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FPROCEEDIUNGS
9:05 a.m. J
Call to Order and Introductory Remarks
Bobby S. Shackouls, NPC Chair

CHATRMAN SHACKOULS: Will the 113th meeting

of the National Petroleum Council please come to order,

This is an organlizational meeting and the first
meeting of the newly appointed Council for 2004 to
2005.

Welcome to all of vyou, members of the
Council, honored guests, and members of the press and
pukblic. We have what we hope will be an interesting
and worthwhile session scheduled for you today.

| If there is no objection, I will dispense
with the calliing of the roll. The check-in in the
Chandelier Room across the hall will serve as our
official attendance record. Any member of observer fér
a member who has not checked in, please do so before
you leave so that we can 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
far left is Mark Maddox, acting assistant ;ecretary for
fossil fuels. Next to Mark is Congressman Joe Barton,

chairman ¢f the House Committee on Knergy and Commerce,
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On my far right is Marshall Nichols, who is executive
director of the Council. ©Next to him is Chairman Pat
Wood of the Federal Energy Regulatorv Commission. Next
to Pat is Lee Raymond, who is the Council's vice chair,
and then Secretary Abraham will be Joining us shortly.

In what is a departure from typical NPC
meetings, we are including leaders of the legislative
and regulatory communities to add their insights on
energy issues in general, and natural gas in
particular. First on our agenda this morning will be
chairman of the House Committee on Energy and Commerce,
Joe Barton.

Chairman Barton is on a tight schedule, so
I'm not going to present a full update and review of
the NPC Natural Gas Study that we had planned as the
context for today's meetihg. A copy of the
presentation slides for that study is in your folder
for your review at your convenience.

I do want toc make a couple of comments from
the first few slides, however, before turning the
podium over to the chairman. Last September, the
Council presented Secretary Abraham with the results of
18 months of worth by some of the best minds in
industry and government.

We observed that, in the past three vyears,
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the U.S. has transitioned into a world of tighter
balance of supply and demand of natural gas. The
result has been higher natural gas priées and a lbt
more volatility. This has been brought about in no
small way by conflicting policies at multiple levels of
government that favor gas use over other fuels, while
hindering efforts to enhance available supplies, and
placing increasing restrictions on the ability of
consumers to respond.

The Council's advice to the secretary was
based on the belief that the market will work, that
suppliers and consumers will respond. We believe that
the status quo is simply not sustainable. Our basic
scenarios assume actions beyond the status quo,
specifically arctic pipelines will be built,
substantial LNG will be imported, a significant
regsponse 1in lower 48 production will occur, energy
efficiency will increase, and additional renewable coal
and possibly nucliear pcwer generation will be built,
all with no degradation to the nation's environmental
quality. Environmental quality at current levels is a
given in the Council's recommendations.

Those recommendations, let me briefly
encompass them for you. They include improved demand,

flexibility, and efficiency; increased diversity of
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supply; sustain and enhance our infrastructure; and
promote efficient markets.

These are not options. They're not choices.

All of them must be pursued. If implemented, this
will lead to stronger economic growth, higher
employment, and a healthier industry for North America.

A1l indications since last September have underscored
the importance of these recommendations and the urgency
to act.

It is now my distinct honor to introduce our
first guess, Congressman Joe Barton. Congressman
Barton has represented the 6th District of Texas since
being elected in 1984, and was recently elected
chairman c¢f the Heouse Committee on Energy and Commerce.

He is deeply involved in the efforts to pass a
comprehensive national energy policy. Hié commitiee
has jurisdiction cver a majority of the nation's energy
and clean alr lssues.

Please Join me in welcoming Congressman Joe
Barton.

Remarks of the Honorable Joe Barton

THE ECNORABLE MR. BARTON: Well, thank vyou.
It is a delight fTo be here. I have to take a point of
personal privilege before I give my very brief remarks

on the issues before us, to thank Robert Anderson,
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who's in the audience. I saw him walk in back there.

I was a White House fellow in 1982, working for the
secretary of Energy, Jamés K. Edwards, and decided that
I wanted to become a real Texan and get into the oil
and gas business.

And AARCO 0il and Gas in Dallas, Texas, hired
me, almost sight unseen. 2And I wasn't interviewed at
the Robert C. Anderson level, but almost. S$o he was
very gracious. And I see a few other ex-AARCO-ites out
here in the audience, but I want to thank Mr. Anderson
for all he's done for the country over the years in
helping to provide energy resources to our great
naticn.

I'm going to speak briefly this morning on
natural gas, but I really want to give a little bit
broader perspective because it's not often that we get
such a distinguished group tcgether at cne time here in
Washington, D.C.

The first point I want tec make, and I have
not been asked to make this by the Bush administration,
but I think it's important for people like myself to
make this point. I think we are doing the right thing
in Iraq. T think we need to create some sort of a
stable democracy in thai country. I think it's in the

United States' best interest to do so, and I think over
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time, once the country is stabilized and they have a

functioning government, the energy resources of Iraq

are going to be used and developed in a cost-efficient, -

market approach that will bring benefits to the United
States of America.

