
, 

BY THE COMPTROLLER GENERAL KtLEASE~ 

Report To The Chairmaq, Subcommittee On 
Oversight And lnvestigatlons 
Committee On Energy And Commerce 
House of Representatives 
OF THE UNITED STATES 

Early Assessment Of 
Interior’s Area-Wide Program 
For Leasing Offshore Lands 
More offshore lands have been leased for oil and natural 
gas exploration as the result of a new Department of the 
Interior area-wide approach to offshore leasing. It is too 
early, however, to determine the full effects of this change 
on production, imports, prices, employment, and total 
government revenues. GAO’s analyses indicate that com- 
petition and bid revenues for individual tracts have been 
reduced because of the shift to the new program. Interior 
believes, however, that increased leasing will encourage 
greater production and, ultimately, greater revenues from 
earlier receipt of rents, royalties, and taxes. 

GAO also believes that two of Interior’s competitively 
based bid-acceptance criteria are less appropriate for 
assessing bids than Interior’s own independent estimates 
of tract value where Interior has good or excellent 
supporting data. GAO recommends that the Secretary of 
the Interior modify the bid-acceptance process to help 
assure that fair market value is received. 

Interior has not submitted the required annual reports 
assessing the effects of offshore leasing on the human, 
marine, and coastal environments, The Congress may 
want to reconsider whether this legislative requirement is 
still needed. 

53a5w 

127498 

GAOIRCED-85-86 
JULY 16.1986 



Request for copies of GAO reports should be 
sent to: 

U.S. General Accounting Off ice 
Document Handling and Information 

Services Facility 
P.O. Box 6015 
Gaithersburg, Md. 20877 

Telephone (202) 2756241 

The first five copies of individual reports are 
free of charge. Additional copies of bound 
audit reports are $3.25 each. Additional 
copies of unbound report (i.e., letter reports) 
and most other publications are $1.00 each. 
There will be a 25% discount on all orders for 
100 or more copies mailed to a single address. 
Sales orders must be prepaid on a cash, check, 
or money order basis. Check should be made 
out to the “Superintendent of Documents”. 



COMPTROLLER GENERAL OF THE UNITED STATES 

WASHINQTON D.C. zo(wI 

B-207556 

The Honorable John D. Dingell 
Chairman, Subcommittee on Oversight 

and Investigations 
Committee on Energy and Commerce 
House of Representatives 

Dear Mr. Chairman: 

This report, prepared at your request, discusses the impact 
of recent area-wide sales for leasing offshore lands. The report 
also discusses the Interior Department's new bid-acceptance 
procedures for ensuring that it receives fair market value for 
leased offshore lands and Interior's streamlined presale planning 
process for providing states and others affected by offshore 
activities an opportunity to participate in the process. At your 
request, we did not obtain agency comments on a draft of this 
report. 

Unless this report is publicly announced by you, we plan no 
further distribution until 30 days from the date of the report. 
At that time, copies will be sent to the Director, Office of 
Management and Budget: the Secretary of the Interior; other House 
and Senate committees and subcommittees having oversight and 
appropriation responsibilities for the offshore leasing and 
development program; and other interested parties. 

Sincerely yours, 

I 
ActingComptrolleY Ge/neral 

of the United States 

~ Enclosure 





COMPTROLLER GENERAL'S REPORT TO THE 
CHAIRMAN, SUBCOMMITTEE ON OVERSIGHT 
AND INVESTIGATIONS, COMMITTEE ON 
ENERGY AND COMMERCE 
HOUSE OF REPRESENTATIVES 

EARLY ASSESSMENT OF 
INTERIOR'S AREA--WIDE 
PROGRAM FOR LEASING 
OFFSHORE LANDS 

DIGEST ----__ 

During the 1970's, despite rapidly increasing 
oil prices, U.S. offshore oil production had 
declined while the rest of the non-Communist 
world was experiencing increases. Further, 
the leasing policies of other countries were 
making more offshore acreage available and 
firms were increasing their efforts to locate 
new resources. Given these circumstances, the 
Department of the Interior believed that off- 
shore leasing opportunities should be in- 
creased and that industry should be allowed 
greater flexibility in,making leasing and 
exploration decisions. 

In 1982 Interior implemented an "area-wide" 
program to lease Outer Continental Shelf (OCS) 
lands for oil and natural gas exploration and 
development. The area-wide program was a 
significant departure from the "tract- 
selection" program then in operation, which 
had made only a limited amount of offshore 
lands available for lease. The area-wide 
program increased the number and frequency of 
lease sales, offered more tracts for lease in 
each sale,2 and included new bid-acceptance 
and presale planning procedures. Entire 
offshore planning areas--up to 50 million 
acres --were offered for lease, rather than the 

--- 

'Department of the Interior, Minerals Manage- 
ment Service, From Policy to Production, Off- 
shore Leasing and Operations, November 1983. 

2A tract is an administratively designated 
geographical area of OCS land offered for 
lease in a sale containing no more than 9 
square miles (approximately 5,760 acres). 
Interior accepts industry's bids and awards 
leases on a tract-by-tract basis. 
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more limited number of tracts nominated by 
industry and offered under the prior tract- 
selection program. 

Thus, beginning with the first area-wide sale 
in 1983, industry was given the opportunity to 
bid on any tract in a planning area except 
tracts deleted for reasons such as defense or 
environmental conflicts. In the first 18 
months of the area-wide program, over 265 mil- 
lion acres were offered and 13 million acres 
were leased, as compared with 62 million acres 
offered and 24 million leased during the pre- 
vious 29 years of OCS leasing. Interior 
expected that offering more tracts would lead 
to more exploration and earlier discoveries, 
thus increasing production of domestic oil and 
natural gas, decreasing reliance on oil 
imports, and moderating oil and natural gas 
price increases. 

At the time that the area-wide program was 
being developed, many analysts predicted that 
the,price of oil and natural gas would con- 
tinue to climb, with some estimating world oil 
prices reaching $60 per barrel or more (in 
1982 dollars) by the end of the century. 
Events over the past 2 years, however, did 
not lead to the forecast price increases. 
Instead, the price of oil has declined and the 
long-term outlook is uncertain. 

Interior's first area-wide 5-year leasing 
schedule called for 41 sales through June 
1987, with most in the Gulf of Mexico and off- 
shore Alaska. Nearly the entire OCS--about 1 
billion acres-- was planned to be offered, 
although only a small percentage was actually 
expected to be leased. Interior is currently 
developing its next 5-year leasing schedule, 
which is intended to be flexible enough to 
allow for necessary adjustments in response to 
changing market conditions. 

GAO reviewed the results of the first ten 
area-wide sales-- which took place April 26, 
1983-September 30, 1984--in response to a 
request from the Chairman of the Subcommittee 
on Oversight and Investigations, House Commit- 
tee on Energy and Commerce. GAO estimated the 
initial effects of the area-wide program on 
exploration activity, competition for leases, 
and bid revenues received by the government. 
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However, because very little oil or natural 
gas has been produced from leases under the 
area-wide program, GAO could not assess the 
effects on production, imports, prices, 
employment, or total government revenues. 
GAO also reviewed the area-wide program’s bid- 
acceptance procedures to determine whether 
they ensure receipt of fair market value, and 
the program’s streamlined presale planning 
process to determine whether it meets the 
needs of states and others affected by off- 
shore leasing. 

FULL EFFECTS OF AREA-WIDE 
LEASING UNCERTAIN 

GAO found that more offshore lands have been 
leased and that exploration is progressing at 
a faster rate under the area-wide program. 
However, more time is needed for production to 
occur on lands leased under the program, and 
before the full effects on domestic produc- 
tion, imports, prices, employment, and total 
government revenues can be determined. For 
example, Interior and industry have reported 
that it takes 3 to 14 years after a lease sale 
for production to begin. (See pp. 7-17.) 

GAO used multiple regression analyses to iso- 
late the impact of key factors that affected 
the number and amount of bids for individual 
tracts leased under the area-wide program, in- 
cluding decreased oil prices, interest rates, 
and the type and location of tracts. GAO’s 
analyses indicated that the stepped-up pace of 
area-wide leasing, by itself, significantly 
decreased competition and government bid reve- 
nues for individual tracts. 

Competition, as measured by the number of bids 
per tract, declined from an average of 2.44 
bids under the tract-selection program to 
about 1.65 bids under the area-wide program. 
GAO’s analyses indicated that about one-half 
bid per tract of this decrease was attribut- 
able to the shift to the area-wide program. 
(See pp. 19-21.) 

Similarly, the average bid per acre has de- 
clined from $2,624 per acre leased through the 
tract-selection program to $686 per acre 
leased under the area-wide program. GAO’s 
analyses indicated that the shift to area-wide 
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leasing was responsible for an average reciuc- 
tion in bids of $541 per acre leased. On the 
basis of the 13.03 million acres leased in the 
first ten area-wide sales, the federal govern- 
ment received about $7 billion (or a dis- 
counted value of $5.4 billion in 1984 dollars) 
less than it would have received if the same 
acreage were leased under the tract-selection 
program. (See pp. 22-26.) 

The OCS Lands Act, as amended, does not re- 
quire Interior to maximize government revenues 
for offshore leases; however, maintaining 
these revenues has been an important consider- 
ation of the program. Under the tract- 
selection program, industry's high bids 
usually substantially exceeoed Interior's 
estimates of tract value. Tn effect, 
industry-- because of the competitive nature of 
the prior program-- paid a premium over Jnte- 
rior's estimates of tract value. However, 
under the area-wide program, industry has been 
less willing to pay a premium for tracts. 

Interior believes that increased leasing will 
encourage greater production and, ultimately, 
greater revenues from earlier receipt of 
rents, royalties, and taxes. Although 
Interior has not analyzed the actual flow of 
government revenues from previous leases 
sales, it is currently developing a model to 
analyze the expected benefits of earlier 
receipt of royalties, rents, ana taxes under 
the area-wide program. GAO acknowledges that 
there will be offsetting revenues but noted, 
that since the OCS program began in 1954, bid 
revenues have comprised about 67 percent ($51 
billion of the total $76 billion) of the total 
direct revenues (bids, rents, and royalties) 
received by the government. The amount of 
taxes paid by 011 companies from offshore 
production could not be determined. (See 
pp. 24-25.) 

THE OCS LARDS ACT REQUJRES 
JNTERTOR TO RECEWE 
F'AfR MARKET VALUE 

The OCS Lands Act requires the Secretary of 
the Interior "to assure receipt of fair market 
value for lands leased. . . .” Although the 
act does not clearly define fair market value, 
'Interior has said that it is the amount, in 
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cash, for which a "knowledgeable" owner would 
be willing to sell a property to a knowledge- 
able purchaser. 

GAO believes that Tnterior can best ensure 
that the government receives fair market value 
for tracts leased by being knowledgeable about 
their value. Because interior has access-- 
under the OCS Lands Act, as amended--to all 
geological and geophysical data gathered for 
the OCS, it is in a position to become knowl- 
edgeable about the tracts' values. 

Changes in Interior's 
bid-acceptance process 

Under the bid-acceptance process of the tract- 
selection program, 'Interior independently 
estimated the value of each tract before 
offering it for lease. This estimate was the 
primary criterion that Interior used to ensure 
receipt of fair market value. High bids that 
exceeded Interior's estimates were accepted 
and the tracts were leased. However, high 
bids that were less than these estimates were 
rejected as being too low. An rnterior study 
has shown that when high bids were rejected, 
those tracts that were reoffered in subsequent 
sales were usually leased for higher amounts. 
(See pp. 28-29 and 40-41.) 

Under the area-wide program, Tnterior changed 
its process for ensuring receipt of fair mar- 
ket value. Because of the large increase in 
the number of tracts offered for lease in area- 
wide sales, Tnterior decided that evaluating 
every tract before the sale was no longer 
practical and placed increased reliance on com- 
petition and the marketplace for assessing the 
adequacy of high bids. Accordingly, Interior 
adopted a two-phase bid-acceptance process. 
During the first phase Interior does not esti- 
mate the value of tracts. It awards leases to 
the high bidder for (1) wildcat and proven 
tracts receiving adequate competition (de- 
fined by Interior as three or more bids) and 
(2) tracts that Jnterior judges not to contain 
sufficient oil and natural gas resources to be 
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profitable.3 During the second phase, 
Jnterior estimates the value of wildcat and 
proven tracts not leased during the first phase 
(because they received less than 3 bids) and 
all drainage and development tracts receiving 
bids. Jn the first ten area-wide sales, 
Tnterior evaluated 1,123 (42.3 percent) of the 
2,656 tracts receiving bids. (See pp. 29-31.) 

GAO's concerns about Interior's 
bid-acceptance criteria 

GAO believes that two of Interior's bid- 
acceptance criteria-- three-or-more-bids and 
geometric average-- should not be used as a 
basis for leasing tracts where Interior has 
good or excellent supporting data for its 
estimates of tract value.4 GAO believes 
that, in order to become a knowledgeable 
seller and have increased assurance that the 
high bids represent fair market value, Tnteri- 
or should use its estimates of tract value for 
assessing the reasonableness of high bids in 
these cases. 

Tn the first ten area-wide sales, Interior 
leased 305 wildcat and proven tracts under the 
first phase of the bid-acceptance process 
because it received three or more bids. By 
doing so, Interior did not take the oppor- 
tunity to become a knowledgeable seller for 
97 of the 305 tracts for which it believed it 
had good or excellent data to estimate the 
tract value. Jnterior's past experience shows 
that relying solely on the receipt of three or 
more bids does not ensure that the high bid 
will equal or exceed its estimates of fair 

3There are four types of tracts--wildcat, 
proven, drainage, and development. Wildcat 
tracts are unexplored tracts and proven 
tracts are previously leased tracts with 
known oil or natural gas reserves. Drainage 
and development tracts are tracts that have 
nearby productive wells on common reserves or 
on the same general structure, respectively. 

4Jnterior rates the quantity and quality of 
the geological and geophysical data it uses 
to estimate tract values. Although regions 
use somewhat different rating systems, 
"excellent" and "good" are generally the 
best ratings. 
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market value. For example, under the prior 
tract-selection program, Jnterior rejected the 
highest of three or more bids on 20 tracts be- 
cause the high bids were less than the 
estimates. (See pp. 33-36.) 

During the second phase of the bid-acceptance 
process, Jnterior uses available information 
to estimate the value of all drainage and 
development tracts and those wildcat and 
proven tracts not leased during the first 
phase of the process. Jf at least two bids 
have been received but the high bid is lower 
than the estimated value, Jnterior combines 
the bids with its estimate and computes a 
geometric average. Bids greater than this 
geometric average are accepted. Jn the first 
ten area-wide sales, 'Interior leased 20 tracts 
under this criterion for $65 million less than 
its estimates of their value, even though 
Jnterior believed its estimate was based on 
good or excellent supporting information. Jn 
addition, 18 of these tracts received only two 
bids. Jn effect, under the geometric average 
criterion, Jnterior gave more weight to a 
relatively few number of bids (because of 
averaging) than to its own estimates of tract 
value. (See pp. 36-40.) 

JNTERJOR STREAMLJNED JTS 
PRESALE PLANNJNG PROCESS 

In addition to changing the way it offers 
lands for lease, Jnterior also streamlined the 
presale planning process. This reduced the 
time allowed to prepare some planning docu- 
ments and for the public to review and comment 
on them. During this phase Jnterior collects 
and analyzes geological, environmental, and 
economic data on the sale area. Jn addition, 
federal and state agencies and others provide 
information, including environmental and eco- 
nomic data, to Jnterior on the offshore and 
coastal environments. Jnterior is responsible 
for coordinating and analyzing the informa- 
tion, identifying data needs, and evaluating 
states' and public opinion on the proposed 
lease sale. The streamlined process has re- 
duced the time needed to prepare for a sale 
from about 40 months to 20 months. (See 
pp. 43-46.) 

GAO sent questionnaires to 128 oil and natural 
gas companies, 23 coastal states affected by 
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the program, and 78 national environmental and 
fishery groups to solicit their perceptions on 
Jnterior's planning process. Most responded 
that Jnterior's planning documents are com- 
plete and accurate. Although Jnterior reduced 
the time allowed for public comment, most 
believed that they still have an adequate 
opportunity to participate. 

ANNUAL REPORT ON EFFECTS OF 
OFFSHORE LEASJNG 

Jnterior has not provided the Congress or the 
public with annual reports assessing the cumu- 
lative effects of offshore leasing on the 
human, marine, and coastal environment, as 
required by the OCS Lands Act. Jnterior 
officials question the need for the reports 
because information on OCS activities is dis- 
closed in other annual reports and various 
environmental impact statements. The required 
reports may be helpful for documenting the 
effects of increased offshore activities and 
providing additional information on the 
benefits of the program in one source. 
Nevertheless, the Congress may want to review 
the need for such additional reporting. (See 
p. 54.) 

MATTER FOR CONSJDERATJON 
BY THE CONGRESS 

The Congress should consider whether the 
annual report on the cumulative effects of 
offshore leasing, required by the OCS Lands 
Act, as amended, is still needed. (See 
p. 55.) 

RECOMMENDATJONS TO THE 
SECRETARY OF THE JNTERJOR 

Jnterior is currently developing its next 
S-year leasing schedule, which it intends to 
make flexible enough to respond to changing 
market conditions. Jn addition, Jnterior is 
developing a model to analyze the expected 
benefits of earlier receipt of royalties, 
rents, and taxes under the area-wide leasing 
program. GAO's report presents information 
and analyses about the effects of area-wide 
leasing on competition and bid revenues. 
While GAO recognizes that it is too early to 
assess many of the potential benefits of the 
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area-wide program, GAO recommends that the 
Secretary of the Jnterior, in developing the 
next S-year leasing schedule, consider the 
effects identified on competition and bid 
revenues in relation to anticipated benefits, 
and report his findings to the Congress. (See 
p. 27.1 

Jn addition, GAO believes--particularly with 
the reduction in bid revenues under area- 
wide leasing-- that two of Jnterior's bid- 
acceptance criteria (three-or-more-bids and 
geometric average) should not be used in place 
of Jnterior's estimates of tract value when it 
has gooo or excellent supporting data. Jn 
order to become a knowledgeable seller and 
have increased assurance that the high bids 
represent fair market value, GAO recommends 
that in those cases where it has good or 
excellent supporting data, Jnterior develop 
and use its independent estimates of tract 
value for assessing the adequacy of high 
bids. (See p. 42.) 

GAO did not obtain written agency comments on 
this report; however, agency officials were 
briefed on the report's contents and their 
comments were incorporated where appropriate. 
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GLOSSARY 

Area-wide lease sales -- Offshore oil and natural gas sales con- 
sisting of entire planning areas except those areas deleted by 
the Department of the Interior because of specific concerns. The 
first area-wide lease sale was conducted on April 26, 1983. 

Barrel -- The standard volume measurement used in the oil indus- 
try. A barrel of oil equals 42 gallons. 

Bid -- Cash paid to'the federal government by the successful 
bidder on a lease in addition to any rental or royalty obligations 
specified in the lease. 

Crude oil -- Liquid petroleum as it comes out of the ground. No 
two crude oils are exactly alike. They range from very light 
(high in gasoline) to very heavy (high in residual oil). 

Cubic feet -- The standard unit of measurement for quantities of 
natural gas at atmospheric pressure. 

Development -- Activities that take place following discovery of 
oil and natural gas in commercially producible quantities, includ- 
ing but not limited to geophysical activity, drilling, platform 
construction, and operation of all directly related support facil- 
ities. These activities all contribute to the ultimate purpose of 
producing the oil and natural gas discovered. 

Development tract -- A tract that has nearby wells with oil and 
gas resources but does not have common reserves. There should be 
some indication that some part of the tract is on the same general 
structure as the proven productive wells. 

Domestic production -- Oil and natural gas produced in the United 
States, in contrast to imported supplies. 

Drainage tract -- A tract that has a nearby well capable of pro- 
ducing oil or natural gas; oil can be drained from the tract if 
and when the well is placed in production. The common reservoir 
is interpreted to extend under both tracts. 

Environmental impact statement -- A document required by the 
National Environmental Policy Act of 1969 or similar state law in 
relation to any action significantly affecting the environment. 

Exploration -- The process of searching for oil and natural gas 
resources. Exploration activities include (1) geophysical surveys 
where magnetic , gravity, seismic, or other systems are used to 
detect or infer the geologic conditions conducive to the accumula- 
tion of oil and natural gas and (2) any drilling, whether on or 
off known geological structures. Exploration also includes the 
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drilling of a well in which discovery of oil or gas in paying 
quantities is made and the drilling of any additional well(s) 
after such a discovery needed to delineate a reservoir and to 
enable the lessee to determine whether to proceed with development 
and production. 

Exploratory well -- A well drilled to an unexplored depth or in 
unproven territory, either in search of a new reservoir or to 
extend the known limits of a field that is already partly 
developed. 

Five-year offshore leasing program -- The first step in the proc- 
ess of leasing offshore lands for oil and natural gas explora- 
tion. The Department of the Interior publishes and updates a 
S-year plan of timetables and areas that will be offered for 
lease. 

Lease -- A contract authorizing exploration for development and 
proauction of oil or natural gas on the land covered by the 
contract. 

Lease sale -- The public opening of sealed bids granting compani.es 
or individuals the right to explore for and develop oil and 
natural gas. 

Market -- A context in which qoods are bought and sold, not neces- 
sarily confined to a particular geographic location. 

noratorilm -- A formally announced suspension of a given type of 
activity, which can be initiated either by the organization(s) 
concerned or by legal authority. 

w -- A mixture of hydrocarbon compounds and small 
various nonhydrocarbons (such as carbon dioxide, 

helium, hydrogen sulfide, and nitrogen) existing in the gaseous 
phase or in solution with crude oil in natural underqround 
reservoirs. 

Outer Continental Shelf (OCS) -- All submerged lands that comprise 
the continental margin adlacent to the iJnited States. 

Planning area -- A subdivision of an offshore region used as the 
initial basis for considering blocks or tracts to be offered for 
lease in area-wide sales. 

Production -- A term commonly used for natural resources actually 
taken out of the ground. 

Proven tract -- A previously leased tract whose lease is expired 
and containlng known oil or natural gas reserves. Volume of 
reserves may or may not be known. 



Rental -- The amount periodically paid by a leaseholder to a 
landowner for the right to use property for a purpose delineated 
in the lease. 

Royalty -- A payment to a landowner (a governmental body or 
private party) by a leaseholder on each unit of resource pro- 
duced. Oil and natural gas royalties are usually paid in cash as 
a percentage of the value of production. 

Tract -- The geographic and legal extent of a single lease area; a 
convenient way of numbering blocks offered for lease. Tracts 
usually contain approximately 9 square miles. 

Tract-selection sales -- Offshore oil and natural gas sales con- 
sisting of a limited number of tracts within a planning region 
identified and offered for lease by Interior based on industry's 
nomination. Offshore lease sales conducted before April 26, 1983. 

Wildcat tract -- An unexplored tract that is not a drainage or 
development tract and whose potential for being productive is com- 
pletely unknown. 
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CHAPTER 1 

LNTRODUCTION 

During the 1970's, despite rapidly increasing oil prices, 
domestic offshore oil production had declined although the rest of 
the non-Communist world was experiencing increased production. 
Further, the leasing policies of other countries were making more 
offshore acreage available and firms were increasing their efforts 
to locate new resources. Accordingly, in 1982, the Department of 
the Interior implemented an "area-wide" program for leasing Outer 
Continental Shelf (OCS) lands for oil and natural gas exploration 
and production. 

A significant departure from the tract-selection program then 
in use, the area-wide program increased the number and frequency 
of lease sales and offered more tracts for lease in each sale. 
Thus, beginning with the first area-wide sale in 1983, industry 
was given the opportunity to bid on any tract in a planning 
area--over 5,000 tracts or up to 50 million acres--except ,;those 
deleted fo 

f 
specific environmental concerns or defense-related 

conflicts. Interior believed that removing the limitations on 
the location and number of tracts would allow industry greater 
flexibility in making leasing and exploration decisions. This, it 
was thought, would lead to more exploration and earlier discov- 
eries of oil and natural gas, thus increasing domestic oil and 
natural gas production, decreasing the United States' reliance on 
oil imports, moderating oil and natural gas price increases, and 
creating employment opportunities.2 

For almost 29 years Interior had used a tract-selection pro- 
gram to identify and evaluate tracts offered for lease. Under the 
tract-selection program, companies nominated specific tracts in 
which they were interested. Based on these nominations and the 
past leasing history of the area, economic and environmental con- 
siderations, multiple-use conflicts, and the estimated potential 
of the sale area, Interior selected tracts to be included in the 
sale. Prior to each sale, Interior collected and analysed geolog- 
ical, geophysical, engineering, and economic data to generate its 
independent estimate of the value of each tract. This value was 
the primary criterion for accepting or rejecting bids received for 

'A tract is an administratively designated geographical area of 
OCS land offered for lease in a sale containing no more than 9 
square miles (5,760 acres). Interior accepts industry's bids and 
awards leases on a tract-by-tract basis. 

