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PROCEEREDTINGS
7:30 a.m.
Call to Order and Introductory Remarks
Bobby S. Shackouls, NPC Chair

CHATRMAN SHACKOULS: Will the 115th Meeting

of the National Petroleum Council please come to order.
Welcome to all of you, members of the Council, honored
guests, and members of the press and public. We have
what we hope today will be a very interesting and
worthwhile session for you. This is our first Council
meeting with Secretary Bodman, and we are looking
forward teo his remarks.

If there is no objection, I will dispense
with the c¢alling of the roll. The check-in outside
will serve as our official attendance record. Any
member or observer who has not checked in, please do so
before you leave so that we will have an accurate
record of today's attendance.

Now I would like to introduce to you, and for
the record, the participants at the head table. On my
left here is Mark Maddux, principal deputy assistant
secretary of fossil fuels. On my far right is Marshall
Nichols, who 1s executive director of the Council.

Next to Marshall is the council's vice chair, Lee

Raymond. And then, on ny immediate right is Samuel
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Bodman, Secretary of Energy.

Our first order of business this morning is
to hear from the Secretary of Energy. Samuel Wright
Bodman was sworn in as the eleventh Secretary of Energy
on February lst, 2005, after the United States Zenate

unanimously confirmed him. He leads the Department of

Energy with a budget in excess of $23 billion and over

100,000 federal and contractor employees.

Previously, Secretary Bodman served as deputy
secretary of the treasury, beginning in February of
2004. He alsc served the Bush administration as deputy
secretary of commerce, beginning in 2001.

A financier and an executive by trade with
over three decades of experience in the private sector,
Secretary Bodman is well suited to manage the day-to-
day operations of both of those cabihet agencies. A
chemical engineer and a one time professor at MIT, he
has alsc been president of an investment firm and head
of an industrial company.

President Bush has said, and T quote, "In
academics and in government, Sam Bodman has shown
himself to be a problem-solver and knows how to set
goals and knows how to reach them. He will bring to
the Department of Energy a great talent for management

and the precise thinking of an engineer.,”

EXECUTIVE COURT REPORTERS, INC.
(301) 565-0064




P

i0
11
12
13

14

NS

17

18

19

20

21

22

23

24

25

- 1le

Now, Lee and I, and I suspect a number of
other members of the Council, are also chemilcal
engineers, and we understand and appreciate the
discipline that this training brings to running an
entity like the Department of Energy. |

Mr. Secretary, we are honored to have you
with us this morning, and we lcok forward to your
comments.

| Please join me in welcoming Secretary of
Energy Samuel Bodman.

(Applause)

Remarks by the Honorable Samuel W. Bodman, Secretary of
Energy

THE ﬁONORABLE MR. BO@MAN: Thank you, Bobby.

First, I want to thank all of you for
accommodating the change in schedule. I explained to
Bokby that I have been conscriﬁted, as I will comment
on in a minute, and I appreciate your flexibility.

A couple of days ago, the President invited
me to join him later this morning at an event in which
he will be discussing energy policy and the Energy
Bill, which is scmething that is on all of our minds
here in Washington these days. The President has_spent
a lot of time oﬁer the lést few months, ahd others of

us have been working along with him, with congressional
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leaders in an effort to get comprehensive energy
legislation passed this year,

We are very hopeful that Congress will,
within the next two weeks, send the President a bill
that ensures adequate electric-generating capacity to
meet our growing economic needs, that strengthens our
electric power delivery system, expands the use of
clean, renewable energy, and increases our energy
efficiency.

We are also pushing to ensure that the bill
will provide for environmentally responsible enerqgy
exploration of ANWAR and include provisions to expand

and safely maintalin our petroleum and natural gas

pipeline networks.

All ¢f these steps, and others, are critical
to ensuring our nation's energy security, which, as you
all very well know, is essential to our nation's
economic security.

I have to tell you what I think of Bcbby's
introduction. I have to digress for a minute and tell
you a story, and that is that my boss immediately
preceding coming over to this job in the Energy
Department was John Snow in the Treasury. I had spent
a year in the Treésury as the deputy, and basically the

deputies run the inside, day-to-day operations of these
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departments.

John, I guess a couple of months after I had
arrived, prepared a chart for me showing the increase
in o0il prices since I had taken office. Along with it
wag a quote that "This man knows how to set goals and
get things done.”