The second point I want to make, something
amazing happened on the House floor last week. As part
of what we call our Energy Week, we actually passed a
refinery bill. That has not been done, probably, in 20
years, and we put up a bill that we called the Refinery
Revitalization Act of 2004, where an appiicant would go
in and petition the Department of Energy to have a
particular geographic area called a refinery
revitalization zone.

It's very similar to the cld enterprise zone
concept. In order to be designated, vou would have 1o
have a refinery that had been closed, was in an area
that had unemployment 20 percent above the national
average or in an area that had had mass layoffs.

If you got such a designation, DOE would
serve to be the point agency on consolidating and
reviewing all the various environmental regulations.

We wouldn't waive any regulations, but we would give a
date certain for a decision on these various

requlations, and you might actually begin to refurbish
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and recpen some of the refineries here in the United
States.

We've lost 53 percent of .our refineries by
number and about 10 percent of our refinery capacity in
the last 20 years, and as a result, we're beginning to
import a substantial amount of refined products. And
as you folks know better than anybody, you can store
crude oil forever but vou can't store refined products
forever.

And it's estimated that we're going to need
substantial refinery capacity. We expect gasoline
demand to be considerably higher, up to 16-, 17 million
barrels a day in the next 10 to 15 years, and we Just
don't have the capacity to do that.

S50 we got 33 Democrats to vote with us last
weék, and I think that is very good néws. The bill
that passed the House obviously has to pass the Senate.

That's problematic for a number of reasons, but I am
going to work to make that happen if not this vear,
next year.

The other thing that we're going to try to do
-—- we didn't bring the bill up last week, but we're
going to try to do it in the next month or so -- is
another vote on ANWR, straight up and down. TIt's

ludicrous to me that we have a potential oil field in
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Alaska that probably is one of the largest in the
world.

DCOE's mid-case estimates are over 10 billion
barrels, azbout 1 million barrels a day preduction, and
we're not utilizing it. If President Clinton hadn't
vetoed that in 1995, we would be producing probably a
million barrels a day from ANWR, so we're going to work
on that.

Now let me get to the issue that you're
focusing on, and that's natural gas. We have an energy
bill that the House has passed twice. The Senate has
vet to bring it up for a vote. It does have funding
for the Alaska natural gas pipeline in the bill. It
does have some incentives for ING terminals.

I know we have Chairman Wood here. He's
probably going to speak about some recenit FERC
decisions that say that the FERC has the right to be
the permitting agency for LNG facilities. That's
something that we need to clarify with federal
legislation, and I'm certainly willing to do that in
the House.

We obviously need to maximize our natural gas
production. A number of you have facilities in my
district that utilize natural gas to produce

electricity, and as we all know, when you're paying $6
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or 87 in MCF, it's fairly expensive to turn that into
electricity. 8o we need toc do something to take some
cf the pressure off of natural gas,

I think we oughf to utilize mcore of our coal
resources, clean coal technology. We also need to
incentivize more our research into hydrogen and issues
like that, but for the short term, cbviocusly, we're
going to be very, very dependent on natural gas for
electricity generation.

And vou know, if we can get some support in
what we call the other body, the Senate, there's always
a chance that we might vet allow a little more drilliing
for natural gas in the lower 48 and off somé of the
coasts. I think over time we have to do that 1if we're
going to maintain our natural gas producticn. It's
getting harder and harder to maintain the existing
production. Again, you folks know more than I do about
that.

Last, let me speak very briefly on the
Senate. The House has twice passed the Comprehensive
Conference Report. The Senalte has yet to be able to
get 60 votes to even allow it to come up for a vote. T
think that is a travesty of the legislative process. I
don't think the founding fathers meant cloture votes to

be an excuse for policy votes.
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The problem is that the U.S. Senate wants to
bring up the energy bill and vote it down on whatever
reasonable grounds they differ with the policy of the
Conferénce Report, but to refuse to bring it up and
even give it a substantive wvote, given that every
energy index wé have the price is at or near all-time
highs, I think is just a disservice to the American
people.

The alleged reason that they're not bringing
the bill up 1s because of a controversy over something
called the MTBE. MTBE is an oxygenate fuel additive
that's added to gasoline to make it burn cleaner so
that the gascoline in that particular non-attainment
area will comply with the Clean Air Act.

It was required by law in the 1991 Clean Air
Act amendments for-z percent by weight of oxygen.
There were two ways to do it: ethanol, which conmes
from corn primarily, and MTBE, which comes from natural
gas. MITBE got abouf 80 percent of the market because
it costs less and there were no subsidies, and you
could put it in at the refinery and take the preoduct
all the way through to retail.

Because MTBE doesn't smell good when it
interacts with water, if you have an underground

storage tank that leaks, scometimes some of the gasoline
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leaks out of that tank, the MTBE in the gasoline smells
when it interacts with water.

And for a lot of different reascns, a lot of
states have decided they don't want to use MTBE, which
is theilr prerogative.