2Department of the Interior, Minerals Management Service, From 
Policy to Production, Offshore Leasing and Operations, November 
1983. 
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each tract. Critics of the tract-selection program said that 
Interior was not offering the most attractive tracts for lease 
(not all the tracts nominated were offered for lease) and that the 
limited number of tracts in each sale (ranging from one to 544 
tracts) slowed the leasing of OCS lands and kept offshore produc- 
tion levels low. 

The area-wide program required changes in Interior's method 
for assessing whether or not to accept the high bid for each 
tract. First, Interior decided that evaluating every tract before 
a sale was no longer efficient because of the large increase in 
the number of tracts. Second, Interior decided to place increased 
reliance on competition and the marketplace. Thus Interior 
adopted a two-phase process that awards leases to the highest bid- 
der for certain types of tracts receiving adequate competition or 
for tracts determined to contain insufficient oil and natural gas 
resources to be produced. For the remaining tracts, Interior uses 
a detailed discounted cash flow model-- the same process previously 
used for the tract-selection program---to estimate the value of 
each tract. The high bid is compared with Interior's estimated 
value for each of these tracts. 

In addition to changing the scope and approach to offering 
OCS lands for lease under the area-wide program, Interior also 
streamlined the presale planning process. Interior broadened the 
scope of some of the presale planning activities and shortened the 
overall timing and sequence of the presale activities, such as 
issuing the final environmental impact statement and the proposed 
notice of lease sale in the same month. The time required to 
complete the formal presale process has been reduced from 40 
months for sales under the prior tract-selection program to 20 
months for sales in the area-wide program. Opportunities for 
public participation are retained and all phases of the environ- 
mental impact analysis are still conducted, according to Interior, 
but initiated earlier in the process.3 

VARIED LEGISLATIVE 
OBJECTIVES AND POLICIES 

The OCS Lands Act Amendments of 1978 (Public Law 95-372) 
established the policies for leasing offshore lands. The 
legislation provides that offshore resources should be made 
available for expeditious and orderly development, subject to 
environmental safeguards, in a manner to 

--achieve national economic and energy goals, 

3Department of the Interior, Minerals Management Service, Pacific 
Index, July 1981 - March 1983. 



--reduce dependence on foreign sources, 

--preserve and maintain free enterprise competition, and 

--insure that the public receives a fair and equitable return 
on the resources of the nation's OCS. 

The legislation also requires that Interior provide comprehensive 
assistance, timely access to OCS-related information, and the op- 
portunity for state and local governments affected by exploration 
and production of offshore resources to participate in federal 
planning decisions. 

INTERIOR'S RESPONSIBILITIES 
IN THE OCS LEASING PROGRAM 

The Secretary of the Interior is responsible for the prepara- 
tion, maintenance, and periodic revision of the OCS leasing pro- 
gram for oil and natural gas exploration and production. The 
S-year area-wide leasing schedule called for 41 offerings through 
June 1987, with most sales in the Gulf of Mexico and offShore 
Alaska. Nearly the entire OCS --about one billion acres--was 
planned for offering, although only a small percentage was actu- 
ally expected to be leased. At the time that the area-wide pro- 
gram was being developed, many analysts predicted that the price 
of oil and natural gas would continue to climb, with some estimat- 
ing world oil prices reaching $60 per barrel or more (in 1982 
dollars) by the end of the century. Events over the past 2 
years, however, did not lead to the forecast price increases; 
instead, the price of oil has actually declined and future prices 
are uncertain. The next 5-year leasing schedule is currently 
being developed which, according to Interior, is intended to be 
flexible enough to allow necessary adjustments in response to 
changing market conditions. 

Within Interior, the Minerals Management Service (MMS) 
handles day-to-day OCS management. MMS' major responsibilities 
are to 

--manage the leasing of federal offshore lands, 

--classify and evaluate OCS resources, 

--supervise development and production operations on 
offshore lands, and 

--collect and distribute revenues from offshore leases. 

3 
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OBJECTIVES, SCOPE, AND METHODOLOGY 

This report responds to a request from the Chairman, Subcom- 
mittee on Oversight and Investigations, House Committee on Energy 
and Commerce, to review the results of recent OCS lease sales. 
We sought to identify the initial or potential effects of 
Interior's shift to the area-wide program on (1) exploration and 
production activities, (2) the nation's reliance on oil imports, 
(3) oil and natural gas prices, (4) employment, (5) company par- 
ticipation and competition, and (6) revenues to the federal 
government-- all statutory objectives or departmental considera- 
tions for the program. Because very little oil or natural gas 
production has resulted from leases under the area-wide program, 
we could not assess the full effects on production, imports, 
prices, employment, or total government revenues. We were, how- 
ever, able to estimate the initial effects of the area-wide pro- 
gram on exploration activity, competition for leases, and up-front 
bid revenues received by the government for leases awarded. We 
also reviewed Interior's new bid-acceptance procedures to deter- 
mine whether they assure receipt of fair market value for OCS 
leases, and changes in Interior's presale planning procedures to 
determine whether these actions meet the needs of states and 
others affected by offshore leasing. 

The scope of our review covers the bidding and leasing re- 
sults for the first ten area-wide lease sales and 20 previous 
tract-selection sales (including two resales) from November 30, 
1979 through September 30, 1984. We obtained data for the review 
from MMS' automated post-sale (POSTSAL) system, located in Reston, 
Virginia. We performed various assessments of the information in 
this data system to assure its accuracy and completeness. We also 
determined how the computer system generated the requested data, 
from preparation of source documents through final distribution 
and use of output. Specifically, we reviewed documentation files 
and input preparation instructions and interviewed Interior com- 
puter personnel and users, along with users outside of Interior. 
Finally, we tested the data's reliability by tracing data on ten 
tracts to the source documents. We found no problem with data 
accuracy. 

We conducted our review at MMS headquarters in Washington, 
D.C., and Reston, Virginia, and MMS regional offices in Vienna, 
Virginia, and Metairie, Louisiana. We interviewed officials at 
the Departments of the Interior, Energy, and Justice; the National 
Oceanic and Atmospheric Administration; the Environmental Protec- 
tion Agency; the United States Coast Guard; and the United States 
Council on Environmental Quality-- federal agencies involved in 
OCS leasing programs. We also interviewed representatives from 
industry, state governments, environmental groups, and fishery 
associations to obtain their opinions on Interior's area-wide pro- 
gram. We reviewed Interior's budgetary records, examined bid and 
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lease documents, and reviewed studies related to the area-wide 
program to obtain an overview of the OCS leasing program. Our re- 
view was conducted between January and December 1984. 

To determine the effects of the area-wide program on explo- 
ration and development activities, we compared the number of wells 
drilled and tracts being explored between tract-selection and 
area-wide sales. Due to the long lead times for offshore produc- 
tion to occur, there has been no effect on total domestic produc- 
tion levels, oil imports, or oil and natural gas prices. We did, 
however, obtain some indication of the timing and potential 
effects of the area-wide program by reviewing prior lag times for 
OCS production and by comparing offshore oil and natural gas 
production with total domestic production levels since 1973. 
Similarly, we assessed the potential effects on oil imports by . 
comparing offshore production statistics with total domestic 
consumption and import levels. To determine the potential effects 
on oil and natural gas prices, we compared OCS and total domestic 
production to worldwide market conditions and production levels. 
To assess the potential effects on employment, we compared 
OCS-related employment, in terms of direct and indirect employment 
estimates, with regional employment levels and reviewed related 
lag times for peak employment. 

We measured company participation by the numbers of companies 
bidding in tract-selection and area-wide sales--including the num- 
ber of smaller companies with limited financial resources. We 
classified all companies as either large or small, defining large 
as those companies with total assets of $5 billion or more. This 
included 24 domestic oil and gas firms in the Oil and Gas Journal 
400 listing for 1983. We evaluated competition in terms of the 
number of bids received for each tract receiving bids in tract- 
selection and area-wide sales. We measured the effects on federal 
revenues by the amount of up-front bids paid to obtain each tract 
leased in tract-selection and area-wide sales. Although offshore 
federal revenues are comprised of bids, rental income for lands 
under lease, royalty payments from oil and gas production, and tax 
receipts from profits on production, insufficient time has elapsed 
for exploration to be completed and lands placed in production; 
therefore, no estimate of the effect on royalty and tax revenues 
could be made. Rental revenues are relatively insignificant (less 
than 1 percent of total OCS revenues in 1983) and were not 
included in our analysis. 

. 

To determine the effects of Interior's shift to the area-wide 
program on company participation, competition, and bid revenues, 
we used the statistical technique of multiple regression analysis 
to find the association-among related variables and to measure the 
strength of that association. Many factors affect the level of 
company participation, competition, and bid revenues for each 
tract in OCS lease sales. Our regression analyses controlled for 
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the influences that tract-specific and economic variables have on 
bidding results, allowing us to distinguish between the effects of 
each factor and the overall effects of the shift to the area-wide 
program. (A detailed description of our regression techniques and 
results can be found in app. I.) 

Finally, we sent questionnaires to 128 oil and natural gas 
companies that had participated in at least one lease sale (ac- 
cording to Interior documents) since November 1979,4 23 coastal 
states affected by the OCS program, and 78 national environmental 
and fishery groups, to solicit their perceptions on the effects of 
Interior’s area-wide program and the adequacy of Interior’s pre- 
sale planning process. We mailed the 229 questionnaires in August 
1984; follow-up letters were sent twice during September. We 
received 181 responses (79 percent) as follows: 

--lo5 out of the 128 companies (82 percent), 

--21 out of the 23 states (91.3 percent), and 

--55 out of the 78 environmental and fishery groups 
(70.5 percent). 

Five questionnaires (2.2 percent) were returned as undeliverable 
and 43 questionnaires (18.8 percent) were not returned. Two large 
oil companies contacted us, stating that they were unable to com- 
plete the questionnaire because they believed the questions were 
too complex to be answered in a questionnaire format. 

The response rates cited in this report are based on the 
actual responses to a particular question in the questionnaire. 
Organizations not involved in the program or not responding to 
that particular question are not included in the numbers or per- 
centages cited in the report. Thus the response rates differ 
between questions and should not be compared. (See app. II for 
the overall results of the questionnaire.) 

We conducted our review in accordance with generally accepted 
government auditing standards. We briefed agency officials on 
the contents of this report-- including our review methodology and 
data sources-- and incorporated their remarks into the report where 
appropriate. In.accordance with the wishes of our congressional 
requester, however, we did not solicit official comments on a 
draft of this report from the Department of the Interior. 

4To consolidate responses from subsidiaries involved in OCS 
activities, the questionnaire was sent to the parent company. 
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CHAPTER 2 

FULL EFFECTS,OF THE AREA-WIDE 

PROGRAM ARE UNCERTAIN 

The full effects of the area-wide program cannot yet be meas- 
ured because insufficient time has elapsed for exploration to be 
completed and lands placed in production. We found, however, that 
more offshore lands have been leased and explored under the in- 
creased pace of the area-wide leasing program. But, because very 
little oil and natural gas has been produced from lands leased 
through the program, we could not assess the effects on overall 
domestic production levels, oil imports, oil and natural gas 
prices, and employment. Due to the long lead time for production 
to occur it is not likely that the area-wide program, which began 
in 1983, will have a major impact in the near future. For exam- 
ple, Interior and industry have reported that it takes 3-14 years 
after a lease sale for production to begin. 

EXPEDITED EXPLORATION 
AND INCREASED PRODUCTION 

Interior's objectives for its area-wide leasing program were 
to increase oil and natural gas production, decrease U.S. reliance 
on oil imports, provide reasonably priced oil and natural gas, and 
create jobs. Interior thought that offering more tracts for lease 
would lead to more exploration and earlier oil and natural gas 
discoveries and, ultimately, to increased production, which would 
decrease U.S. reliance on oil imports and moderate price in- 
creases. Further, increases in exploration and production activ- 
ities would create jobs. 

MORE LANDS LEASED IN 
THE GULF OF MEXICO 

ln the first 18 months of the area-wide program, over 265 
million acres were offered and 13 million acres were leased, as 
compared with 62 million acres offered and 24 million leased dur- 
ing the previous 29 years of the program. As shown in table 1, 
80.3 percent (10.46 of the total 13.03 million acres) of the lands 
leased under the area-wide program have been in the Gulf. 
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Region 

Alaska 

Atlantic 

Gulf of 
Mexico 

Pacific 

Total 

Table 1 

Comparison of the Leasing Activities 
Among the Different OCS Regions 
(First Ten Area-wide Sales) 

Number Acres Acres Tracts Tracts 
of sales offered leased offered - --- - leaged 

----(millions)---- 

2 35.82 2.26 6,511 441 

2 43.06 0.27 7,632 48 

5 185.90 10.46 33,714 1,999 

1 0.77 0.04 137 8 -- .- 

La. -- i!is&s 13.03._ 4_2,994. ii&As& 

The area-wide program has resulted in significantly more 
~ lands being leased in the Gulf of Mexico than under the prior 

tract-selection program. As shown in table 2, Interior leased 623 
and 406 tracts, respectively, in the first two area-wide sales in 
the Gulf, which is more than in any other previous sale. 
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Table 2 

%eof -- 
Tract-selection 

(September 1980- 
April 1983) 

Level of Leasing in the Gulf of Mexico 
by Type of Sale 

mtal 

Area-wide 
(May 1983- 

July 1984) 

Ibtal 

Sale 
nwnber .- 

A62 
62 

A66 
66 

(1 ,fZ 
(2169 

72 7,050 623 3,090 
74 5,848 406 2,246 
79 8,868 156 898 
81 6,502 453 2,278 
84 5,446 361 1,949 

Number of tracts 
Offered Leased 

192 116 
81 67 

212 156 
209 102 
234 115 
144 56 
125 11 -- 

1,197.. 423 

33,714 

Acres leased 
(thousands) 

552 
383 
800 
508 
590 
281 

58 

10,461 

INCREASED EXPLORATION ACTIVITY 
IN THE GULF OF MEXICO 

Almost all of the exploration and production of leased OCS 
tracts has occurred in the Gulf of Mexico. In contrast, the other 
three OCS regions have experienced relatively little activity. 
This is due, in part, to the higher resource potential, more de- 
veloped infrastructure, lower risk, and lower cost of exploration 
and development activity in the Gulf as compared with the other 
three regions. 

Within the Gulf of Mexico, more tracts (161) and more explor- 
atory wells (206) have been drilled on lands leased in the first 
area-wide sale in the Gulf--sale 72-- than in any other recent 
tract-selection sale, as shown in table 3. The second area-wide 
Gulf sale--sale 74-- also has resulted in more tracts being drilled 
than for any other sale, except sale 72. One difficulty in making 
these comparisons between tract-selection and area-wide sales is 
in the variation in the time available for drilling activities. 
Approximately four years have passed since tract-selection sale 
A62, compared with only 1.5 years since area-wide sale 72. 
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Despite the shorter time since tracts were leased in area-wide 
sales, however, the rate of drilling for sales 72 and 74 is 
greater than the long-term rate of drilling on leases from 
previous tract-selection sales. 

Table 3 

Drilling Activity in the Gulf of Mexico 
by Type of Sale 

as of October 1, 1984 

Type of Sale 
sale number 

Tract-selection A62 
(September 1980- 62 

April 1983) A66 
66 

(1,:: 
(2)69 

Total 623 

Area-wide 
(May 1983- 

July 1984) 

72 
74 
79 

ii: 

Total 

Fifty-two (59 percent) of the companies responding to our 

Tracts Tracts Exploratory 
leased drilled wells drilled 

116 83 145 
67 41 72 

156 82 131 
102 47 81 
115 44 51 

56 28 42 
11 6 8 

623 161 206 
406 88 99 
156 0 0 
453 5 7 
361 0 0 

254 

questionnaire said that increasing the number of tracts offered in 
area-wide sales would "greatly" or "very greatly" facilitate their 
exploration of OCS lands compared with the prior tract-selection 
program.' Thirty-eight companies (54 percent) said that they 
have "greatly" increased their exploration in the Gulf of Mexico 
as a result of the shift to the area-wide program. In addition, 
another 19 companies (27 percent) said that they experienced 
"some" increase in exploration in the Gulf. 

'The numbers presented provide the actual responses to this par- 
ticular question in our questionnaire and cannot be compared with 
response rates for other questions. 
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MORE TIME NEEDED TO 
ASSESS FULL EFFECTS 

The full effects of the area-wide program, begun in 1983, 
cannot be measured because insufficient time has elapsed for ex- 
ploration to be completed and production to occur. Thus it is too 
early to estimate the number and size of future discoveries from 
the area-wide program and to determine the effects on overall 
domestic production, imports, and prices. Also, due to the long 
lead time needed to explore and produce OCS leases, it is unlikely 
that the program will have a major impact in the near future. For 
example, the director of MMS recently reported that exploratory 
work only is done in the first few years of a lease and, in the 
Gulf of Mexico, actual production begins in the fourth throu h 

9 
the 

eighth year, when the great majority of wells are completed. 
The National Ocean Industries Association also reported that, in 
shallow areas of the Gulf, it took 3-5 years after the lease sale 
before production began and, in deeper waters, as long as 8-14 
years.3 

Forecasting future offshore production is very difficult 
because of the uncertainties associated with finding oil and 
natural gas on OCS lands. After leases are issued companies 
conduct extensive studies to evaluate whether the leases justify 
drilling exploration wells. They also conduct detailed environ- 
mental studies in order to get Interior's permission to explore 
and produce the lease. According to Interior, only about 15 per- 
cent of all offshore wells find commercial quantities of oil and 
natural 

1 
as--that is, sufficient resources to be profitable to 

develop. The National Ocean Industries Association estimated 
that only 25 percent of offshore tracts leased will be successful, 
while the remaining 75 percent will be dry or non-commercial.5 

NEED FOR INCREASED PRODUCTION 
FROM OFFSHORE LANDS 

The nation is currently consuming oil and natural gas re- 
sources faster than industry is finding them. With the recent 

2Director, MMS, 

3National Ocean 

letter to the governor of Texas, June 29, 1984. 

Industries Association, A Preliminary Report: An 
Industry Perspective on the First Year of the OCS Area-wide 
Leasinq Program in the Gulf of Mexico, June 1984. 

lDepartment of the Interior, MMS, From Policy to Production, 
Offshore Leasinq and Operations, November 1983. 

5National Ocean Industries Association, Area-wide Leasinq: 
National Boon or Industry Boondoggle?, October 1984. 
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economic upswing, according to Interior, demand is expected to 
increase with a concomitant increase in imports and decrease in 
domestic reserves. Unless large discoveries are made, this trend 
is expected to continue.6 Interior concluded that a significant 
effort is needed to increase domestic production and lessen the 
gap between domestic production and consumption. 

Twenty-three (26 percent) of the companies responding to our 
questionnaire said that increasing the number of tracts offered in 
each sale would "greatly" or "very greatly" contribute to in- 
creased production by them. Also, 11 and 9 companies (12 and 10 
percent), respectively, said that increasing the number of sales 
and decreasing the time between sales, respectively, would 
"greatly" or "very greatly" contribute to increased production. 
Over one-third of the companies said that these factors would have 
"little or no" effect on increasing production. Additional 
factors such as projected increasing prices and improved 
regulatory environment and technology were believed by most 
companies to have a more significant effect on increasing 
production. 

GaD between domestic oil 
production and consumption -- 

Crude oil production from federal offshore lands leased 
through the prior tract-selection program is a relatively small 
contributor to domestic production-- approximately 10 percent on 
the average over the last 10 years. Also, as shown in chart 1, 
offshore oil production declined during the 1970's and provided 
about 11 percent of total production in 1983. 

---.------- 

6Hearings before the Subcommittee on Panama Canal/Outer Continen- 
tal Shelf of the House Committee on Merchant Marine and Fish- 
eries, Serial No. 98-49, June 12, 1984, and June 27, 1984. 
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Chart 1 

Federal Offshore Oil Production as a Contributor 
To Total Domestic Production 

1956 1960 1966 1970 1976 1980 1984 

Source: Department of the Interior, Federal 
Offshore Statistics, September 1984, 

Offshore oil production is a smaller source of supply for 
meeting consumption, as shown in chart 2. Offshore lands provided 
341 million barrels (6.2 percent) of the total 5.5 billion barrels 
of oil consumed in 1983. By comparison, the United States 
imported 1.2 billion barrels of crude oil and 617 million barrels 
of refined products (33 percent of consumption) in 1983. 
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Chart 2 

Federal Offshore Oil Production as a Source of 
Total Domestic Production and Consumption 

U.S. Consumption 

U.S. Domertic Production 

1970 1976 1980 1983 

- U.S. Consumption 

- - - - - U.S. Domestic Production 

l o********~ Federal Offrhore Production 

Offshore oil production is also small compared with world 
production levels. World oil production peaked in 1979 with 23.7 
billion barrels (with the United States producing 3.1 billion bar- 
rels, or 13.1 percent). Domestic OCS production accounted for 1.2 
percent of total world production in 1979 and 1.7 percent of total 
world production in 1983. Table 4 compares OCS production with 
domestic and worldwide production since 1974. 
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Table 4 

Domestic and Worldwide Crude Oil Production 
Levels Since 1974 1 (million barrels) 

Calendar Domestic Total domestic Worldwide 
year OCS production production production 

1974 361 3,203 21,245 
1975 330 3,057 20,162 
1976 317 2,976 21,815 
1977 304 3,009 22,607 
1978 292 3,178 22,869 
1979 286 3,121 23,719 
1980 277 3,138 22,757 
1981 290 3,129 21,265 
1982 321 3,157 20,136 
1983 341 3,171 19,991 

Offshore natural gas production 
contributes to domestic production 

Although offshore natural gas production is often overshad- 
owed by concerns for increased oil production, natural gas from 
OCS lands is becoming a more important contributor to domestic 
production. Offshore gas production peaked in 1981 at 4.8 tril- 
lion cubic feet, as shown in chart 3, but declined to 3.9 trillion 
cubic feet (about 23.7 percent of the total domestic gas produc- 
tion) during 1983. 



Chart 3 

Federal Offshore Natural Gas Production as a Contributor 
to Total Domestic Production 

24 , 1 

20 

4 

0 
1966 1960 1966 1970 1975 1980 1984 

Source: Department of the Interior, Federal 
Offshore Statistics, September 1984. 

MORE TIME NEEDED TO DETERMINE 
FULL EFFECT ON EMPLOYMENT 

The full effects of the area-wide program on employment can- 
not be assessed at this time because of the lag time between lease 
sales and peak employment 

3 
which Interior estimates can be 4-5 

years after a lease sale. Interior's environmental impact 
statements assessing the potential socioeconomic effects of each 
area-wide sale have projected that employment would increase very 
little in the Gulf as a result of area-wide sales. For example, 
the environmental impact statement for Gulf of Mexico sales 94, 
98, and 102 (scheduled for 1985) projected that the effect on 
total employment, payroll, and population would be very low--less 
than 1 percent. 

7Department of the Interior, MMS, Draft Environmental Impact 
Statement: Proposed Oil and Gas Lease Sales 94, 98, and 102, 
August 1984. 
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Although OCS exploration and production activities are not as 
highly labor-intensive as are other domestic industries, offshore 
activities do create local and regional employment. In March 
1984 the MMS regional manager in the Gulf of Mexico reported that 
as many as 130,000 jobs in the Gulf may depend on the OCS leasing 
program. This represents 2 percent of the 6.3 million workers in 
the total labor force in the region during 1983. 

In addition, industry believes that the area-wide program is 
more effective in promoting employment than was the previous 
tract-selection program. Thirty-six companies (51 percent) 
responding to our questionnaire stated that they had experienced 
“some” to a “great” increase in employment levels as a result of 
the shift to the area-wide program in the Gulf of Mexico. In 
addition, 12 companies (57 percent) involved in Alaska said they 
experienced “some” to a “great” increase in employment. 

CONCLUSIONS 

The area-wide leasing program is generally regarded by in- 
dustry and Interior as an important means of determining the 
potential oil and natural gas available on federal offshore lands 
and to lessen the decrease in domestic production. This is 
evidenced by increased leasing and exploration, primarily in the 
Gulf of Mexico, since the area-wide program began. The relative 
lack of activity in the Alaska, Atlantic, and Pacific regions is 
not surprising because industry favors the Gulf due to the proven 
resource potential and relatively low risk associated with 
exploration and development in that region. 

The full effects of Interior’s area-wide program cannot yet 
be measured since insufficient time has elapsed for exploration to 
be completed and for lands to be placed in production. Due to the 
long lead time for production to occur, it is unlikely that the 
program will have any major impact in the near future. While we 
believe that new discoveries will be made on lands leased through 
the area-wide program, it is uncertain when industry will make 
enough new discoveries of sufficient number and size to markedly 
increase domestic production and reduce imports and prices. 
Similarly, more time is needed to determine the full effects on 
employment. 



