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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 draft proposed program, which is the first in a series of leasing proposals
developed 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 draft 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 marked value for leases as required
by section 18.

o Part Il describes the framework for devel oping 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
principles and factors relating 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 a result of its analysis of the section 18
principles and factors. The options form the basis from which the Secretary chooses the draft
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 preparation of a new 5-year program.
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l. SUMMARY OF DECISION—DRAFT 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 draft
proposed program for 2002-2007, are summarized in part 11.

This draft proposed program is an early step in the process of preparing a new 5-year program to
succeed the current one ending on June 30, 2002. It isthe first proposed schedule of OCS lease
sales for the 2002-2007 timeframe. Before the new 5-year program may be approved and
implemented, the MM S must accept and consider comments on the draft program and then issue
for public review a proposed program and draft Environmental Impact Statement (EIS), as well
as a proposed fina program and final EIS. The preparation process is described in part 11.

In developing the draft proposed program for 2002-2007, the MMS considered leasing only in
the areas of the OCS that have not been withdrawn from disposition by leasing through June 30,
2012, under section 12 of the OCS Lands Act (seemaps 1 and 2 in part I11). Asaresult, the
program proposes sales in the available offshore areas that have the highest oil and gas resource
values and highest industry interest while recognizing concerns relating to potential
environmental impacts and competing uses of ocean and coastal areas. The proposed schedule
also is consistent with the recommendations of affected state and local governments.

The draft program proposes 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 draft proposed program schedules multiple lease sales in the Beaufort
Sea and Cook Inlet\Shelikof Strait 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. In addition, 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 areain 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 I11 depict the specific Alaska OCS areas proposed for |ease sales.
Gulf of Mexico Region

In the Central and Western Gulf of Mexico Planning Areas, which are the two areas of highest
resource potential and interest, the draft proposed program would continue the long-running
policy of scheduling annual areawide lease sales to which the industry has become accustomed.
In the Eastern Planning Area, the program proposes two lease salesin a portion of the area that
was identified for Sale 181 in the 5-year program for 1997-2002. That original Sale 181 areais
the only part of the Eastern Planning Area not withdrawn under section 12. The portion of that
area proposed for leasing in this draft proposed program consists of 256 blocks in deeper waters
adjacent to the Central Gulf Planning Area. Selection of this area reflects the Secretary’s
decision in the proposed Notice of Sale for Sale 181 to exclude areasin the original Sale 181
area to address concerns expressed by the State of Florida and to minimize potential conflicts
with military operations.

Maps 7 and 8 in part 111 depict the specific Gulf of Mexico OCS areas proposed for lease saes.

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 draft 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
Draft 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/Shelikof 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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Il. FRAMEWORK FOR FORMULATING THE DRAFT PROPOSED
PROGRAM FOR 2002-2007

A. Analytic Approach

The analytic approach for preparing this draft proposed program differs from that taken for the
previous 5-year program. The previous approach entailed revisiting and updating the then-
existing approved 5-year program rather than beginning a full analysis of newly developed
information relating to the requirements of section 18 of the OCS Lands Act. For example,
whereas the draft proposed program for 1997-2002 relied on 1990 oil and gas resource estimates
that had been developed for the 5-year program approved in July 1992, the analysis in this draft
proposed program is based on the MMS's latest estimates,which were prepared based on data
and information available as of January 1, 1999, and issued in the MMS publication Outer
Continental Shelf Petroleum Assessment, 2000.

The use of the latest available information from the outset of this 5-year program preparation
process is designed to provide better analysis and resulting decisions and to alleviate difficulties
that have been encountered in the past in the transition from a draft proposed program based on
older material to a proposed program employing new information and methodologies. The
information bases used to develop and approve the 5-year program for 2002-2007 will be
consistent to the maximum extent practicable throughout the preparation process.

While the intent is to base this draft proposed program on the newest available information, in
some instances the analysis must refer to the information used to develop and approve the 5-year
program for 1997-2002. The most notable example isin the analysis of environmental concerns
(part 1V.B). Because an environmental impact statement (EIS) for the new program will not be
prepared until the next step in the process—issuance of the proposed program later in 2001—the
draft proposed program relies greatly on the final EIS prepared for the 1997 program. However,
that information is augmented by other more specific environmental documents and reports that
have been prepared by the MM, as well as a contracted environmental report that will provide
basic information for the EIS for the new program.