What the Conference Report does on MTBE is
simply say that it has what's called a safe harbor
limited liability protection.for a defective product.
That means that you cannot sue the manufacturer or the
distributor cof the MTBE simply because it's MTBE. You
can sue them 1if the tank lecaks, vou can sue them if
it's used negligently, you can sue them for any number
of reasons, but you can't sue them simply because it's
MTBE, just’like you can't sue somebody because that
particular cloth seat is made out of a combination of
cotton and some synthetic fabric,

So that's the limited liability safe harbor
provision that allegedly is holding up the entire
conference report in the Senate. TI've had a number of
meetings with Senator Menechee {ph) and other senators
in the last several weeks. The president had a meeting
with Senator Frist and Speaker Hastrop (ph) last week,
and we're trying to find a way to break the log jam on
that particular issue in that particular bill and bring

it up for a vote.
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I predict that if we can get the Conference
Report up for a vote that it will pass. We've passed
it twice in the House with votes approximately 60
percent of the House. Last week, the vote was, T
think, 244 to 178. So we obviously have the votes for
it, and I think the votes are there in the Senate, foo.

I'm gd&ng to stop with that. I can take some
questions now, or I can wait and let the other speakers
speak and then hopefully take a few questions before I
have to leave, however you want to do it.

CHATRMAN SHACKOULS: Thank you, Congressman’
Barton. I appreciate you agreeing to take questions.

Do we have any questions from any of the
members or anybody in the audience?

(No response)

THE HONORABLE MR. BARTON: I waﬁt to thank
spencer Abraham. He's not here yet, but he was
supposed to be the first spesker and he allowed me to
speak first because I have a hearing I'm chairing at
10:00 in the House. So when Secretary Abraham comes,
thank him for allowing me.

And it's okay every now and then to smile and
act like everybody's awake.

(Laughter)

THE HONCRABLE MR. BARTCON: I know this is
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important stuff here, but it's okay to acknowiedge that

we're doing something. Thank you all for letting me

come by.

(Applause)

CHATRMAN SHACKOULS: Congressman BRarton's
going to go ahead. He's got some other matters to
attend tc this morning.

Thank you very much, Congressman, for your
remarks and for your efforts to help this nation deal
with ifs energy issues.

We're a little bit ahead of schedule, so
we're going to flip things around a little bit and take
care of some of the administrative matters before
Secretary Abraham arriveé. "So 1f you'll excuse me and
let me get to that part of the meeting,

Reports of NPC Administrative Committees
Report of the Finance Committee
Bobby S. Shackouls, NPC Chair

CHATRMAN SHACKOULS: Okay. The first of the
administrative matters concerns NPC finances. Last
February, we reported to you the Finance Committee’s
recommendation for calendar year 2004, The budget for
2004 is in the amount of $3,182,000. By letter ballot,
the membership approved this budget, along with the

recommendation that individual member contributiocons
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will be held at the 2003 level, which is about $3.2
million.

While this level is significantly higher than
2002, it is necessary to support 2004 operations as the
Council's contingency funds were depleted during the
Gas Study, and we'll talk a little bit more about the
Gas Study after the secretary speaks.

Requests for 2004 contributions will go out
shortly. ©Later in the summer, you will receive a
questionnaire from the Finance Committee for their use
in updating the individual member contributicon formulas
and for calculating 2005 member contributions.

The Finance Committee will also consider the
matter of the contingency fund, whether to rebuild and,
if so, to what level.

The next administrative matter is a report
from the Nominating Committee. Ray Hunt, chair of the
Nominating Committee, will now present the committee's
recommendations.

Ravy.

Report of the Nominating Committee

Ray L. Hunt
MR. HUNT: Thank you, Bobby.
This being the first meeting ¢f the calendar

year of the National Petroleum Council, this is
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considered our organizational meeting, and the
committee had five responsibilities to discharge this
morning when it met. That is the commiftee's
recommendation for chair, vice chair, the chair and
members of the Agenda Committee, the chair and members
of the Appointment Committee, and five at-large members
of the Co-Chairs Coordinating Committee.

And I'd suggest this cne motion, Mr.
Chairman, if that's all right. The committee views
were unanimous to nominate Bobby Shackouls for a second
year as the chairman of the NPC, to nominate Lee
Raymond for a second year as vice chairman of the NPC.

For the Agenda Committee, we would nominate
the following: Bob Catell, Jill Foster, Bob Fri, Ray
Hunt, Rich Kinder, John Miller, Jim Mulwva, Dave
C'Reilly, Mike Wiley; Dan Yergin, with Larry Nichols
serving as the chair.

Fof fhe Appoiniment Committee, we would
recommend and nominate George Alcorn, Victor Burk,
Clarence Cazalot, Luke Corbett, Claiborne Deming, Tommy
Munrc, Bobby Parker, Bob Rose, Lou Ward, Mike Warren,
with Bob Palmer serving as the chair.

And for the five at-iarge members of the Co-
Chalrs Coordinating Committee we would nominate

Clarence Cazalot, Claiborne Deming, Frank Heintz, Gary
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Neale, and Ross Pillari.

Mr. Chairman, on behalf of the committee,
that is our recommendation.

CHAIRMAN SHACKOULS: Thank you, Ray.

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

PARTICIPANT; Second.

CHAIRMAN SHACKOULS: Thank vyou.

Are there any further nominations from the
floor?

(No response;

CHAIRMAN SHACKOULS: All those in favor,
please say "ave."

(There was a chorus of "ayes.™)

CHATRMAN SHACKCULS: Oppesed, "nay."