CHAPTER 3 

THE ARFA-WJDE PROGRAM HAS REDUCE@ 

COMPETITION AND HID REVENUES FOR INDIVIIWAL TRACTS 

The increased pace of offshore leasing through the area-wide 
program has decreased competition (in terms of the number of bids 
received for each tract) and reduced government revenues (in terms 
of the amount of high bids for individual tracts). The number of 
bids per tract has declined from an average of 2.44 bids for each 
tract receiving bids in tract-selection sales to about 1.65 bids 
for each tract receiving bids in area-wide sales. Our statistical 
analyses indicated that about one-half of a bid per tract of this 
decrease is attributable to the shift to the area-wide program. 
Similarly, the level of bids per acre has declined from an average 
of $2,624 per acre leased under tract-selection sales to $686 per 
acre leased under the area-wide program. Our statistical analyses 
indicated that changing to the area-wide program, by itself, was 
responsible for an average reduction in bids of $541 per acre 
leased, or $3.1 million for each tract leased. Although the 
federal government received $8.9 billion in total bids in the 
first ten area-wide sales, our analyses show that this was about 
$7 billion (a discounted value of $5.4 billion) less than would 
have been received if the slower pace of the prior tract-selection 
program had been followed. Interior expects, however, that 
increased leasing under the area-wide program will encourage 
greater production and, ultimately, greater total revenues from 
earlier receipt of rents, royalties, and taxes. 

MAINTAINING COMPETITION AND 
GENERATING GOVERNMENT REVENUES 
ARE IMPORTANT CONSIDERATIONS 

One of the purposes of the 1978 amendments to the OCS Lands 
Act was to preserve and maintain free enterprise competition. The 
amendments further require Interior to evaluate present measures 
and to recommend additional measures for promoting competition in 
offshore lease sales. A 1977 congressional report expressed 
concerns about declining competition and bid revenues in OCS lease 
sales.1 The report stated that competition and bids were lower 
than anticipated by Interior and could be explained, in part, by 
the lack of experience in frontier areas, increased number of 
tracts offered in deeper waters, and the unpredictability of the 
leasing schedule. 

IHouse of Representatives Report NO. 95-590, Report by the Ad Hoc 
Select Committee on the Outer Continental Shelf, Aug. 29, 1977. 
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Although the OCS Lands Act, as amended, does not require 
Interior to maximize up-front bid revenues for offshore leases, 
maintaining these revenues to the government is an important con- 
sideration of the OCS program. Since the program's inception in 
1954 through the end of fiscal year 1984, the federal government 
has received approximately $76 billion in revenues from the OCS 
program. 

LESS COMPETITION IN 
AREA-WIDE SALES 

The average number of bids for tracts receiving bids in 
area-wide sales is less than it was in previous (tract-selection) 
sales, except in Alaska. The number of companies participating in 
area-wide sales has been similar to the level of participation in 
prior (tract-selection) sales. 

Number of bids for each tract 
receiving bids has declined 

The number of bids per tract has declined from an average of 
2.44 bids for each tract receiving bids in tract-selection sales 
(since November 1979) to 1.65 bids for each tract receiving bids 
in area-wide sales. By region, the average number of bids per 
tract increased from 1.78 to 2.05 in Alaska, decreased from 2.44 
to 1.27 in the Atlantic, declined from 2.67 to 1.56 in the Gulf of 
Mexico, and decreased from 3.16 to 1.75 in the Pacific. (The 
average number of bids for each tract receiving bids in sales 
since November 1979 is shown in table 5.) 



Region 

Alaska 

Table 5 

Number of bide for Each Tract Receiving Bid8 in Saler Held 
Betveon November 30, 1979 and Saptember 30, I.984 

Type of palea 
Sale 

number -- 

Area-wide 

Tract-selection BP 62 
55 64 
60 15 
71 252 
57 98 
70 150 

Total 64L 

25 
37 
13 

115 
64 

g 

2.48 
1.73 
1.15 
2.02 
1.53 
1.55 

1.78 

83 425 186 2.28 
87 432 232 1.86 

Total 857 4111 2.05 

Atlantic 
Tract-selection 

Area-wide 

42 189 
56 120 
59 240 

Total “szv 

76 
78 

Total 

Gulf of Hexico 
Tract-selection A62 

62 
A66 

66 

(1,:; 
(2169 
Total 

506 147 3.44 
268 74 3.62 
419 162 2.59 
233 107 2.18 
290 137 2.12 
151 67 2.25 

20 13 1.54 
1.887 f07 2.67 

Area-wide 72 1,015 656 1.55 
74 773 436 1.77 
79 226 156 1.45 
81 793 529 1.50 
84 593 402 1.48 

Total T7zz m 1.56 

Pacific 
Tract-selection 53 

68 
Total 

Area-wide 73 

Number of 
-iiide Tracts Bide per 
received bid on tract 

73 
54 

ZE 

2.59 
2.22 
2.45 

2.44 

40 

& 

1.33 
1.09 

1.27 

301 

8 

14 

81 3.72 
35 1.89 

116 3.16 

8 1.75 

aThese tract-eelectfon sales took place between November 30, 197Y, and April 
25, 1983. The area-vide sales occurred between April 25, 1983, and September 
JU, 1984. 
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Analyzing the effects of the increased pace of leasing under 
the area-wide program was complicated because many factors affect 
the number of bids per tract. Because of this, we used standard 
regression analyses to control the influences that tract-specific 
factors (quality of the tract, leasing arrangement, type of tract, 
and location of the tract) and economic variables (price of crude 
oil, interest rates, and time of the sale) have on the number of 
bids received for each tract. This allowed us to distinguish 
between the effects of these factors and the overall effects oE 
the shift to the new area-wide program. Our regression analyses 
indicated that the shift to the area-wide program, by itself, 
resulted in an average decline of about one-half a bid for each 
tract receiving bids. The results of our regression analyses were 
stable and showed a significant negative relationship between 
area-wide leasing and the number of bids received for each tract. 
(See app. I.) 

A study done for the state of Texas also suggested that the 
reduction in competition (number of bids per tract) was the direct 
result of Interior's shift to the area-wide program and was most 
likely caused by an oversupply of acreage offered, poor informa- 
tion on larger amounts of acreage, and inadequate capital and 
equipment with which to evaluate tracts.2 It noted that the num- 
ber of bids per tract can be expected to decline significantly 
when the government, as lessor, suddenly floods the market with 
millions of acres of previously unleased lands. Further, it noted 
that industry resources for evaluation become highly diffused, 
publicly available information becomes more restricted, and the 
perceived risk associated with bidding increases in area-wide 
sales. This, in turn, increases the likelihood of tracts 
receiving only one bid. 

On the basis of our questionnaire results, industry appears 
to consider higher oil and natural gas prices as the most impor- 
tant factor for increasing the number of bids in a sale. 
Fifty-three companies (60 percent) responding to the questionnaire 
said that projected increases in prices were of a "very great 
importance" to them in increasing the number of tracts they bid 
for. Increased availability of capital and increased potential to 

~ boost production were also considered very important factors in 
increasing the number of bids in a sale. Twenty-nine companies 
(33 percent) said that the increased number of tracts offered for 
lease, as in area-wide sales, was of a "very great importance" to 

~ them in increasing the number of bids. In these cases, the level 
, of bidding has been spread out over more tracts in area-wide sales 
1 and the number of bids for each tract receiving bids has been 
~ reduced. 

2Governor of Texas letter, affidavits of Dr. Joseph Stiglitz and 
Dr. Jeffrey Leitzinger, May 25, 1984. 
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No significant change 
incompany participation 

The number of companies participating and winning leases in 
area-wide sales has been similar to the level of participation in 
previous tract-selection sales. More tracts, however, have been 
leased to small companies under the area-wide program than under 
the prior tract-selection program. Our regression analyses 
showed that the area-wide program had no significant effect on the 
percentage of small or large companies submitting high bids. (See 
apEJ. 1.) 

LOWER BIDS FOR TRACTS 
LEASED JN AREA-WIDE SALES 

Bids for each tract being leased have decreased under the 
area-wlae program as compared with the tract-selection program. 
The average bid per-acre leased has declined from $2,624 per acre 
In tract-selection sales (since November 1979) to $686 per acre in 
area-wide sales. By reyion, the average bid per acre leased de- 
clined from $1,793 to $664 in Alaska, from $1,619 to $299 in the 
Atlantic, from $3,099 to $702 in the Gulf of Mexico, and from 
$4,628 to $366 in the Pacific. (The level of bids per acre leased 
in sales since November 1979 is shown in table 6.) 

Our regression analyses indicated that Interior's shift to 
the area-wide program was responsible for an average reduction in 
bids of $541 per acre leased or approximately $3.1 million for 
each tract leased (based on 5,760 acres in a tract) in area-wide 
sales. We used standard regression analyses to isolate the influ- 
etlces that tract-specific factors (quality of the tract, leasing 
arrangement, ana type and location of the tract) and econ'omic 
variables (price of crude oil, interest rates, time of the sale, 
and industry's cash flow) have on the level of bids for individual 
tracts. The regression results, which were stable, indicated that 
the number of bids received per tract had significant positive 
etfects on the aoliar amount of the high bid per acre received by 
Interior. These results indicated that each additional bid per 
tract (on averaye) is associated with about $1,082 increase in the 
amount of the high bid received for each acre of OCS land. 
According to this estlrnate ana our estimate that area-wide leaslny 
has reducea the number of bids received for each tract by about 
one-halt a bla per tract, we estimate that the area-wide program 
reducea bid revenues by about $541 ($1,082 5 2 = $541) per acre, 
or approximately $3.1 nrlllion for each tract leased. (See app. 
I-.) 

Based on the 13.03 million acres leased in the first ten 
area-wide sales, this decline in bids per acre amounted to $7 bil- 
lion (13.03 million acres X $541 reduction per acre = $7 billion 
total decline). l'n other terms, if these OCS lands had been 
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Region 

Alaska 

Table 6 

Level of Bidr Per Acre Leased in Saler Held 
Between November 30, 1979 and September 30, 1984 

Sale 
Type of salea number 

Tract-@election BF 488.7 86 5,697 
55 109.8 199 551 
60 4.4 73 60 
71 2,055.6 663 3,101 
57 317.9 336 946 
70 426.5 541 780 

Total 3.402-g I-898 1,793 

Area-wide 83 624.5 1,025 609 
87 872 .O 1,230 722 

Total 1.496.5 3.255 664 

Atlantic 
Tract-selection 42 

56 
59 

Total 

816.5 
342.8 
323.7 

J.483.0 

359 
267 
290 

2,277 
1,219 
1,115 

1,619 

Area-wide 76 68.4 211 325 
78 13.4 63 213 

Total 81.8 274 299 

Gulf of Mexico 
Tract-selection A62 

62 
A66 

66 

(l&i 
(2169 
Total 

2,676.g 
1,418.0 
2,649.6 
1,243.S 
1,193.7 

609.2 
37.6 

9.828.5 

552 
383 
800 
508 
590 
281 

Liz 

4,853 
3,699 
3,312 
2,446 
2,022 
2,166 

646 
3,099 

Area-wide 72 3,367.6 3,090 1,090 
74 1,501.7 2,246 668 
79 310.6 898 346 
81 1,323.0 2,278 581 
84 844.9 1,949 433 

Total 2.347.8 JO.461 702 

Pacific 
Tract-select ion 53 

68 
Total 

2,047.a 
117.9 

321 6,379 
147 669 

ia 4,628 

Area-wide 73 16.0 44 366 

Total 
bids 

received leared acre leased 
($ million) (thousandr) ($1 

Acres Bids per 

aThese tract-selection sales took place between November 30, 1979, and April 
25, 1983. The area-wide sales occurred between April 25, 1983, and September 
30, 1984. 



leased under the slower pace of the prior tract-selection program, 
Jnterior would have received a total of $15.9 billion ($8.9 
billion actually received + $7 billion reduction = $15.9 billion) 
instead of the $8.9 billion received in the first ten area-wide 
sales. However, on the basis of the rate of leasing under the 
prior tract-selection program, it would have taken Tnterior 
approximately 98 months to lease these OCS lands. Thus, given the 
time value of money, the discounted value (in 1984 dollars) of the 
$7 billion is $5.4 billion (on the basis of a real--inflation 
adjusted-- discount rate of 6.5 percent). 

Other factors that, according to our regression analyses, 
also affected bias per acre include changes in the price ot crude 
oil, interest rates, and the quality of tracts offered. Changes 
in the location of the sale and leasing arrangements used to lease 
the tract also affected bids per acre. (See app. I.) 

Interior believes that with the faster pace of leasing under 
the area-wide program, some--if not all--of the estimated reduc- 
tion in up-front bid revenues will most likely be offset by 
quicker proauction and, ultimately, earlier receipt of rents, roy- 
alties, and taxes to the government. Direct revenues from OCS 
leasing consist of bids, rents, and royalties from production. 
Indirect revenues consist primarily of taxes on profits from the 
lease. The director of MMS estimates that bids historically 
account for 25 to 50 percent of all federal offshore revenues over 
the life of a lease. Rents, royalties, and taxes account for the 
other 50 to 75 percent. Although MMS has not analyzed the actual 
flow of government revenues received as a result of previous lease 
sales, it is currently developing a model to analyze the expected 
benefits of receiving royalties, rents, and taxes earlier. 

We agree with Jnterior's position that some of the estimated 
reduction in bids due to the increased pace of area-wide leasing 
will be offset by earlier receipt of royalties, rents, and taxes 
which will continue for many years after a tract is placed in 
production. However, we noted that as of the end of fiscal year 
1984, bids had comprised approximately $51 billion (67 percent) of 
the $76 billion in total direct revenues (bids, rents, and 
royalties but not taxes) received since offshore leasing began in 
1954. Royalties and rents accounted for most of the other 33 
percent of direct revenues. We did not attempt to determine the 
amount of tax revenues generated during the period because 
(according to Interior's documents) income tax revenues are not 
accountea for on a tract-by-tract basis. 

Most companies said that 
biddinq levels remained the same 

Thirty-nine companies (57 percent) responding to our ques- 
tionnaire saia that their bidding level for a given tract value 
remained about the same in the Gulf of Mexico under both the 



tract-selection and area-wide leasing programs. However, 24 com- 
panies (35 percent) involved in the Gulf said that they decreased 
their bids "some" or to a "great" extent as a result of Tnterior's 
shift to the area-wide program. Six companies (30 percent) in- 
volved in Alaska said that they made "some" decrease in bidding 
levels as a result of area-wide sales. Five and eight companies, 
respectively, (63 and 78 percent) said that there was no change in 
bids as a result of the shift to the area-wide program in the 
Atlantic or Pacific. 

One small company, in comments on our questionnaire, stated 
that it and most others have a finite amount of money to go to the 
sale with and, by spreading bids over more tracts, most companies 
will tend to bid less per acre for any given tract than would be 
the case if the sale was more focused, as in the tract-selection 
program. The company does, however, favor the area-wide program, 
which it believes promotes company participation and expedites 
exploration of OCS lands. The bottom line between the tract- 
selection and area-wide leasing programs, according to this com- 
pany I was higher bids per acre versus quicker exploration. 

Another small company commented that the lower bids per 
tract in area-wide sales promoted company participation. Finan- 
cially, it was better able to participate in OCS sales and bid on 
more tracts because of the lower costs of obtaining leases in 
area-wide sales. 

Other studies on whether 
area-wide sales reduced bids 
for each tract leased 

The decline in bids for tracts leased in recent area-wide 
sales has caused concern among critics and advocates of the area- 
wide program. An internal study by analysts in MMS' Offshore 
Resource Evaluation Division showed that for low-valued tracts in 
high-cost regions, 70 percent of the decline in bids was attribut- 
able to the decline in oil prices.3 For other tracts, 50 percent 
of the decline was attributable to the change in oil prices. The 
study did not specifically attribute the remaining decline (30 to 
50 percent, respectively) in bids to other factors. However, the 
study did note that the reduction in the number of bids for 
individual tracts in area-wide sales may have affected the level 
of bids for each tract leased. 

3MMS note, Section in Draft Policy Issue Paper on Bid Adequacy 
Relating tz Causes of the Decline in Bonus Bids, Nov. 7, 1984. 



Texas has suggested that the decline in bids per tract leased 
is directly attributed to Jnterior's shift to the area-wide pro- 
gram (see governor of Texas' letter, May 25, 1984). Jt concluded 
that the number of bids received for each tract is one of the most 
significant factors in determining the bid amount received in com- 
petitive lease sales and that bids would be expected to decrease 
as a result of the decline in the number of bids per tract. Fur- 
ther, it reported that since industry has limited amount of funds, 
Jnterior's flooding of OCS sales with thousands of tracts (com- 
pared with the relatively small number of tracts in previous 
tract-selection sales) would diffuse industry money over more 
tracts. Thus bids for each tract would be reduced. 

CONCLUSJONS 

We found that the shift to the area-wide program has reduced 
the number of bids received for individual tracts but has had no 
significant effect on the level of company participation. While 
numerous companies have won leases under the area-wide program, 
the level of participation has been spread out over more leases 
and the average number of bids received for each tract has been 
reduced by one-half of a bid per tract. 

Although the OCS Lands Act does not require Tnterior to maxi- 
mize the amount of up-front bid revenues received for each tract 
leased, maintaining the flow of these up-front bid revenues to 
the government is an important consideration of the program. The 
federal government received $8.9 billion in total bids in a sig- 
nificantly shorter time period through the area-wide program than 
it would have under the slower pace of the prior tract-selection 
program. However, as discussed, our analyses indicated that the 
shift to the area-wide program reduced bids on the average of $541 
for each acre leased, or $3.1 million for each tract leased under 
the new program. For the first ten area-wide sales, we estimate 
that the shift to the accelerated area-wide leasing program 
resulted in a reduction of about $7 billion (a discounted value of 
$5.4 billion in 1984 dollars) in the total amount of up-front bid 
revenues to the federal government. Our analyses suggested that 
the discounted present value of the aggregate bids would have been 
$5.4 billion higher had Jnterior followed the pace of the prior 
tract-selection program. 

We agree with Jnterior that some of this reduction in up- 
front bid revenues may be offset by quicker receipt of royalties, 
rents, and tax revenues. We noted, however, that bid revenues 
have comprised 67 percent of direct government revenues (bids, 
rents, and royalties but not taxes) generated by offshore leasing 
since the program began in 1954. 
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RECOMMENDATJON TO THE 
SECRETARY OF THE INTERIOR 

We believe that this report presents information and analyses 
on the effects of area-wide leasing on competition and bid 
revenues that should be considered in developing the next 5-year 
leasing program. While we recognize that it is too early to 
assess many of the potential benefits of area-wide leasing, we 
recommend, however, that the Secretary of the Tnterior consider 
the effects on competition and bid revenues in relation to the 
anticipated benefits, and report his findings to the Congress. 

I ” 
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CHAPTER 4 

INTERIOR SHOULD FURTHER STRENGTHEN 

ITS BID-ACCEPTANCE PROCEDURES 

At the beginning of the area-wide leasing program, Interior 
adopted new bid-acceptance procedures that placed increased reli- 
ance on competitive factors and less on its own estimates of 
tract values to determine the adequacy of bids. We believe, how- 
ever, that two of Interior's competitively-based bid-acceptance 
criteria should not be used in place of Interior's independent 
estimates of tract value when Interior has good or excellent sup- 
porting data.' In order to become a knowledgeable seller and 
have increased assurance that the high bids represent fair market 
value, Interior should use its estimates for assessing the reason- 
ableness of high bids in these cases. During 1984 Interior 
modified its bid-acceptance procedures to produce a more rigorous 
process and to enhance their credibility. We believe that these 
procedures, while clearly improved, need to be further strength- 
ened to assure that fair market value is received for OCS leases. 

Under the tract-selection program, industry's high bids 
usually substantially exceeded Interior's estimates of tract 
value-- that is, its estimate of fair market value. In effect, 
industry--because of the competitive nature of the prior tract- 
selection program-- paid a premium over Interior's estimates of 
tract value. However, since competition per tract has decreased 
under the stepped-up pace of the area-wide program, industry has 
been less willing to pay a premium for tracts. 

INTERIOR ESTIMATED THE VALUE 
OF EACH TRACT UNDER TRACT- 
SELECTION PROGRAM 

Under the tract-selection program, Interior generated two 
~ estimates of value for each tract offered for lease--the mean 
~ range of values (MROV) and the discounted mean range of values 
~ (DMROV). (The computation of these values is described in detail 
~ in app. III.) MROV is the government's estimated value for a 

---------- 
I 

'Under the OCS Lands Act, as amended, companies are required to 
provide Interior with access to all geological and geophysical 
data gathered from the OCS. Interior uses these data along with 
engineering and economic data to estimate tracts' values to sup- 
port its bid-adequacy determination. Each OCS region rates the 
quantity and quality of the geological and geophysical data some- 
what differently. "Excellent" and "good," however, generally 
reflect the two best ratings. 
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given tract at the time of the lease sale. DMROV is the value of 
all expected future government revenues if the high bid is re- 
jected in the current sale and the tract is leased at thesnext 
scheduled sale date. Interior used the lower of these two values 
to ensure receipt of fair market value; a high bid greater than 
the MROV or DMROV was accepted and the tract was leased. 

Interior adopted a third criterion in 1974 for accepting bids 
if the high bid does not exceed the MROV and DMROV--the average of 
Interior's MROV and companies' bids. A high bid that exceeds this 
average is accepted and the tract is leased. In 1982 Interior 
replaced this criterion with the geometric average for the tract 
(GAEOT).2 The GAEOT criterion gives greater weight to companies' 
bids than to Interior's estimated value of the tract because bids 
(two or more) are geometrically averaged with Interior's single 
value. 

CHANGES RESULTING FROM SHIFT 
TO AREA-WIDE PROGRAM 

With the area-wide program Interior changed its methodology 
to determine whether fair market value is received for OCS 
leases. Because of the large increase in the number of tracts 
offered for lease, Interior decided that evaluating every tract 
was no longer efficient and placed increased reliance on competi- 
tion and the marketplace for assessing the adequacy of bids. In 
February 1983 Interior adopted a two-phase process that, without 
an estimate of tract value, awards leases to the high bidder for 
(1) tracts receiving adequate competition or (2) tracts that 
Interior judges not to contain sufficient oil and natural gas 
resources to warrant production. The remaining tracts undergo 
Interior's detailed evaluation as was done in the tract-selection 
program and the high bid is compared with the MROV, DMROV, and 
GAEOT for each tract. In 1984, after six area-wide sales, 
Interior modified its bid-acceptance procedures, concluding that 
competition per tract had decreased under the area-wide program, 
resulting in a different leasing situation from that under the 
prior program. Interior also made some other changes to the pro- 
cedures in 1984, as described in more detail in appendix III. We 
have reviewed these changes and believe that they have strength- 
ened the process in assuring the receipt of fair market value. 

2The geometric average is the Nth root of the product of the bids 
and the MROV where N equals the number of bids plus one and is 
defined as follows: 

GAEOT = J 
--------y---. .-._? __-__ 

N (MROVl)x(bid2)x(bld3)x...x(bidN) 
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Interior still relies on competitive factors to assure 
receipt of fair market value. Bids received are evaluated through 
the first phase of the process and, if necessary, through the 
detailed evaluation in the second phase. The first phase is 
composed of the following three steps: 

--High bids on tracts classified by Interior as being either 
development or drainage tracts are referred directly for 
detailed evaluation.3 

--High bids for wildcat and proven tracts judged by Interior 
to contain insufficient oil and natural gas resources to 
warrant production (nonviable tracts) are accepted. 

--After screening for anomalously low bids, high bids 
are accepted for all viable wildcat and proven tracts 
receiving three or more bids and more than the average 
number of bids received for viable tracts in the sa1e.l 

All wildcat and proven tracts that are not leased as a result of 
the first phase criteria, as well as all drainage and development 
tracts, undergo Interior's detailed evaluation. (A detailed flow 
chart of the process can be found in app. IV.) In the first ten 
area-wide sales, Interior evaluated 1,123 (42.3 percent) of the 
2,656 tracts receiving bids, as shown in chart 4. 

: OCS LANDS ACT DOES NOT EXPLICITLY 
DEFINE FAIR MARKET VALUE 

The OCS Lands Act, as amended, requires the Secretary of the 
Interior to conduct the OCS leasing program in order "to assure 
receipt of fair market value for the lands leased and the rights 
conveyed by the Federal Government." One of the stated purposes 
of the 1978 amendments was "to insure the public a fair and equit- 
able return on the resources of the Outer Continental Shelf." The 
legislation does not provide a clear definition of fair market 
value.5 Interior considers fair market value as the 

~ 3There are four types of tracts--development, drainage, proven, 
and wildcat tracts; I these are defined in the glossary. 

I4 Interior defines an "anomalously low bid" as any low bid that is 
less than one-eighth of the next higher bid. Currently, this 
definition applies to only one bid per tract. 

%ection 2(o) of the act gives a definition of fair market value. 
This definition, however, pertains to the federal government's 
purchase and disposition of royalty oil and gas and not to the 
value of lands leased and rights conveyed. 
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CHART 4 

INTERIOR’S BID-ACCEPTANCE PROCESS IN THE FIRST 
TEN AREA-WIDE SALES 

r’ 
I Unleared tracts are 

47,994 offered for leawe. 
tractr 

Tracts not 
,*f3tl”l”p 
blda .,a 
g0nsranv 
rooffared 
I” future 
sale1 

2.666 
tracts 
59.3 
bllhOn 

Tractr receiving bids. 