In addition to the information presented in this document, the Secretary’ s decision on the draft
proposed program for 2002-2007 will consider the following pertinent documents, which are
incorporated by reference:

» Documents Pertaining to the 5-Y ear Program for 1997-2002
- Decision Document, Proposed Final Outer Continental Shelf Oil and Gas Leasing Program

1997-2002 (August 1996)
- Final EIS (August 1996)



* MMS Reports

- Environmenta Report for the Outer Continental Shelf Oil and Gas Leasing Program:
2002-2007, OCS Study MM S 2001-0029 [prepared under contract by Continental Shelf
Associates, Inc. and LGL Alaska Research Associates, Inc.] (March 2001)]

- OCSO il Spill Facts (March 1999)

- OCS Safety Facts (May 2000)

- Federal Offshore Statistics through 1999

- Reportsin the Environmental Studies Program Information System (ESPIS)

- OCS Program Cumulative Effects 1992-1994 (MM S 97-0027)

- Future Natural Gas Supply from the OCS (April 2000)

- Outer Continental Shelf Petroleum Assessment 2000

- Deepwater Gulf of Mexico: America's Emerging Frontier (MM S 2000-022)

» Additional National Environmental Policy Act (NEPA) Documents

- Final EIS, Gulf of Mexico OCS Oil and Gas Lease Sales 169, 172, 175, 178, and
182 (MM S 97-0033)

- Fina EIS, Gulf of Mexico OCS Oil and Gas Lease Sales 171, 174, 177, and 180 (MMS
98-0008)

- Fina EIS, Gulf of Mexico OCS Qil and Gas Lease Sale 181 (MM S 2001-051)

- Fina EIS, Proposed Use of Floating Production, Storage, and Offloading Systems on the
Gulf of Mexico OCS, Western and Central Planning Areas (MM S 2000-090)

- Environmental Assessment, Gulf of Mexico Deepwater Operations and Activities (MM S
2000-001)

- Fina EIS, Beaufort Sea Planning Area Oil and Gas Lease Sale 170 (MM S 98-0007)

- Fina EIS, Beaufort Sea Oil and Gas Development/Northstar Project (July 1999)

- Draft EIS, Beaufort Sea Liberty Development and Production Plan (MM S 2001-0002)

* National Research Council (NRC) Reports
- Environmental Information for Outer Continental Shelf Oil and Gas Decisions in Alaska
- ,g\lsgsgegnent of the U.S. Outer Continental Shelf Environmental Studies Program, Volumes
[-1V (1993)
. U-.S. Department of Energy Reports

- Annua Energy Outlook 2001 (December 2000)
- Offshore Technology Roadmap for the Ultra Deepwater Gulf of Mexico (2000)

» Nationa Petroleum Council, Meeting the Challenges of the Nation’s Growing Natural Gas
Demand (1999)



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 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 and the heads of interested federal agencies requesting their
input by February 1, 2001. Comments received are summarized in the appendix.

Draft Proposed Program

After considering an analysis of information relating to section 18 factors and principles (see
parts 111 and 1V), the Secretary selects a draft proposed program as the initial proposal for the
5-year program for 2002-2007. The MM S announces the draft proposed program in the Federal
Register and distributes it to interested and affected parties for a 60-day comment period.

Proposed Program

Preparation of a proposed program will be based on further section 18 analysis and consideration
of the comments received by the MM S concerning the draft proposed program. The MMS will
publish the proposed program in the Federal Register and submit it along with a draft EIS to the
Congress, the Attorney General, the governors of affected states, and other interested and
affected parties for a 90-day comment period. The MMS aso will give 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
MMS 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 and local governments and
the Attorney General. The MMS will issue afinal 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 principles and factors to guide 5-year program formulation.
Analysis of information relating to those principles and factors produces results that the MM S
uses to develop reasonabl e options from which the Secretary may select a schedule of proposed
lease 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
requirements is 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 oil
and gas activities could have on those resources and on the marine, coastal, and human
environments. Part 1V.B presents the main analysis of environmental issues. The analysis
identifies issues and concerns that have been raised by commenters and presents information
relating to safe and sound operations, as well as pertinent findings of the final EIS for the 5-year
program for 1997-2002 and other relevant NEPA documents and environmental information.