{(Laughter)

THE HONORABLE MR. BODMAN: So he was making
some light of my newfound notorietyrin the public.

When the President invites you to join him
for a major speech, it is really kind of a command
performance, but I alsco felt very strongly about being
here for the first meeting of the NPC during my tenure
as the Energy Secretary. So I'm particularly grateful
for all of you making, as I said, the change in
schedule.

At the outset here, I would also like to take
the opportunity to thank Bobby Shackouls for his hard
work as chairman, congratulate him on the fine work
done by the NPC under his leadership, and congratulate
Lee Raymond, the incoming chairman., I wish hinm the
best és he undertakes his new duties.

I also. know that there are 14 new Council
members, many of whom are here this morning, and I want

to welcome all of you to membership in this group.
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I have to tell you that as I looked through
the membership roster, it really is a who's who of the
0il and gas business. I found it as I read it over
last evening and find it today a great honecr to be here
in your midst.

This organization serves an extremely
valuable purpose, and I know how much my predecessors
have appreciated the advice and guidance from this
organizatién both informally, through conversations and
discussions, as well as formally in the many
cutstanding studies and reports that have been prepared
by the NPC.

The work and effort that goes into producing
these reports and maintaining this crganization is all
the more laudatory beqaﬁse of the voluntary nature of
your service, and I thank vyou for that.

The National Petroleum Council is not a trade
organization. It exists to serve and advise the
Secretary of Energy and the Department of Energy, and
so I express my personal‘appreciation as well as that
of my predecessors and my colleagues at the Department
for the time and effort and expertise which go into
producing the results of your work. I will tell you
that these reports doc in fact —-- aré_in fact lisfened

to and are paid attention to and provide the kind of
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insight that helps set public policy.

That is particularly true as T think back on
the 2003 Study on Natural Gas that this organization
did. When that study was commissioned, we were facing

a lot of uncertainty about North American gas supply,

although there was quite a bit of certainty about the
growing demand for natural gas for electric power
generation as well as for use as an industrial
feedstock. LNG was just starting to appear on the
radar, although those of us who had been in the LNG
business had it as a much bigger part of our day-to-day
activities. At most companies, it was really kind of a
blip on the screen.

So when the NPC conducted an exhaustive
analysis of the situation, I think it really brought
light to the situation that we were facing. The result
was a truly very important, landmark report, at least
in my view. It provided a region-by-region analysis of
supply and demand and offered the analytical basis for
how LNG could support a growing propertion of our
natural gas needs in this country. Thaft in turn has
infiuenced our thinking about this current energy bill
that i1s before the Congress.

In that report, there were a number of

recommendations, many of which in fact have been
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incorporated into the policy-making process not cnly by
our Department but by the President's entire
administration and the Congress.

Some of these qguestions include how to
improve the way we lease and oversee the development of

federal lands, which cur friends in the Interior

Department are particularly focused on, and the

clarification of the responsibilities for siting and
the oversight process for LNG terminals, which of
course is a subject of continuing interest and
importance to not just the adminiétration but really to
the country.

Now, our markets for natural gas remain very
tight. In fact, our country has the most expensive
natural gas in the world, which is causing a
significant set of problems with respect toc job
location in the chemical industry in particular as they
are shifting production abroad, facing what appear to
be continuing issues with natural gas prices in this
country.

That is a trend that, at least as far as I
can tell, seems likely fo continue, at least for a
while. So we need to do a lot more and are trying to
hard to do more to bring about adequate and affordable

supplies of natural gas both as a fuel source and, as I
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said before, as an industrial feedstock.

If we take a moment to look at a few of the
specific challenges that we currently face in the oil
and gas sector, we could then be in a position to
suggest some ideas that might serve as a basis for
future work by this Council.

Cbvicusly, the issue that has been dominating
the headlines, at least ever since I got into this job,
is the price of ¢il. Worldwide, the supply of oil is
having considerable difficulty keéping pace with the
growing demand that we are all aware of.

Prior to 2004, the average rate of increase
in o0il demand was aboutrl miliion barrels a day. There
was some variation, but it tended to iﬁcrease year Lo
year about 1 million barrels arday. In the year 2004,
that number increased to 2.7 million barréls a day, an
éxtraordinary change. The gap betweenrthis kind of
increased consumption on the one hand and the
capability of the industry to respond, in my view, will
take some years to close.