Interior ldsntifiss drainage. 
development. proven. and wildcat 
tracts and determines viability 
of each tract 

r-l? 956 

Nonviable tracts tract5 

.re leasad 52 7 
bdllon 

Proven and 
wddcat tracts 
recawtng three 
or more adjusted 
bldr and more 
than tha average 
for the da 
are Iaasad 

r 

lnterlor ehmlnates anomalourly 
low bade and computes the 
average number of bids received 
for each viable tract. (note al 

All dramage and development tracta 
and viable proven and wildcat 
tract5 receung less than 
threa bids and the average 
undergo the detaded tract 
avaluation. Intenor computes 
the MROV. DMROV, and 

tracts 
a2 5 
bIllton 
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Tracts with the 
high bud 
greater than 
the MROV 
are leased 

808 
t-l tracts 

$1 9 

I bllhon 
I 

GAEOT for eech tract (note bl 

Tracts with the hqh 
btd greater 

be DMAOV than tb 
are leased I 

Tracts with the high 
bid less than 
the MROV. DMROV. 
and GAEOT are 
not leased The high 
bid is rejected 
as bemg too low 

Trectr with the high bid 
greater than the GAEOT 
ere leered 

. 
Another 273 tracts ware leased for 81 .7 billion under the geometrtc mean of bids criterion-which was eliminated after SIX 
l ror.wlda ablea. 

b 
Ona tract w.8 Iaasad for Il.2 million at tha discretion of ths Atlantlc regional manager without meeting the MROV. DMROV. or 
GAEOT cr,(an. 
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“amount in cash . . . for which in all probability the prop- 
erty would be sold by a knowledgeable owner willing but not 
obligated to sell to a knowledgeable purchaser who desired 
but is not obligated to buy. . . . This market value which is 
sought is not merely theoretical or hypothetical but it 
represents, insofar as it is possible to estimate it, the 
actual selling price.*6 

Fair market value varies substantially among the different 
tracts and is based on the amount of oil and natural gas resources 
contained in each tract, future oil and natural gas prices, costs 
of exploration and production, and other economic variables. We 
believe that to properly assure that high bids capture the value 
of tracts at the time and place of the lease sale--and thus to 
ensure fair market value-- Interior should have reasonable know- 
ledge of the underlying value of individual tracts leased. 
Because Interior has access under the act to all geological and 
geophysical data gathered for the OCS, it is in a position to be 
more knowledgeable about tract values than are individual firms. 

In 1979, staff from the National Academy of Sciences and the 
~U.S. Geological Survey compared Interior’s presale estimates of 
recoverable oil and natural gas resources with estimates of 
resources after drilling on the lease.7 The study concluded that 
~Interior employed state-of-the-art techniques and that Interior’s 
estimates were relatively accurate for those tracts on which oil 
‘or natural gas had been found. In 1980 another study compared 
,Interior’s estimated tract values in relation to number and size 
‘of bids and levels of production after lease.8 It concluded that 
Interior’s values were generally very conservative when compared 
to the high bid and somewhat conservative compared with the 
average bid. 

Concerns with relying solely on 
competition and the marketplace 

At the time of adopting new bid-acceptance procedures, Inter- 
ior’s OCS Fair Market Value Task Force reported that 

“Implicit in the decision to increase reliance on the 
market to gain information for use in its [Interior’s] 

~6Department of the Interior, Procedures For OCS Bid Adequacy, 
i March 1983. 

~ 7Science, Vol. 205, Oil and Gas in Offshore Tracts: Estimates 
Before and After Drillinq, Aug. 3, 1979. 

8University of California, Los Alamos Scientific Laboratory, 
Pre-sale Evaluations on Federal Offshore Hydrocarbon Leases, 
March 1980. 
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bid evaluation decisions is the underlying assumption 
that the market will continue to provide a sufficient 
level of competition. While there is historical evi- 
dence that a high degree of competition has existed for 
OCS leases, there is concern that a future [area-wide] 
lease sale could suffer from such weak competition that 
the lease market would not yield any prices that would 
have resulted from transactions between knowledgeable, 
willing sellers and knowledgeable, willing buyers. 
Should this occur, procedures using market information 
to assure receipt of fair market value would be invalid. 
Under such circumstances it would be appropriate for the 
Secretary to reduce, or remove altogether, the reliance 
on market information for that sale." 

In 1982 the Assistant Secretary for Policy, Budget, and 
Administration reported that, in addition to Interior's bid- 
acceptance procedures, the size and timing of lease sales could 
affect the receipt of fair market value.9 In particular, he 
noted that it was possible that the increase in the number of 
tracts offered for lease under the area-wide program could out- 
strip the level of money available to industry and, thus, competi- 
tion and bids could decline. He reported that evaluating tracts 
would assure that these changes would not provide bidders the 
opportunity to acquire leases for less than fair market value. 

~ Receipt of fair market value differs 
from maximizing revenues 

Assuring receipt of fair market value differs from maximizing 
up-front bid revenues for offshore leases. Under the tract- 
selection program, industry's high bids usually substantially 
exceeded Interior's estimates of tract value (MROV and DMROV)-- 
that is, its own estimate of fair market value at the time of the 
lease sale. In effect, industry paid a premium over Interior's 
estimates of tract value because of the competitive nature of the 
sales in the tract-selection program. However, since competition 
per tract has decreased under the increased pace of the area-wide 
ewwam, industry has been less willing to pay such a large pre- 
mium for tracts being leased (as discussed in chapter 3). 

THREE-OR-MORE-BIDS CRITERION A LESS 
~ APPROPRIATE SUBSTITUTE IN SOME CASES 

THAN INTERIOR'S OWN ESTIMATE 

We believe that where Interior has good or excellent support- 
ing data to evaluate tracts, its own independent estimates of 
tract value (MROV and DMROV) provide more assurance of receiving 

gAssistant Secretary for Policy, Budget, and Administration memo- 
randum to the Under Secretary, OCS Tract Evaluation Procedures 
and Fair Market Value Assurance, Jan. 7, 1982. 
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fair market value for OCS lands than relying solely on the receipt 
of three or more bids for individual tracts. Having good or 
excellent supporting data increases the reliability of Interior's 
estimates in assessing the reasonableness of high bids. 

Recause no detailed evaluation was conducted for the 305 
tracts leased under this criterion in the first ten area-wide 
sales, Interior had little knowledge of tracts' resource value and 
was not a knowledgeable seller. Of these tracts, Interior leased 
97 (for over $638 million) without conducting its own evaluation 
even though Interior believed it had good or excellent data with 
which to evaluate these tracts. With little additional effort 
Interior could have developed and used its own independent 
valuations (MROV and DMROV) to properly ensure that the high bids 
captured the value of the tracts at the time and place of the 
lease sale. In other words, Interior would become a more know- 
ledgeable seller in those cases, thus ensuring receipt of fair 
market value. 

We believe that relying solely on the receipt of three bids 
does not ensure that the high bid will equal or exceed Interior's 
own estimates of tract value. If the three-or-more-bids criterion 
had been applied to tract-selection sales, some tracts would have 
been leased for significantly less than Interior's estimates of 
their value (MROV and DMROV). For example, if the three-or-more- 
bids criterion had been used in the prior tract-selection sales, 
high bids for 20 of the 184 tracts (10.9 percent) rejected as 
being too low would have been accepted under this criterion for 
$826 million less than Interior's estimates. In one tract- 
selection sale, Interior rejected the highest of three bids--$7.2 
million-- as being too low. If Interior had relied solely on the 
receipt of three or more bids to ensure fair market value, the 
tract would have been leased for 35.3 percent of its estimated 
MROV ($20.4 million) or 40 percent of its DMROV ($18 million). 
Thus, relying solely on the receipt of three or more bids does not 
ensure that the high bid will equal or exceed Interior's estimates 
of tract value. 

Effect of discontinuing the 
criterion in cases where Interior 
has good or excellent data 

Discontinuing the three-or-more-bid's criterion in cases where 
Interior has good or excellent supporting data for its evaluations 
would not greatly increase Interior's workload or costs because 
most of the required analysis is completed in preparation for the 
sale. Further, relatively few tracts are expected to meet this 
criterion in future sales. 



The director of MMS expects that most analyses for tracts 
being evaluated will be undertaken on the basis of data available 
at the time bids are received.10 However, some additional 
detailed analyses, including additional mapping, may be completed 
at the discretion of the regional managers. In cases where Inte- 
rior has good or excellent data, additional data should not be 
needed to complete the detailed tract evaluation. 'Also, MMS' 
guidelines for bid adequacy suggest that, to ensure the 
objectivity of the process, as many of the critical detailed 
evaluation parameters as possible should be determined before the 
sale." Thus, most of the additional workload necessary to 
evaluate those tracts with good or excellent data would consist of 
completing the computer-generated valuations. MMS estimates that 
this process costs $66, $88, and $143, respectively, for each 
tract evaluated in the first three area-wide sales in the Gulf of 
Mexico. 

If Interior were to discontinue using the three-or-more-bids 
cri,terion in cases where it has good or excellent supporting data, 
relatively few additional tracts would require detailed analysis. 
Interior, for example, would need to have estimated the value of 
97 additional tracts in the first ten area-wide sales if the 
three-or-more-bids criterion had not been used. Also, there has 
been a continued reduction in the number of tracts leased under 
the three-or-more-bids criterion. Furthermore MMS expects to 
receive bids on fewer tracts in future sales. 11 

~ 10 Federal Register, Vol. 49, p. 12767, Notification of Procedural 
Changes for OCS Bid Adequacy, March 30, 1984. 

llDirector, MMS, memorandum to all regional managers, Guidelines 
for Bid Adequacy, April 21, 1983. 

12Director, MMS, memorandum to the Assistant Secretary--Land and 
Minerals Management, Decision on Fair Market Value, March 26, 
1984. 
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Criterion may promote undesirable 
or noncompetitive practices - 

Interior's use of the three-or-more-bids criterion allows 
possible undesirable or noncompetitive bidding strategies.13 
Given the recent increase in mergers and complete buy-outs of 
companies within the oil and natural gas industry, we found that 
it was very difficult to identify related companies at the time of 
any given sale. However, we identified ten cases in which merging 
companies submitted separate bids --one from each of the merging 
companies-- for the same tract. In one case, the tract received 
three bids and was leased under the three-or-more-bids criterion 
to one of the merging companies. 

We also identified three cases in which a company (competing 
against itself) submitted two separate bids for the same tract. 
In the first case, because the tract received only two bids it was 
referred to the second phase of the bid-acceptance process and was 
ultimately rejected. In the second case, the tract was determined 
nonviable by Interior and leased to the company submitting two 
bids. In the last case, the tract received four bids and was 
leased under the three-or-more-bids criterion to the company 
submitting two bids. 

On July 13, 1984, Interior began eliminating all but the 
~highest bid from any company submitting more than one bid for a 
tract. The low bid, whether the company bids alone or jointly 
with other companies, is not considered in the bid-acceptance 
process. 

GAEOT A LESS APPROPRIATE 
MEASURE OF TRACT VALUE 
UNDER AREA-WIDE PROGRAM 

Using the GAEOT criterion, Interior leased 26 tracts in the 
first ten area-wide sales for less than its estimates of their 
value (MROV and DMROV). We question the appropriateness of using 
this criterion for leasing tracts where Interior has good or 
excellent supporting information for its evaluations. In the 
first ten area-wide sales, Interior leased 20 tracts under the 

13Some undesirable or noncompetitive practices that may occur in 
the OCS lease market are strategic bidding, gaming, and collu- 
sion. Strategic bidding occurs when companies take their com- 
petitors' actions into account and attempt only to exceed their 
rivals' bids, rather than offering the full value for the off- 
shore lease. Gaming occurs when companies bid against Inter- 
ior's procedures and criteria in an attempt to beat the system 
in order to obtain leases for less than fair market value. Col- 
lusion is two or more bidders acting together through a secret 
agreement in an attempt to lower their cost of lease 
acquisition. 
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GAEOT criterion for $65 million less than their estimated values 
(MROVs) even though Interior had good or excellent supporting data 
to estimate their MROVs and DNROVs. Interior accepted $105 mil- 
lion for these tracts (61.8 percent of their estimated value of 
$170 million [total of their MROVs] or 68.6 percent of their esti- 
mated discounted value of $153 million [total of their DMROVs]). 

In one case, Interior estimated that the tract's value (MROV) 
was $11 million and discounted value (DMROV) was $10 million, but 
leased the tract for $6.6 million under the GAEOT criterion. On 
the basis of bids of $6.6 and $1.6 million and its own MROV, 
Interior computed a GAEOT of $4.9 million: 

(MROVl)x(bid2)x(bid3)<...x(bidN) = GAEOT 

v ----. 
mTl.'x $KXiiXiYxSi,g-iii. - $4.9 mil. 

Since the high bid of $6.6 million is ,greater than the GAEOT, 
Interior leased the tract. Interior, in effect, gave more 
importance to two dissimiliar bids than to its own good supporting 
data and estimated MROV and DMROV. Therefore, in relying on the 
GAEOT criterion, Interior receives less than its estimates of 
tract value. 

There was a basis for placing greater reliance on the compe- 
titive market through using the GAEOT criterion when there were 
more bids for each tract. The area-wide program, however, has 
diluted competition for each tract. For example, 18 (90 percent) 
of the 20 tracts received only two bids. In its 1977 review of 
the GAEOT criterion, Interior had concluded that for tracts 
receiving only two or three bids, the GAEOT has little meaning in 
assessing the adequacy of bids. Interior's analysis stated that 
the criterion should not be used for accepting high bids if few 
bids are received for the tract. 

GAEOT criterion can provide 
questionable leasing results 

Hypothetically, given that two drainage or development 
tracts --where the three or more bids criterion does not apply-- 
have equal value (MROV and DMROV) and each received three bids, 
reliance on GAEOT alone could result in different leasing 
results. For example, one tract could be leased for half the bid 
amount received for the other--which is rejected. This hypotheti- 
cal case is shown on chart 5. 
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OAEOT Formula And Its Effect On Bid-Acceptance 
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The regional manager of the Gulf of Mexico office reported 
that the criterion provides questionable leasing results because 
when companies’ bids are close, as shown in chart 5, it is less 
likely that the high bid will be accepted under this criterion. 
Conversely, when the bids disagree signifi lntly, it is more 
likely that the high bid will be accepted. F 

Gaming or strategic bidding 
become more attractive 

Gaming or strategic bidding practices become more attractive 
under the GAEOT, since the right combination of bids mathemati- 
cally guarantees acceptance of the high bid and because the crite- 
rion does not apply to tracts receiving only one bid. The right 
combination of two or three bids could guarantee the high bidder 
the lease to any tract Interior offers (high bid will be greater 
than GAEOT). Hypothetically, three bids of $1, $2, and $5 million 
would guarantee that the high bid of $5 million would win the 
lease to any drain or development tract valued up to $62.5 

~ million ($5 mil. 1 $1 mil. x $2 mil. x $5 mi.1. x $62.5 mil.). 

We identified one case under the criterion where merging com- 
panies submitted the only bids for a tract--$2 million and $0.9 
million, respectively. Interior estimated the tract to be worth 
$854,784, and the higher bid was accepted. However, this 
combination of bids would have mathematically guaranteed that the 
high bid would have been accepted under the criterion even if 
Interior had valued the tract up to $4.44 million. 

As previously noted, we also identified three instances where 
the same company submitted more than one bid for the same tract. 
In the first case, the high bid came very close to being accepted 
under the GAEOT criterion even though the bid was significantly 
less than Interior’s valuation (MROV and DMROV), as shown in table 
7. Had the bid been about one-half of one percent ($19,416) 
higher, Interior would have been in the position of leasing the 
tract to the high bidder for $9.21 million ($13 million - $3.79 
million - $9.21 million) and $8.21 million ($12 million - $3.79 
million = $8.21 million) less than Interior’s MROV and DMROV, 
respectively. 

‘IRegional Manager, Gulf of Mexico OCS Region memorandum to the 
Associate Director, Offshore Minerals Management, MMS, Recommen- 
dations on the OCS Streamlined Bid Adequacy Procedures, 
August 12, 1983. 
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Table 7 

Comparison of Bids With GAEOT 
for One Gulf of Mexico Tract 

High bid: 

Low bid: 

Interior's valuation (MROV): 

Interior's discounted valuation (DMROV): 

Geometric average evaluation of the 
tract (GAEOT): 

Difference between rejected bid and acceptable 
bid (GAEOT less the high bid): 

~ Effect of discontinuing the GAEOT 
~ criterion when Interior has good 
~ or excellent data 

$ 3,790,ooo 

1,122,ooo 

13,000,000 

12,000,000 

3,809,416 

$19,416 

Discontinuing use of GAEOT as a criterion in cases where 
Interior has good or excellent supporting data would not affect 
Interior's workload and would only slightly increase rejections of 
multiple bid tracts and overall costs of delayed development. 
Since GAEOT is generated at the final stage of the bid-acceptance 
process, its elimination would not affect Interior's work load be- 
cause no additional work would be needed. If it had not been used 
in the first ten area-wide sales, Interior would have rejected 20 
additional tracts where it had good or excellent supporting infor- 
mation. All of these tracts were in the Gulf of Mexico, where 
they are usually reoffered within 1 year; the overall costs of 
delayed development would thus have been minimal. 

~ IMPACT ON GOVERNMENT REVENUES 
I OF REJECTING BIDS 
I Interior has studied the history of tracts rejected in prior 
~ sales and noted that, on average, it has doubled the bid amount 
~ ultimately accepted. It reviewed 84 bid rejections from nine 

sales and noted the following results: 
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($ million) 

Rejected 84 high bids totaled: 203 

Later leased 60 tracts for: 589 

Failed to lease 24 tracts 
on which the rejected bids totaled: 33 

Interior also noted that the average time between first rejection 
and subsequent sale was 12.3 months. 

In addition, Interior rejected bids totaling almost $102 
million for 33 tracts in area-wide sale 72. During the next sale 
(sale 81), Interior leased 18 of these tracts for $201 million. 
This amounts to an increase of over $99 million within one year. 
The remaining 15 tracts did not receive bids or were rejected in 
sale 81. 

~ CONCLUSIONS 

With the advent of area-wide leasing, Interior decided that 
evaluating every tract was no longer efficient because of the 
large increase in the number of tracts offered for lease. Inter- 
ior adopted new bid-acceptance procedures, which place increased 
reliance upon competitively-based criteria and less reliance on 
its own detailed tract valuations in ensuring receipt of fair 
market value. 

We believe, however, that by being knowledgeable about 
tracts' values, Interior can best ensure that the government 
receives fair market value for tracts leased. For tracts that 
Interior has good or excellent supporting data with which to eval- 
uate, its own independent estimates of tract value (MROV and 
DMROV) provide more assurance of receiving fair market value than 
does relying solely on (1) the tract receiving three bids or 
(2) the geometric average of the bids and Interior's estimate. We 
question the use of the three or more bids criterion in these 
cases because the receipt of three bids in prior sales did not 
ensure that the high bid exceeded Interior's estimates of tract 
value and because Interior has not obtained reasonable knowledge 
of the value of the tracts leased under the criterion. With 
little additional effort to evaluate these tracts, therefore, 
Interior can use its own independent valuations to ensure receipt 
of fair market value. 

In addition, by using the GAEOT criterion, Interior always 
receives less money than its estimates of tract value. There was 
a conceptual basis for using this criteria to assess high bids in 
more competitive sales because of the number of bidders and bids 
submitted for each tract. In area-wide sales, however, we 
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question the appropriateness of using this criterion for leasins 
tracts where Interior has good or excellent supporting information 
for its estimates of tract values (MROV and DMROV)--particularly 
when the tract receives only two bids. In effect, under the GAEOT 
criterion, Interior has given more importance to a relatively few 
bids in accepting bids than to its own good supporting data and 
estimates of tract value. 

RECOMMENDATION TO THE 
SECRETARY OF THE INTERIOR - 

We believe--particularly with the reduction in bid revenues 
under area-wide leasing-- that two of Interior's bid-acceptance 
criteria (three-or-more-bids and geometric average) should not be 
used in place of Interior's estimates of tract value when it has 
good or excellent supporting data. In order to become a knowl- 
edgeable seller and have increased assurance that the high bids 
represent fair market value, we recommend that in those cases 
where it has good or excellent supporting data to estimate tracts' 
values, Interior should use its independent estimates of tract 
value for assessing the adequacy of high bids. 

42 

I, 

. ‘,( ,’ 
.,’ ,. 

‘. 



CHAPTER 5 

INTERIOR'S STREAMLINED PRESALE PLANNING PROCESS 

FOR AREA-WIDE LEASING PROGRAM 

Interior has streamlined the presale planning process for the 
area-wide program and has reduced the time allowed to prepare some 
planning documents and for the public to review and comment on 
them. Most states, companies, and environmental and fishery 
groups believe that Interior's planning documents are complete and 
contain accurate data. Also, states and industry believe that 
they have adequate time to review and comment on Interior's plan- 
ning process. Yost environmental and fishery groups believe that 
they have marginal or adequate time to participate in the process. 

States, interest groups, and the Congress-- through litigation 
and leasing moratoriums-- continue to express concern with Inter- 
ior's area-wide program. The area-wide program includes an in- 
creased number of sales and significantly larger number of tracts 
offered in each sale. States and others question Interior's abil- 
ity, however, to adequately assess the potential impact of area- 
wide lease sales. Although the results of the litigation have 
favored Interior's position, they affected hcrl.;I tsE t,h~t first ten 
area-wide sales. Similarly, areas removed from leasing because of 
moratoriums have increased seventy-fold since area-wide leasing 
began. 

Although required by the OCS Lands Act, as amended, Interior 
has not provided the Congress and the public with annual reports 
assessing the cumulative effects of offshore activities on the 
human, marine, and coastal environment. Interior officials ques- 
tion the need for the reports. 

CHANGES IN PRESALE 
PLANNING PROCESS 

Interior's streamlined procedures allow certain presale 
planning activities to be performed simultaneously, larger envi- 
ronmental studies, and a phased approach for collecting data. 
Interior also reduced the time allowed to prepare some planning 
documents and for the public to review and comment on them. Dur- 
ing this phase, Interior collects and analyzes geological, envi- 
ronmental, and economic data on the sale area. In addition, 
federal and state agencies and others provide information, includ- 
ing environmental and economic data, to Interior on the offshore 
and coastal environments. Interior is responsible for coordinat- 
ing and analyzing the information, identifying data needs, and 
evaluating states' and public opinion on the proposed lease sale. 



Interior must complete a number of major steps in planning 
for each area-wide lease sale. Approximately 30 to 32 months 
before the sale, Interior prepares-a geology-report, which is pro- 
vided to the public, identifying the areas of resource potential 
and the regional characteristics of the planning area under con- 
sideration for leasing. Approximatelv 20 months before the sale. 
Interior issues a call for-information in the Federal Register - 
asking potential bidders and other affected parties to comment on 
areas of interest and concern. Next, Interior formally determines 
the part of the planning area, area identification, on which the 
environmental impact analysis will be focused and that will be 
considered for leasing. Approximately 9 to 10 months before the 
sale, Interior issues the draft environmental impact statement to 
the general public, describing the existing OCS environment, the 
proposed lease sale and alternatives, resource estimates, and 
probable environmental risks. A 60-day public comment period is 
generally provided for interested groups to review the draft and 
provide information and written comments to Interior. After these 
comments are received and reviewed, Interior issues the final 
environmental impact statement. Following publication of the 
final statement, Interior issues the proposed notice of lease 
offering, informing the public of the proposed terms and 
conditions of the upcoming offering. Interior also sends the 
proposed notice to the governors of affected coastal states, 
specifically asking for their recommendations on the size, timing, 
or location of the proposed sale. At least 30 days prior to the 
date of the sale, Interior publishes the final notice of lease 
offering, listing the tracts to be offered for lease, lease 
stipulations, and all terms and conditions of the offerinq. 
Finally, Interior conducts the lease offering, where the sealed 
bids are publicly announced and recorded. These steps are 
discussed in more detail in appendix V. 

Chart 6 compares Interior's previous tract-selection process 
with its new streamlined planning procedures. 

