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committee to the Secretasy of Energy whose mem-
bers include representatives of the il and gas induis-
try, consumer and environmental groups, the finan-
cial comrnunity, and states, among others. Its sole
purpose is to advise, inform, and make recommenda-
tions on any matter requested by the Secretary relat-
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with a second comprehensive report on natural gasin
1999. More than 150 individuals participated in
developing the 1999 report.
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keep up to date on evolving issues in the dynamic
North American natural gas marker. Specifically, it
helped the Department organize a workshop on
March 5-6, 2001 in Washington, D.C. to survey the
milestones on assumptioas, findings, and reccommen-
dations set forth in the 1999 Council report. More
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Transtrum, and William Trapmann.

2997

DOEDG6-0354

Obtained and made public by the Natural Resources Defense Council, March/April 2002




Workshop Summary

Introduction

In the last ten years, the U.S. has struggled with che
decision of what fud, or fuels, to rely on to power the
Nation's economy as we move into the 21st century.
Two of the primary criteria in this decision are that
the fuel has to be available in secure, reliable, and
reasonably-priced volumes, and that the fuel has 1o
contribute to the goal of protecting the environment.
QOut of this process, natural gas clearly emerged as
the fucl-of-choice for the coming decades.

In 1990, when it first became apparent char natural
gas might play a bigger role in meeting the country’s
needs for a clean and reliable fuel, Secretary of En-
ergy James Watkins asked the National Petroleum
Council (NPC) to undertake “...a comprchensive
analysis of the potential for natural gas to make alarger
contribution, not only to our Nadon’s energy sup-
ply, but also to the President’s environmental goal.”
The Council responded with a 5-volume report in

1992 entited, The Potential for Natural Gas in the '

Uhnited States, which concluded that “natural gas has
the potential to make a significantly larger contribu-
tion both to this Nation’s energy supply and its envi-
ronmental goals.” This was a landmark report that
encouraged U.S. industry and government to rely on
natural gas to meert the Nation’s energy and environ-
mental goals.

The NPC delivered its report, Meeting the Challenges
of the Nation’s Growing Natural Gas Demand, to Sec-
retary Bill Richardson in December 1999.

Today, natural gas supplies almost a quarter of the
Nation's energy needs. As projected in the NPC 1999
report, demand is expected to grow by almost a third
by 2010, increasing to 29 wrillion cubic feet (Tcf) in
2010 and to beyond 31 Tcf by 2015 (Figure 1).
Demand will increase in all consumption sectors—
residential, commercial, industrial, and electricity

generation——with thelargest growth in electricity gen-

- eration as natural gas remains the preferred fuel for

new electricity generation facilities (Figure 2) and in
all regions of the country (Figure 3). Mare than 14
million new customers will be connected to natural
gas supply by 2015 and many more will find cheir
growing electricity needs mer by gas-fired generators.

As described in the 1999 report, the Council found
that the domestic natural gas resource base was ad-
equate to meet increasing gas demand for many de-
cades. It also found, however, that realizing the full
potential of natural gas use in the United States would
require focus and action on seven critical factors in-

cuding:
* access.to resources and rights-of-way,
* continued technological advancements,

*» financial requirements for developing new
supply and infrastructure,

Extended

The NPC 1999 Report 35 Actual FocoPeriod ___View _
By 1998, it was apparent that the move
rowards narural gas envisioned in the 1992 uﬁ_ 30
NPC report was occurring even faster than 2 ed
expected due to growing indusuial de- G 2 _—
mand, slower-than-expected improvements & ,_/
in end-use efficiencies, and restructuring 2 19 NPCRAereace Coe |

. 1992 NPC High Case
of the electric utility industry. In response, 20— ] _ImINICLew G —
Secretary of Energy Federico Pefa asked the :;dmcu..p of Owecomcr ]
Council o “...reassess its 1992 study tak- "
ing into account the past five years' experi- 1990 1995 2000 2005 2010 2015

ence and evolving market condirions that
will affect the potential for natural gasin

the United States to 2020 and beyond”  Repons.

Yeaar

Figure 1. U.S. Nawural Gas Demand. Comparison of 1992 and 1999 NPC
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* availability of skilled workers,
* expansion of the U.S. drilling fleer,

* assuring reasonable lead times for develop-
ment, and

* meeting changing customer needs.

® Natwr! gas can make an imporaat contribution to the
Nation's energy partfolio

u Rediabifity is key-14 million new costomers by 2015

» Conservation and encrgy efficiency still needed

Figure 2. Natural Gas Demand Growth in NPC Referenae Case
(1998-2010): Distribution of 7 T<f Increase by Sector.

In responsc to thesc concerns, and to ensurc that the
mutual goals of government, industry and consum-
ers are met, the Council in 1999 recommended that:

* an interagency group be formed at the
highest levels of government to create a
strategy for natural gas in the Narion’s
energy portfolio,

» a balanced, long-term approach for responsi-
bly developing the Nation's natural gas
resource base be established,

* technology research and develop-
ment be emphasized,

¢ a plan for capital, infrastructure,
and human resources be created,

* government processes that impact
gas development be streamlined
to climinate duplication and
conflicting directives,

s the impact of environmental
regulation be assessed to objec-
tively weigh the environmental
benefits of natural gas consump-

tion versus the environmental impacts of
natural gas exploration and production, and

* new scrvices be designed to meer changing
customer needs.

The Council also recommended that, recognizing the
Nation’s changing energy needs and the dynamic na-
ture of natural gas markets, the Department should
periodically monitor trends in the assumprions used
in the study and progress in mecting the critical fac-
tors identified in the report.

DOE’S Workshop on
March 5-6, 2001

Since the NPC report was released in December 1999,
the domestic natural gas market has experienced con-
siderable volatility with prices for natural gas reach-
ing as high as $10 per million Bru (MMBru) on the
spot market. In 2000, average wellhead prices were
abour $3.40 per MMBru ($1998), 70% higher than
the typical $2 per MMBru price seen in the 1990s
(Figure 4). Historically high gas storage withdrawals
and imports were required to meet gas demand. In
view of these recent market events, and concerns raised
that demand for narural gas may be increasing at a
rate that the natural gas industry may find difficulc
to supply, it was clear that a review of the report and
its assumptions would be useful.

Figure 3. Natural Gas Demand Will Increase In All Regions (1999 NPC
Reference Case).

3
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Accordingly, the Department sponsored a
workshop on March 5-6, 2001, to provide
an opportunity for industry and government
executives, especially those individuals who
participated in developing the NPC 1999
report, to discuss and share their individual
observations on the report and changes that
bave been scen in the marketplace since the
report was released.