We clearly have an econonric incentive there,
and I believe the industry will and is now responding,
but it will -- I think we are going to be measuring
this in years, not in months.

The EIA, part of the Energy Department,
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estimates that we are going to see about a 50 percent
increase in oil demand by the year 2025. 1In other
words, in the next twe decades, they are looking for
oil demand to increase from 82 million barrels a day to
121 miliion barrels a day two decades out, about a 50
percent increase.

The most dramatic current manifestation of
that kind of demand is the high price of gasoline.
That is certainly a very active issue with respect to
many of our citizens. This is an issue that, as you
might imagine, I am confronted with in my dealings with
the media almost every day. When I'm asked about high
gasoline prices, I like to point out that these prices

are driven by, in large measure, increased economic

activity, increased economic activity in China, in

India, and of course here in the United States as
things are improving here economically.

Now, therefore, the, you know, growing energy
demand obviously has the problens reflected in price,
but the underlying cause, namely robust economic
growth, is a good thing. So that, as we are focusing
on the problem, it is important to remember the balance
that exists.

Now, growing demand is only a part of the

equation. I think that, tec a considerable degree, the
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market is also being affected by uncertainty about
long-term supply. Are there adequate supplies
available. In my view, greater transparency aboutl
known reserves in producer nations, more current and
reliable information about reserve estimates, would not
only be invaluable for investors but would help reduce
the uncertainty that puts upward pressure on prices.,

This also would be very valuable to policy-
makers at the state and federal level and indeed for
decision-makers throughout the world to have greater
transpafency, greater knowledge about the world's oil
reserves.

Having more and better information about
reserves would also clarify some of the challenges that
we will be facing in developing future petroleum
reserves for our use and for use around the world.

We believe that the days of casily accessible
oil are probably coming to a close. That certainly
appears to be the case here in the lower 48 states.
Increasingly, the global oil demand that we talk about
will have to be met by developing petroleum reserves
that involve serious technical and often political
challenges.

The technical challenges of course include

drilling in very deep water and in other hard-to-reach
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frontier regions; as well as enhanced oil recovery
techniqgues such as CO2 injecticn and various thermal
processes that are being workea on, all of which means
that such projects will be more capital-intensive, they
will have higher risk, and.they are going to have
greater lead time before we see results.

These are very difficult circumstances in and
of themselves, but the challenges are multiplied
several times over when they are compounded by

political or regulatory uncertainty. The importance of

a secure investment climate, including guarantees
related to the sanctity of contracts and a stable legal
system, really cannot be overstated; at least I don't
believe so. |

It seems thalt since I had this wonderful idea
of coming out of the private sector and coming here to
Washington, as I look back on it I have spent-about
half my time visiting with representatives of other
nations and talking exactly about these issues. 1
think it is hard to overstate the importance of the
legal environment in which our private sector and in-
which you are operating around the world.

It is very hard to imagine that people will
knowingly invest millions or billions of dollars in an

environment that doesn't have these kinds of
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protections and where you have the prospects of returns
on that investment being subject to a very rapidly
changing political environment.

The issue of deeper and harder-to-access
petroleum also raises questions about the degree to
which heavier crude may fill a larger part of our oil
needs. As heavier crude continues to take on a larger
share of our oil consumption, that will have a lot of
implications related fo the kind of investment that
will be required in modifications tc our refining
agssets that are the responsibility of many in this
room.

So, 1in addition to developing ﬁore
Sophisticatedrrefining technologies and operating
practices, we will also need to address the
environmental iﬁpacts that come from heavy crude oil
and all that fhat represents. So —-

(BRIDGE 1A TO 2A)

THE HONORABLE MR. BODMAN: -- of his service.

So, Bobby, i1f I could present that to you.

CHAIRMAN SHACKCULS: Thank you very much.

(Applause) |

THE HONORABLE MR. BODMAN: I hope you can
find a spot for that and that you enjoy having it as

much as we have enjoyed presenting it and benefitting
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from your hard work.

With that, let me conclude with my thanks to
all of you for being here this morning, especially for
all of you accommodating the schedule change. I very
much look forward to working with each of you and
getting to know many of you better. I have a lot of
old friends that T know are in the audience, people
that I have known for years. I look forward to working
with them and getting to know a number of the others
better as time goes on.