PUBLIC PARTICIPATION IN 
OCS PLANNING PROCESS 

The OCS Lands Act Amendments of 1978 provide that state and 
local governments affected by offshore activities are given 

--comprehensive assistance to anticipate and plan for the 
effects of offshore activities, 

--an opportunity to participate in policy and planning deci- 
sions, and 

--timely access to information regarding OCS activities. 
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Chart 6 
Interior's Previous and New Streamlined 

Planning Process 

Pravlous tract 
selectipn process 

Time Streamlined TM! 
before sale area-wide process before sale 

(months) (month) 

42 1-1 32 

40 

33 

15 9 

I Public *arings and 
Comment Period I 

1 Proposed Notice of Sale 
I 

1 J 
I c 

I Final Notlcc of Sale 
I 

1 
Sale 

11 

7 

I public Hearings and 
Comment Period 

I 

I I I 

I Final Environmental 
Impact Statement 

I 

7 

4 

Proposed Notice of 
4 

0 0 

Source Department of the Interior,The Bureau of Land Management, 
FInal Sgylement to the Final Environmental Statement, 
Prsosed Fi6cYear OCS Oil and Gas Lease Schedule, 
January 1982.December 1986. 
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The OCS Land Act, as amended, also requires Interior to coordinate 
the size, timing, and location of proposed lease sales with 
affected states; develop environmental information to assess and 
manage the potential effects of OCS activities; monitor and 
identify any significant changes in the human, marine, and coastal 
environments; and annually report to the Congress the cumulative 
effects of offshore activities on the human, marine, and coastal 
environments. 

MOST BELIEVE THAT INTERIOR'S 
PLANNING DOCUMENTS ARE 
COMPLETE AND ACCURATE 

Most states, companies, and environmental and fishery ,groups 
expressed no concerns about Interior's planning documents. They 
believe Interior's documents are complete and contain accurate 
data. 

Although time was reduced for 
planning, it appears adequate 

Interior reduced the presale planning time from approximately 
40 to 20 months from call for information to lease offering. With 
this reduction, Interior also reduced the time for preparing some 
of the presale planning documents. It reduced, for example, 
the preparation time for the draft environmental impact state- 
ments. The preparation process is initiated with Interior's 
public notice of its intent to prepare the draft environmental 
impact statement. The average time from the intent notice to the 
issuance of the draft statements for area-wide sales is similar to 
the time for tract-selection sales. However, Interior's area 
identification formally determines which part of the sale area 
will be the focus of the environmental analysis. The average time 
from Interior's area identification to issuance of the draft 
environmental impact statement for area-wide sales is 189 days, 
compared with 424 days for recent tract-selection sales, as shown 
in chart 7. 
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&hart 7 

Comparison Of Time From Area Identification 
To Issuance Of The Draft Environmental Impact 

Statement For Selected Sales 
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Most states and others 
had no major concerns 

Eleven states (52 percent) responding to our questionnaire 
called Interior's planning documents accurate and complete. Ten 
states (48 percent), however, felt that one or more documents were 
incomplete: two (10 percent) felt that they contained inaccurate 
data. The draft environmental impact statement was the document 
most often cited for being incomplete or inaccurate. 

The state of Texas questioned a number of statements in In- 
terior's draft environmental impact statement for sales 94, 98, 
and 102.' For example, the state took exception to the draft's 

.----- 

'Governor of Texas letter, comments on the draft environmental 
impact statement for sales 94, 98;and 102, Oct. 9, 1984. 
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conclusion that Texas *I. . . does not have'any vulnerable, 
sensitive coastal habitats likely to be contacted b 
in the Federal OCS." The state, in contrast, liste ii 

an oil spill 
a number of 

sensitive habitats that could be affected by oil through flood 
tides. Similarly, the draft environmental impact statement 
reported that no coastal habitats would be affected by pipelines; 
Texas listed two habitats that could be affected. 

The state of Louisiana also expressed concern about Inter- 
ior's ability to estimate the effect of area-wide lease sales.2 
For example, it pointed out that Interior's draft environmental 
impact statements underestimated the number of tracts leased for 
sales 72 and 81. The state is concerned that 'Interior's estimated 
environmental and economic impact has been "greatly underesti- 
mated" because the potential effects were projected upon a 
"grossly underestimated" level of leasing. 

Of the 55 environmental and fishery groups responding to the 
questionnaire, most expressed no concerns with Interior's planning 
documents. Only 12 (22 percent) stated that one or more planning 
documents were incomplete and 11 (20 percent) thought that one or 
more planning documents contained inaccurate data. The draft 
environmental impact statement was most often cited for being in- 
complete or inaccurate. 

Similarly, of the 105 companies responding to the question- 
naire, most expressed no concerns with Interior's documents. Only 
two companies stated that one or more planning documents were 
incomplete and only four thought that one or more documents con- 
tained inaccurate data. Interior's resource report was the 
document most often cited. 

TIME ALLOWED FOR PUBLIC 
COMMENT WAS REDUCED BUT 
APPEARS ADEQUATE 

Interior reduced the time allowed for public comments on its 
call for information and draft environmental impact statements. 
Most states and companies believe, however, that they have ade- 
quate time to review and comment in these planning stages, while 
environmental and fishery groups believe, in general, that the 
time allowed is adequate or marginal. 

2Governor of Louisiana letter, comments on the new OCS leasing 
program, Aug. 24, 1984. 
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Time allowed for the 
call for information e-m- 
appears adequate 

Interior reduced the usual minimum comment time to respond to 
its call for information to 30 days for area-wide sales, compared 
with 60 days provided in most previous tract-selection sales. The 
call requests comments from states, the general public, and indus- 
try on the proposed sale. Seventeen states (81 percent) respond- 
ing to our questionnaire said that they had "adequate" time to 
respond to Interior's call for information and four environmental 
and fishery groups (16 percent) responding believe that the time 
allowed for the call for information is 'adequate' or "more than 
adequate." Three states (14 percent) and five environmental and 
fishery groups (20 percent) believe that the time allowed for the 
call is "inadequate" or "very inadequate". In addition, nine of 
the environmental and fishery groups (36 percent) believe that the 
time is marginal. No company expressed concern with the adequacy 
of the time allowed for the call for information. 

~ Time allowed for the 
~ draft environmental impact 
~ -- statements appears adequate 

The comment period for four out of seven draft environmental 
impact statements was reduced below the minimum 60-day comment 
period provided by Interior's departmental manual.3 Interior 
reduced the comment period to 50, 53, and 56 days for some 
drafts. Interior officials in the environmental assessment unit 
informed us that as milestone dates for presale activities slipped 
for some sales, exemptions to the minimum comment period were 
given, but that Interior intends to hold to the 60-dav comment 
period in future sales. 

Twelve states (57 percent) responding to our questionnaire 
said that they had "adequate" time to comment on Interior's state- 
ments, compared with four states (19 percent) that said that the 
time provided by Interior is "inadequate". Five states (24 
percent) said Interior provided "marginal" time. Nine 
environmental and fishery groups (36 percent) said that the time 
provided is "adequate" or "very adequate," while four (16 percent) 
called it "inadequate" or "very inadequate". Nine groups (36 
percent) called it "marginal." No company expressed concern with 
the time allowed to comment on the draft. 

31nterior consolidated data for sales 72, 74, and 79 into one 
draft environmental impact statement and for sales 81 and 84 into 
one statement. 



FUNDING FOR ENVIRONMENTAL 
STUDIES PROGRAM HAS STABILIZED 

Although the acreage being considered and actually leased has 
increased, Interior has not increased the funding for its environ- 
mental studies program, which is designed to provide information 
necessary for prediction, assessment, and management of the 
potential effects of OCS activities on both a regional and 
national basis. However, Interior believes that sufficient 
studies have been completed in most OCS areas, except remote 
planning units in Alaska, to assess the potential effects of the 
program. As a result, Interior has stabilized the funding for the 
program, as shown in table 8. 

Table 8 

Funding for Interior's Environmental 
Studies Program, Fiscal Years 1982 through 1985 

($ thousands) 

OCS -----. regions 
~ Fiscal Gulf of --- Programmatic 

year Alaska Atlantic Mexico Pacific studiesa Total 

~ 1982 13,741 6,231 3,430 3,605 2,060 29,067 
1983 12,612 4,342 4,042 4,307 2,584 27,888 
1984 12,005 4,865 4,000 4,068 2,950 27,888 

~ 1985 11,905 4,865 3,900 4,000 3,218 27,888 

aThese are baseline studies dealing with the needs and improvement 
of the environmental studies program. 

Some states have expressed concern that the environmental 
studies program has not kept pace with the area-wide leasing 
schedule. For example, the state of Florida has concluded that 

"One of the most serious issues [it] identified was the 
lack of adequate environmental studies in certain leas- 
ing areas. This continues to be one of the major pit- 
falls of the leasing program. It is imperative that MMS 
develop a systematic five-year environmental studies 
program which is phased to the five-year leasing sched- 
ule to ensure availability of data for environmental im- 
pact statements and Notice of Sale. Areas with little 
or no environmental studies should not be offered for 
leasing."4 

lGovernor of Florida letter, comments on the new OCS leasing pro- 
gram, Aug. 16, 1984. 

50 



The state of Virginia recommended that 

"The OCS Environmental Studies Program must keep pace 
with the leasing program. Adequate environmental 
information is particularly crucial in a frontier area 
where many of the tracts are located in unusually deep 
water. . . . Continuing study is needed in order to 
maintain the viability of Environmental Impact State- 
ments and measures used to mitigate potential 
impacts."5 

The state of South Carolina reported that 

"A well-funded, well-timed environmental studies program 
will significantly reduce public concern over potential 
adverse impacts from oil and gas exploration and devel- 
opment.n6 

NUMBER OF COURT CASES AND 
LEASING MORATORIUMS IS SIGNIFICANT 

States, interest groups, and the Congress--through litigation 
and leasing moratoriums-- continue to express concerns with Inter- 
ior's area-wide program. 

Litigation has involved 
five area-wide sales -- 

Litigation has involved five of the first ten area-wide lease 
sales-- sales 76, 74, 73, 81, and 84. The states of Virginia, 
Maryland, and New York sued to get tracts deleted from sale 76. 
No litigation was filed specifically for sale 74, but it was 
affected by litigation dealing with the sharing of revenues from 
tracts common to the state of Texas and the federal government. 
The state of California's coastal commission wanted sale 73 
enjoined on the grounds that it was inconsistent with California's 
coastal-zone management plan. The states of Louisiana and Texas 
alleged that sales 81 and 84, respectively, violated the 
provisions of the OCS Lands Act. 

Leasing moratoriums have increased 

The level of leasing moratoriums has also increased over the 
years. The first moratorium was enacted as a provision of 

5Governor of Virginia letter, comments on the new OCS leasing pro- 
gram, July 23, 1984. 

6Governor of South Carolina letter, comments on the new OCS leas- 
ing program, Aug. 17, 1984. 
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Interior's fiscal year 1982 appropriation. Since then, the area 
included under moratoriums has increased from 736,000 acres to 52 
million acres, as shown in table 9. Reasons for opposing OCS 
leasing are varied. Reduced fish catches and tourism, potential 
environmental damage, and interference with the Department of De- 
fense are cited as reasons why leasing should not be permitted in 
some areas. 

Some in industry recognize the importance in meeting the con- 
cerns of states and others during the planning process in order to 
reduce legal challenges and congressional moratoriums against the 
program. The level of participation in the program is tempered by 
Interior's ability to hold sales on schedule and issue leases 
without legal considerations. One company responding to our ques- 
tionnaire stated that regardless of Interior's good intentions in 
offering OCS leases, industry is effectively frustrated by the 
negativism expressed by many state and local governments. As a 
result, according to the company, a tremendous amount of time and 
resources are wasted by industry. The company recommended that 
Interior make a greater effort to convince the states and others 
that the oil and natural gas resources of the OCS must be evalu- 
ated and produced to meet the objectives of the OCS Lands Act and 
its 1978 amendments. 

RECENT INITIATIVES TO PROVIDE 
INCREASED CONSIDERATION OF 
STATES' AND OTHERS' CONCERNS 

Interior has made some changes to the planning process in 
order to try to ensure early and thorough consideration of con- 
flicts identified by affected coastal states, federal agencies, 
and other interested parties. These changes, which Interior has 
implemented on a case-by-case basis, include: soliciting more in- 
formation on specific areas of interest; expanding the call for 
information period from 30 to 45 days; attempting to resolve as 
many conflicts as possible at the area identification stage; and 
allowing the full 60-day review period for all draft environmental 
impact statements. 

States and other affected groups generally view Interior's 
changes to the presale process positively. For example, all of 
the states and 21 environmental and fishery groups (38 percent) 
responding to our questionnaire thought that one or more of 
Interior's changes will improve the process to a "very great 
extent". Interior's initiative to encourage industry to indicate 
areas of interest early in the planning process was cited most 
often as greatly improving the process. 



Fiscal 
vear 

1982 

1983 

1984 

Table 9 

Moratoriums from Fiscal Years 1982 through 1984 

Area prohibited 

Four basins offshore central and northern 
California (Point Arena, Bodega, Santa Cruz, and 
Eel River). 

Acreage 
affected 

An area offshore central and northern California 
from Morro Bay north to the Oregon border, 35,000,000 

Certain canyonhead blocks (55 total) in the mid- 
Atlantic. 316,800 

An area offshore central and northern California 
from Morro Bay north to the Oregon border. 35,000,000 

Certain nearshore areas offshore southern 
California, including (a! tracts from 3 to 10 
miles offshore Newport Beach south to the 
Mexican border, (b) tracts in the Santa Monica 
Bay, (c) tracts in the 3 to 6 mile band extend- 
ing around the Channel Islands Marine Sanctuary, 
and (d) tracts comprising the Santa Barbara 
Ecological Preserve. 1,600,OOO 

Certain areas offshore Massachusetts in the North 
Atlantic, including tracts shallower than 60 
meters in depth and certain canyon and canyon 
head tracts. 8,200,OOO 

Certain areas offshore Florida in the eastern Gulf 
of Mexico, including (a) tracts encompassing the 
seagrass beds, (b) tracts comprising the Florida 
Middle Grounds (coral grounds), (c) tracts south 
of 26” N and in water depths less than 20 
meters, and (d) tracts in a 20-mile and 30-mile 
buffer zone offshore the west coast of Florida 
from Panama City to 26” N latitude. 7,400,000 

52,200,000 
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ADDITIONAL OPPORTUNITY TO ASSIST 
STATES AND OTHER AFFECTED GROUPS -*es 

An opportunity exists for Interior to assist states and other 
groups by completing and publishing annual reports that assess the 
cumulative effects of OCS leasing. Section 20(e) of the OCS Lands 
Act, as amended, requires Interior to submit annual reports to the 
Congress and make available to the general public assessments of 
the cumulative effects of activities conducted under this act on 
the human, marine, and coastal environment. Interior officials 
question the need for the reports and have never provided one. 
The chief of MMS' Offshore Environmental Assessment Division 
viewed the reports as redundant and administratively burdensome to 
develop. He further said that other annual reports contain 
information on OCS activities-- number of wells drilled, platform 
information, etc .--and that cumulative effects of the program are 
discussed in each environmental impact statement. 

We found that Interior's other reports do not assess the 
cumulative effects of OCS leasing on the environment. Moreover, 
information contained in the environmental impact statements is 
specific to particular sales or a few sales, rather than 
addressin<] the cumulative effects of the OCS program. We were 
unable to identify any document that reports the cumulative 
effects of OCS activities on the coastal, human, and marine 
environment. 

CONCLUSIONS 

The prospects of success for the area-wide leasing program 
largely are based on Interior's ability to (1) implement the pro- 
gram in an efficient, effective, and timely manner and (2) reduce 
the level of litigation and leasing moratoriums brought against 
the program. Interior has streamlined the presale planning pro- 
cess for the area-wide program and reduced some of the time- 
consuming analyses before each sale. Most of the states, environ- 
mental and fishery groups, and companies queried expressed no 
major concerns with Interior's presale planning process. Interior 
has dl:;o recently tried to alleviate litigation and moratoriums 
affecting the program through early and increased state and public 
participation and early identification and resolution of con- 
flicts. 

Interior has not provided the Congress with annual reports 
assessing the cumulative effects of the offshore program on the 
human, Inarine, and coastal environment as required by the OCS 
Lands Act. The required reports may be helpful for documenting 
the effects of increased OCS activities and providing additional 
information on the benefits of the area-wide program in one 
source. Nevertheless, the Congress may want to review the need 
for such additional reporting. 
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MATTER FOR CONSIDERATION 
BY THE CONGRESS 

The Congress should consider whether a need exists for 
requiring Interior to annually assess and report on the cumulative 
effects of the offshore program on the human, marine, and coastal 
environment. 



APPENDIX T 

ECONOMETRIC METHODS AND RESULTS 

APPENDJX T 

This appendix describes the quantitative methods we used to 
analyze the effects ot Interior's shift to the area-wide leasing 
program on both the level and number of bids received for each 
acre or tract of OCS land. We used standard statistical 
techniques in examining these effects. These techniques involved 
comparing bidding results for lands offered for lease under 
previous tract-selection sales with the results of area-wide 
sales. The sample we used to make our comparative analysis is 
comprised of 2,303 tracts offered between November 30, 1979, and 
April 25, 1984, (first eight area-wide lease sales) for which 
Tnterlor had estimated val es for the tracts and the tracts had 
received at least one bid. Y Of. these 2,303 tracts, 1,454 were 
offered for lease under the prior tract-selection program. This 
represent 32 percent of the total number of tracts offered for 
lease and 100 percent of the tracts receiving bids under the 
tract-selection program during this period. The remaining 849 
tracts were offered for lease under the area-wide program. This 
represents 2 percent of the tracts offered for lease and 42 
percent of the tracts receiving bids under the area-wide program 
during this period. 

METHODS 

Analyzing the effects of the shift to the area-wide program 
is difficult for two principal reasons. First, not all of the 
desirable data are available. For example, we did not have the 
data needed to compute revenues from future royalty payments and 
thus had to focus only on the amount of bids received by the gov- 
ernment. Furthermore, we also had to exclude from our analysis 
certain tracts offered for lease in area-wide sales because 
Jnterior never estimated their values. 

In addition to data limitations, analyzing the effects of 
the area-wide program is complicated by other factors, affecting 
the level and the number of bids received (e.g., oil prices), 
which have varied over time. Because of this problem, we used 
standard regression analysis, allowing us to estimate the effects 
of the shift to the area-wide leasing proyram on the level and 
the number of bids received per tract while controlling for the 
effects of other variables. Specifically, we used the following 
control variables in our analysis: 

--Jnterlor's estimated value of the tract, 
--the bidding system used to lease the tract (i.e., 

sliding scale royalty, net profit share, or fixed 
royalty), 

IData for area-wide lease sales 84 and 87 were not available at 
the time we performed our analyses. 
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APPENDIX J APPENDIX 1 

--the type of tract (i.e., wildcat, proven, drainage, or 
development), 

--the location of the tract (i.e., Gulf of Mexico, 
Pacific, or other location), 

--the triple-A bond interest rate, 
--industry cash flow, 
--the price of crude oil, 
--the proportion of joint bids received, and 
--the year in which the lease sale occurred. 

Most of these variables were selected to control for differ- 
ences in the quality and value of the tracts being offered for 
lease and for differences in the amount or cost of funds used for 
bidding. 

In particular, we expect that tracts with higher estimated 
values will attract more bids and receive higher bids than will 
those tracts with lower estimated values. Interior's estimated 
value of the tract is based on tract-specific and economic condi- 
tions that also influence the bidding results. Tnterior's deter- 
mination of tract value involves calculating the amount of 
economically recoverable oil and natural gas resources; estimat- 
ing recovery tactors, production profiles, exploration costs, 
development costs, and operating costs; and performing a dis- 
counted cash flow analysis. Interior also inputs oil and natural 
gas prices, water depths, after-tax discount rates, inflation 
rates, lag time between leasing and production, number of wells, 
and transportation costs in its calculation of tract value. 

Similarly,'because tracts located in the Gulf of Mexico or 
the Pacific may be more desirable than tracts located elsewhere, 
we expect them to receive more and higher bids. Tracts offered 
for lease at times when real crude oil prices are high should be 
more attractive than tracts offered at times when oil prices are 
depressed. Because differences in risk associated with the type 
of tract offered for lease (wildcat, proven, drainage, or 
development) could also affect the number and level of bids 
received, we also controlled for this factor. 

A measure of interest rates was included to control for 
differences in the cost of funds. Thus, higher interest rates 
would be expected to decrease both the number and level of bids. 
Oil industry cash flow reflects the availability of one source of 
funds for bidding. To account for the effects of joint bidding, 
we also controlled for the proportion of joint bids received for 
OCS tracts. The type of bidding system used was also included as 
a control variable since this factor may affect the number ana 
level of bids. 

The names, definitions, and means of all of the variables 
that we use in our analysis are shown in table 1. 
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Table 1 

Variables Used in the Analyses 

Variable Definition Mean 

RBPACRE 
NORIDS 
PCTSMALL 
RPSVA 
RPCOF 
BID1 
BID2 

BID3 
WILDCAT 
DRAINAGE 
DEVELOP 
PROVEN 
PCTJOINT 
CAGOM 
AAA 
Y79 
Y80 
Y81 
Y82 
Y83 
Y84 
AREA-WIDE 
CASHFLOW 

The two basic equations that we estimated are contained in 

Real high bid per acre ($ thousands) 
Number of bids per tract 
Percentage of small companies in high bid 
Real presale value per acre ($ thousands) 
Real price of foreign crude oil 
Cash bonus bid, fixed royalty system 
Cash bonus bid, sliding scale royalty 

system 
Cash bonus bid, net profit share system 
Wildcat tract 
Drainage tract 
Development tract 
Proven tract 
Percentage of joint bids 
Pacific or Gulf of Mexico sales 
Triple-A bond interest rate 
Sale conducted in 1979 
Sale conducted in 1980 
Sale conducted in 1981 
Sale conducted in 1982 
Sale conducted in 1983 
Sale conducted in 1984 
Area-wide lease sale 
Cash flow of companies (lagged 1 

year in $ billions) 

0.637 
2.020 

43.510 
0.334 

10.897 
0.797 
0.101 

0.102 
0.852 
0.066 
0.047 
0.035 

54.280 
0.632 

12.900 
0.059 
0.113 
0.228 

' 0.175 
0.243 
0.182 
0.349 

56.916 

table 2. The number of bids received per tract is the dependent 
variable in the first of these equations. The amount of the high 
bid per acre (expressed in constant 1967 dollars) is the 
dependent variable in the second equation. 
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Table 2 

Basic Equations Estimated in the Analyses 

Independent Variables 

NOBIDS 
RPSVA 
RPCOF 
BID2 
BID3 
DRAINAGE 
DEVELOP 
PROVEN 
PCTJOINT 
CAGOM 
AAA 
Y80 
Y81 
Y82 
Y83 
Y84 
AREA-WIDE 
CASHFLOW 

Dependent Variable 
NOBIDS RBPACRE 

* 
* 
* 
* 
* 
* 
* 
* 
* 
* 
* 
* 
* 
* 
* 
* 
* 

* 
* 
* 
* 
* 
* 
* 
* 
* 
* 
* 
f 
* 
* 
* 
* 
* 
* 

* Indicates that the variable was included in the respective 
equation in at least one of the various specifications. 

- Indicates that the variable was never used in the estimated 
equation. 

We recognize that the regression analysis results may be 
sensitive to the particular specification of the equations that 
are estimated or to the type of estimation procedure that is 
used. To determine whether this was a problem in this instance, 
we estimated several different variants of our two basic equa- 
tions and used two different estimating procedures. The first of 
these procedures, ordinary least squares, assumes that the amount 
of the high bid does not affect the number of bids received. 
(See table 3.) The second procedure, two-stage least squares, 
makes no such assumption. (See table 4.) 

59 

1, .,‘: ) ,I 



Tahlc 3 

Alternative Specifiutiona 
For Regression Analyses 
(ordinary least-squares) 

1 2 3 
WOBIDS RBPACRE MJEiIDS RBPACRR NOBIDS RBPACRE - - - - - - _ 

Indcvendeat Base 
Vakhle RDBIDS RBPACEZ - - 

4 5 6 
HDBIDS BdPACRE ROBIDS RBPACRE BOBIDS RBPACRE - - - - - - 

NOBIDS 
RPSVA 
RPCOF 
BID2 
BID3 
DRAINAGE 
DEVELOP 
PROVEN 
PCTJOINT 
CAGON 
AA.4 
YE0 
1181 
1182 
Y83 
Y84 

m AREA-WIDE 
0 INTERCEPT 

CASHFLW (-1) 

Gmple : .~ 

0.363* 
0.971’ 
0.087 

-0.439 
-0.336* 

0.077 
-0.279 

0.005* 
0.224* 

-0.172* 
0.239 
0.270 
0.319 
1.590* 
1.970* 

-0.520* 
-7.512+ 

FULL 

0.366+ 
0.504’ 
0.254 
0.199 

-0.123 
0.062 

-0.058 
-0.172 

0.002* 
-0.301’ 
-o.oga* 
-0.535* 
-0.175 
-0.124 

0.242 
0.362 

-o.za5* 
-2.117 

0.342* 
0.970* 
0.094 

-0.419* 

0.366* 
0.506’ 
0.255* 
0.198 

-0.120 

0.005+ 0.002* 
0.211 0.293* 

-0.162* -0.086* 
0.211 -O-538* 
0.232 -0.186 
0.297 -0.130 
1.574* 0.242 
1.942* 0.399 

-0.506* -0.291* 
-7*5av* -2.146 

FULL FULL FULL 

0.481; 
1.058*' 
0.089 

-0.478* 

0.372* 
0.496* 
0.245 
0.200 

-0.094 

. - 
o-005* 
0.256” 

-0.134* 
0.224 
0.115 
0.255 
1.810* 
2.225* 

-0.640* 
-v.oov* 

$9.18 

0.002’ 
0.282* 

-0.086* 
-0.503* 
-0.220 
-0.093 

0.226 
0.365 

-0.256 
-2.051 

UILDCAT WILDCAT 

0.359 
0.559” 
0.017 

-0.438* 
-0.311* 
-0.019 
-0.309 

0.005* 
0.242* 

-o-121* 

0.365* 
0.505’ 
0.060 
0.278* 

-0.176 
0.049 

-0.085 
-0.178 

o.OOz+ 
0.224* 

-0.034 

-0.032 -0.162 
-2.962* -0.683 

PLILL 

- 

FULL FULL FULL PULL FULL FULL FULL 

O-358* 
0.565* 
0.025 

-O-436* 
-0.311. 
-0.021 
-0.312 

0.005* 
0.242* 

-0.126* 

0.366* 
0.506f 
0.031 
0.242* 

-0.183 
0.051 

-0.079 
-0.167 

o.DDz* 
0.223* 

-0.012 

-0.028 -0.183 
-3.0444 -0.339 

0.001 -0.005 

0.3644 
0.936* 
0.015 

-O).bbT+ 
-0.331’ 

0.076 
-0.270 

o.Doz* 
0.244. 