A “roadmap” highlighting key assumptions
from the NPC 1999 report provided the
backdrop for workshop discussions
(Figurc 5). In three areas that corresponded
~ to Task Groups previously organized by the
Council —Demand, Supply, and Transpor-

$4.50
$4.00
$3.50
$3.00
$2.50
£2.00
$1.50
$1.00
$0.50
[

[\ . f;.
\ K

' : Wy
—— Actual

® NPC Lowest
-t NPC Highest

1980 1985 1990 1995 2000 2005 2010 2015

tation and Distribution—the workshop participants

reviewed:

o assumptions used in the NPC 1999 report
Reference Case or derived from the model-

ing results,

« changes in natural gas market conditions

19988/ MMBw

Figure 4. Average U.S. Wellhcad Gas Price—1999 NPC Cascs.

The Department requested thar the workshop par-
ticipants share their expert insights and observations
on the recent events in the natural gas industry, and
did not seck a consensus view. The purpose of the
workshop was for the participants to gain an improved
understanding of our Nation’s encrgy situation and
the evolving role of nacural gas in meeting the energy

and public policies since the NPC 1999 needs of consumers.
rcport was released,
* the magnitude of these changes (e.g., as
compared to results or sensitivity
analyses from the NPC 1999 Reference Case
report), and .
Sensitivity Cases
« possible implications these changes may * Resource Base
have for the results, findings and recommen- | ________________ * Technology
dations of the NPC 1999 report. * O Price
« GDP
o Access
I ]
Demand Supply Transmission/Distribution
"US. GDP Growth Resousce Base *Major Projects Completed and Planned
US. Industrial Production Index *Domestc Gas Production Basis Differentials
Canadian GDP Growth Convendonal, GOM, U NG Impars
?md: Oxl Prices s Wells and Footage Drilled *Fronties Pipeline Projecss
Ekecuricity Demao . Imparts and Exporrs {Alasks, NW Temitories)
*New Powerplane Consgruction . ot N
L. . Canads, Mexico ING Pipcline Construction Cosss
Powerplant Fuel Switching Capability d Gu S
Nudear Plant Relicensing *Technalagy Progress 23 Storage Costs
Coal and Nuclear Capacity Udlization Explararion Success New Services
Industrial and Residential/ Commerdal Drilling Efficiencies Access wo Rights of Way
Narural Gas Demaad ~Access to Resourees Financial Requirernens
Weather o -
Finandal Requirements
*Key issucs.
Figore 5. NPC Natural Gas Study Roadmap.
4
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Workshop Commentary

Over the past two years, a number of significant
changes have taken place in natural gas markets. De-
mand has increased significandy, driven primarily by
power generation needs, while domestic production
has not kept pace with demand. The situation
reached levels of significant concern this past Decem-
ber when the “perfect storm” hit domestic gas mar-
kets. Following a cold November, December was even
colder—aver 20% colder than normal. Gas storage
had already been heavily drawn down and, the sup-

ply/demand balance was right as end-users that could”

switch to oil had already done so. As a result, in
December 2000, wellhead natural gas prices nation-
wide averaged $5.55 per MMBuu, almost three times
the prices onc year earlier, and peaked at over $10.00
per MMBru.

The increased demand over recent months has been
madc up mostly by one-time increased drawdown
from storage, as well as increased imports from Canada
and decreases in demand (fuel switching and reduced
consumption in the industrial sector). The extent to
which these trends can continue is unclear. It ap-
pears that demand will continue to grow as least as
quickly as envisioned in the 1999 NPC report, and
possibly faster. As a Narion, we need to examine
closely how the marketplace will accommodate this
increased demand for natural gas.

With respect to oil prices, the NPC Reference
Case oil price assumption was $18.50/bbl West
Texas Intermediare (WTI) in real 1999 dol-

There was discussion among the participants that if
oil prices stayed high, upward pressure would be
placed on gas prices because in the NPC Reference
Case and in most of the sensitivities, potential gas
demand was projected to be switched to oil to bal--
ance the marker. If oil prices were higher, then gas
prices would also be higher than projected. While
these higher prices would bring in more gas supply,
they might also inhibit long-term gas demand by,
for example, making coal more cconomic for new
power plants.

The participants discussed the fact that about 12,000
megawatt (MW) of new coal capacity beyond that
projected in the NPC study has already been an-
nounced in the last six months due to high gas and
oil prices. There was some disagreement as to whether
these and other new coal plants that might be planned
in the future would add to the NPC projection for

* coal generation or make up for old coal plants that

will be retired due o the high cost of reurofitting
environmental controls.

As might be expected, workshop participants pre-
sented a range of views, from expectations that the
marketplace would shortly come back into balance,
albeit at higher price levels than in the past. to more
ominous vicws that acute natural gas shortages may
be in the offing in the near future. What became
clear, however, was that there may be inadequate data
at this time with which to decide among differing
views regarding the implications of nascent trends.

" $35.00

lars'and $16.50 for refiners average cost of crude
(RACC). These prices were chosen for the $30.00 A
study because they are the actual long-run  $25.00 - .
average over several decades. (High Oil Price 55001 A e \\\ /
and Low Oil Price sensitivity cases assuming AV - ‘\ / L ——
long-run WTI oil prices of plus or minus $15.00 ~_
$3.50/bbl were also run.) Actual oil prices  $10.00 ==
(Figure 6) ilf 1 999. md‘2000 were highc'r tl'm:n $5.001 - E:EA?EIA) L
even the High Oil Price case. The high oil i
prices stimulated drilling activity and led in- 50.00
directly 1o higher gas prices through much of 1995 199% 1997 1998 1999 2000 2001
2000 when gas competed with distillatc and
~ fuel oil at the burner ap. Figure 6. Oil Prioc (RACC) (Nominal U_S. Dollars per Barrel).

3001

DOE006-0358

Obtained and made public by the Natural Resources Defense Council, March/April 2002



Participants universally saw the need for increased Natural Gas Demand
benchmarking of key demand, supply, and transmis-

sion and distribution milestones, which would help The estimated actual gas demand in year 2000 was
clarify the situation. Further, there was a call o re- about 0.5 Tcfhigher than expected by the NPC 1999
convene anather workshop in six to nine months when report reference case (Figure 7).} Workshop partici-
improved data on year 2000 and information on pants discussed how harsher weather in 2000, to-

trends for 2001 would be available and more mean- gether with less clectric production from hydro units,

ingful directions could be established. had contributed to the strong demand for natural
The NPC 1999 report has been characterized as the Bas- ’Ijhe participants also noted dhat qusually bigh
most definitive body of informarion oudining net withdrawals from gas storage, both in the U.S.
industry’s ability to mect future demand for natural - and Canada, helped meet the demand for natural gas

pasin the United States. And, overwhelmingly, work- - when gas supplies were lower than expected in 2000.