Factorsfor Determining Timing and L ocation of Leasing

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 draft proposed program anaysis that
address them.

(A) Geographic, Geological, and Ecological Characteristics

The main sources of information on geographic, geological, and ecological characteristics of the
OCS planning areas considered in preparing the draft proposed program are the final EIS for the
5-year program for 1997-2002 (August 1996) and the contractor-prepared environmental report.
Other sources include recent NEPA documents prepared for leasing and operations activities, the
MMS cumulative effects report (97-0027), the 1994 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 1V.C briefly analyzes the equitable sharing factor. It discusses the analyses and findings of
previous 5-year programs and briefly 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 analysis aso describes the significant effect that the existing
long-term withdrawal of areas from leasing has on equitable sharing by effectively precluding
expansion of the lease sale schedule to include areas that were not proposed for leasing in the
approved 5-year program for 1997-2002. The withdrawal isfirst described in part 111.C.

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

Part IV analyzes regional and national energy needs. The final EIS for the 5-year program for
1997-2002 and the contractor-prepared environmental report also describe existing regional oil
and gas infrastructure and its relationship to new OCS leasing, and additional relevant
information is available in recent lease sale EISs and other NEPA documents cited above.

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

Part IV.B discusses competing uses of the OCS. This summary is based on information provided
in the fina EIS for the 5-year program for 1997-2002, the contractor-prepared environmental
report, the 1998 MM S cumul ative effects report, the recent lease sale EISs and other NEPA
documents cited above, environmental study results (ESPIS), and information submitted or cited
by commenters.

(E) Interest of Potential Oil and Gas Producers

Part 1V.C describes industry interest as indicated in response to the December 12, 2000, request
for comments that was issued by the MMS. The discussions of size, timing, and location options
in part 111 also 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 optionsin part 11 include summaries of the relevant
laws, goals, and policies—and federally approved coastal zone management programs and
policies—that state governments identified in responding to the MMS request for comments.
The appendix summarizes all comments received from state governors and government agencies.

10



(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 | nformation

Part 1V.B presents an analysis of environmental concerns that summarizes relevant information
and findings from the final EIS for the 5-year program for 1997-2002, the contractor-prepared
environmental report, recent lease sale EISs and other NEPA documents, and other MM S reports
and studies.

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 and developmental principles based on a
consideration of the factors comprising section 18(a)(2) listed above. Part 1V.C addresses the
bal ancing 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
gualitatively. 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:

11



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.
[11. DRAFT 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 principles and factors and based on the results of
consultation with interested and affected parties.

The OCS s 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. It is noteworthy
that one of the withdrawn areas—the Southern California Planning Area—has active, producing
OCS leases but has not been proposed for leasing in the two previous 5-year programs. Since the
withdrawn areas will not be available for lease sales scheduled in the 5-year program for 2002-
2007, they are not analyzed in light of the section 18 principles and factors, and no program
options are offered pertaining to those areas. Maps 1 and 2 show which areas of the OCS are
available for leasing in the new program and which have been withdrawn. The 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 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).

12
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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 entire Central and
Western Gulf of Mexico Planning Areas (with the exception of blocksin 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
Panning Area.

The draft 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 Gulf. Each lease sdle 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 federal and 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 salesin a 5-year
program. Finaly, the scheduling of lease sales must allow 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.

Optionsfor Scheduling L ease Sales

Options for scheduling lease sales are presented for the 17 full OCS planning areas and one
partial planning area available for leasing during 2002-2007. Background information on leasing
and drilling history, results of comparative analyses, and the comments of interested and affected
parties precedes each set of lease sale options. The comparative analyses summaries are
condensed from part IV.C, and the comment summaries are adapted from the appendix. Part IV
also discusses environmental issues and concerns. A brief discussion concerning the rationale
for individual options that propose lease sales follows each set.

Options for “No sale” are intended to give the Secretary the ability to decide at this first stage of
the 5-year program preparation process that such areas will be excluded from the 5-year program
for 2002-2007 and therefore will not be analyzed further. Options for “Other” are intended to
provide the Secretary the opportunity to entertain the full range of possible actions that could be
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proposed and considered in accordance with section 18. Additional options are described in the
discussions presented below, and those that propose to schedule a lease sale refer to maps
depicting the areas proposed for leasing consideration (program areas).