-O.lbb* 

1.308* 
1.659 

-0.549* 
-7.223* 

0.369’ 
o-503* 
0.121’ 
0.2512 

-0.142 
0.061 

-0.098 
-0.191 

0.002* 
0.280* 

-0.296* 
-0.135 

-0.135 
-0.792 

0.390* 
0.266* 0.152* 
0.746f 0.157 
0.097 0.219+ 

-0.486’ -0.196* 
-O-463* 0.237’ 
-0.146 -0.160 
-O-583* -0.247 

o.O04* o.OOz* 
0.2454 0.224* 

-0.088 -0.063 
0.189 -0.56W 
0.075 -0.232 

-0.083 -0.301 
0.761 -0.272 
0.966 -0.200 

-o-474* -0.176 
-4.765* -0.533 

Notes : 
Eetimated loss: $7.34 
(hillions) 
statistics: 
P (note a) 44.612 78.679 
Adjusted RSQ 0.233 0.365 

(note h) 

$7.14 
LOG(RPSVA) LDG(RPSVA) 

$7.13 - 

54.120 95.450 55.340 72.630 60.238 110.397 49.370 60.641 55.200 101.960 
0.235 0.369 0.270 0.343 0.221 0.363 0.252 0.306 0.224 0.367 

$7.81 

i4.740 102.580 
0.237 0.368 

l Indicates significance of the .95 level in a two-tailed test. 
- Indicates that the variable was excluded from the regression. 

aTbe ‘F statistic is s peasme of significance for the entire regression. 
hme RSQ or ‘corrected R-squared’ is the coefficient of the multiple determination corrected for the nukr of degrees of freedom. 
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Independent 
variable 

RBPACRE 
NOBIDS 
RPSVA 
RPCOF 
BID2 
BID3 
DRAINAGE 
DEVELOP 
PROVEN 
PCTJOINT 
CAGOM 
AAA 
Y80 
Y81 
Y82 
Y83 
Y84 
AREA-WIDE 
INTERCEPT 

Sample: 

Estimated loss: 
(billions) 

Statistics: 

Fa 

RSQb 

Table 4 

Alternative Specifications 
For Regression Analyses 

(two-stage least squares) 

Base 
NOBIDS RBPACRE 

1.752* - 
0.269 

-0.741 0.529* 
0.107 0.106 

-0.350 0.189 
-0.074 -0.061 
-0.039 -0.092 

0.238 -0.154 
0.291 -0.271 

-0.019 0.014* 
-0.335 0.268* 
-0.014 -0.025 

-(IV) -(IV) 
-(IV) -(IV) 
-(IV) -(IV) 
-(IV) -(IV) 
-(IV) -(IV) 
0.242 -0.144 
1.338 -1.810* 

Full Full 

-- 

21.310 62.000 134.940 267.220 

0.101 0.245 0.150 0.259 
I 

1 
GOBIDS RBPACRE 

1.361* - 
0.578* 

-0.506* 0.435* 
-(IV) -(IV) 

-(IV) - -(IV) 
-(IV) -(IV) 
-(IV) -(IV) 
-(IV) -(IV) 
-(IV) -(IV) 
-(IV) -(IV) 
-(IV) -(IV) 
-(IV) -(IV) 
-(IV) 
-(IV) 1;;;; 
-(IV) -(IV) 

-0.248* 0.020 
1.409* -0.683* 

Full Full 

$5.52 

* Indicates significance of the .95 level in a two-tailed test. 

- Indicates that the variable was excluded from the regression. 

sThe "F" statistic is a measure of significance for the entire 
regression. 

bRSQ or "corrected R-squared" is the coefficient of the multiple 
determination corrected for the number of degrees of freedom. 
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RESULTS 

The results of our regression analyses for our first basic 
equation show a significant negative relationship between the 
area-wide leasing program and the number of bids receivea for 
each tract. Specifically, these results, which are relatively 
stable among the various types of equations that we estimated, 
indicate that shifting to the area-wide program, on average, 
reduced the number of bids received per tract by about one-half 
of a bid.2 As expected, these regression results also indicate 
that significant positive relationships exist between the number 
of bids received for each tract and Interior's estimated value of 
the tract, the price of crude oil, and whether the tract is 
located either in the Gulf of Mexico or in the Pacific region. 
Also as expected, a significant negative relationship exists 
between the number of bids per tract and the level of interest 
rates. Jn addition, the results indicate that fewer bids per 
tract were received for drainage tracts and for those tracts 
offered for lease under a net profit sharing arrangement. 

The regression results for the second basic equation show 
that both the number of bids received per tract and the estimated 
tract value per acre have significant, positive effects on the 
dollar amount of the high bid per acre received by Interior. Tn 
particular, these results, which are very insensitive to the 
particular form of the equation estimated, indicate that each 
additional bid per tract, on average, is associated with about a 
$366 increase (in 1967 dollars) in the amount of the high bid 
received by Jnterior for each acre of OCS land.3 Expressed in 
terms of 1984 dollars, this amount would be about $1,082 per acre 
or about $6.2 million for a typical 5,760-acre tract. 

2This conclusion derives from the fact that, in the number of bid 
(NOBIDS) equations, the estimated point coefficients of the 
area-wide variable that were statistically significant ranged 
from -0.474 to -0.640 when the ordinary least squares estimating 
method was used. When the two-stage least squares method was 
used, the estimated coefficient was -0.240 in one regression and 
not significantly different from zero in the other regression. 

3This conclusion derives from the fact that, in the real bid per 
acre equations (RBPACRE), the estimated point coefficients of 
the number of bids variable are all statistically significant 
and range from 0.365 to 0.390 when the ordinary least squares 
estimating method is used. When the two-stage least squares 
method was used, the estimated coefficient was 0.578 in one 
regression and not significantly different from zero in the 
other regression. 
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These results also indicate that firms are willing to bid 
more per acre for tracts located in the Gulf of Mexico or the 
Pacific. In addition, these results show that a significant 
negative relationship exists between the level of interest rates 
and the amount of high bids received per acre, and that the 
presence of joint-bidding tends to increase the level of bids 
received per acre. Furthermore, while some of these regressions 
show a positive and significant relationship between area-wide 
sales and the level of bids received, we found this result to be 
quite sensitive to the form of the equation being estimated. 

One of the problems with comparing the tract-selection pro- 
gram with the area-wide program is that (1) nonviable tracts and 
(2) wildcat and proven tracts with three or more bids under area- 
wide leasing were never given a value by Interior and, therefore, 
were not included in our sample. Since those tracts that receive 
three or more bids are likely to be valuable, including them in 
the tract-selection sales and excluding them from the area-wide 
sales sample could significantly affect the regression results. 
To check for this possibility, we adjusted our sample to include 
all drainage and development tracts under tract-selection and 

~ area-wide sales (because these tracts were always evaluated), and 
~ excluded all wildcat and proven tracts receiving three or more 
~ bids from the tract-selection sample. The regression results for 
~ this sample were essentially unchanged. 

~ Estimated reductions 
in bid revenues 

For the tracts in our sample, our analysis shows that a sig- 
nificant, negative and stable relationship exists between the 
shift to the area-wide program and the number of bids received 
for each tract. The reduction in the number of bids received is, 
on average, about one-half of a bid per tract under the area-wide 
program. Our analysis also shows that a significant, positive 
and stable relationship exists between the number of bids 
received per tract and the dollar amount of the high bids per 

I acre received for these tracts. According to our estimates, each 
~ additional bid is worth, on average, about $1,082 per acre or 
1 $6.2 million per tract. These results suggest that, because of 
i its effect on reducing the number of bids by one-half a bid 
~ received for each tract, 
) 

the area-wide program has resulted in 
reductions of bid revenues of about $541 per acre ($1,082 f 2 
= $541), or $3.1 million per tract leased. Extrapolating this 

~ result to 13.03 million acres leased under the first ten 
I area-wide sales implies a reduction in total bid revenues of 
~ about $7 billion ($541 x 13.03 million = $7 billion). (Applying 

this methodology to the different pairs of regression results in 
tables 3 and 4 yields a range of estimated losses from $5.52 
billion to $9.18 billion.) 

To account for the longer time it would have taken under the 
tract-selection program to lease the 13.03 million acres actually 
leased in the first ten area-wide sales, we assumed that this 
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acreage would be leased at the same pace as during the prior 
tract-selection program. On this basis it would have taken 98 
months--that is, until June 1991-- to lease the same acreage. To 
recognize the time value of money, we discounted the $7 billion 
Loss at 6.5 percent over 98 months, which yielded a loss in bid 
revenues of $5.4 billion in 1984 dollars. We derived the real 
discount rate of 6.5 percent by adjusting the 11.5 percent 
nominal yield on Treasury securities maturing in 1991 by an 
expected inflation rate of 5 percent. 

SMALL COMPANY PARTICIl?ATION 

We also used regression analysis to determine whether there 
was a significant relationship between the area-wide program and 
the proportion of bids submitted by small companies (companies 
with total assets of less than $5 billion in 1983). In our re- 
gression we again controlled for other factors that we believed 
could influence the extent of small company participation. These 
factors included the estimated value of the tract, the price of 
crude oil, the type of bids accepted, the type of tract offered 
for lease, the interest rate, and the geographic location of the 
tract. The results of this regression are presented in table 5. 
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Table 5 

Small Company Participation 

Independent variable Coefficient T-statistic 

RPSVA 
RPCOF 
BID2 
BID3 
DRAINAGE 
DEVELOP 
PROVEN 
AAA 
CAGOM 
AREA-WIDE 
INTERCEPT 

-1.444 -1.729 
3.761 3.284* 
2.472 0.840 

-18.762 -6.948* 
13.361 4.099" 

2.857 0.776 
12.656 2.962" 
-0.775 -1.076 
15.739 7.960* 

3.685 1.201 
1.996 0.159 

Statistics: 

F Statistica 22.179 

Adjusted RSQb 0.084 

* Indicates that the estimated coefficient is significant at the 
.95 level in a two-tailed test. 

aThe "F" statistic is a measure of significance for the entire 
regression. 

bThe RSQ or "corrected R-squared" is the coefficient of the 
multiple determination corrected for the number of degrees of 
freedom. 

These results indicate that the area-wide program had no 
significant effect on the proportion of bids submitted by small 
companies. In addition, the results show that the price of oil 
had a positive effect on the proportion of bids submitted by 
small companies and that small companies account for a higher 
proportion of total bids on drainage and proven tracts as well as 
on tracts located in either the Pacific or Gulf of Mexico. 
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SAMPLE QUESTIONNAIRES AND RESULTS 

This appendix provides the overall results of our 
questionnaire. The first section of the appendix summarizes the 
responses received from 55 environmental and fishery associations, 
the second section provides the responses received from 105 
companies, and the third section lists the responses received from 
21 coastal states. The numbers presented provide the actual 
responses to the questionnaire. 
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ENVIRONMENTAL AND FISHERY GROUPS 
RESPONSES TO OUR QUSSTIONNAIRE 

U.S. GtNkRAL ACCOUNTING OFFICE 

SURVEY OF OUTER CONTINENTAL SHELF 
LEASING PROGRAMS ON FEDERAL LANDS 

INSTRUCTIONS: 

The U.5. General Accounting Office GAO). an agency of the 
Congress. is revwwing the Department of the Interior’s (DOII Outer 
Continental Shelf @CSl leasing program. The purpose of this 
questionnaire is to solicit informed optmons regardmg the nature and 
effccltvenas of dlffcrcnt procedures for oil and gas leasing on federal 
OCS lands. 

Part I concerns the objectives of DDl’s DCS leasing program. 

I. Gil 

2 17 0 

.: m 

Pan II deals with DOI’s coordination and consulration during the a 
prc.sak planning process Part III (IO be answered on/y by energy. 
related companies) asks questions about company characteristics and TpJ 
OCS leasing activities. 

Please complctc the quc\ttonnalre and return it III the pre 
addressed cn\elopc uithin /I) &r of rccctpt. The questionnaire 
should tale approxtmatel) 45 minutes to co~t~pletc. 

Throughout this quationniart there arc numbers printed within 
parenthexs to assist our key puxhers in keying responses for 
computer analysts. Please disregard these numbers. 

Mail to: 

Ms. Suzann C Ambrosio 
U.S. General Accounting Office 
Room W644 
2401 E Street. N.W. 
Washington. D.C. 20241 

If you have any questions. please call Suzartn Ambrosio. Mark 
LitlIe. or Robert Little on 12021 634 1913. 

Thank IOU 

2. Approximately how long has your organization been involved 
in DOI’s OCS oil and gas leasing program? K’heck one./ 

I. a 0 years I.% Note b/ow.)(Not involved) 

2. a Less than I year 

3. q I.2 years 

4. m 3.5 years 

5. a 6.10 years 

6. @ I I.20 years 

NOTE: IF YOU H.-ZVE KOT BEEN INVOLVED IN 
DOIS OCS OIL :\ND GAS LEASING PROGR.4hl. 
PLEASE RETURY THE QUESTIOSNI\IRE IN THF 
CNCLOSED kh\ EI.OPE. TH,jYK 1’01!. 

GAO Note: Environmental and fishery groupa not involved in the OCS leasing 
program are not included in the responses shown on the next five 
pages. 
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PART I. The following questions concern the objectives of the Department of the Interior’s OCS leasing program as stated 
in the Outer Continental Shelf Lands Act Amendments of 1978 IP.L. 95-3721. 

3. How m~porlanl or not IO the goals of )nur organization are each of rhe following program Ob~eCliW!s? /CYwfk otw M.v in tvcb rowI 

Very Great Great Moderate Some Little or No 
Importance Importance Importance Importance Importance 

III 121 13, 141 ISI 

I Expedne explorauon 0 2 2 II I I 

2 Expedne pro&won 0 I 3 9 14 

3. Reduce II S dependence on 011 Imports 0 7 9 6 6 
4. Ensure fair marhet value IO federal government 2 R 8 4 4 
!. Alaintam m (KS leasing companq comperllron I 4 8 6 8 
6 t dc~elopmcnr of ncu tcchncdop! ncwragc 8 h 4 5 3 
7 Balance de\elopmenr wrlh ernironnienlal 

prowlIon 26 2 

8. Provide states wlrh comprehensive assistance 10 r 
assure adcuuare cnvironmenlal prorection I 23 3 

9. Ensure WS resources are assessed 8 5 IO 3 2 

10. Generate federal revenues go\ernmenr 2 0 9 6 9 
I I. Increacc national emplo! mcm I I R R 9 

~ I?. Reduce conrumer prices 
5 4 2 0 7 

No 
Response 

2 

I 

0 

2 

I 

2 

0 

I 

0 

2 

I 

2 

Area u ide Program Tract Selection Program 

a, 
c” 
B 
In 

2 

I F.kpedlrmg exploration 2 2 4 7 3 6-4 
2. Expedlrmg productlon 0 3 4 74 64 
3. Reducing U.S. dependence on oil imports 0 3 3 7 1, 8.4 
4 Ensurmg fair market value IO lederal governmenr 

811 2 4 
5 Slainlainlng compan) comperition 111 CK’S Irasmg 0 I+ 0 7 8 5 4 

6. Encouraging development of new technology I2 4 73 74 

7. Balancing development and environmental 
protection 315 12 

8. Providing slates with comprehensive a(sistance.1o 
- -- -. --.-- 

assure adequate en\ Ironmenlal prolectron 0 3 2 316 2 2 
---.. - .- 
i I, CK’S resources are assetred ‘trlnp 0 4 I 412 3 4 
_ _. -. - 

IO. Gencratmg federal government revenues 0 6 177 34 

I I, Increasing nalional employment 0 2 2 6 4 IO 4 

12. Reducing consumer prices 
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5. In your opmion. how imprfanr or non are the follotr ing acceptance crikria/br m/ to UY for KS tracts? lchfck unf I!KTY iu CUC~ fol*‘./ 

Very GKPl 
Importance 

(II 

Great 
lmporrancc 

Lh 

Modcra~ 
lmponancc 

(31 

Some 
Importance 

(41 

L~llle or No 

‘m~;:ance i 

No 
esponse 

I. High compcWon kvel 4 IO 7 2 0 5 

2. Governmen lract valuation 5 IO 4 2 I 6 

3. Net profit share bid 1 7 10 2 I 7 

4. Exploration commitment bid 3 8 9 2 0 6 

5. Royalty rale bid 
I 7 11 n 1 8 

6 Cash bonus bid 2 5 I1 1 0 9 

7. OIhcr ~Pleose S/WC~K I - 

I 0 0 I n 26 

~ PART 11. The OC8 Lands Act requires that the Department of the Interior coordinate and consult with affected atater, rpecial 
Intorort groups. and Industry. The majority of this coordination and consultation occurs during the pro-sale procers 
of asmessing the environmental impacts of a l ale. 

I 6. For those s&s you participate in, how frquemly or infrequently does your organization comment on or panicipatc in each of the arca-wide 
presak planning 5wp5? /Check one 60x in each TOH..) 

I I I 
Some of Almost Never 
the Time or Never 

(41 IJI 

Always or Most of About Half 
Almost Always the Time of the Time 

(II I21 (31 

I. DOl’s Resource Repon I 2 0 

2. Slalc’s Resource Report 1 2 1 

3. Call for Information 4 5 3 

4. Scopmg Mccling ? I -4 Ii-l L 

5. Draft EIS IO 5 4 7 0 

6. Public Hearing 5 3 2 12 3 

7. Fmal EIS 8 5 3 6 2 

8. Proposed Nor~cc of Offering 6alel 

Not Applicable No 
dh ml have Re- 
opportunity) 

161 I 
ponse 

,9. Final Notice of Offering Gakl 

IO. Other fP/euse rperijj,./ 

9 3 

9 5 

3 3 

7 2 

I I 

2 I 

2 2 

3 3 

---I 4 



APPENDIX II APPENDTX II 

7 HOW complete wd accurate 15 the mformarion pro\ lded b! DOI for each step under the area wide process’ K’herk one bar in each row 
rrndrr ~‘ot,lp/c~~c~~rr\s and one ho\- VI each ran ut~ier ,41wroc~~. I 

Completeness Accuracy 

I. DoI’s Rewurce Report 

9 01htr ~l’ltw\r \/%‘I I/\ I - 

0 I 0 0 I 0 26 

5 5 

5 5 

5 5 

4 4 

6 6 

3 3 

4 4 

5 5 

24 24 

Hi Lnder ltic ared wlde pr(nxw. I\ rlie lmir pcrlchl c~l~hl~\hrJ b! DO1 I’or !ow ~~rgan~~31~on lo p~rllclp;lle 111 ucli \lep fencrtilly adequaie 
or madequate* rC’/wA o/w ho\ IV cac,h rou ) 

I 

More Than Very 
Adequate Adequate Margmal Inadequate inadequate 

No Basis No 
to Judge 

Ill (2) 131 141 61 (61 Response 

I. State’s Resource Report 0 2 4 1 0 I I6 5 

2. Call for Informalion 0 4 9 4 I 7 3 

3 Scoping Meeting 
0 3 I2 

I 
2 I 6 4 

~ 4. Draft EIS I R a 3 3 I 7 - 3 

i 5. Puhl~c Hearing 0 5 6 5 4 

) 6. Fmal FIS 0 7 8 3 4 

~ 7. Proposed NorIce ol Offering 0 4 6 8 6 

~ 8. Final NolIce of Wermg 0 3 5 3 2 8 7 

9 Orher ~~/r’lraw \/h’c !/I I - 

0 0 I 0 2 0 25 
.__ 

4 
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9 How useful or 1101. arc the followmg step in pro\ tdmg your organiwlron an opportunity IO express your concerns? 0~~ ojre boy in each row I 

/ 

I. DOi’s Resource Rcpor~ 1 2 

2. Slate’s Resource Report I I 

3 Call for lnformarron I 6 

I I 2 2 3 2 

7 3 4 I 2 

5 I L 7 . 4 

3 cl 8 7 4 

0 I I 0 25 

I 

2 

I 

2 

2 

4 

4 

0 I I 0 25 

4. Scoping Meeting 
2 10 

5. Draft EIS 8 10 

6. Public Hearmg 
5 3 

7 Fmal EIS 2 9 

8. Proposed Notice of Offering I-1 c 

9. Final Notice of Offering 3 3 

IO Other rP/ro~ ,wc![r,,, - 

IO’ I 

10. Sccrctary of Imcrlor Clark recently proposed a number of modifications to the pre.lcase planning process. Assuming the following are 
~ implememcd. IO what extcnr. if any. do you think the following propd modifications will improlr the prckzasc planning process? (Check 

one box in each row.) 

Very Great Great Moderate Some Little or 
Extent Extent Extent Extent No Extent 

III 121 131 (4) IS) 

No 
Response Don’t Know 

(61 

I. Avoid those planning areas where the level of industry 
interest is minimal and where conflicts exist with other 
uses 

2 Time the plannmg process IO make key decisions when 
the area of leasmg interest is defined for the draft EIS 

I I 0 I 

2 I 

3. Increase the number of public hearings 

4. Pcrmdically publish a list of planning milestones 3 7 9 5 2 

2 

2 

5. Remsuture early scoping meetings 5 A 5 fG 0 I 

0 I I 
6. Encourage industry IO identify areas of interest at the 

beginning of the planning process 

7. Improve communicarron with the federal agencies 
mvolvcd m DC’S acnvmes 

I6 8 3 n 0 

2 8 8 7 3 I 0 0 

‘A 
7 (h 

IT III INCLUDESGlXSTIONS RELATED TO ENERG)’ ESPI.ORATlON\:. PRODC(‘TION. SERVICF. ..INDIOR INVESTMENT 
,IPANIFS 0.21 k ::’ 1’OL. <ARE .XOP A blEblt)ER OF THIS (;KOL P. t’i ~~.SL‘,ShlP TO Ql ES770.\ 3.1 0.1’ P:lC;E /JI. 
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33. If you hate comments on any of the pre\ lous questions or on the Department of the Inrerlor’s Outer Continental Shelf leasing Prowm. 
please UK the space provided klow or attach another sheet. I!11 

., 

~ Pleax pro\Ide Wow the name. title. and telephone number of the person complermg rhe questionnaire in cast we need toclarify any answers. 

’ NAME: 

~ TITLE: - 

~ TELEPHONE: ( 1 

Thank you for tour help! 
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INDUSTRY'S RESPONSES TO OUR QUESTIONNAIRE 

U.S. GENERAL ACCOUNTING OFFICE 

SURVEY OF OUTER CONTINENTAL SHELF 
LEASING PROGRAMS ON FEDERAL LANDS 

INSTRUCTIONS: 

The US. General Accounting Office ICAOI. an agency of the 
Congress. is reviewing the Department of the Interior’s (DOB Outer 
Continental Shelf tOCSt leasing program. The purpose of this 
questionnaire is to solicit informed opinions regarding rhe nature and 
effectiveness of different procedures for oil and gas leasing on federal 
OCS lands. 

Part I concerns the objectives of WI’s OCS leasing program. 
Part II deals with Dol*s coordination and consultation during the 
pm-sak planning process. Part III Ito be answered on/y by energy. 
related companies1 asks questions about company characteristics and 
OCS Raring activities. 

Please complete the qucstionnairc and return it in the prc 
addressed envelope within 10 &I’S of receipt. The quesrionnaire 
should take approximatcl! 45 minutes to complete. 

Throughout this qucstionniare there arc numbers printed within 
parentheses to assist our key punchers in keying responses for 
computer analysis. Please disregard these numbers. 

Mail to: 

Ms. Suzann C. Ambrosio 
U.S. General Accounting Offiic 
Room W644 
2401 E Street. N.W. 
Washington. DC. 2024 I 

If you have any questions. please call Suzann Ambrosio. Mark 
Little. or Robert Little on t202l 634-1913. 