shop participants reaffirmed the value of the NPC As forescen by workshop participants, higher growth
1999 repart and the validity of the recommendations in the Gross National Product (GDP), greater instal-
therein. While the growth in natural gas demand lation of gas-fired power generation capacity, emerg-
projected in the report may turn out to be conserva- ing environmental concerns, and government poli-
tive if demand increases more rapidly than antici- cies that encourage gas use, could all contribute to
pated, the common theme expressed by workshop future gas demand growing even faster than set forth
participants was that the results, findings and rec- in the NPC 1999 report. Close monitoring and
ommendations of the NPC 1999 report are even more benchmarking of this issuc was determined by the
critical today and that, as a long-range documen, it workshop participants be 2 high priority, particularly
remains valid. It was stated repeatedly that an even to provide reliable information to industry.
greater .:icnsc ofurgcr;cy.shodd bc.attachcd ro s !i‘.)d— Given short-term GDP growth of 4.2% in 1999 and
ings and recommendations, particularly for decision 5

akers in wove ¢ and industry. 5% in 2000, versus the long-term 2.5% annual growth
makxers 11 go’ rament and 1n ry

The balance of this workshop summary pre-
sents the key issues and trends identified

and discussed by workshop participants on 240

natural gas demand, supply, and transpor- —NPC99

tation and distribution. The report also ex- 23'5_ 1 - Est. Actual (EEA) /

amines the status of the critical factors set 230 ' -~
forth in the NPC 1999 report and high- /
lights new issues that have emerged since 25

the issuance of the report. Material from
. 220 e e —— o
presentations made at the workshop can be

found in the Appendix. For the sake of brev- 215 A

ity, NPC 1999 report assumptions that were ~

not considered by workshop participants to 210 — ' :

warrant critical benchmarking are not de- 1995 1996 197 1998 1999 2000 2001
scribed.

Figurc 7. U.S. Total Gas Consumption (Teflyear).

' FEstimated actual demand for 1999 and 2000 were calculated by adjusting E1A's ¢ pton data (source: ELNs Narunal Geos Annwal and Narural
Gas Manthly) by their “balancing irems™ to less gas production and gratar gas consumption for those years.

! While the NPC projection foresaw that the drilling declines in 1999 would lead 1o a very dight gas market in 2000, ic had assumed that fucl

switching 10 oil {rather than storage withdrawals) would balance the maskes. High prices for oil in 2000 prevented the fuel switching from occurring
as anticipared.

3002

DOED06-0359

Obtained and made public by the Natural Resources Defense Council, March/April 2002



assumed in the NPC 1999 report Ref-

erence Case (Figure 8), workshop par- Faster GDP Growth gﬁ:;iﬁ%ﬁ;ﬁ
ticipants stated that consideration (2000) {1998-2000)
should be given to using hlgl:lcr GDP 6.0% 75.0% 40 P

growth rates of about 3% in future -g 5.0% LI%- g Cw

analyses of natural gas demand. It was 2 - dmke

noted that the EIA had increased ex- o 49% [ E 301 30 GW
pected GDP growth rates to 3% annu- 8 3.0% — 5% 3 -

ally in recent analyses. (The NPC 2 2.0% i 3 51

analysis also included 2 3% GDP E L E|

growth sensitivity case.) Participants 1.0% . = 200 1
observed tha, if actual average GDP | 0 1 1

growth rates continue to be higher 0.0%
than the 2.5% average GDP growth

Actual* NPC 1999

Actual** NPC 1999

Study Study
rate used in the NPC Reference Case, *EIA, Short Term Energy Oudook, Natural gas for electricity—
the gap between actual natural gas de- Jan 2001, 4 years ahead of NPC projection
mand and the Reference Case demand **EEA

could widen significantly as time

progressces. 2000).

Workshop participants acknowledged

that more gas-fired power capacity had been installed -

in the past two years and that much more would be
installed in the next several years than expected in
the NPC 1999 report. Participants noted that the
availability of data on the role and use of these plants,
ranging from peaking to near base load, would be
useful to better define new demand for narural gas
from power generation.

Much workshop discussion centered on the need for
improved data on national as well as regional clec-
tricity demand and capacity. Improved data. on new
gas-fired generating capacity was viewed as particu-
larly important, as companies look to rebuild spare
capacity in selected regions of the country, such as
California and New England. It was noted that re-
duced electricity generation from hydropower had ex-
acerbated the California power crisis, although in-
creased utilization of nuclear plants had compensated
for shortages in hydropower nationwide.

Considerable workshop discussion centered on estab-
lishing how much fuel switching actually took place
last year when natural gas prices (on a Bru basis) ex-
ceeded distillate oil prices. Also, there were requests
for improved data on the physical (and regulatory)
ability to switch from gas to distillate and mare reli-
able information on the fuel choices available to the

Figure 8. GDP Growth (2000) and Gas/Qil-Fired Electric Power Capacity (1998

Nation’s industrial sector and how much reduction
in industrial gas demand occurred this past winter as
aluminum and ammonia plants shut down their
manufacturing capacity and sold gas back into the
marketplace.

Workshop participants expected that actions that may
be raken to address concerns over the role of carbon
dioxide (CO,) and greenhousc gas emissions as well
as controls on other coal-fired power plant emissions
would likely increase the demand for natural gas.
Placing CO, capture equipment in plants would sig-
nificandy reduce (by 20 to 25%) the generating ca-
pacity of current coal-fired power plants.

Natural Gas Supply

‘Workshop participants recognized that supply is de-
termined fundamentally by the quality of the resource
base and the availability of appropriate technology
by which to produce it. In the U.S., the natural gas
resource base is large. But, at the same time, partici-
pants emphasized that the remaining domestic natu-
ral gas resource base is geologically complex and con-
sists of smaller fields. The geologic quality of remain-
ing resources is likely becoming poorer, or as described
in the words of ane participant, mimicking the popu-
lar political slogan, “It’s the geology, stupid.” One
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participant observed that his

company has drilled prospects g 20 159

down to about 4 Bef and what ; 191

is left is sn'.xaller, tighter and g 15| “b;: ::lu_c Com::nt 5 T P
costly to drill. He also noted 3 ‘Produttion Orher Offshore Gas
thar reserves growth is notas g 1ol B : 94

great for new fields as was the g e 8.7

casc in the past, suggesting g L - s3 57 51 48
that reserve growth factors T ST . TS
should be monitored. It was :é e : o ’j
stated that frontier areassuch 8 0 =T Aed NPC1999 Adual NPCI99 Aol NPC1999
as the Arctic and deepwater Source: Sety Sedy Seudy Sy
offshore provide opportunitics Togal — E1A Monthly Energy Review, Jan 2001 (0.4 Tcf of Difference

for improved exploration suc- Due 1o Calibration Differences, NPCovs EIA).

cess and expanding the resource Offshore — ARI estimates.

base, but that many of these Unconventional - ARI esti

fronticr areas are on public  Fryre 9. Domestic Natural Gas Production for 2000 Was Below Expectations, Except
lands and have access con- Unconveational Gas.

straints. To address these is- .

sues, workshop participants suggested that trends in In contrast, progress in E&P technology appears to
exploration and production (E&P) should be moni- be lagging (Figure 11). The NPC 1999 report Ref-
tored to discern if reserve additions per well and field erence Case assumed a 1.5% annual improvement in

sizes are truly declining faster than anticipated, im- exploration success, while recent actual success rates
plying the nced for more drilling and higher costs appear to have declined. Similarly, drilling cfficiency
than anticipated in the NPC 1999 report. (foorage drilled per rig per year) was assumed to im-
I 2000, actual natural gas production in the U.S. prove 1.25% annually for operations onshore and in

. the shallow Gulf of Mexico (GOM) and 1.5% in the
relative 1o the NPC 1999 report Reference Case was decpwater GOM. While drilling efficiency improved
lower than projected (Figure 9). Greater natural gas through 1998, recent data appear to show a decline.
imports and withdrawals from storage werc ‘u?‘cd to The group fcl’t strongly that these issues need to be
meet demand (Figure 10). .“Vorlshop parucipants closely monitored, recognizing that more daca is
indicated that promprt analysis of the reasons behind needed before it can be derermined if these are short-
the (thus far) lower-than-expected supply response term events or long-term changes in these factors. Ac-
was essential for understanding the outdook
for future natural gas supply.