ALASKA REGION

The Alaska Region consists of 15 OCS planning areas. The North Aleutian Basin Planning Area
has been withdrawn from disposition by leasing until after June 30, 2012. Leasing options for
the 14 available Alaska OCS planning areas are presented below.

BEAFORT SEA PLANNING AREA

Background. Seven lease sales have been held in this planning area since 1979. The

5-year program for 1997-2002 scheduled two Beaufort Sea sales. The first, Sale 170, was held
in August 1998, and the second was canceled in January 2001 after it had been delayed to the
point that there would not be enough time to compl ete the prelease evaluation and decision
process before the current 5-year program expires. Thirty exploration wells have been drilled,
and the MM S has approved development and production plans for the Northstar project, which
straddles state and federal waters. The MM S aso has received a development and production
plan for the Liberty Project, which is wholly located on the federal OCS, and has prepared a draft
EIS. The State of Alaska administers an oil and gas program in state waters and has issued a
5-year program for 2001-2005 that schedules annual areawide Beaufort Sea lease sales. The
Endicott Field produces oil from adjacent state waters.

Key Compar ative Results. The net benefits for this planning area are estimated at about $2.9
billion in the lower price scenario and at $11.6 billion in the higher price scenario, which place it
third of the 18 areas analyzed. The areaisin the mid-range of environmental sensitivity and
primary productivity. Secondary (marine) productivity islow, as commercial fisheries data
indicate no ports with significant landings in this area. Seven companies expressed interest in
leasing in this planning area, ranking it fourth overall in industry interest.

Selected Comments. The Governor of Alaska indicated genera support for the OCS program,
stated that the Beaufort Sea Planning Area likely would be afoca point in the new 5-year
program, and called for predictability and cooperation between the state and MMS in
administering their offshore programs. The Governor aso cited seasonal ice conditions in this
area as a concern and recommended that future lease sale planning consider the results of recent
tests demonstrating limited oil spill response capability under such conditions. The Mayor of the
North Slope Borough reiterated the Borough' s continuing concerns and opposition regarding the
OCS program and preference for onshore oil and gas development. 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 Arctic National Wildlife Refuge (ANWR) in
the Beaufort Sea. The Wilderness society recommended excluding the Beaufort Sea Planning
Area, especially the area off ANWR. The Alaska Eskimo Whaling Commission (AEWC) urged
the MM S to study further the effects of spilled oil in ice conditions and the effects of drilling
muds and discharges in the arctic environment. The president of the Inupiat Community of the
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Arctic Slope (ICAS) endorsed the comments of the AEWC. Unocal and Phillips Alaska
recommended the Alaska State annual areawide leasing program as a model for the OCS
program in this area, and Chevron recommended annual areawide sales. The Alaska Oil and Gas
Association (AOGA) echoed the governor’s comments citing the Beaufort Sea Planning Area as
afocal point in the Alaska Region in the new 5-year program. The U.S. Fish and Wildlife
Service recommended excluding the areas off ANWR and the Teshekpuk Lake Surface
Protection Area.

Options

(1) Fivesales (2003, 04, 05, 06, 07) in the program area depicted on Map 3
(2) Three sales (2003, 05, 07) in the same area as Option 1

(3) Onesde (2003) inthe same areaas Option 1

(4 Nosde

(5) Other

Discussion

Option 1 would be most responsive to industry recommendations for access to this area and
would be most consistent with the State of Alaska s annual areawide approach to leasing in state
waters. Option 2 would provide a somewhat slower pace. Option 3 would provide for an even
slower pace of leasing. The proposed program area is identical to the area proposed in the 5-year
program for 1997-2002.

CHUKCHI SEA AND HOPE BASIN PLANNING AREAS

Background. The Chukchi Sea and Hope Basin Planning Areas have been combined for leasing
consideration since they were proposed for a joint sale in the 5-year program for 1992-1997
because of the likelihood that promising hydrocarbon prospects in the Chukchi area extend into
the Hope Basin area. Two lease sales have been held in the Chukchi Sea Planning Area, the
most recent in 1991, and there are no active leases in the area