Thank you. 111 : 

I Which of the following hc*t dczrihch your orp.rni/attin’? I(71rt.A 
0111’. t 1.1 

I. m Environmental Group 

2. a Fishery Group 

3 m Energ! E I .’ \p tn.ition. Production. SL’ri ice. and/or Iincrl 
lllrlll <‘l~lllpall! 

4. a Starr Go~rrnnirnt 

5. q Other tPk1.7~ .sp~(tj:t 

‘2. Approximately how long has your organization been involved 
in DOI’s OCS oil and gas leasing program? (Check and ,U 

I. 0 0 years&e Note below.) (Not involved) 

2. @ Less than I year 

3. a I.2 years 

4. n 3-5 years 

5. q 6.10 years 

6. q I I.20 years 

7. a Over 20 !car\ No response 2 

PLEASE RET1 RN THE QUESTIONNAIRE IN THF 

CA0 Note: Companies not involved in the OCS leasing program are not included in 
the responses shown on the next 12 pages. 
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PART 1, The following questions concern the objectives of the Department of the Interior’s OCS leasing program as stated 
in the Outer Continental Shelf Lands Act Amendments of 1978 1P.L. 95-3721. 

3 How rmporlam or noI IO the goals of your organizxion are each of the following l ogram objectives? K%ec& one 

/ Tigq-q 

I Expednc explorauon 

2 Ekpedne produciron 
66 17 
71 In 

3. Reduce US dependence on 011 imports I 35 I 21 

4 Ensure farr marlct baluc IO federal ~overnmcnt 1 IL I 10 

5. Mainrain company commtrtion rn OCS leasing 

6 Fncourarc drvclopment of new rechnolog! 

7 Balance de\clopmenr wrlh envlronmemal 
prolecr~on 

36 23 

30 21 

21 27 

8 Provrde stales with comprchcnsrve assrslance to ’ 
assure adequate environmental protection 

9. Ensure OCS resources are assessed 

IO Generate federal governmcnl revenues 

~ I I, Increase national employmenr 

~ I! Reduce conrumer price5 

3 3 

4 2 

15 14 

29 I4 

19 7 

28 6 

26 I2 

32 21 

box in each row.) 

No 
Response 

0 3 

0 3 

4 3 

9 5 

4 3 

4 3 

3 3 

12 3 

5 4 

12 3 

6 3 

713 

Tract Selection Pronram Area wide Program 

69113 nn 54 I F xpedrrmg ekploralion 

4 

4 

4 __-.._ _ . 
IO, (;enera[mg federal govcrnmem revenues 49 30 4 0 0 4 5 
I I, Increasing natronal employmenr 36 347 IO IO 11.4 
12. Reducing consumer prices 32 24 13 0 3,15 5 
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5. In your opinion. how important or not arc the following acceptance crtieriafor DO/ IO use for OCS tracts? /C’ht-rk ow box in caclr row./ 

Great 
Importance 

(21 

Modcratc 
Importance 

(3) 

Some 
lmportana 

(41 

LiW or No No 
lmportana 

IS) 
Response 

I. High competition kvel 20 29 19 IO 10 4 

2. Government tract valuation 
7 II 7L 77 II 4 

3. NCI profit share bid 
I 7 I7 31 31 5 

4. Exploration commitment bid 
7 7 77 97 ?f. . 6 

5. Royalty rate bid 
7 13 19 25 24. 4 

6. Cash bonus bid 34 33 16 2 3 4 

7. Other l&au speci/jt t ,-, 

5 0 I 1 0 a5 

PART 11. The OCS land. Act roquirrr that the Dopartmmt of the Intorlor coordinate rnd consult with 8ffectrd swtos, spe&l 
Intorost groupr. rnd industry. Thr majority of this coordination rnd consultatlon occur8 during thr prm--lo process 
of wsusing the l nvironmontrl impacts of I ulr. 

6. For those saks you parricipatc in. how frequently or infrquently does your organization comment on or participate in each of the area-wide 
pre.salc planning steps? (C&c& one box in euch row.) 

Not Applicabk No 
Always or Most of About Half Some of Almost Never (Do not have Re- 

Almost Always the Time of the Time the Time or Never opportunity) 
(II 121 (3) (4) (5) (6) 

sponse 

, 
1. 001’s Resource Report 0 5 0 I5 58 II 

2. Stale’s Resource Report 0 7 n II 63 I2 

~ 3. Call for Information IO 9 4 I4 45 7 
4. Scoping Mcciinp I 7 7 19 53 9 
5. Draft EIS I 4 3 21 50 IO 

6. Public Hearing 2 4 4 I9 53 7 

7. Final EIS I 4 3 I8 52 IO 

8. Propored Notice of Offering (Sakl II 9 2 16 43 8 

~ .9. Final Notice of Offering (Sak) I3 9 2 I2 4.5 8 

IO. Other tPltau spcri/,.) 

I 0 0 0 0 0 

3 

3 

3 

4 

3 

3 

4 

3 

3 
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.I Drall El\ !9 37 7 0 0 

5 hbhc Hcarmg 8 s2 7 0 0 .--- 
6 Find EIS 14 38 2 0 0 

7 I’rcrptncd NOIW oi Otfcm~ 

8 tmrl No~cc IJ~ ()ffcr~lly 

*t ()lIlCI //%ww r,w, //i I __ 

33 1 6 

24 7 

---I 
91 
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9. How usdul or not. arc the lolkrwing steps in providing your organitiuon an opportunity IO express your concerns? (Check ow box in each mv / 

very Grcrr Moderate Some Link or No Basis 
use Grew use UK USe No Use 10 Judge No 
(II 121 13) 01 (5) 161 Response 

A 
I. DoI’s Resource Repon 

3 2 17 a 15 L? , 4 
2. krtc’s Rcroura Report 2 3 16 7 16 44 4 

3. Call for Informalion 
8 8 27 6 7 17 4 

4. Scoping Meetin 2 2 22 12 12 37 5 

5. ha11 EIS 
4 7 25 9 1 I 11 5 

6. Public Hearing 5 6 21 11 12 32 5 , 
7. Final EIS I 7 3.5 13 cl can 6 
8. Pro& Notice 01 OIlerin 

11 I5 22 7 6 27 4 
9. Final Notice 01 Ollcrin# 

13 15 71 h h 37 1 4 
IO. Other /P/ww .%prrrl\,./ - 

0 0 0 0 0 .I 91 

IO. Secretary 01 lmerior Clark reccnrly 
implemenled. IO what extent. if any. ii 

roposcd I number of modifications to the prc.kasc planning process. Assuming the following arc 
you think the following proposed modifications will improtr the prckasc planrung process? KJhppk 

one box in each roW 

Very Great Great Moderate Some Little or 
Extent Extent Extent Extent No Extent 

III (2) (3) (41 (5) 
I 

I. Avoid those planning areas where the kvel of industry 
interest is minimal and where conflicts exist with other 10 28 18 3 14 
llW!S 

2. Time the planning process to make key decisions when the area 01 leasing interest is defined for the draft EIS 7 28 15 13 2 

3. Increase the number 01 public hcarinp 0 2 12 IO 46 

4. Periodically publish a list 01 planning milestones 8 15 25 17 8 

5. Reinstitute early scoping meetings 3 7 14 17 18 

6. Encourage industry to ickntily areas 01 interest at the 
bcginnin8 01 the planning proass 21 27 18 6 2 

7. Improve communication with the federal agencies 
involved in GCS activities 17 31 16 5 4 

IonI Know 
No 

(6) 
Response 

14 
I 

5 

1 
22 

I 
5 

6 

4 

PART III INCLUDES QUESTIONS RELATED TO ENERGY EXPLORATION. PRODUCTION. SERVICE. .ANDIOR INVESTMENT 
COMPANIES OWL y’. IF You ARE NOT A MEMBER OF THIS GROUP. PLEASE ShlP TO QL’ESTlO,\’ 3.I ON P.-GE II 

77 



APPENDIX II APPENDIX II 

PART 111. me following queetione concern the chmcterirtice end actlvttlea of energy rxptoratlon. production. aervlcs. and/or 
Invo6tment comprnler. 

I I. How would you characterize your company? (PIat- rheck oil I 3. Sina 1980. how many Ocs lease s&s. if any. has your company 
categwk which app/),:l participated in? fCherk one.) 1ll3 

Integrated oil and gas company 

Corporate energy subsidiary 

lndcpndcnt exploration and production company 

Gas transmission company 

Gffshore drilling company 

Private investment group 

Other /Plro.w .\jwcij!., 

12. Approximately what is your GCS investment tie. including 
bonus kvcls. rentals. value 01 wells drilled, and platlormsl? 
KYwck one.) lllll 

I. 0 Less than 5500 million 

~ 2.c3Lk twccn 5500~5999 million 

~ 3. @ Retwcen 51.510 billion 

4. t4] More than 510 billion Ro response 5 

I. a 
2. c9 
3. ra 

4. pj 

5. I3 

6. El 

7. a 

None 

&tweet-t l-2 kasc sales 

Lktwun 3.4 lease saks 

Between 5.10 kasc saks 

Ektwecn I I.15 kau saks 

Between 16.20 lease sales 

More than 20 kasc sales Ro response 3 

14. ApproximateI! how nun) tracts. if on!. ;Irc currently kawd D) 
)our cornpan)‘! (Chwk OIJP.I 

I. m None 

2. m Between I.10 tracts 

3. @ &twccn I I-SO tracts 

4. a Between 51-150 tracts 

5. &j Retween 151~300 tracts 

6. @ M ore than 300 tracts No response 4 

IS. HOW important or not, 10 your company, are each 01 the following in determining tract value? (Check one box in each row.) 

Very Great Great Moderate Some Littk or 
Importance Importance Importance Importance No hanan= 

II) (21 (31 141 ISI I 
‘&,,;znse 

I 

I. Gilandgaspriccs’ 71 17 I 1 0 

2. Discount rate . 33 35 I6 4 1 

3. Inflation rate 32 31 20 5 2 

4. Reliability 01 geologic and geophysical data 76 13 I 0 0 

5. Reserve potential 01 tract 
79 10 1 cl a 

6. Water depth 01 tract 36 38 15 1 0 

7. Explo+on costs 42 36 11 I a 

8. Production costs 46 ‘35 8 1 0 

9. Current federal government regulations 
-- 38 ‘45 17 -3 I 

IO. Current state government regulations 25 32 21 9 3 

i I Other /P/euse spd~v\../ 

I 6l’l2lo IO I 

2 

3 

2 

2 

2 

2 

2 

2 

2 

2 
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16 

17 

How important or not. are each of the following factors to your company in irtcreusbtg the number of bid submissions for an OCS lease 
salt? (Check one box in each row.) 

I. Increased availability of capital 42 34 8 3 2 

2. Increased lease holdings adjacent IO tract(r) 
offered 12 29 32 14 2 

3. Increased number of tracts offered for lease 29 33 13 I2 2 

4. Increased projected oil and prices gas 53 27 7 2 I 

5. Increased pipeline and transportation 
infrastructure 21 31 22 IO 2 

6. lncreared potential to boost production 33 36 15 3 I 

7. Increased production and refinc~y -=nacities -I I 15 29. ?4 I4 

8. Increased resale potential of tract(s) offered 
8 5 13 18 44 I 

9. Increased tax writeoffs 12 I3 20 18 26 
1 

IO. Decreased reserves held by company 
including long term supply agreements 

I I. Other (Reese spn‘l/y.l 

I I 

17 I8 25 9 I6 

2 1 0 0 0 

How important or not, arc each of the following factors in your company’s determination of the bidomounr submitted for an OCS t 
(Check one box in each row.) 

Very Great Great Moderate Some Little or No 
Importance Importance Importance Importance Importance 

::: (2) 13) !A\ 151 

I. Available capital 35 27 20 3 4 

2. Company’s estimated tract value 71 ICI 0 0 0 

3. Expected level of competition 16 28 29 ‘12 4 

4. Lease term I7 33 27 8 2 

3 

6 

7 

89 

ract? 

No 
Response 

~ J. Number of tracts offered for tease 
17 13 ?I 17 17 3 

6. Royalty rate 40 39 8 2 3 

7. Stable tax rate 38 31 16 3 1 3 

8. Other Pietrse specvy) 

I 1 I O I O I 0 I 0 I gl 
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18. To what extent, if any. would each of the follorring conditionsjbcilirorr your company’s up/oration of 0c.S resources? (Check one bar 
in each rm t 

2. Increasing the number of sales 

Little or 
No Extent 

(51 

No 
Kcsponsr Don’t Know 

(61 

3. Dccrcasmg the timing between sales 6 9 26 II 34 

4. Increasing pmjected prtccs for oil and gas 45 27 9 2 3 

5. Increasing exploration and development fundtng 
33 29 10 6 7 

6. Increasing production and refinery capacity 7 12 20 15 30 

7. Dccrcasmg reserves held by company tincluding 
longtcrm supply agreementst I3 23 23 8 14 

8. Improved technology 
IO 38 I7 14 8 

9. Improved regulatory environment tincluding tax 
lawrt 27 33 20 3 2 

IO. Or her (Please sprr%\~.l 

0 0 0 0 0 

2 

3 

0 

18. To what extent. if any. would each of the following conditions contribute to increased production resulting from exploration of existing 
~ OC3 leases owned, or partly owned. by your company? /Check me ho\- i/t each row./ 

Wry Great Moderate Some Little or 
Extent Extent Extent No Extent 

III 121 131 (41 (51 

No 
Response Don’t Know 

161 

I. Increasing the number of tracts available for 
OCS exploration in each A I i3 I :c I I” ! I2 30 6 

2. Increasing the number of sales 5 6 19 18 36 

3. Decreasing the timing between s&s 6 3 20 I6 39 

4. Increasing projected ptices for oil and gas 36 29 16 2. 4 

5. Increasing exploration and development funding 24 23 I5 7 I2 

6 Increasing production and refiner! capacity, 6 II I8 I3 35 

7. Decreasmg reserves held by company (including 

Improved long-term supply technology agreementst 

13 I7 21 13 16 

~ 8. 17 27 20 I2 8 

5 

r) 
L 

6 

* 
6 

4 

4 

~ 9. Improved regulatory environment tincluding tax 
laws1 I 20 1 24 ) 24 1 7 1 7 5 5 

~ IO. Other /Please speci/!v/ 

. I. 
---. 

I 0 0 0 91 0 0 
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20 To what CXWII~. if an). do the following factors red& e esplorariotr I your company’? /Check one ho.r in mck row! 

Moderate Some Little or 
Extent Extent No Extent 

#I, 11, IC, 

clivificr 

Great 
Extent 

I21 

Very Great 
Extent 

III 

13 I8 I. Limited a\ allability of appropriate lcchnology 

2. Increastng cash flow requirements for bidding 

3. lncrearmg cnvironmemal rcgulalions and 
requrrements 

4. Dccrcarmg projected oil and gas prices 

19 

30 

33 

29 

41 13 4 1 
ZHz 

2 

19 17 21 

30 

29 

14 

5. Decreasmg 011 and gas supply/demand scenario 
28 

IO 
6. Dccrea\mg availabiht) of production and 

rel’mcr) capaclucs 

7. Unfavorable risk/return profiles for DC’S projects 56 27 

I3 19 36 1151 4 8. Current governmem regulation 

0 I I 0 0 3 I 

2 I. In your opinion, IO what extent. if at all. does each of the following factors contribute to delays in the start of OCX explorulory drilling 
after the lease sale? (Check one box in each row.) 

Great Moderate l- Extent Exrent 
I21 (31 

NO 

Re- 

ponse 

Very Great 
Exrenr 

III 

I 

I, Coastal Zone Management consistency 
rcquiremenls 25 27 I 15 

19 1 9 2. Avallabihry of capital 

3 A\allahllil! of drilling equipmenr 

14 

7 

16 

2 

17 26 

0 37 

24 17 

8 22 

I6 IQ 

15 25 

14 22 

I5 22 

21 22 

?I% 30 21 

21 7 

1 (‘hangs 111 projected oil and gas prices 

5 (‘hange tn IIIC number 01’ lease holding\ 

6. A\adabdil) of appropriate [ethnology 

7. Approval of DOI’s Plan of Exploration 

6 

I4 

26 1 9 
8. Approval of DOI’s Application for Permit IO 

Drill 

Y /\ppro\al ol [he U.S. Arm) Corps of Engmerrs’ 
permit 

IO. Approval of the Environmental Protection 
Agency’s permit 

12 

13 20 13 

+- 16 5 19 

I I, Orher /Please ~pec(o~.l 

I I 0 0 0 
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Very Great 
Extent 

(II 

h AV~IMIIII) of approprunc technology 1 8 

7 Approval of’ LXX’\ Plan of Exploranon I 7 

H Approval ol’ 1X)1’\ Appllcallon for Permn to 
Drill I 7 

IO Approval of the bnvironnirmal Prorection 
Agency’s permit 

I I Orher /P/eaw \pecr/~~./ 

10 

I 1 

23. What 15 the currem lag pcrmd (approximate months/ycarsl 24. What is Ihe current lag period (approximate months/years) 
between lease dute and explorarq drilling on a tract for each between exploratory drilling and production on a tract for each 
of the followmg OCS regions? fEnrer number of monrhr i//ess of the following OCS regions? /Enrer number ojrnonrh.5 /y/ess 
than one war. orherwk. enter y-an/months. J’none. enter ‘D’:) than one year: orhemk enter yearvmonrhs. If none, enter “0. ‘) 

year5 

171 Alnska 

111 Atlanric 

[ 1 ] Gulf of MCXICO 

IJ Pacific 

Lnow D --..-.,.- I 

28 I8 16 6 I 2 
I I I 

I7 1 18 1 23 18 I 3 
I I I 

I6 24 16 18 6 
I I I I 

5 

5 

85 

months years 

I. IT] m Gulf Of Mexico 

2. [I1 m Pacific 

It has been sug#e*ted that industry has planned/implemented 
changes in OCS leasing activities, In response to the Department 
of the Interior’% shift from tract selection to area-wide lease sales. 

I. Q Ye\ 

2. q No /I/ no. p1ea.w SKIP TO QUESTION 27.1 

No response 2 

82 
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26. In the CL//o/ M&co. how much of an increase or decrease. If any. has your company experienced in each of the following areas. as 
a rauli of the shift from tract selection to arca~widc kssc saks? (Check one box in each row.) 

Great. Some 
Increase Increase 

III 121 

Great No 
ai\yrc Response 

I. Bidding levels for a given tract value 
1 

2. Employment kvels 8 

3. Research and development expenditures for 
OCS technology improvements 2 

4. Exploration activities 38 

5. Production kvclr I 

6. Reserve inventories r 

2$. Since April 26. 1983. have you bid in the A/&o region’? 

I 5 39 22 2 
I 28 34 I n 

26 I 40 I 0 I 
0 

I9 
1 

14 1 0 1 0 

0 0 0 0 

23 
21 

24 

21 

25 

24 

92 

~ 2. a No (I/no. please SKIP TO QUEsTION 29.1 hi;'1 
No response 3 

48. In Al&o. how much of an increase or decrease. if any. has your company expcriinced in each of the following areas. as a result of the 
shaft from tract sekctbn IO area.wide lease sales? K’hrck one box in rpch row.) 

7 
chat Some Remained About No 

Increase lncrcax the Same D2zx~ 
III 121 (31 (41 (5) 

Response 

I. Biddmg Ic~ls for a given tract value I 3 IO 6 0 72 
2. Employment kvels 

3 in 0 0 0 71 
3. Research and development cxpcnditurcs for 

OCS technology improvomcnts 4 7 9 0 0 72 

4. Exploration activities 7 IO 3 0 0 72 
5. Qthtr (Wme spzc!Ly.l 

0 0 0 0 0 92 

19. Since April 26. 1983. have you bid in the Allmuir region? 

; I. [I;JYes 

, 243 / No II no. please SKIP TO QUESTION 31.) 
No response I 

83 



APPENDIX II APPENDIX II 

30 In the Al/unric region. how much of an increase or decrease. if an). has your compan) e\pcrn?nccd m each of [he fnllowmg areas. as a 
ICNII of rhc \hlfr from tract selecuon IO arcawde lease sales? /Chech one box in each row.) 

Great Some Remained About Some Great No 
Increase Increase the Same Decrease Decrease Response 

(II I21 (31 (41 151 

I Brddmg Is\el\ tar :I g~vcn Iract vahw 0 I 5 I I 84 

2. Emplo)mern levels 
0 1 B II n 83 

3. Research and development cxpcndiwres for 
OCS whnolog) Improvements 2 2 4 0 0 84 

4 Exploration acuvnics I 2 4 I 0 84 

5. Other lP/eare spear/!./ 

0 0 0 0 0 92 

~ 2. a No fljno. please SKIP TO QUESTION 33.1 
No response 3 

31 In the Puci/ic rcpton. IIOH much of an incrrax or decrease. if an). 1x1s !our compan) e\pericnced in each of the following area\. as a 
rewh of [he thllt from lracl selectton IO area N I& lcax sale\7 fCkA o/w Im\ i/r each ~OII. I 

I, Biddmg levels for a given tracl value 

1. Emplo) mcm lcvcls 

3. Research and developmcm expcndiwrcs for 
OCS rechnolog) improvements 

4. Explorauon activnres 

5. Production levels 

6. Reserve mvcmor~es 

7. Orher (Please 5pecij.J 

Grcar 
Increase 

(II 

Remained About 
the Same 

(31 
j o&se TZ$: lRes;znse 

83 

83 

83 

83 

83 

83 

84 
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33. II YOU have commenfr on any of the previous questions or on the Department of the Interior’s Outer Comincntal Shelf leasing Prwam. 
plea% use the space provided below or attach another sheet. I?41 

Please provide below the name, title. and telephone number of the person completing the questionnaire in case we need to clarify any answers. 

NAME: 

TITLE: 

~ TELEPHONE: 1 b 

Thank you for your help! 
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STATES' RESPONSES TO OUR QUESTIONNAIRE 

U.S. GENERAL ACCOUN I INti Ut-t-&E 

SURVEY OF OUTER CONTINENTAL SHELF 
LEASING PROGRAMS ON FEDERAL LANDS 

INSTRUCTIONS: 

The U.S. General Accounting Offt tGA01. an agency of the 
Congress. is reviewing the Department of the Interior’s (DDII Outer 
Continental Shelf tGCSl kasing program. The purpose of this 
questionnaire is to solicit informed opinions regarding the nature and 
efkctivertcss of dtflerent proadura for oil and gas kasing on federal 
DCS lands. 

Part I concerns the objectives of DOI’s OCS kasing program. 
Part II deals with DoIs coordtnatton and consultation during the 
8prcsale planning process. Part Ill (to be answered on/y by energy- 
related companies) asks questions about company characteriitics and 
OCS kasing activities. 

Pkax complete the qucstionnairc and return it in the pre- 
addressed cnvelopc within 10 cf0,t.s of receipt. The qucslionilaire 
khould take approximately 45 minutes IO compkle. 

~ Throughout this quationniare there arc number’s printed within 
brenthescs to assist our key punchers in keying responses for 
computer analysis. Please disregard these numbers. 

Mail to: 

Ms. Suzann C. Ambrosia 
U.S. General Accounting Office 
Room W644 
2401 E Street. N.W. 
Washington. Di. LULL I 

If you have any questions. pkasc call Suzann Ambrosio. Mark 
Littk. or Robert Little on t2021 634.1913. 

Thank you .& : 

1.a E nv troiimsntal Group 

2. a Fither! Group 

3 cii] Energy F\plocttion. Prtxiuction. %rv ~c‘r. and/or Intc\~ 
IlWll ('0l1lpU1! 

-I a State Government 

5. Q Other fP/eaw qrd/j~./ 

2. Approximately how Long has your organization been involved 
in DGl’s DCS oil and gas leasing program? /Check one.) ,bl 

I. a 0 years (See Note below.) 

2. a Less than I year 

3. pJ I-2 years 

4. [3 3.5 years 

5. a 6.10 years 

6. c?J I I-20 years 

7. (J Over 20 ycan I No response 

DDIS GCS OIL AND GAS LEASING PROGRAM 
PLEASE RET1 RN THE QUESTIONNAIRE IN THF 

. 

86 



APPENDIX II APPSNDIX II 

PARi’ 1. The following questiona concern the objectives of the Department of the Interior’s OCS leasing program as stated 
in the Outer Continental Shelf Land8 Act Amendments of 1978 1P.L. 98-3721. 