20

Although domestic production for 2000 ap- {199
. . . < 19.1
peared to be less than anticipated in the NPC & N
- - 4
.1999 seport, whc.thc'r fh.as is dueto low_ prices = 7 Donlestic Net Impores Withdrawals
in previous years inhibiting investment in new & Proddction From Storage
drilling, to timce lags, or to poorer exploration ¥ 5 35 30
success rates and drilling effidienciesisnotyer '
clear. Several workshop participants expressed E
the view that sufficient time had passed for 9 08 4,
secing a production 1esponsc given the speed 0
with which wells are hooked up ta the pipe- Acuzal NPC d1;)99 Actwal NPC dly999 Acnal NEC d1;199
line system in the present market. Seurce: Energy Information Administration
Figure 10. Actual vs. Expected Sources of Natural Gas Supply 2000.
8
DOEO006-0361

Obtained and made public by the Natural Resources Defense Council, March/April 2002



Qil and Gas Explocadion
Sucoess (1994 - 2000) {1994 - 2000)

M
-
2

been cited by the Minerals Management
Service (MMS) and industry as providing

33.5%
181

180 4

170 4

164

% Successful Exploradon Wells
3
Footage Drilled per Rig Yr (000s)

=

160 4

1994-57
(Rrg) {Avg)
Source: EIA Monthly Encrgy Review, jan 2001,

1998 1929-2000 199497

Avg)

Figure 11. Progress in E&P Technology.

celerating depletion rates were cited as one cause for
overall flat or falling production and that depletion
rates should also be monitored. As demand for natu-
ral gas increases, due to smaller field sizes and more
rapid depletion, some perceive that industry may be
“running in place” 1o maintain producrion despire
doing all it can to increase the pace of drilling activ-
ity.

The group nored thar near-term supply response will
depend upon production from coalbed methane
(CBM) and the deepwater GOM, which are being

produced at rates higher than or equal to these pro-
jected in 2000.

Longer term, U.S. production will depend on having
adequate technology to cfficiently develop coalbed
methane, deep gas, tight sands and other unconven-
tional gas plays. Independents will continue to play
the critical role in developing these new natural gas
plays and will be users of newly developed technol-
ogy. Observations were made that there have been
very few “step change” improvements in exploration
and production technology over the last decade, most
nowably being the wider application of 3—D seismic
and horizonral drilling.

To meer future natural gas demand, the NPC 1999
report Reference Case projected that 14% of supply
would come from the Rocky Mountains and 33%
from the Gulf of Mexico. It was commented that
when the Deepwater Royalty Relicf Act, which has

1998  1999-2000

W) provided incentives for natural gas devel-
Source: EIA Monthly Energy Review, Jan 2001,

a stimulus 1o deepwater development, ex-
pired in December 2000, an opportunity
was missed to continue the program and
provide strong incentives for increased
deep water production. It was noted, how-
ever, that the MMS extended deepwater
royalty relief in a reduced form and also

opment on the shelf.?

Given the delayed domestic production
response to drilling, much of the-spare

- supply capacity to mect demand growth was con-

sumed the past year. Canada has been exporting natu-
ral gas to the U.S. significandy in excess of NPC 1999
report projections. It was indicated by workshop par-
ticipants that it is unclear whether Canadian produc-
don can uphold this trend. The Maritimes and
Northeast pipeline, which came onstream a year ear-
lier than projected at a rate of 440 million cubic fect
per day, accounts for a portion of the increase in Ca-
nadian imports. Additional gas imports came from
drawdown of Canada’s gas storage. Participants indi-
cated that further information would be valuable to
more fully understand the nature of the gas supply
from Canada. One encouraging note was that drill-
ing in Canada is moving further toward frontier ar-
eas, northern basins, and deeper formations in estab-

lished basins.

Participants also noted thar pipelines from both Alaska
and the MacKenzie Delta may be needed to meer
future natural gas demand. Even though natural gas
from these areas may not be available to the Lower-
48 states undl the 2008 to 2010 rimeframe, action
needs to be taken to preclude further delay. While
pipelines from thesc areas may face economic compe-
tition with increased imports of LNG, it was stated

that, most likely, both sources of gas supply would
be needed.

Expanded supply is also expected to occur from the
increased use of existing LNG facilities and the con-

* From the perspeciive of the Depanument of the Interior, a March 2001 Central Gulf of Mexico lease sale conducted with these terms was
exacmely successful yiclding $505 million in high bids on 54 wacts (68% and 60% increases respectively, over the previous yeac's sesult, with
increases evident at all water depths). Nincry companies participated, including 11 first time bidders.
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struction of new LNG facilities. New LNG facilities
will need to make a positive case to the public on
value and safety and will depend upon long-term
price and supply in world markets.

Participants noted that exports of about 50 Bcf per
year from the U.S. to Mexico may increase given pro-
jected growth in Mexican demand for natural gas,
especially in border states due to the growing pres-
ence of NAFTA-related “maquilladora” manufactuc-
ing faclities in Mexico. Environmental compliance
involving converting residual oil-fired power plants

to natural gas and the manufacturing and popula- -

tion growth in the near-border areas would maintain
increasing demand. A number of workshop parrici-
pants predicted that, even with expanded natural gas
development in Mexico's gas basins, Mcxico would
continue to call on U.S. natural gas supplies.

Finally, volumes of gas in storage at the end of this
winter season are likely to be historically low. With
the trend towards year-around gas demand for elec-
tricity, storage injections are likely to be low during
the coming summer, raising concerns as to whether
adequate injections can be madc in preparation for
the next winter season. It was also noted that de-
mand to warrant new and extended storage capacity,
while needed by power generators, is “just not yet

there.”

Transmission and Distribution

The NPC 1999 report assumed that over 5.2 Bcf per
day of new pipclinc capacity would be built in 1999
and 2000. Actual additions were 7.7 Bcf per day,
exceeding expectations. Participants noted that, while
this may be good news, future capaciry installations
face substantial challenges due 10 constraints on ac-
cess to rights-of-way, landowner concerns and other
factors. Through 2015, in the NPC 1999 report, it
was projected that almost 300,000 miles on new trans-
mission pipelines and distribution mainlines would
be needed to meet the future natural gas demand.
Despite recent gains in pipeline capacity, the need
for a significantly expanded natural gas infrastructure
remains. Future needsinclude new pipelines to reach
‘supplies in frontier regions, expansion of existing pipe-
line systems, and new laterals to serve elecuiciry plants.