As the President has said, and I expect to
hear him say again today when we are off a half hour,
45 minutes from now, energy security is essential to
maintaining our nation's strong economic growth and
ensuring our long-term prosperity. These are goals
that we all share as we strive to leave a brighter,
healthier, more secure RAmerica for future generations.

That really summarizes the reason I came here
four years ago. I'm here, really, trying to be as
helpful as I can such that we can leave the world in
better shape for my grandchildren and their
grandchildren, and I know many of you feel the same
way, which is why you are here.

Thanks very much for your attention and for

allowing me to come to you today. Thanks.
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{(Applause)

CHAIRMAN SHACKOULS: Thank you, Mr. Secretary

The Secretary has graciously agreed to take
your guestions. Does any member of the Council have
any questions that they would like to pose to the
Secretary at this time?

Yes, Thurmon?

MR, ANDRESS: Mr. Secretary, I'm Thurmon
Andress, Rreitburn Energy in Houston.

THE HONORABLE MR. BODMAN: Yes, sir.

MR. ANDRESS: {Off mike)

THE HONORARLE MR. BODMAN: You know, that is
not a question, ffankly, that I have confronted. I am
aware of the issue with the cyclicality in the prices
that we have seen over my lifetime at leést and where I
-— a lot of which has been spent in and around your-
industry, and as companieé, particularly the public
companies, have responded to the pressures that brought
about by those. We have seen layoffs, we have seen
good people leave this industry over the years, and we
are short on people for sure.

I would take that, you know, as a suggestion.

I don't have any, you know, quick answer. I think
that we are working hard -- let me take a step back.

The Energy Department has three major
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responsibilities. We are responsible for overseeing
the maintenance of our nuclear weapons, one, Two, we
are responsible for cleaning up all of the sites around
this country that were part and parcel to the
development of our knowledge of nuclear chemistry and
physics, so Hanford and Idaho Falls and Savannah River
and Oak Ridge, and so forth. These are all areas that
we work wvery hard on.

And then, we are responsible for funding
science. We are the primary funder of science and for
science research, and then we do have responsibilities
in various policy areas. In terms of where the money
goes, it is those first three in about equal amounts.

S0 we aré working with the Department of
Education and with others to try to stimulate more
interest in scilence and training of science and
engineering. S0 this may have some fall-off that would
be helpful to the industry, but it is indirect. So I
would take it as a good suggestion and something that
we probably ought to look at and see, you know, are
there things that we could be dcing.

If you have thoughts as to what we should or
can be doing other than this general effort that I
mentioned, I would appreciate it. Thank you.

Yes, sir.
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MR. WALKER: Mr. Secretary, John Walker from
FnerVest. (Off mike)

THE, HONORABLE MR. BODMAN: The question, for
those in the back who may not have heard it, relates to
the funding for oil and gas research. |

You know, I would be happy to hear from vyou
and from members of this Council about that guestion.
The President has taken a very strong positicn. I
don't disagree with him., With oil at $50 and $60 a
barrel, that scems to me to be a lot of stimulus and
gives you a lot of rodm, a lot of margin, with which to
fund research and to fund efforts.

These are very tough times. If you are not
in the homeland security business, if you are not in
the defense business, your budget is getting cut, and
that is true of the Energy Department. S5So these are
arecas, as we are looking at trying to make choices,
that we have come down on the other side of that
particular guestion.

But I would be happy to hear from you as to
what —-- the one area that, frankly, has caused me some
pause as we have rethought relates to methane hydrates
and c¢lathrates, which are present in significant
amounts up in Alaska and elsewhere. That is an area

where it seems to me, you know, some research might
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well be called for.

But in terms of the kind of work that the
industries that the people in this room generally are
involved with, it seems to me that is a hard case to
make given the price levels which your product is
getting sold for.

But I'm happy to learn, so I would be happy
to hear from you.

Okay. Dan. I think that‘s you, Dan., 1Is
that you?

MR. YERGIN: Dan Yergin from Cambridge
Energy. You mentioned in your remarks that ycu have
spent a lot of time (off mike).

THE HONORABLE MR. BODMAN: Yés.

MR. YERGIN: I wonder if you could share with

us any trends you see on that issue and how you see the,-

Department (off mike).

THE HONORABLE MR. BODMAN: Well, I guess the
one —— first of all, the question relates to ny
comments about the sanctity of contracts, and Mr.
Yergin's question is do I see any trends.