(No response)

CHAIRMAN SHACKOULS: The report is adopted.
Thank you very much. Thanks, Ray.

Now what?

(Laughter)

CHAIRMAN SHACKOULS: We're goling so fast,
we're way ahead of schedule.

Do you wani to let Chairman Wood go first,
since the secretary’'s not here?

PARTICIPANT: The secretary's due at any
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moment .

CHAIRMAN SHACKOQULS: OQkay. Well, T could sit
here and, vyou know, gab a while, but I won't dc that.

I know you all are very busy. ‘

Ckay. Hang on just a second.

We're going to fliip this arcund and let
Chairman Wood go now, since Secretary Abraham is not
hers gulte vet.

I would like to introduce Pat Wood, who is
chalirman of the Federal Energy Regulatory Commission,
the independent regulator of the nation's wholesale
electrical power industry, pipelines, and hydroelectric
facilities. The commission is at the center of most of
the country's natural gas issues, including those
surrounding the important and growing LNG industry, as
you heard from Chairman Barton. Prior to his
chairmanship, Pat served on the Public Utility
Commission of Texas,

And so I would like to ask you to +doin me in
welcoming Chairman Pat Wood.

{Applause)

Remarks of the Honorable Patrick H. Wood, III

THE HONORABLE MR. WOOD: Well, my goodness.

A lot cf my former bosses are here. When I heard Joe

Barton mention Mr. Anderson, I wanted to also come out
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as an AARCO alumni as well,

One of his lieutenants at the time was a
gentleman from Texas A & M named Paul Rabisees (ph).
Paul was head of AARCO International. And I walked up
to him at an alumni event -- I had two senior years at
A & M -— my second senior year at A & M and pui my
resume in his hand and asked for a job. His secretary
called me about two weeks later and said, "Can you
report in two weeks to head off to Jakarta, Indonesiaz?"

My mom and dad didn't even know where it was.

I basically described it as halfway between'the
Thornbirds and the "King and I," and we golt --

{Laughter)

THE HONORABLE MR. WOOD: I got' the -job, and
it was dgreat.

My other boss, of course, Jerry Langdon was a
member of the Council. I know he's not here today, but
he was involved in the report. T worked for Jerry
earlier in iife. After I worked for Jerry, I worked
for Barry Williamson, who is a brand new member of the
Council and is here tcday.

So my.pedigree is in this room, folks., If
you like what you hear, thank these guys. If you
don't, take if up with them as well.

But I think you will l1ike what you hear
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because, at FERC, we're kind of the front line to try
to implement a lot of the activities that were pointed
out as issues and recommendations in the National
Petroleum Council's report that came out last fall.

I'd like to go through, kind of in punch list
format, the items that you all recommended in the NPC
report that we do at the FERC to help move this agenda
along and get the natural gas truck back on the track.
And so I'd like to kind of step through those as we
go.

In order to sustain and enhance natural gas
infrastructure, TND infrastructure, vyou at the NPC
recommended that we complete major permit reviews of
major infrastructure pipeline projects in less than one
yvear. Since that time, we've demonstrated that we can
certificate major green field pipeline projects within
one year when the developer uses cour pre-filing
process.

This is a collaborative process that starts
on the front end which is something we pioneered in the
hydroelectric industry. The pre-filing process that we
used in Chevenne Plains Gas Pipeline Company and
Colorado Interstate Gas Company, when they filed
applications for new interstate projects taking gas ocut

of the Rockies in Colorado, Wyoming, and Kansas in May

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



g

™

10

11

i2

13

14

15

16

17

18

158

20

21

22

23

24

25

25

of 2003. They later amended this project in November
2003 to expand it.

Staff issued a final environmental impact
statement on both procjects in February of this year,

and the commission issued a final order for this

significant pipeline expansion in the Rockies in March

of 04, just 10 months from the date of application.

Now, don't get me wrong, we like that, but
we'd like to see a lot more pipelines coming in. The
flow of pipeline approvals has actually slowed down a
bit in the past couple vears, I think, for all the
reasons we know, but I just want to let you know we're
here and ready tc move the approvals, where
appropriate, as expeditiously as possible, like vyou
recommended.

You also reccommended that we address barriers
to long-term firm contracting. One of the things that
we've done 1s to remove a barrier to this sort of
contracting by eliminating the five-year term matching
cap in pipeline right of first refusal mechanisms.

Now, that's kind of a lot of verbiage, but
what it basically means is that existing customers with
firm transportation contracts of cne year or more that
wish to retain their capacity must match the rate and

length of service term of a competing bid for service.

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



e,

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

26

Now, we had previcusly limited competing bids
to five years. Courts remanded that to us, saying
there was no support for that.

This past practice ended up resulting in
shorter terms of service, because no one went longer
than give years, and this actually did act, as we heard
from a number of folks, as a barrier to long-term
contracting. That was eliminated in October of '02 and
is now being reflected in alill the pipeline tariffs
shortly thereafter.

Also, in February of this vear, we proposed a
rule to require interstate natural gas pipeline
companies to follow standardized procedures in
determining creditworthiness for their shippers.
Unfortunately, that's been a downside of the falling
economy, as the reduction in the quality of credit.