While recognizing the continued need for responsible
development by industry, new safety regulations were
noted as a major concern for the industry by work-
shop participants. Itis anticipated that these regula-
tions may increase capital and operations and main-
tenance costs, may restrict gas flows, and increase costs
to consumers. Additional inspections, valve replace-
ments, making old lines “smart-piggable” and other
requirements could add billions of dollars of increased
costs. Lost capacity could also result, especially in
the critical summertime period, as lines are undergo-
ing inspection and upgrading.

Reliability of supply to end-users was also a concern.
And, this issue is currently being reviewed by the
Federal Energy Regulatory Commission. Such reli-
ability concems have 10 do with serving new power
plants that will come online, but which operate only
during certain periods of the day, creating new re-
quifements on interstate gas transmission.

Pipeline costs have increased faster than expected, par-
ticularly for rights-of-way. In addition, demand pull
has bid up contractor costs. It was noted thar, al-
though considerable pipeline capacicy has been added
in the past two years, future pipeline projects face
increasing lead times, especially as 2 more dominant
local role in the rights-of-way approval process

emerges, leading one participant to comment that
“All access is local.”

Critical Factors

The participants in the workshop reviewed the status
of the seven critical factors that were identified in the
NPC 1999 report. Participants stated that the criti-
cal factors remain valid and warrant action and dosc
monitoring more than cver. Several workshop par-
ticipants characterized the situation regarding some
critical factors as having lost ground in recent months,
rather than making progress towards 2 more positive
outcome,

1. Access. Of the critical facrors identified in the
original NPC 1999 report, access received the great-
est attention from workshop participants. In the
Rocky Mountains, pending implementation of the
recently established Department of Agriculture, U.S.

10
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Forest Service policy on roadless areas will dose
an estimated 9 Tef of vechnically recoverable
natural gas resources to development in ad-
dition to the previous 29 Tcf that were iden-
tified as off-limits in the NPC 1999 report.
With the roadless areas, resources subject 10
access restrictions in the Rodcy Mountain re-
gion will now total 144 Tcf (an increase of 7
Tcf) (Figure 12).

Ir was noted thar the industry has advanced
technology such as “postage stamp” drillpads
with which to drill in environmentally sensi-
tive arcas, but the view was expressed that this
may not be enough to convince the public

and policymakers to grant access. Rather, it Figure 12. US. Lower-48 N

‘Aypnuinndyﬂ Tof of the Rockies gas resources are dosed to development and
106 Tcf are available with restrictions. .

I Gas R es Subject to Access

may rake stark supply consequences o con- Restrictions (NPC 1999 Scudy Plus Changes Through 2000).

vince the public that access is in the Nation's
interest.

Workshop participants suggested that the current
Deparmment of Interior (DOI) and Department of
Energy cfforts to inventory resources and selated ac-
cess restrictions (called for by the Energy Policy and
Conservation Act) would be accelerated. Further com-
ments, however, indicated concerns that DOI and
DOE have inadequate funds and other resources to
undertake a full and thorough inventory. In some
instances, lease stipulations restricting access to fed-
eral lands have substantially reduced the drilling win-
dow and resulted in reduced rig availability and higher

drilling costs.

Concerns were raised about the future of Destin Dome
offshore Florida, development offshore California, and
Lease Sale 181 in the eastern Gulf of Mexico (which
was estimated in the 1999 NPC report 1o contain
about 9 Tcf of resources) and could become closed to
access. Concerns were also raised about whether fed-
cral land management agencies (¢.g., Bureau of Land
Management, Minerals Management Service, Forest
Service) with jurisdiction overnatural gas leasing, de-
velopment, and permitting have adequate resources
for increased, as well as existing, activity.

It was stated that, given the success of Canada’s Sable
Island developments, it would be useful to further

assess the Adantic Outer Continental Shelf (OCS) to
provide better information regarding the resource po-
tential in that area. This recommendation was con-
sistent with a prevailing workshop theme suggesting
the need to match access 1o the resource base and
regional supply with regional energy needs. (“Regional
Supply for Regional Demand”).

2. Technology. It was recognized by workshop par-
ticipants that, although the data are preliminary,
progress in technology does not appear ro be keeping
pace with expectations set forth in the NPC 1999
report. At the same time, workshop participants ex-
pressed concern that technology is now more critical
than ever. One participant narted that, over the last
15 years, the industry has been able to hold produc-
tion constant, even with fewer rigs and wells due to
the aggressive use of technology. Other workshop
participants noted that few, if any, breakthrough tech-
nologies appear to be on the immediate horizon.

Rescarch and development (R&D) expendituses by
major energy production companies have declined
(Figure 13). Although some R&D cfforts have been
picked up by service companies and independents,
data are not available 1o capture these R&D expendi-
tures. In addition, the comment was made that, al-
though R&D has shifted to the service sector, the
rescasch “cupboards are bare™ for new technology.

4 The conceps of enabling DOI to gathcr information on the natural gas resource potential and conduct focused, limited leasing in "OCS Bright
Spots”™ currendy constrained by OCS maratoriz has been discussed within the DOE OCS Policy Committee and other forums.
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Given the severity of market imperfections for
R&D, suggestions were made for new insti-
tucions and initatives such as entides similar
to those established in the late 1970s and
carly 1980s, namely the Energy Research and
Development Administration (that formed
the foundarion of today’s DOE R&D pro-
gram in nawral gas), and that tax incentives,
such as the Section 29 Tax Credit, be imple-
mented.

R&D Expenditoras (Million, $99)
333558388y

3. Financial Requirements. Workshop par-
ticipants noted that the recent higher naw-
ral gas wellhead prices have increased com-
panics’ internal cash flows and access to capi-
tal, although constraints remain, particularly
for independents. It was noted that the al-
ternative minimum tax was becoming a forefront is-
sue, impacting the return on investment for new
- projects. There was concern stated that increascs in
E&P costs (particularly in well drilling and comple-
tion) may consume much of the increases in planned
capital expenditures, restricting increased activity.
Costs increases of 25 to 40% have been experienced

already as labor and rig mobilization cests have in-
creased.

4. Skilled Workers. Workshop participants noted
that the past “boom and bust” cycles have damaged
the stability of the production industry’s work force.
The availability of skilled rig hands and other E&P
petsonnel now represents a serious constraint to in-
creasing supply. Some workshop participants indi-
cated that skilled workers (along with rig limitations)
are now the most limiting factors for the indusury. It
was suggested that the solution will of necessity be a
combined industry effort comprising such items as
training programs, higher compensation, and assur-
ances of stability. In the near term, labor shortages
have resulted in companies in several states employ-
ing prisoners on work-releasc and foreign workers.