3 How lmporlant or noI IO the goals of your organization arc each of the following program objectives? tCkck ok her in each roe 

Very Gear Great Moderate Some Lttrle or No 
Importance Importance Importance lmporrance Importance 

(II 121 131 (41 ISI 

I Ex.prdlle explorauon c: 5 6 3 n 

2. Ekpedlte produc~ron 

3 Reduce U.S. dependence on oil lmporrs fi 7 4 2 I 
4. Ensure fau mark1 value IO federal government 5 7 5 2 I 
S Mainlain company compeWon in OCS leasing 8 5 3 2 2 
6 Encourage dc\elopmenr of new rechnolog) 5 8 ii 0 I 
7. Balance development wlrh environmental I I I I I 

prolecllon ! 16 ! 4 ! I ! 0 ! 0 0 

8. Provide states wnh comprehensive assistance to 
assure adequate environmental protection I5 5 I 0 0 

9. Ensure OCS resources are arscsscd a 7 7 I 0 

IO. Generate federal government revenues I 3 I I I a 1 7 I 0 

I I. Increase nalional emplo) ment 5 3 9 I 2 1 
I2 Reduce consumer prices 4 8 4 I 3 1 I 

,.I 

NO 
Krsponst, 

0 

I 

Areawide Program 

(II 121 13) (4) IS1 (61 

I Ehpednmg exploration 2 4104 IO 

2. Enpedltmg producuon 2 165 16 
3. Reducing U.S. dependence on oil imports 2 I86 0 4 

J. Ensurmp fair market value IO federal government 0 74 8 2 
5. ~lalntiiiniog ccmipan) conipetilion in ws basing 0 2 7 3 6 3 

6 Encouraging development of new technology 15 90 0 6. 
7. Balancing development and environmental 

protection 0 I87 4 I 

8 Providing states with comprehensive assistance to 
assure adequate em wonmental protection 0 3 66 5 I 

‘4 I turnip OCS resources are assessed 1 184 ..___I 3 4, 

IO. Generalmg federal government revenues 0 2 II 3 4 I 

I 1, Increasing national employment 0 2 73 0 9 
12. Reducing consumer prices 0 3 64 I- 8. 

Tract Selection Program 

04 5 30 8 

P, 
c” 
r: (0 
2 

0 
3: 

0 

1 

0 

0 

u 

0 

0 

I 

0 

0 

0 

I 
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5. In your optnm. how imporlanl or noi are the follo\r ing acceptance criteria/or DO/ to use for OCS tracts’! K’hrrk onp bos irr each row./ 

very Great 
Importance 

III 

Great 
Importance 

(21 

Moderate 
Importance 

(3) 

Some 
Importance (41 

Little or No No 
Importance t 151 esponse 

I. Hi&h competition kvel 9 8 4 n 0 0 
2. Government tract valuation 

3 II 6 I 0 0 

3. Net profit share bid 0 3 10 2 3 3 

4. Exploration commitment bid 
2 8 5 0 3 3 

5. Royalty rate bid I 6 II 0 0 ,3 

6 Cash bonus bid 
I 8 R 1 0 . 3 

1. Other (Please qwcijj,.~ - 

I 2 0 0 0 I8 

PART 11. The OCS bndr Act requlrn that tha Dopart nont of the Interior coordinate and consult wlth affoctod atatr, spoclal 
Intormt groups. and industry. The majority f this coordination and consultation occur8 during the pro-~10 procorr 
of l rraerlng tha l nvironmontal impact8 o a 40. 

6. For those saks you participate in. how frequently or infrql 
presale plannin& step? (Check one box in eucb row.) 

r Always or 
Almost Always 

Ill 

mtly does your orpnization comment on or participate in each of the area.wide 

Most of About Half Some of Almost Never (Do not h# 
the(E,ime 1 of ty3T’ime / the,zme / or r 1 ‘~~~~~tyl _ ls”,‘o;ns, 

4 Scoping Meeting 

5. Draft EIS 

6. Public Hearing 

7. Fmal EIS 

8. Proposed Notice of Offering (S&l 

,9. Final Notice of Offering (Sale) 

IO. Other (Please speci/j..l 

I7 

II 

15 

I7 

I? 

5 
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I. WI’s Resource Reoort 

7. How complete and accurate is the information provided by WI for each step under the area utde process? /Check one bar in each rm 
under Cutnple/rness and one bar in each row uttdw Awuracy.l 

Completeness Accuracy 

er /P/eau tpwl\ / - 

I8 I 

2 

I 

0 

0 

9 

$ Lndcr the area u~dc process. 1s the tune txrtod e~t;lblr~heJ I)! DOI for !our orgwi~tion 11) pxticipte in each step gencntlly udequu~e 
or madequate? Khrch OIIP bov itr cwh WI\ / 

More Than 
Adequate 

III 
Adequate 

121 
Marginal 

131 
Inadequate 

141 

Very 
Inadequate 

(5) 

No @asis No 
IO Judge Response 

161 

I. State’s Resource Report 
0 IO 2 I 0 7 

2. Call for Informalion 0 I7 1 2 I 0 

3 Scoping Meetmg 0 14 I 3 
0 3 

4. Draft EIS 
0 I2 5 4 0 Q 

5; Public Hearing 0 15 4 I 0 1 
6 Final EIS 0 

I8 3 0 0 0 

7. Pro& Notice of offering 0 15 L 2 0 0 

8. Final Notice of Offering 0 I6 2 I 0 I 

9 Other tPleau tprcil,t I - 

0 0 0 I 
0 0 .-s..- - 

1 

0 

0 

0 

0 

0 

0 

I 

20 
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9. HOW useful or not. arc the following steps in providmg your organintion an opportunity tocxprcss your concerns? /Clerk wte bar in euch IOH I 

Very Grcal 
USC 
II) 

Great UK 
(21 

Moderate Some Littk or No Basis No 
USC UX No Use to Judge 
I31 141 IS) 16) Response 

I. DOI’s Rcsoura Report 

2. State’s Resource Report 

3. Call for Information 

4. Scoping Meeting 

I 

a 5 5 3 2 

0 I 4 3 2 

5 5 4 3 3 

4 7 4 3 2 

5. Draft EIS 
I IO 3 0 I 

6. Public Hearmg 3 6 8 3 0 
7. Fmal EIS 3 5 8 3 2 

8. Proposed Notice of Offering 9 5 2 1 3 

9. Final Notice of Offering 5 6 4 2 3 

IO. Other /P/ease tpec/&,. I - 

I 2 0 0 0 
I I 

4 

9 

I 

iI 
1 

0 

I 

0 I I 

3 0 18 

~ IO. Secretary of Interior Clark recently proposed a number of modifications to the prelcasc planning process. Assuming the following are 
implemented. IO what extent. if any. do you think the following proposed modifications will improve the prelease planning process? (Check 
one box in tech row.) 

Very Great Great Moderate Some Littk or j 
Extent Extent Extent 

(II I2I (31 
Extent No Extent Don’t Know Re$onsc 

141 I51 161 

I. Avoid those planning areas where the level of industry 
interest is minimal and when conflicts exist with other 
usa 116 

! Time the planning process to make key decisions when 
the area of leasing interest is &fined for the draft EIS D 

3. lncreav the number of public hearings I 0 

5. Reinstitute early scoping meetings 

6. Encourage industry to identify areas of interest at the 

7. Improve communication with the federal agencies 
mvolvcd tn OCS activttics I R 

Pb\RT III INCLUDES QUESTIONS RELATED TO ENERGY ENPLORATIOY. PRODLCTION. SERVICE. AND/OR INVESTMENT 
CDXIPANIES 0.2’1. y’. IF YOU ARE NOT A hIEMBER OF THIS GROUP. Pl EASE M/P IT) QLES77O.V 33 OS\’ P:lC;E /3. 
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33. If YOU have COmtnents on any of the previous questions or on the Department of the Interior’s Outer Contitiental Shelf leasing program. 
pkasc ULC the spaa provided below or attach another sheet. I!41 

Please provide below the name. title. and telephone number of the prson completing the questionnaire in case we need toclarify any answers. 

NAME: 

TITLE: 

TELEPHONE: 1 I 

Ml4 

Thank you for your help! 
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RECEIPT OF FAIR MARKET VALUE-- 

A CONTINUALLY EVOLVING PROCESS 

Throughout the OCS leasing program, ensuring receipt of fair 
market value has been an evolving process placing increased reli- 
ance on the marketplace and competition for accepting bids and 
less reliability on Interior's own valuation. This appendix 
describes the evolution of the process. 

Time period Bid-acceptance process 

1968 Interior starts placing a value on every tract 
offered for lease and rejecting high bids that fall 
below this estimated value (or the minimum leasing 
price of $25 per acre, whichever is greater). This 
process evolved to the current Monte Carlo tract 
evaluation method (referred to as MONTCAR), which 
uses detailed geologic, geophysical, and engineer- 
ing analysis and a discounted cash flow computer 
program to determine a value for an OCS tract. 

The following is a description of Interior's Monte 
Carlo method: 

(1) Interior estimates the range of possible 
values of each variable that will affect the 
outcome of oil and natural gas production 
from the tract. 

(2) One value from the estimated range for each 
variable is selected at random and the tract 
value is computed using this combination of 
variables. This computation determines one 
point in the final distribution of possible 
tract values. A second value from the dis- 
tribution of each of the variables is then 
selected at random and the resulting tract 
value is computed to determine the second 
point of possible tract values. This proc- 
ess is repeated at least 1,000 times with a 
set of new values selected for each 
variable. 

(3) The values are averaged and assigned a risk 
factor to determine the estimated value of 
the tract. The risk factor reflects the 
quality and quantity of the data used in 
determining the characteristics of the tract 
as well as the past successes and failures 
encountered in the area. Thus, while the 
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quality and quantity of data available to 
evaluate offshore tracts are important, 
according to Interior, the Monte Carlo 
method provides a reliable estimated tract 
value, even with some uncertainty in the 
precise measure of particular variables. 

The method provides two estimates of value for each 
tract: the mean range of values (MROV) and the 
discounted mean range of values (DMROV). The MROV 
represents the government's estimate of the current 
value of the tract. The DMROV represents the 
tract's value reflecting revenue delays to the gov- 
ernment if the high bid is rejected and the tract 
is leased at a later time. 

Interior adopts a third criterion for accepting 
bids: the average evaluation of tract (AEOT). The 
AEOT is the average of the MROV and the bids re- 
ceived on a tract. If the high bid does not exceed 
the MROV or DMROV, any bid exceeding the AEOT is 
generally accepted. Using AEOT places greater 
weight on the bids received than Interior's esti- 
mated value. In determining whether AEOT is a re- 
liable criterion, Interior considers the number of 
bids on the tract and reliability of the data to 
evaluate the tract. 

Interior adopts discretionary use of the geometric 
mean rather than the arithmetic mean in calculating 
the AE0T.j The geometric mean is always less than 
or equal to the arithmetic mean. Interior had 
concluded that the geometric mean generally fell 
closer to the median or middle bid and was a better 
average and measure of central tendency. Interior 
also concluded, however, that the geometric average 
was better only if the bids were grouped and were 
significantly lower than Interior's value and that 

II 1 The arithmetic mean is the sum of the bids plus the MROV divided , by the number of bids plus one and is defined as 

, 

The 
the 

Arithmetic AEOT = (MROVl)+(bids2)+(bids3)+...+(bOnUsR) 
N 

geometric mean is the Nth root of the product of the bids and 
MROV where N equals the number of bids plus one and is . - defined as 

Geometric AEOT = (MROVl)x(bids2)x(bids3)x...x(bidsN) 
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1982 

1983 

the number of bids was greater than the average 
number of bids for that type of tract in the sale. 

Interior begins using the geometric average eval- 
uation of the tract (GAEOT) in place of the arith- 
metric mean in all OCS sales. Interior also raises 
the minimum leasing price from $25 to $150 per 
acre. 

Interior adopts a two-phase bid-acceptance process 
that awards leases to the high bidder on the basis 
of the level of competition and viability of the 
tract, without requiring a detailed Monte Carlo 
evaluation. Traditionally, Interior had generated 
presale values for every tract offered for lease. 
Interior decided that evaluating every tract was no 
longer practical, however, because of the large 
increase in the number of tracts offered for lease 
in area-wide sales. 

During the first phase of the bid-acceptance pro- 
cess, Interior reviews every tract receiving a bid 
to make four major determinations: 

(1) It classifies each tract as either drain- 
age, development, wildcat, or proven. All 
drainage and development tracts are referred 
to the second phase and additional detailed 
Monte Carlo analysis. 

(2) It identifies the nonviable tracts. Inter- 
ior’s nonviable determination is based on 
the following four conditions: (1) lack of 
an oil or gas structure, (2) structure too 
small to be economical to produce, (3) ad- 
verse stratigraphic conditions, and (4) lack 
of Interior maps on the tract. All high 
bids for tracts determined to be nonviable 
are accepted. 

(3) After deleting anomalously low bids,2 
Interior computes the median of the geo- 
metric average bid for all viable wildcat 

21nterior defines an “anomalously low bid” as a low bid that is 
less than one-eighth of the next higher bid. Currently, under 
this definition, only one bid per tract is considered anomalously 
low. 
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and proven tracts.3 All high bids for 
those tracts where the geometric average bid 
was in the upper 50th percentile (compared 
with the median of all average bids) are 
accepted. 

(4) After deleting anomalously low bids, Inter- 
ior computes the average number of bids re- 
ceived for all viable wildcat, proven, 
drainage, and development tracts. All high 
bids for those tracts receiving three or 
more bids and more than the average number 
of bids are accepted. 

All tracts not leased during the first phase are 
referred to the second phase of the process. 

The second phase consists of two parts. During the 
first part Interior, using its Monte Carlo analy- 
sis, estimates MROV, DMROV, and GAEOT for each 
tract. All high bonus bids that are greater than 
MROV, DMROV, or GAEOT for the tracts are accepted. 
The remaining tracts are considered during the 
second part, when Minerals Management Service (MMS) 
regional managers are supposed to determine 

(1) drainage costs and costs attributable to de- 
lays in exploration and production of the 
tract and include them in a recalculation of 
DMROV, 

(2) whether the number of bids for the tract and 
the number of companies participating are 
greater than the average for that tract 
type I 

(3) the degree of difference between the relia- 
bility of data for the tract and the average 
reliability of data for the sale, and 

(3The median of the geometric average bid is the middle value (or 
' the average of the two middle values) of the range of all the 

geometric averages of the bids received for each tract. For ex- 
ample, Interior computes the geometric average for the bids re- 
ceived for each wildcat or proven tract. Interior then arranges 
the averages in order of magnitude (low to high) and the average 
in the middle of this range is the median of the geometric aver- 
age bid. 
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1984 

(4) whether the number of bids and the number of 
companies participating in the bids for the 
subject prospect are above the average ob- 
served for other prospects in the sale. 

On the basis of these determinations, the MMS 
regional manager may accept or reject the high bid. 

After six area-wide lease sales, Interior makes 
three modifications in its bid-acceptance proce- 
dures to strengthen the overall process. It 
(1) requires that tracts be classified as nonviable 
only when Interior has adequate data and maps to 
support such a determination, (2) eliminates the 
median of the geometric means of bids as a bid- 
acceptance criterion during the first phase, and 
(3) discontinues the second part of the second 
phase of the process (discussed above). 

All bids received are evaluated through the first 
phase of the process and, if necessary, through the 
Monte Carlo analysis in the second phase. The 
first phase is composed of criteria designed to 
partition tracts receiving bids into three general 
categories: 

(1) tracts that Interior has identified as 
nonviable; 

(2) tracts where opportunities for strategic 
underbidding, information asymmetry, col- 
lusion, and other noncompetitive prac- 
tices might be most likely to occur and 
where the government has the most de- 
tailed and reliable data: and 

(3) tracts where the market-related and com- 
petitive-based factors can be relied upon 
to ensure fair market value. 

Using these categories, the following bid-accept- 
ance criteria are applied to bids during the first 
phase: 

(1) Development and drainage tracts are 
referred directly for further evaluation 
in the second phase. 

(2) High bids for tracts judged by Interior 
not to be located on a viable prospect 
are accepted. 

96 

‘, 



APPENDIX III APPENDIX III 

(3) After screening for anomalously low bids, 
high bids are accepted for viable wildcat 
and proven tracts receiving three or more 
bids and more than the average number of 
bids for all viable tracts. 

Wildcat and proven tracts that are not leased 
during the first phase as well as all drainage and 
development tracts undergo the Monte Carlo evalua- 
tion. High bids are compared with MROV, DMROV, and 
GAEOT. 

Also, if the DMROV for any tract undergoing drain- 
age from production activities on a nearby tract is 
greater than the high bid, the MMS regional manager 
recomputes the DMROV by adjusting for the costs of 
drainage, which is expected to occur before the 
next lease offering. 

In July 1984 Interior makes three additional 
modifications to the bid-acceptance procedures. 

(1) The MMS regional manager, if he or she 
determines that an unusual bidding pattern 
exists and can be documented, has the dis- 
cretionary authority, after consultation and 
coordination with Interior's solicito'r, to 
refer the tracts to the Monte Carlo 
evaluation. 

(2) The viability determinations of all wildcat 
and proven tracts can be reviewed using 
further mapping and/or analysis prepared 
during the second phase. Those tracts sub- 
sequently determined to be nonviable can be 
eliminated from the set of tracts und:ergoing 
the Monte Carlo analysis and their high bids 
accepted. 

(3) The high bid submitted from one bidder will 
be accepted and any other bid for the same 
tract will not be considered. 
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DETAILED FLOW CHART OF INTERIOR’S 
BID-ACCEPTANCE PROCESS 

(AS OF DECEMBER 18841 

* 
TRACTS GENERALLY, INTERIOR OFFERS ALL UNLEASED TRACTS IN A 

OFFERED PLANNINQ AREA FOR LEASE EXCEPT THOSE TRACTS 
FOR DELETED FOR SPECIFIC CONCERNS OR MULTIPLE USE 

SALE CONFLICTS. 

7 

NO TYll~s 
TRACTS NOT RECEIVING 

) RECEIVING 
A BID ARE QENERALLY 
OFFERED FOR LEASE IN 

A BID FUTURE SALES. 

YES 

TRACTS 
INTERIOR REVIEWS EACH TRACT TO CLASSIFY THE TRACT AS 

RECEIVINQ 
DRAINAGE, DEVELOPMENT, WILDCAT, OR PROVEN. ALL 

BIDS 
DRAINAQE AND DEVELOPMENT TRACTS UNDERGO THE 
DETAILED TRACT EVALUATION. 

WILDCAT 
AND 

PROVEN 
TRACTS 

INTERIOR REVIEWS EACH WILDCAT AND PROVEN TRACT TO 
DETERMINE WHETHER THE TRACTS CONTAIN SUFFICIENT OIL 
AND NATURAL GAS RESOURCES TO BE CONSIDERED 
ECONOMICAL TO PRODUCE (VIABLE) OR NOT (NONVIABLE). IF 
INTERIOR DOES NOT HAVE ADEQUATE INFORMATION FOR 
THIS DETERMINATION, IT ASSUMES THAT THE TRACT IS 
VIABLE. 

ALL NONVIABLE TRACTS 
RECEIVING BIDS ARE 
LEASED. 

NO 

PROCESS 
CONTINUES 

ON THE 
NEXT 
PAGE 
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VIABLE 
WILDCAT 

AND 
PROVEN 
TRACTS 

INTERIOR ELIMINATES ANOMALOUSLY LOW BIDS AND 
COMPUTES THE AVERAQE NUMBER OF BIDS RECEIVED 
FOR ALL VIABLE TRACTS. INTERIOR REVIEWS EACH TRACT 
TO IDENTIFY ANY UNUSUAL BIDDING PATTERNS. TRACTS 
IDENTIFIED AB HAVINQ AN UNUSUAL BIDDINQ PATTERN 
UNDERGO THE DETAILED TRACT EVALUATION. 

NONVIABLE 
TRACTS ARE 
LEASBD. 

. 

\TRACTS / I 
I..-“.” 7 

NO 

Y 
PROCESS 

CONTINUES 
ON THE 

NEXT 
PAGE 
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PROVEN AND WILDCAT 
TRACTS RECEIVING THREE 
OR MORE ADJUSTED BIDS 
AND MORE THAN THE 
AVERAGE FOR ALL VIABLE 
TRACTS IN THE SALE ARE 
LEASED. 
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1 ALL DRAINAQE AND DEVELOPMENT TRACTS, TRACTS WITH UNUSUAL BIDDINQ 
PATTERNS, AND VIABLE WILDCAT AN0 PROVEN TRACTS RECEIVINO LESS THAN 
THREE BIDS AN0 TWE AVERAOE NUMBER OF BIDS FOR ALL VIABLE TRACTS 
UNDERQO THE DETAILED TRACT EVALUATION. INTERIOR COMPUTES THE MROV, 
DMROV. AND QAEOT FOR EACH TRACT. 

APPENDIX IV 

1 NO 

I NO 

BID GREATER TRACTS WITH THE HIGH BID 
GREATER THAN THE GAEOT 
ARE LEASED. 

r 1 

I I 

TRACTS WITH THE HIQH BID LESS THAN THE MRDV. DMROV. GAEOT. 
TRACTS AND ADJUSTED DMROV ARE NOT LEASED. THE HIGH BID IS REJECTED 

AS BEINO TOO LOW. 

NO 

TRACTS WITH THE HIGH 
BID GREATER THAN THE 
ADJUSTED DMROV ARE 
LEASED. 

100 



APPENDIX V 

INTERIOR'S STREAMLINED PLANNING PROCESS 

APPENDIX V 

Interior completes a number of major steps in the leasing 
process for each sale. These activities rely on environmental 
assessments and studies, basic and interpretive data, Interior's 
reviews and reports, and consultations with federal agencies and 
state and local governments. The new streamlined process is 
comprised of the following: 

(1) 

(2) 

(4) 

' (6) 

Geology report-- Approximately 12 months before the call 
for information and 32 months before the sale, Interior 
prepares a geology report covering the planning area for the 
proposed lease sale. It includes the location of recoverable 
oil and natural gas resources and a description of the sale 
area. 

Notice of intent to prepare an environmental impact state- 
ment-- The notice is published in the Federal Register at the 
time the call for information is published. It invites 
public assistance in determining the significant issues, 
scope, and alternatives to be analyzed in the environmental 
impact statement. 

Call for information-- The call is published in the Federal 
Register and requests potential bidders (oil and natural gas 
companies) to indicate areas and levels of leasins interest 
within a particular planning area. States and others have 
the opportunity to comment on the proposed sale area or any 
other topics of concern, such as environmental effects or 
other conflicts that should be considered in planning the 
lease sale. 

Area identification --About 4 months after the call is 
published and after the comments and industry's expressions 
of interest are analyzed, Interior approves the area to be 
studied in the environmental impact statement for the pro- 
posed lease sale. 

Draft environmental impact statement--Interior issues its 
draft environmental impact statement approximately 9 months 
before the sale. The draft describes the entire planning 
area and discusses the potential environmental effects of 
oil and gas activities in the area proposed for leasing. 
Alternatives considered in the draft include delaying the 
offering, cancelling the offering, or deferring offering of 
certain tracts because of their potential effects. 

Public comment period-- Generally a 60-day comment period im- 
mediately follows the public availability of the draft, dur- 
ing which time public hearings will be held in the affected 
region. Comments received either orally or in writing are 
considered in preparing the final environmental impact 
statement. 
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(7) 

(8) 

(9) 

(10) 

(11) 

(12) 

(13) 

Final environmental impact statement--After Interior con- 
siders and assesses comments received during the public 
comment period, it issues the final environmental impact 
statement. The final statement is filed with the Environ- 
mental Protection Agency and is distributed to other federal 
agencies and state and local governments. It is also avail- 
able to the general public. 

Secretarial issue document-- Interior prepares a secretarial 
issue document for each sale, which analyzes all issues in- 
volved in the proposed sale such as economic benefits, envi- 
ronmental risks, and states' views. The issue document is 
sent to the Secretary of the Interior for review and approval 
of the proposed sales. 

Proposed notice of offering--Interior generally publishes the 
proposed notice of offering about the same time as the final 
environmental impact statement. The notice contains the pro- 
posed terms and conditions of the sale, tracts proposed for 
leasing, and other mitigating measures. As required by 
section 19 of the OCS Lands Act, as amended, the notice is 
sent to governors of affected states for their comments on 
the size, timing, or location of the sale. It also invites 
any further comment that the state wishes to make. 

Governors' comments-- Governors of affected states are pro- 
vided 60 days in which to comment on the proposed notice of 
offering. 

Final notice of offering--After receiving comments from the 
governors, a final decision memorandum analyzing all issues 
of the sale is prepared for the Secretary of the Interior. 
The Secretary is required to accept recommendations of the 
governors if he or she determines that the recommendations 
provide a reasonable balance between the national interest 
and the well being of the affected states. About 90 days 
after the proposed notice is published and after considera- 
tion of comments from the governors, Interior issues a final 
notice of offering. The date, timing, location, tracts to be 
offered, terms, and conditions of the sale are published in 
the Federal Register 30 days before the sale is conducted. 

Offering--On the day of the sale, Interior opens and reads 
all sealed bids submitted by qualified bidders. The bids 
must be received the day before the offering and no bids are 
accepted at the offering. 

Bid acceptance/rejection and lease issuance--The high bids 
for tracts are evaluated after the offering according to 
Interior's criteria for ensuring the receipt of fair market 
value. As required by statute, the Department of Justice 
performs an antitrust review of the results of the offering. 
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