But in order to foster a more uniform and
standardized approach toward creditworthiness, which
was kind of all over the map, actually, and still is,
our proposed rule, which has not been adopted as a
final rule yet, addresses a wide range of
creditworthiness issues to attempt to standardize
those, including collateral reguirements for service on
both existing and incremental facilities, which is a

big part of the payment for expansion. -
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You also recommended that we allow operators
to configure transportation and storage infrastructure
and related tariff services to meet the changing market
demand profiles. Since that time, we've allowed
market-based rates for storage and for various
transportation services —-- not a tremendous amount, but
a lot more for storage than for transport -- and we
have permitted pipelines to inplement new and
innovative services to manage imbalances and to
increase the deliverability of storage gas, all within
the confines of the Natural Gas Act's prohibition
against undue discrimination.

And, finally, in the infrastructure area, you
recommended that we impreve the transparency of price
reporting. We have held several public meetings in
coordination with the Commodities Futures Trading
Commission and with state regulators to better
understand the status of price reporting, which is now
being done through not the government but through
private enterprise in both the gas and electric
industries;

As a result of these, we endeavored to
determine what our best response to these issues would
be, and so we codified that response a year ago, last

summer, in July of '03 in a policy statement to codify
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better reporting practices acfoss the industry, not
replacing the current form of price reporting, but
requiring, guite frankly, that the minimum standards
for that price reporting to be used in a FERC tariff,
and then perhaps in commercial practice, be 1ifted
above the standards that were being employed in price
reporting up to that point.

Our staff has sent out two voluntary surveys
to actually ascertain compliance with reporting both by
the companies sending in the data and by the companies
collecting the data. I proposed a report; I put out a
sample report that will actually be taken up this
Friday. The full commission 1s presiding over a
foliow—up meeting, a technical conference, all day;at
our commission offices in Friday of this week.

In the secoﬁd area of increasing supply
diversity, you recommended that we process LNG
applications within a year by coordinating with other
agencies in reviewing applications. We've executed an
interagency agreement with U.S. Department of
Transportation, Office of Pipeline Safety, and the U.S5.
Coast Guard for safety and security review of
waterfront LNG facilities in order to assure a seamless
review of the issues which arise in approving LNG
import facilities.
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Additionally, our staff also issued a report
on the study undertaken by ABS Consulting to evaluate
the funnel radiation and flammable vapor hazards
created by an unconfined LNG spill on water., This
infermation will be used, and is being used, to assist
in the evaluation of proposed LNG terminals across the
country, and in the assessment of potential
consequences from an accident, perhaps inflicted by a
malevolent party, on cone cof the tankers delivering LNG
to these facilities.

In addition, the Council recommended that we
process LNG applicétions within a year by providing
sufficient rescurces on our end to meet the permitting
requirements. And since that time, we've taken our LNG
staff from four to 14, in addition to the cutside
contractor help that we use to assist us in preparing
environmental documentaticn,.

As you may know ox may have heard, we have 13
applications before the commission today for LNG plants
all around the country. There are an additional few
permits that have been filed with the Maritime
Administration. We call those the Coast Guard permits,
but they're technically given by another branch c¢f the
government, but they're in the offshore iegions.

There are, in addition to that, some LNG
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facilities that have been seeking permit authority in
both Mexico and in Canada. As you Xnow, we're a
continental market in this wonderful product called
natural gas, and our relations with the neighboring
countries are very close on these issues, as we seek to
learn from each other as well as help each other in
dealing with what 1is guite frankly a very large amount
of significant applications being filed at basically
the same time.

In addition to the 13 we have and to the
probably half dozen or so that are being considered in
Canada and Mexico, there are probably ancther 20 that
have been discussed or at least been proposed by
different companies, including some in this room,
around the continent. Those are, quite frankly -— but
from a staffing point of wview, T hopé they céme in oﬁ a
little trickle basis. We're taxed right now, and we
have had to dramatically expand our LNG program.

I'm proud ¢f the quality of people, gquite
frankly, we've been able to attract te the commission
to do public service in these years when it's really
needed to deal with these thoughtfully but deal with
them efficiently and effectively and deal with thenm
right.

So we created a stand-alone LNG Engineering
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Branch in our Qffice of Energy Projects to address not
only the permanent applications but the ongoing safety
evaluation and review of the LNG facilities that exist
in the country.

We do have the four large existing import
terminals here in the east in Lake Charles, Louisiana,
in Alba Island, Georgia; Cove Point, Maryland; and
Everett, Massachusetts, as well as the one in Puertd
Rico. We also have abocut 115 or so onshore LNG
terminals that are used for peak storage, predominantly
in areas where regular underground storage is not
available. So we have safety and ongoing review of
those every two vears, or more often for some of the
bigger cnes. That program is pretty significant in
maintaining the public safety aspects of this important
facility. |

So we not only, again, review the -- but we
look at the cryogenic design of LNG terminals, thé
consequence analysis, the hazard modeling to work with
such things as evacualtion plans and remediation plans
and fire protection plans, and continuous inspection of
all these facilities is really just the soup-and-nuts
part of what we do.

The Council also recommended that, in order

tc process LNG applications within a year and increase
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natural gas supply, we update natural gas
interchangeability standards. Now, this is certainly
predicated by the anticipated presence of a lot more,
usually richer, gas coming from abroad from LNG and
mixing that in with the pipeline gas that exists from
domestic production.