5. Rigs. Both onshore and offshore rig flects are near
capacity and rig constraints have emerged at least five
years sooncr than cxpected in the NPC 1999 report.
Time lags of 4 to 6 months exist for securing rigs in
South Texas. It was also suggested that new data on
drilling costs be collected to benchmark these costs

. N 4 '*
. ‘\
*
992 1993 1954 1995 19%6 1997 1998 1999 2000

Source: EIA Performance Profiles of Major Energy Producers, 1999.
*Due 1o more activity, additional companics added to survey of
Major Energy Producers.

Figure 13. R&D Expenditures by Producers for Oil and Gas Recovery Have
Fallen by More Than 50% Since 1992.

to cost expectations in the NPC 1999 report. Given
the cven greater-than-expected increase in demand
for rigs (nearly 2200 by 2010 in the NPC 1999 re-
port Reference Case), workshop participants cited the
need for ideas on how to provide reliable market sig-
nals or contractual assurance to the rig construction
industry. Given the natural gas price volatility of re-
cent years, neither Wall Strect nor the rig construc-
tion industry have confidence that prices and rig day-
rates will remain high enough to justify investments
in new rig construction. :

6. Lead Times. Cumbersome permiuing and ap-
proval processes, and lengthy study requirements at
federal, state and local levels, remain a concern. Nu-
merous workshop participants noted that problems
with lease stipulations and access are increasing drill-
ing costs and development Jead times. One partici-
pant nated thac the Mincrals Management Service
has done a good job in rerms of expediting permit-
ting for offshore drilling, bur, onshore drilling is sub-
ject to delays, in part duc to lack of sufficient Bureau

of Land Management staff.

7. Requirements of New Customers. Workshop par-
ticipants indicated thar new customer requirements
can be mert, but that a primary issue is ar what cost
and how these costs will be recovered.

Obtained and made public by the Natural Resources Defense Council, March/April 2002
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NPC 1999 Recommendations

Workshop participants overwhelmingly reaffitmed the
importance of the recommendations put forth by the
Council in its 1999 report. Particular emphasis be-
ing placed on:

* government and industry taking a leadership
role in establishing a strategy for natural gas
in the Narion’s energy portfolio (Recom-
mendation 1)—as reflected in commentary
on national energy policy, future fuel
choices, and the confluence of factors
induding limited spare capacity in domestic
and world encrgy markets that, if not
addressed by government and industry,
could increase the Nation’s vulnerability to
energy supply disruptions and higher energy
prices that would adversely affect consumers
and the economy;

* establishing a balanced, long term approach
to responsibly developing the Nation's
natural gas resource base (Recommendation
2)—as reflected in commentary on the
importance of access to resources and rights-
of-way, onshere and offshore;

e the need for technology advancement
(Recommendation 3)}—as reflected in
commentary on drilling cfficiency and the
geologic complexity of the remaining nartural
gas resource basc;

* the nced for capital, infrastructure and
human resources (Recommendation 4)—as
reflected in commentary on increasing costs
to produce and deliver natural gas to con-
sumers, cash flow, investment markets, and
shortages of skilled workers and drilling rigs;

and

« streamlining government processes that
impact natural gas development {Recom-~
mendation 5)—as reflected in concerns
about development lead times and the
adequacy of staff and other resources ac
federal land management agencies.

New Issues for Consideration

Public Education/Relations. A common theme ex-
pressed by many workshop participants was the nced
for educating the public regarding the challenges faced
by industry in providing adequate and affordable sup-
plies of natural gas to meeting the Nation's growing
demand for natural gas. Currendy the swong inter-
est by the public in energy presents an opportunity
for telling the “natural gas story.”

The need for communication was expressed, for ex-
ample, concerning the issue of access, whese consum-
ers may be unaware that restrictions on access drive
up natural gas prices by limiting supply and discou-
aging transmission and distriburion construction.
Similarly, the public may not fully understand what
ffosts are necessary to turn a complex resource base
into economically recoverable reserves and deliver
natural gas to the Nation's homes, offices, and facto-
ries. Some workshop participanis felr perspectives
that individual resource areas such as the Atantic or
Pacific OCS may contain only a few year's supply of
natural gas, and therefore should remain closed to
access, are misguided. And, some suggested that more
information needs to be shared with the public about
the environmental benefits of the advanced technol-
ogy. Effective communication between industry and
parties that may be affected by its operations is a ne-
cessity.

Benchmarking. Workshop participants expressed sat-
isfaction with the outcomes of the workshop and
strongly recommended that, consistent with recom-
mendations in the NPC 1999 report, government
should undertake efforts in cooperation with indus-
uy 1o periodically “benchmark” acrual marker condi-
tions relative to the expectations set farth in the NPC
1999 report. Specific items to benchmark include
fuel switching, actual gas demand, ficld size distri-
bution, production, especially Gulf of Mexico shal-
low water production, depletion, exploration success
rates, reserve additions per well, drilling efficiencies,
drilling costs, Canadian supply mix, and T&D costs,
among others. It was suggested that another work-
shop would ideally be convened in the Fall 2001,
when impraved data on year 2000 and information
on trends for the year 2001 would be available.

13
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Conclusions of the Workshop

Due to a confluence of factors, the Nation now faces
potential constraints in oil, natural gas, and electric-
ity supply, all of which arc nceded for a growing
economy. The situation is such that there is limited
spare capacity and, as noted by some participants,
“cverything must go right” 1o meet current and fu-
ture encrgy demand. Without prompt action by gov-
ernment and industry, America could face a spate of
regional and national energy crises over the next de-

cade. Assummarized at the workshop, the solutions

to the Nation's encrgy problems are complex and there
is no “silver bullet.” The Nation will need 2 mix of
fuels, fossil and repewable, coupled with conserva-
tion to meet its future energy needs.

The aspiration among participants to stay informed,
and 1o work 1o inform others, about the opportuni-
ties and challenges of natural gas supply was readily
apparent. In the view of many workshop participants,
the Nation has not had an adequate cnergy policy,
particularly with respect to natural gas supplies in
recent years. Furthsrmore, misunderstandings about
the national energy supply situation and crises such
as those experienced this winter rend to increase dis-
trust of industry and the likelihood of what some par-
ricipants perceive 1o be ill-conceived public policies,
¢.g., moratoria and price controls. Given current poli-
cies that constrain access 1o higher quality resource
areas and other factors, industry will remain signifi-
cantly challenged to increase supply.

Public debate is turning to a new focus of fucling the
economy of the future. In this regard, 2 significant
opportunity exists to highlight issues of concern such
as access, technology progress, the need for expedited
permitting, and 2 national strategy for natural gas as
a component of the Nation’s energy portfolio.

As highlighted in the Council’s 1999 report, increased
government and industry cooperation is needed to
ensure adequate and affordable supplics of natural gas
for American consumers. Similarly, natural gas is pre-
dominantly a2 North American resource, and a coop-
erative North American energy policy is nceded to
meet demand growth and accelerate supply develop-
ment in Canada, Mexico, and the U.S.