I guess there are trends and the trends kind
of go by individual country. There is progress being
made. One sees progress being made in eastern Europe.

One sees progress being made in what used to be called
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central Europe and starting to move in that direction.

As yeu know, I ran into you in Moscow. One
of the challenges that the President presented to the
Secretary of Energy was his request, along with that of
President of Putih of Russia, that we look at
developing means of restimulating the so-called
commercial energy dialog; is there a role for U.S.
companies to develop the reserves and assets that are
in-Russia and how do we go about doing that,

S0 Carlos Gutierrez and I have been working
hard on that over the last few months. We have a
report that is due to the President at the end of this
month, so we are in the process of pulling all that
together;

I have to tell you that at least as of this
point I have been disappoiﬁted at the rate and the
responsiveness of those in Russia to our efforts. I'm
hopeful -- I remain hopeful -- that we will see some
change, but there has not been so far the kind of
response that I would hope for. That 1s a message I
delivered I think fairly clearly when I was there, and
I will continue to do that as long as the situation
calls for it.

But we have seen continuing progress in other

parts of the world, and so it kind of moves on a
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country-by-country basis. But on the one the President
put on my plate, namely Russia, at least so far, while

I remain hopeful that we will gelt some respconse, so far
I can't give you any very favorable reports.

Yes, Bob?

MR, MOSBACHER: Bob Mosbacher, Mosbacher
Energy. Could you see any change in the climate
internally towards offshore drilling (cff mike).

THE HONORABLE MR. BODMAN: The guestion
relates to coffshore drilling and do I see any changes
in the environment. The administration's positibn has‘
been pretty consistent that with respect to
particularly the eastern Gulf of Mexico that -- the
President has stated during the campaign and ran on it
that he would not permit drilling there, and therefore
that is our position.

Senator Landrieu, during the debate on this
Energy Bill, has had various proposals that would
permit states individually to opt out of the moratorium
that has been impcsed by Congress, and in exchange for
that, the states would receive a bigger share of the
gain that the federal government now takes basically in
its entirety.

I have to say that that generated a lot of

interest among various members of the administration.
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We haven't vet taken, to my knowledge anyway, any
formal positiomn.

So I think that we are starting Lo see just
the economics of what we are dealing with affect
things. But, you know, the Presideni does take a
position. ‘He is not going to change it, and therefore,
you know, I'm not going to change it unilaterally. But
we —- I think as we start to see Congress come up with
alternatives and different ideas, we are certainly open
to listening to them and debating them and trying to
reach some reasonable compromises.

If the states are going to take the
initiative, then I think to some degree that relieves
whatever commitments have been made by leadership
during campaigné. Obviously, situations change over‘
time, and we have a very different situation today in
terms of energy prices than we had during the campaign
days and it is a different environment.

So I remain, like you, hopeful, but at least
at this point it is still a bit like dealing with the
Russians., I don't -- I'm optimistic, but so far I
can't give you anything very specific that you would
find satisfying.

Yes, sir.

COUNCIL MEMBER: (Off mike)
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THE HONORABLE MR, BODMAN: Well, we are
seeing -- the world is an incfeasingly competitive
place, and in many ways that's good. We are seeing
China out in the marketplace. That may be what you are
referring to. We are seeing, vou know, China. We have
seen them -- I was visiting with the premier of Alberta
Just recently and the Chinese are there and they are
looking —— they have already made a deal, and I think
they are looking at making other acquisitions in that
area.

No doubt, India will be following suit. We
do have an ongoing so-called energy dialog that will go
across Lhe anrd in dealing with what the United States’
can do to be helpful to India.

So I agreé with you that it will be
increasingly difficuilt for ouf country to maintain its
share, if you will, of acceéé to reserves elsewhere
because the world is more competitive. The same thing
is true in the -- remember I alluded to the science
area. The same thing is happening there.

Oour ecconcomy develcoped s0 well over the last
50 years in significant measure because we had the best
science in the worid and it came out of the research
universities, which in turn funded and created the

industries that were around them, and out of that came
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the semi-conductor and Micresoft and the changes that
have affected our lives in very significant ways.

China has seen that. India has seen that.
Cther countries have seen that, and they are keeping
their students home. Some of my best students when I
was a young man teaching were from those countries, and
increasingly, they are keeping them at home. They are
running their own universities. They are trying to
create their own environments, similar thing.