We held a public conference just in February
of this year on natural gas interchangeability, as ycu
all recommended, and the gas quality issues that pop up
from all this, with the gpecific goal of facilitating
increased LNG imports. Knowing that this is coming,
it's probably not wise to push it off to '07, when
these facilities are going online, but to start
addressing this questicn now.

We've learned that there were a number of
industry-led efforts, including the Natural Gas Council
and the North American Energy Standards Board, NAESE,
to address the technical and scientific issués
surrounding interchangeability. We asked these folks
to make policy recommendations to the commission.
They're undergoing those efforts, actualily, as we
speak. We monitor those, and we iook forward to
reviewing their recommendations.

However, in the meahtime, we have business

going forward, applications and complaints being filed
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with the commissicn, and sgc, in an order Jjust last
Thursday, we ordered Florida Gas Transmission to revise
its tariff and to incorporate provisions that allow for
the introduction of regasified LNG into its Florida
system. We were not able to wait for the completion of
the industry-led efforts or for the development of
generic standards because we have a pending complaint
by a live'company against another company before us.

Given the number of LNG projecis that have
been proposed to bring gas from vaporization facilities
in the Bahamas to the peninsula of Florida for
integration into the backbone system there of Florida
Gas, we needed to move forward.so that LNG developers
in that part of the world know what the ground rules
will be when the gas comes online.

So all these efforts have élready borne fruit
in terms of meeting the one-vear time frame. In just
about March of "03, Freeport LNG Development filed an
application for authorization te construct and
authorize an LNG import facility in Freeport, Texas.
ctaff issued a final environmental impact statement in
May of '04, and we issued the crder granting the
certificate Friday at 7 p.m. They wanted it, they got
it.

That was just 15 months from start to finish,
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and I think we can actually be shorter than that on the
next one. The first one through is always the hardest.

That was without the benefit of the pre-
filing process, which, again, scopes these
environmental and landowner and safety issues in
advance, and has proven, in compliance and in hydro -
licenses, to be a very efficient way of getting a lot
of the kind of core issues that tend to slow down an
application dealt with in a proper and legal way up
front, |

With the industry's cooperation in using this
process, I do think we'll be able to meet the
recommended one-year deadline for future projects.

T should add, just as a personal note, you
know, a lot of the big news stories have focused on, I.
think, the two or three coastal communities on the
continent that have been less than enthusiastic about
NG and have, either through voting or thfough, you
know, what have you, created a lot of news about not
wanting LNG in their neighborhood.

But I should remind that none of these
projects in fact were in pre-filing -- I'm talking
about the Harpswell, the Mobile Bay, and the Humboldt,
California, proposals for LNG -- that none of these had

even entered the FERC pre-filing process. When the
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pre-filing process kicks in, we have some structured
outreach reguirements on behalf of the company and the
commission to reach cut to the community, to explain
the larger issues —-- as your report does so
beautifully, and we've quoted from it often -- aboul
the need for natural gas for the country.

I'm convinced that when local communities
understand the needs that cur country has for this
environmentally benign and very efficient fuel, that we
have a lot of infrastructure already to support its
use, that I think they understand it in a very
different light than just another large corporation
coming in to build a plant alongside the coast here. 1
do think people are public-spirited in our coﬁntry
still, and I do think that the outreach that is a
necessary part of our pre-filing process is very
heipful.

The 13 applications that are filed before us
are either in formal final stages or middle stages of
review, or have begun this pre-filing process. So T
would encourage you, as you approach the nay-sayers or
the fear-mongers on LNG, to remind them that there have
been three communities that have pushed back from it
without the benefit of a full education about the

issues related to LNG, the pros and cons, and that
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we've got 13 that are moving forward in a relatively
stralghtforward manner.

Not all of them are easy. In fact, none of
them are really easy, but these are big, significant
pleces of infrastructure, and there will always be
issues. But that's what folks like me are paid to do,
is o make sure those issues get mitigated as much as
possible or resolved., If we have fo ulftimately say no
to one, we'll do that. But I think our guidance is to
approve things that are in the public interest, and
that's what we do.

Finally, to improve demand flexibility and
efficiency, in the demand prong of your NPC report you
recommended that we improve the efficiency of gas
consumption by resolving the North American wholesale
power markel structure. Invthat regard, we have moved
forward on a region-by-region basis, workingrwith
individual, independent system operators and regional
transmissicon organizations teo develop functicning
markets in each region of the country.

We have facilitated the filing of a
comprehensive tariff and market design proposal in the
Midwest Independent System Operator, which is the
naticen's first RTC, covering about 14 states through

the middle of the country.
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We've also cleared away, Jjust this last week,

the most significant impediment to allow the nation's
largest electric utility, American Electric Power, AEP,
to fulfill its commitment to Join ah RTO, which in this
case is the PJIM, which is actually keeping our lights
on here in Washington, the grid coperator for this
region of the country.

We've reapproved California's design to get
its market back out of the trench that it was in as a
result of the energy crisis in 2000, and approved their
plan to create an independent and implement a day-ahead
energy market in order to help stabilize their energy
markets and get, really, a beach hold in the west back
on track.

