was made from the deepest well ever drilled below the mud line in the GOM
(32,000 ft). Extreme pressure and temperature will require technology advances for successful
production to occur with most deep gas projects.

New OCS 5-Year Oil and Gas L easing Program

In the summer of 2008, under former Interior Secretary Kempthorne, MMS was directed to begin
the initial steps for developing a new 5-Year Program. On August 1, 2008, MMS published a
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Federal Register Notice requesting information on whether to start a new program and what
areas should or should not be included in a new program. More than 152,000 comments from
the general public and nearly 200 substantive comments from state and local governments,
Congress, other Federal agencies, environmental and other interest groups, and energy and non-
energy businesses and associations were received regarding the next 5-Year Program for oil and
gas leasing on the OCS. A majority of the public commenters, about 53 percent, supported a 5-
Year Program that offers increased acreage for offshore oil and gas production and development.
Other comments either requested that MMS maintain the current OCS leasing footprint, or reject
development in favor of renewable energy resource development. Another group of commenters
expressed a desire for MMS to pursue both traditional and renewable sources of energy.

The development and publication of the Draft Proposed Program (DPP) on January 16, 2009 was
the second step in a multi-year process to develop a new oil and gas leasing program. The DPP
seeks public comment on all aspects of the new 5-Year Program, including energy development
and economic and environmental issues in the OCS areas. The DPP is designed to encourage
discussions about the OCS areas of greatest interest and potential. Any new areas that would be
included in the final program will not be available for leasing until the 5-Year Program has been
completed and approved because no area can be leased without being included in the then
current approved 5-Year Program.

Secretary Salazar announced his strategy for developing an offshore energy plan that includes
conventional and renewable energy resources on February 10, 2009. As part of his 4-step plan,
the comment period for the DPP was extended for an additional 180 days to September 21, 2009,
in order to provide additional time for input from states, stakeholders and affected communities.
Also at the direction of Secretary Salazar, the MMS worked with the U.S. Geological Survey to
assemble a report on offshore resources along with information regarding sensitive areas and
resources on the OCS. This report synthesized the vast knowledge-base on OCS energy
resources and environmental factors in one concise document. The report was delivered to the
Secretary at the end of March 2009. Following publication of the report, the Secretary
conducted four regional meetings, covering the Atlantic Coast on April 6 in Atlantic City, NJ;
Gulf Coast, on April 8 in New Orleans, LA; Alaska on April 14 in Anchorage, AK; and, Pacific
Coast on April 16 in San Francisco, CA in an effort to gain insight and comment from all
stakeholders of OCS energy

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

The MMS completed a Programmatic Environmental Impact Statement (EIS) in November 2007
which examines the interface between the marine and human environment and the technologies
and activities that generate energy from ocean renewable energy resources. A final Renewable
Energy regulatory framework was published in the Federal Register on April 29, 2009, and is
effective June 29, 2009. The MMS is also evaluating the Cape Wind Energy Project identified
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by EPAct 2005 for concurrent consideration along with the ongoing rulemaking process. The
Final EIS which assesses the physical, biological and social/human impacts of the proposed Cape
Wind Energy Project and all reasonable alternatives, and proposed mitigation, was announced on
January 16, 2009. A Record of Decision on Cape Wind is pending.

MMS also announced in November 2007 the establishment of an interim policy for Offshore
Renewable Energy Resource Assessment and Technology Testing Activities. The interim policy
invited the public to nominate areas of the OCS in which MMS would consider awarding limited
leases that authorize data collection and technology testing. The interim policy was developed as
a means to jumpstart resource data collection and technology testing activities on the OCS in
advance of the final regulations.

MMS received more than 40 nominations of areas proposed for limited leasing off the West and
East coasts. In April 2008, based on a set of criteria including geographical and resource balance
(e.q., East, West; wind, wave, ocean current) MMS identified a subset of 16 proposed lease areas
for priority consideration and provided public notice of those areas for the purpose of
determining competitive interest, as required by EPAct 2005, and also for receiving relevant
environmental or other information. The comment period on the April notice closed on June 30,
2008.

Ten of the proposed 16 lease areas were located in the Atlantic — six offshore New Jersey, one
offshore Delaware, and three offshore Georgia — related to wind resources. No competing
nominations or significant comments were received, and in July 2008 MMS announced it would
proceed with a noncompetitive leasing process for these sites. As of January 2009, MMS has
received applications from the nominating developers for four sites offshore New Jersey and one
offshore Delaware. Depending on the outcome of the Environmental Assessment and required
consultations for these proposed projects, MMS expects to issue Interim Policy limited leases for
the five lease areas in the Spring of 20009.

Four of the proposed 16 lease areas were located offshore southeast Florida and pertained to site-
assessment and/or technology-testing activities relating to ocean current resources. Three of
these four lease areas received competing nominations. MMS decided in July 2008 to proceed
with a noncompetitive leasing process for the sole site that did not receive competing
nominations. The competing nominators for the other areas were asked to collaborate in order to
enable interested parties to jointly benefit in information gathering under leases issued
noncompetitively. Two of the developers that nominated sites withdrew their nominations. As of
January 2009, MMS had received a single application for one of the remaining proposed lease
areas and has begun the environmental compliance review process for this proposed lease area.

The remaining two nominations were offshore Northern California for potential wave sites, and
were subsequently withdrawn.

In FY 2010, MMS anticipates a substantial increase in work in support of leasing OCS sites for
the commercial generation of renewable energy directly related to the efforts of coastal States to
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meet tangible goals established in the form of renewable energy portfolio standards (RPSS).
These are described further in this section and in the Renewable Energy Subactivity discussion.

FY 2010 Request

The FY 2010 OEMM budget request funds needed to support its current programs in three broad
categories: (1) current OCS 5-Year Oil and Gas Leasing Program; (2) Renewable Energy; and

(3) Marine Minerals Program.

Current OCS 5-Year Oil and Gas Leasing Program: The FY 2010 budget request includes

funding to support current activities under the existing 5-Year Program, particularly in response
to new, expanded, and frontier areas made available in the current program and the ongoing
demands of deepwater activity.

Table 11: Summary of OCS 5-Year Oil and Gas Leasing Program Needs — *All OEMM

Subactivities

($000) | FTE Short Description

Program-Wide 1,295 2
Geological and Geophysical (G & G) New data acquisition and analysis as a result of expanded GOM
Data Acquisition & Analysis 500 0 | and Alaska acreage (RE)

Technical training for new geoscientists, principally in the GOM

($300K) and required specialized technical analysis equipment
Technical Training & Tools 455 0 | ($155K) (RE)
Workforce 290 2 | To manage expanded environmental study efforts (LEA)
Safety Requirements 50 0 | OCS operator audit support (RG)
Gulf of Mexico 2,150 0

Reconfiguration of fleet in response to deepwater activity ($900K);

increase in availability fee expenses ($900K) and mandatory
Helicopter Support 2,150 0 | federal excise taxes ($350K) (RG)
Alaska 1,555 1
Protection of G&G data 145 1 | Management of Alaska legacy data (RE)

Studies to support leasing activity decision making in the Alaskan
Environmental Studies 1,310 0 | Planning Areas (LEA)

To support inspection needs resulting from exploration activities in
Alaska Inspection Support 100 0 | the Chukchi and Beaufort Seas (RG)

*Does not include $145,000 requested in General Administration
Five-Year Program Needs 5,000 3 | Activity, Admin Ops Subactivity, for Procurement Support

Renewable Energy: To continue development and implementation of the renewable energy