Highlights of Workshop Commentary

Potential Actions for Government

b d

Improve interagency coordination
Establish a national strategy for natural gas

Review existing and proposed regulations
and policies that may impact natural gas
supply

Increasc access to resousces and right-of-way
(Federal lands inventory, Sale 181, Destin
Dome, OCS Bright Spots)

Strcamline permitting and approval
processes

Consult with states (maintaining a national
perspective)

Maintain view of North American gas
market and international sources of supply

Encourage technology development
Evaluate royalty relief and other financial

incentves

Monitor progress on Critical Factors

Obtained and made public by the Natural Resources Defense Council, March/April 2002
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U.S. Departnicnt of Energy Workshop

Surveying the Milestones for Meeting the Challenges of
the Nation’s Growing Natural Gas Demand

March 5-6, ZOQ 1
The Madison Hotel, 15th and M Strect, N.W., Washington, D.C.

Meeting Agenda
Mazch 5. 2001 "
1:00 p.m. Welcome and Overview—Rabert Kripowicz, Paul Kelly
* Inwoducdons
* Purpose of Workshop
*  Findings and Recommendations of the National Petroleum Council’s 1999 Study
»  Public Policy Context

1:40 p.m. Agenda Review, Workshop Roadmap and Overview—Nancy Johnson, Vello Kuuskraa

2:00 p.m. Demand Review and Discussion—Matthew Simmons, James Kendell, Harry Vidas
3:00 p.m. Break

3:20 p.m. Supply Review and Discussion—Thomas Nusz, Guido DeHoratiis, Vello Kuuskraa,

Jeffrey Eppink

4:20 p.m. Transmission and Distribution Review and Discussion—Blaise Poole, Harry Vidas,
Kevin Petak

5:30 p.m. Adjourn

March 6, 2001

9:00 a.m. Summary of Day One and What's Ahead—Robert Kripowicz, Paul Kelly

9:152.m. Stepping Back and Assessing the Market and Industry Situation — Paul Kelly,
Vello Kuuskraa, James Kendell

*  Overall Significance of Changes

*  Progress on Critical Issues

» Implications for 1999 Study Resuls, Findings and Recommendations
¢ Issues Warranting Continued or New Attention

10:30 a.m. Break

10:45 a.m. Next Steps for Industry and Government — Robert Kripowicz, Paul Kelly

*  Workshop Proceedings
»>  Other

12:00 p.m.  Adjourn
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U.S. Department of Energy Workshop

Surveying the Milestones for Meeting the Challenges
of the Nation’s Growing Natural Gas Demand
March 5-6, 2001
The Madison Hotel, Washington, D.C.
Workshop Attendees
Workshop Chairs :
Robert §. Kripowicz,* Acting Assistant Secretary for Fossil Energy, U.S. Department of Energy
Paul L. Kelly,* Senior Vice President, Rowan Companies, Inc.
Industry Antendees
Nancy Bagot, Manager, Government Affairs, Enron Corporation
Thomas A. Fry,* 11, President, National Ocean Industries Association
Lee Fuller, Vice President, Government Relations, Independent Petroleum Association of America
Wayne Gibbens, President, U.S. Oil and Gas Association
Edward J. Gilliard,” Senior Advisor, Planning and Acquisitions, Burlington Resources, Inc.
John H. Guy, IV,* Deputy Executive Director, National Petroleum Council
Jasmes W. Hail, Je,” Executive Vice President, DeGolyer and MacNaughton
Patricia A. Hammick,* Retired Senior Vice President, Columbia Energy Group
George C. Hass,* Executive Director, Business Development, CMS Gas Encerprises
John S. Hull,” Director, Energy Market Analysis, Texaco Natural Gas
Hunter L. Hunt! President, Hunt Power, L.P.
Mark H. LaCroix,* Reservoir Engineering Manager, Prize Energy Corporation
Gregg Nady, Manager, New Business Development, Shell E&P Company
Marshall W. Nichols,” Executive Director, National Petroleum Council
John W. B. Northington,* Vice President, Narional Environmental Strategies, Inc.
Thomas B. Nusz,* Vice President, Acquisitions, Burlington Resources, Inc.
Blaise N. Poole,” Manager, Marketing and Strategy, El Paso Gas Services Company
Ed Porter, Research Manager. American Petroleum Instirute

Rhone Resch, Director of Urility Regulations and Environmental Affairs, Natural Gas Supply Association
Nora Scheller, Washington Representative, ExxonMobil
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Richard J. Sharples, President, Anadarko Energy Services Company

Matthew R. Simmons,* President, Simmons and Company International

Walter (Skip) M. Simmons,* Director of Gas, Mirant

Neal Stanley, Senior Vice President, Forest Oil Corporadon'

David Sweet, Vice President, Natural Gas, Independent Petroleum Association of America
Diemer True, Partner, True Companies

Michael G. Webb,* Senior Vice President, Strategic Planning/Business Development, Kerr-McGee Corp.
George Williams, Governmental Affairs Manager, Sempra Energy

Paul Wilkinson,* Vice President, Policy Analysis, American Gas Association

John C. Wolfmeyer,” Consulting Engineer, Science and Technology Planning, Duke Energy
Byron S. Wright, Vice President, Strategy, El Paso Corporation

Gregory W. Zwick,* Director, Business Strategy, TransCanada Pxchmes

Government Attendess '

Elizabeth E. Campbcll, Director, Natural Gas Divisioﬁ, Data Analysis & Forecasting Branch, Energy Infor-
mation Administration, U.S. Department of Energy

Wialter D. Cruickshank,* Associate Director, Policy and Management Improvement,
Minerals Management Sesvice, U.S. Department of the Interior

Guido DeHoratiis,* Acting Deputy Assistant Secretary, Office of Natural Gas and Petroleum Technology,
U.S. Department of Energy

Arthur M. Hartstein, Program Manager, Oil and Gas Processing, Office of Natural Gas and Peuoleum
Technology, U.S. Department of Energy

Nina Rose Hatfield, Acting Director, Bureau of Land Management, U.S. Department of the Interior

Erick V. Kaarlela,” Senior Policy Advisor to the Assistant Director, Minerals, Realty and Resource Protection,
Division of Fluid Minerals, Burcau of Land Management, U.S, Department of the Interior

James M. Kendell,* Director, Oil and Gas Division, Office of Integrated Analysis and Forecasting, Energy
Information Administration, U.S. Department of Energy

Thomas R. Kitsos, Acting Director, Minerals Management Service, U.S. Department of the Interior
Bruce Ramsey, Associate Director, U.S. Forest Service

Pulak Ray,* Chief Geologist, Minerals Management Service, U.S. Department of the Interior
Special Assistants |

David Costello, Energy Information Adminisuation, U.S. Department of Energy

Nancy L. Johnson, Director, Planning and Environmental Analysis, Office of Fassil Encrgy,
U.S. Deparunent of Energy
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Elena Subia Melchert, Program Manager, Office of Natural Gas and Petroleum Technology,
U.S. Department of Energy

John J. Pyrdol.* Senior Economist, Office of Natural Gas and Petroleum Technology,
U.S. Department of Energy

Trudy Transtrum, Communications, Office of Natural Gas and Pecroleum Technology,
U.S. Deparument of Energy

William Trapmann, Economist, Energy Information Administration, U.S. Department of Energy
Feridun Albayrak, Vice President, Technology 8 Management Services, Inc.