We've also planned a proposal granting the
Southwest Power Pool, which is in the south central
part of the ccountry, between Texas and Nebraska, c¢ver
to Missouri and New Mexico, status that will increase
the independence and operation of its transmission
system and will lead to improved transmission planning
and efficient investment in new transmission in that
important part of the country.

We've élso approved New England's proposal
for a regicnal transmission organization to build on

their historic ISO New England structure. In addition
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ro that, of course, we have fhe New England IS0, and we
have close relationships with a similar power market
designed in Canada, in Ontarioc. Canada's largest
province has alsc adopted this standardized market
design approach in Canada. |

So I expect_over the coming months we will
have significant activity in the rest of the eastern
United States to develop and complete_the'transition to
standardized wholesale markets, again with regional

variations. But I think those are important steps that

" have long been needed.

The commission began its efforts to support
RTOs back in late 1999, and it's taken, unfortunately,
this long to get to a point where we've got some
rational view of what the nation's wholesale power
market structure will look like. But we're there.

That market structure will also be governed
by market behavioral rules designed to prevent market
abuse. We adopted those since the NPC report came out.

We've provided rules that esfablish standards of
conduct between affiliated providers of both regulated

and unregulated services when they're in the sane

company .

We adopted new market power screens to assess

generation market power to ensure that nobody can
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corner the market in a given region of the electric
power grid, and we modified measures to -mitigate markét
power wherever it's found.

Finally, we adopted new quarterly financial
requirements to strengthen the effort and provide
transparency to the operations of both regulated
companies and all industry. We've used this effort to
evaluate emerging trends, business conditions, and
financial issues affecting regulating éompanies by
providing more timely and transparent financial |
information.

You also asked that we provide industrial
cogeneration facilities with access to the market. We
promulgated a rule in that regard estabiishing
standardized agreements and procedures for
interconnecting electric generators to the electric
transmission grid. That had not been standardized
before and, quite frankly, was a utility-by-utility
patchwork across the country. That has been
standardized.

The goal of that is to provide generators
with greater access to the market outside of their
attached customer, that cogens generally want to have
the ability to sell excess power into the market.

ond finally, the Council recommended that we
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1 -— electric relicensing process so that that part of

2 the energy equation is better understood. We

3 promulgated, again, last year a new and more efficient
4 iicensing process called the Integrated Licensing

5 Process, which coordinates the efforts of the

6 commission with those of all the other federal agencies
7 that do hydroelectric oversight.

8 We have a lot of responsibilities there that

9 are, honestly, a little different from that that we

10 " have on the LNG and on the pipeline side, and so we
11 created a process that would attempt to basically
12 reduce the cost and reduce the timeline of getting
.......... ;- 13 those very lengthy processes of getting new
| 14 hydroelectric power on the grid.
15 With the Council's fine, respected, and
16 thorough report last year, we at the Commission had

17 basically a high-quality punch 1list to follow, and
18 “that's just how we've treated it. The unique
19 contribution of your efforts cannot be understated, and

20 on behalf of my colleagues and our staff at the

21 commission, I want to thank you for your leadership

22 effort that gave us a very concrete set of goals that I
23 hope you will conclude that we have done our best to

24 achieve, and will continue to do so.

25 Thanks for including me on the lineup today,
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and I look forward to any questions later on.
{Applause)
CHAIRMAN SHACKOULS: Thank you.
Mr. Wood has agreed to take questions, if

there are any, from members of the Council. Are there

'any questions for Chairman Wood?

{(No response)

CHATRMAN SHACKOULS: Thank you again, Pat,
for your insightful comments. Very, very insfructive.
I've got find my place again here.

our next order of business this morning is to
hear from the seéretary of Energy. As I mentioned

earlier, we rearranged this morning's agenda, and 1

want €o thank the secretary for graciously changing his

schedule to accommodate Congressman Barton. So thank
you,‘Mr. Secretary. |

Spencer Abraham became the nation's tenth
secretary of Energy on January 20th, 2001. He leads a
cabinet department with a $23 billion budget and over
100, 000 federal and contractor employees. Under
Secretary Abraham's leadership, the Department of
Energy has pursued an ambitious agenda that strengthens
America's energy and national security.

Two years ago, you raised a question about

natural gas markets and asked the Council's advice,
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which we discussed earlier. I wish to express the
Council's appreciation to you and to DOE fer acting on:
NPC's reports and recommendations. The Department has
been an advocate'by setting up meeltings with high-level
executiﬁe branch policy-makers, agreeing to requests
for congressional briefings, and pressing for action by
other relevant agencies.

A year ago, you raised concerns about natural
gas storage and asked the council to organize a natural
gas swmit to elevate the issue in a national dialogue.

With these as well as other key areas of national
energyrpolicy, you confinue to provide important
leadership.

Mr. Secretary, we'te honored to have you with

us this morning, and we locok forward to your comments.

Please join me in welcoming Secretary
Abraham. |

(Applause}
Remarks of the Honorable E. Spencer Abraham, Secretary

THE HONORABLE MR. ABRAHAM: Thank you. Thank
you very much, and I want to thank everybody here.
Tt's greét to be back with all of the members of the
National Petroleum Council.