So that is one of the concerns that I have,
locking at our funding of science and the interest of
young people‘in studying science and engineering. This
is also true in terms of just the economics and dealing
with access.

So I agree with your observation. Our role
is to try to -- when you asked whatl role the Department
plays, our role is to try to work with these countries
and see to 1t that we have a level plaving field,; see
to it that we are trying to -- that we do business in a
way that is consistent, that is straightforﬁard, that
is transparent, sco that we know why decisions get made,
who made them, and for what reascn.

That is what we work on, and so that is what
I do, or at least in part what I do, when I'm traveling

because that is my part of my job, is to try to do
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that.

It is tough bkecause the people view,
particularly their ocil and gas assets in different
countries, as kind of ~- it is wviewed in sort of an
emotional thing, much more so than I see that we do
here in America, where o0il and gas are assets Lo Dbe
used, They are part of what we inherited, and we have
been using them. There it is viewed as being -- it is
more of a political, sociological sort of feeling about
it, and vou've got to get through that and get down to
what the economics call for. So that is part of what I
do and will continue tc try to do.

Yes, sir. _

MR. ROSE: Secretary, Bob Rose, GlobalSantaFe
out of Houston.

THE HONORABLE MR, BCDMAN: Yes, sir.

MR. ROSE: I wonder if you could comment on
the recent speculations about (off mike).

THE HONORABLE MR. BODMAN: I have seen the
speculation. I'm aware of it. In order for the
government to take a position on that, there is a whole
interagency process where you have a foreign nation
that wishes or may wish to make an investment iﬁ a U.s.
corperation. This is an area -- this i1s a briar patch

in which I have lived before during my days first at
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Commerce and then at Treasury.

It is a very complicated world. There is a
process, a commlittee called CFIIUS, the Committee for
Foreign Investment in the United States. It involves,
I think, six different departments ¢f the government,
and 1t is an extremely complex matter. It has not even
come up because there is nothing to lodk at at this
point in time.

I Qould expect that, if this would
materialize along the lines you suggest, that there
would have to be some kind of interagency process,
because this involves the State Department. It
invelves the Defense Department and potential defense
issues. It certainly involves thé Treasury. It would
involve the Energy Department and involve the Commerce
Department because of the trade issué.

If there is one thing that I have learned in
my time in Washington, trying to forecast the results
of an interagency process 1s not a good way to spend
your time. But that is what would be involved in 1it.

CHAIRMAN SEACKOULS: Thank you, Mr.
Secretary.

THE HONORABLE MR. BODMAN: Thank you, sir.
Thanks a lot.

(Applause)
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CHAIRMAN SHACKOULS: As vyou all heard, the
Secretary i1s on a pretty tight time schedule, so I know
he needs to leave. |

Again, thank you for your comments and your
service to our country. Thank vou very much. Thanks
again.

{Applause)

CHAIRMAN SHACKOULS: We will now turn to our
Administrative Matters. First, T would like to turn to
the Council's finances. Claiborne Deming, chair of the
NPC Finance Committee, will now present the committee's
report.

Claiborne?

Administrative Matters
Report of the NPC Finance Committee
Ciaiborne P. Deming, Chair, Finance Committee

MR. DEMING: Thank you, Mr, Chairman.

First of all, I have heard thai phrase, "What
goes around comes around." About a year ago, I called
Robby and asked him to succeed me as chairman of the
API Finance Committee, and he graciously said yes. My
phone rings about two months later. "Claiborne, Bobby
Shackoulis. I'm calling in ny capacity as chairman of
the NPC., Will you chair the Finance Committee?" "Yes,
sir, I will."
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(Laughter)

MR. DEMING: Thank you, Mr. Chairman.

It has been an active year for the Finance
Committee. As you know from prior communications, our
committee met twice by conference call earlier this
year to review the Council's financial requirements for
calendar year 2005. Based cn this review, we
recommended a total budget in the amount of $3,412,500.

To fund this budget, we recommended requesting
contributions from the membership in the same amount,
namely $3.4 million.

The committee also examined the status of the
NPC Contingency Fund and noted that it had been
depleted over the last several years, primarily because
of the significant contractor support cost of the 1999
and 2003 natural gas studies and uncollected or
underpaid member contributions.