Jeffrey Eppink,* Vice President, Advanced Resources International, Inc.

Vello A. Kuuskraa,* President, Advanced Resources Intemational, Inc.

Kevin Petak,* Director, Energy Modeling and Analysis, Energy and Environmental Analysis, Inc.
E. Harry Vidas,* Managing Director, Encrgy and Environmental Analysis, Inc.

* Indicates participation in the 1999 NPC Natural Gas Scudy.

19

3015

DOE0DB-0372

Obtained and made public by the Natural Resources Defense Council, March/April 2002




Department of Energy

Washington, DC 20585

SAMPLE

Dear Colleague:

The purpase of this letter is to invite you 1o attend 2 Department of Energy Office of Fossil Encrgy workshop
on Surveying the Milestones for Mceting the Challenges of the Nation's Growing Narural Gas Demand. The
workshop will be held in Washington, D.C. on March 5 and 6, 2001, convcning the first day from 1:00 p.m.
10 5:30 p.m. and the second day from 9:00 a.m. 0 12 noon. Joining me as co-chair of the workshop will be
Paul L. Kelly, Senior Vice President, Rowan Companies, Inc.

In December 1999, the National Petrolcum Council presented a report to the Secretary of Encrgy with
findings and recommendations for Mceting the Challenges of the Nation's Growing Natural Gas Demand.
The report highlighted the potential contribution of natural gas to meeting the Nation's future economic,
energy and environmental objectives, as well as critical factors that must be addressed by industry and govern-
ment to realize the Rull potential for natural gas use in the United States. The Council’s landmark report was
distributed widcly and has done much to raisc awarcness of natural gas issucs among industry and government
decision makers. However, the Nation's encrgy nceds and industry’s ability to address these needs are dynamic
and vill change over time. Accordingly. the Council recommended that government should periodically
monitor wends in the assumptions used by the Council and progress on the critical factors in order to
anticipate changes in supply and demand. In view of current energy projections, recent changes in natural gas

prices and drilling activity, and growth in natural gas demand for electricity generation, it is clear that a review
of the reporc would be useful.

Our aim in conducting this workshop is to offer an opportunity for industry and government executives,
especially those individuals who participated in the conduct of the Council’s 1999 swdy, to discuss and share
their individual obscrvations about: 1) the assumptions used in the 1999 study, 2) changes in natwral gas
market conditions and public policics since then, 3) the magnitude of these changes (c.g., as compared to
prior modcling results or scnsitivity analyses), and 4) what implications these changes may have for the results,
findings and rccommendations of the Council's 1999 study. While we arc not secking consensus views, we
trust these observations can inform industry and government decision makers in understanding our Nation's
energy situation and the role of natural gas in mecting the future energy needs of consumers,

To confirm your availability, or if you have questions regarding the workshop, pleasc contact Nancy Jobnson,
Dircctor of Planning and Environmental Analysis (202-586-6458), or Trudy Transtrum (202-586-7253) with
the Office of Fossil Energy. You may also conact Marshall Nichels or John Guy of the National Petroleum
Council staff who have kindly assisted us in planning this event. Additional workshop details will be sent w0
you as soon as they are finalized. I look forward to a comprehensive and enlightening discussion.

Sincercly,

Roberr 8. Kripowicz
Acting Assistant
Secretary for Fossil Energy

Endosure
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The Secretary of Energy
Washington, DC 20585
May 6, 1998

Mr. Joe B. Foster

Chair

National Petroleum Council
1625 K Street, N.W.
Washington, D.C. 20006

Dear Mr. Foster:

In 1992, the National Petroleum Council released a study entitled, “Potential of
Natural Gas in the United States.” That study was critical in identifying natural
gas as an abundant domestic resource that can make a significantly larger
contribution to both this Nation's energy supply and its environmental goals.

Since the release of the study, the Nation has experienced five years of sustained
growth in the use of natural gas. In addition, the study did not anticipate at least
two major forces that are beginning to take shape, which will profoundly affect
energy choices in the future — the restructuring of electricity markets and growing
concems about the potentially adverse consequences that using higher carbon-
content fuels may have on global climate change and regional air quality. These
issues offer opportunities and challenges for our Nation's natural gas supply and
delivery system. For a secure encrgy future, Government and private sector
decision makers need to be confident that industry has the capability to meet
potentially significant increases in future natural gas demand.

Accordingly, I am requesting that the Council reassess its 1992 study taking into
account the past five years® experience and evolving market conditions that will
affect the potential for natural gas in the United States to 2020 and beyond. Of
particular interest is the Council’s advice on areas of Government policy and
action that would enable natural gas to realize its potential contribution toward
our shared economic, energy, and environmental goals.

Given the significance of this request, Deputy Secretary Elizabeth Moler will co-
chair the study committee. I offer my gratitude to the Council for its efforts since
our meeting in December 1997, to assist the Department in defining 2 more
concise study scope. The breadth of issues related to natural gas supply and
demand is vast and I recognize that further refinements in scope may be necessary
once the study is underway to address the most significant concerns about future

natural gas availability.
Sincerely,
‘ Federico Pefla
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The Secretary of Energy
Washington, DC 20585

November 18, 1998 .

Mr_Joe B. Foster

Chair

National Petroleum Council
1625 K Street, N'W.
Washington, D.C. 20006

Dear Mr. Foster:

This is to convey my approval to establish a Committee on Natural Gas and to
appoint industry members as proposed in your letter of October 6, 1998. I also
approve the establishment of a coordinating subcommittee and the appointment of
subcommittee members identified in your letter.

The Deputy Secretary will serve as the Government co-chair of the committee; the
Assistant Secretary for Fossil Energy will co-chair the coordinating subcommittee.
Staff involved in this study will be from the Office of Fossil Energy and the Office
of Policy and International Affairs. In addition, the Energy Information
Administration has expressed an interest in providing technical and analytic
support. The Deputy Assistant Secretary for Natural Gas and Petroleum

Technology will serve as the alternate for the Government co-chair of the
subcommittee.

1 agree that it would be appropriate for a representative of the Department of the

Interior to be a member of the coordinating subcommittee, and we are pursuing
this issue.

For a secure energy future, Government and private sector decision-makers need
to be confident that industry has the capability to mect the significant increases in
natural gas demand forecasted for the twenty-first century. 1am pleased that the
National Petroleum Council recognizes the challenge facing the domestic natural

gas industry and has agreed to conduct a study of natural gas supply availability. I
look forward to the study’s results.

Yours sincerely,

Bill Richardson
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