The Finance Committee strongly endorsed the
need for the Contingency Fund and its replenishment.

We examined methods for rebuilding the fund and
providing for its long-term viability. In order to
adequately address these issues, the committee
established a Contribution Subcommittee to assist it in
comprehensively examining and analyzing, amongst other

things, NPC budget expenditures, contribution requests,
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dues fairness and follow-up procedures, replenishment
of the Contingency Fund, and lastly, retention and
expansion of our membership base.

Based on our review and benchmarking of the
Council's finaﬁcial histery and operating procedures
described in the report that was sent to you in late
April, the committee submitted four conclusions.

First, pontingency funds equivalent to six to
12 months of budget are an appropriate and typical
financial tool used by a variety of other energy
crganizations.

Second, NPC expenditures compare favorably
with a variety of Other_industry—related non-profit
organizations on a number of measures,.such as
expenditures per employee, percentage of expenditures
for rent, salaries, and benefits, and GNA expenditures.

Third, appointment to the Coﬁhcil provides
value to members through the credibility of its work
and unique and cost-effective opportunities to
interface with each other and senior governmént
officials.

Fourth, the contribution system in place
remains appropriate. It is structuraliliy sound but
could benefit from small adjustments.

Based on these conclusions, the committee
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made six recommendations te the Council. First,
implement a pay-as-you-go approach to annual funding
and rebuiid of the contingency fund to partially offset

vear—to-year study cost changes. Contribution requests

for 2005 and 2006 should include & clearly identified,

separate request for an additional 25 percent to apply
to the contingency fund.

Second, update the membership categories to
provide better clarity and to recognize the changing
nature of the oil and gas industry by creating separate
categories and contribution formulas for independent
01l transporters, refiners, and marketers, and for
electric companies, chemical companies, and other
energy—intensive consumers.

Third, implement some minor adjustments to
the existing contributions formula.

Fourth, send out requests for recommended
contribution amounts at the beginning of each year
based on assumption cf payments of 100 percent. If
there are non-payments, the Finance Committee, in the
fall, will determine whether to reduce costs, draw from
the Contingency Fund, or request supplemental
contributions.

Fifth, strengthen follow-up procedures to

encourage payments by non-contributors.
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Sixth, retain and expand NPC membership to
provide broader advice fo the Secretary and a stronger
financial base for Council operations.

The committee believes that all members
should pay the contribution amcunt suggested, and we
expect that the recommended updates and adiustments
will have a positivé effect on contribution performance
as well as on the retention and addition of members.

I'm pleased to report that the Council's fax
ballots unanimously approved the Finance Committee's
report and implementation of these recommendations. 1In
early May, Bobby Shackouls wrote to each member cf the
Council requesting a contribution to support the 2005
operations and to begin rebuilding the Contingency
Fund.

The Finance Committee will meet again later
this morning to review the status of contribution
receipts and expenditures to date, and secondly, to
review calendar year 2004 financial statements with
Johnson, Lambert, and Company, the Council's outside
auditors.

The auditors have provided the Council a
clean opinion letter which agrees that cur financial
controls are sound. The calendar year 2004 financial

statements do show the effects of the depleted
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Contingency Fund, but thanks to your support of our
recommendations, the prospects for 2005 are much
improved.

The committee will discuss the engagement of
dohnson, Lambert, and Company to serve as the Council's
outside auditors for the calendar year 2005 financial
statements. Barring any unforeseen issues, we will
retain them for next year's audit.

We will review 2005 expenditures, which so
far indicate that we should end the year in good shape,
with the rebuilding of the Contingency Fund well
underway.

I should point_out that the approved 2005
budget inciudes funds to start a new study project for
Secretary Bodman, the requirements of which have yet to
be fully defined.

Cn the income side, I'm pleaséd to report
that we have received to date $2,443,687 as of
yesterday, representing 57.3 percent of the amount
requested for the 2005 operating budget and Contingency
Fund. We are optimistic that most of the remaining
amount will be submitted.

The Finance Committee strongly encourages
those who have yel to send in their contributions teo do

so. While we all serve at the pleasure of the
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Secretary, the Council is a self-funded organization
and it is only equitable if every member contributes
his or her fair share of the cost of the Council's
operations. |

As I previously stated, one of the
recommendations from our work this spring was to
strengthen the follow-up procedures to encourage
payment by non-contributors. To this end, reminder
letters will be going out shortly to those of you who
have yet to contribute. We will continue tec encourage
yourlsupport, including at some point phone calls,
until we hear from you.

We are using 10(k) or other publicly
availébie data in calculating suggested contribution
amounts and recognize the possibility that we used
incorreét data, particularly for privately owned
operafions. Please contact the NPC office if you think
this is the case.

The Finance Committee will meet again in the
fall to monitor the contributions process, Council
expenditures, and the status cf the Contingency Fund.

Mr. Chairman, this completes the repcrt of
the Firnance Committee, and I move that it be adopted by
the Council membership.

CHAIRMAN SHACKOULS: Thank you, Claiborne.
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I have a motion to adépt the report of the
Finance Commifttee. Do I have a second?

COUNCIL MEMBER: Second.

CHAIRMAN SEACKOULS: Are there any gquestions
or comments for the Finance Committee?

{(No response)

CHAIRMAN SHACKOULS: All those in favor of
the motion, please say "ave." |

{There was a chorus of "ayes.")

CHAIRMAN SHACKOULS: Opposed?

(No response)

CHAIRMAN SHACKOULS: Thank you. The report
is adopted.

Thanks again, Claiborne, for your work. On
behalf of the other Council members here, we really
appreciate all of the effort and hard work that has
gone intec your committee.

cur final administrative report this morning
is from the Nominating Committee. John Miller will now
present the committee’s recommendations.

Report of the NPC Nominating Committee
C. John Miller, Member of the Nominating Committee

MR. MILLER: The repori of the Nominating

Committee to the National Petroleum Council. The

National Petroleum Council's Nominating Committee met
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yesterday and agreed on its recommendations for NPC
officers and chairs and members of the agenda and
appointment committees to the Council, as well as the
five at-large members cf the NPC Co-Chairs Coordinating
Committee.

On behalf of the committee, I am pleased to
offer the following nominations:; for NPC chair, Lee
Raymond; N2C ﬁice chair, Rich Kinder.

For the Ageﬁda Committee, we recommend the
following as members: Bob Catell, Joe Foster, Bob Fri,
Ray Hunt, Dave Lesar, John Miller, Mike Morris, Jim
Mulva, Dave O'Reilly, Dan.Yergin, with Larry Nichols
serving as the chair.

For the Appoinitment Committee, we'recommend
the following as members: George Alcorn, Bol Best,
Luke Corbett, Lynn Elsenhans, Jim Hackett, John Hess,
Bobby Parker, Bob Rose, Lou Ward, Mike Warrén, with Bob
Palmer serving as the chair.

In addition, we recommend the following as
the at-large members Qf the Co~Chairs Coordinating
Committee: Paul Anderson, Clarence Cazalof, Gary
Neale, Ross Pillari, and John Rice.

This completes the report of the Nominating

- Committee, and on its behalf, I move that the abowve

silate be elected until the next organizational meeting
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of the Council. Thank vyou.

CHAIRMAN SHACKCULS: Thank you, John.

I have a motion to adopt the report of the
Nominating Committee. Do I have a second?

COUNCIL MEMBER: Second.

CHATRMAN SHACKQULS: Are there any further
nominations from the floor?

(No response)

CHAIRMAN SHACKOULS: All those in favor of
approving the report, please say "aye."

{There was a chorus of "ayes.")

CHAIRMAN SHACKOULS: Opposed?

(No response)

CHAIRMAN SHACKOULS: The report is adopted.

I would like to just take just a few moments
to thank the Céuncil for all of the support that vou
have provided me during my tenure as chairman of this
organization,.

Lee, I would like to personally thank you for
everything that you have done to help, and I wish you
and Rich the very best in the years to come.

I think that it has been a real honor for me
to preside over this organization during a time when we
issued two very, very significant reports that I think

have been cited routinely throughout Washington, and I

EXECUTIVE COURT REPORTERS, INC,.
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CHAIRMAN SHACKOULS: All those in favor,
please say "aye."

(There was a chorus of "ayes.")

CHAIRMAN SHACKOULS: Opposed?

(No response)

CHATRMAN SEACKOULS: The 115th Meeting of the
National Petroleum Council is hereby adjourned. Thank
you very much.

(Whereupon, at 8:25 a.m., the proceedings

were concluded.)
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