Let me again thank you for your labors,

producing the Comprehensive Report on Natural Gas
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Policy which you presented last September that Bobby
just mentioned. 1 think that report has gone a long
way toward convincing the American public, not to
mention policy-makers here in Washington, that a
comprehensive, balanced approaéh to greater energy
efficiency and new sources of natural gas are
absolﬁtély ﬁecessary to address one of the most
impoftant and pressing energy challenges we face.

In February of this year, the federal
government began a detailed review of over 60
reconmmendations which were ﬁade by the NPC in that
report. My department is currently in the process of
moving forward and working with other agencies to
implement many of those recommendations.

On behalf of the president and all 6f.us in
the administration, let me again just say how much we
value your counsel and thank you for that efforﬁ, and
thank you for the other efforts that this organization
has participated in over the last cbuple of years.

Bobby mentioned the Natural Gas Summit last
summer. The quick turnaround will be made on a
decision in the meeting that was the equivalent of this
one-last year to get together quickly thereafter and
address that summer challenge.

T think that, in the last couple of years,
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not that there was ever any doubt about it, but that,
clearly, the NPC has demonstrated why it's of such
great value to us, to our country, to our public policy
development. So thank you again for those efforts.

i xnow we've got a lot on the agenda here
today, so I'm not going to speak for too long this
morning, put I did want to offer several cbservations
on current energy naltters.

The first of these observations is that,
three and a half years into this administration, I
think we can all agree that the president was correct
in foreseeing the energy challenges which beset our
nation and the challenges which we must address to
ensure the long-term economic and energy security the
American people deserve.

Tn 2001, he said tﬁe demand is rising and
would continue to rise and that we must take steps to
meet that growing demand, mést notably by increasing
domestic production of energy and by encouraging energy
efficiency and conservation. The president said that
supplies were being limited by the current regulatory
regime and that we must update the energy regulatory
structure to deal with 21st century realities.

He also said that the nation's energy

infrastructure, our network of pipelines and
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refineries, generators and transmission lines, is
antiquated and must be updated to deal with an ever-
expanding economy.

If we did not make fundamental changes to the
way we produce and use energy, he warned back then, we
would see our markets racked by instability, energy
prices plagued by volatility, and the nation's energy
and economic future marked by uncertainty, grave
uncertainty.

As yeou will recall, the president was
immediateiy Criticized back at that time by people who
claimed we were exaggerating the nature of the problem.

We were accused of creating a false sense of impeding
crisis and unnecessarily raising the specter of
significant energy problems in order, they said, to
justify our energy plan's recommendations.

Yet now, three years later, virtually all of
the things which the president warned about have in one
form or another taken place. Not surprisingly, some of
the people who cfiticized the president back then for
sounding the trumpet too loudly and for raising what
they implied were exaggerated concerns, are néw thé
most vocal critics, saying we haven't done enough.

What the president rightly saw was that the

heaith of the American economy in 15, 25, or even 50
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years would have a lot to do wifh how the United States
dealt with its long-term structural energy challenges
today. So he stepped up‘and took action, coffering the
nation the first comprehensive national energy policy
in many vears.

The national energy policy which we
introduced,_as you know, contained a number of very
specific policy recommendatidns aimed aﬁ shoring up cur
sagging energy infrastructure, encouraging conservation
and energy efficiency, diversifying our fuel mix,
increasing_domestic production, building stronger
international partnerships, and much more.

Many of these recommendations cculd be

implemented through executive branch action, and we are

doing exactly that. We've been doing that for the last

three and a half years, and I think we are helping
position the United States for a more secure and stable
energy future, which leads me to my second observation:
more needs to be done. |

We need Congress to pass a comprehensive
energy bill. A number of the president's
recommendations require a legislative action for them
to be enacted, so we have been working, as you know,
with members of both parties on Capitol Hill to pass a

bill that would encourage large-scale domestic
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petrocleum production, for example in the Arctic
National Wildlife Refﬁge, a bill that would address
building a natural gas pipeline from Alaska to the

lower 48 states, a bill that would update the nation's

20th century electricity transmission system to

accommodate demands to the 21st century, and many other
components. That legislation is needed even more today
than when we first issued the president's plan three
years ago.

Some of those who have fought our efforts in
Congress have cited any number of guestionable reasons
for their opposition. Perhaps the most dubious of
these has been the opposition to cpening a smail
section of the Arctic National Wildlife Refuge for oil
exploration.

One of the.arguments they have put forward is
that there's not enough oil in ANWR tormake any
difference, but I think the people in this room know
that is not the case. According to estimates by the
United States Geological Survey, ANWR holds somewhere
between 5.7 and 16 billion barrels of recoverable
reserves, with a mean estimate of 10.4 billion barrels,
and that assumes the use of drilling techneolegy which
1is now nearly a decade old.

Only ANWR's critics think that's not a lot of
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0il. To use one measure, it is equal to almost 19
years' worth of imﬁorts from Saudi Arabia.

Interestingly, the oppcnents of ANWR are
frequently the same individuals who today are demanding
that we empty the Stratégic Petroleuwm Reserve, or at
least stop filling it, so that this o0il can be used to
try to reduce gasoline prices.

Let's take a minute to sort this out. The
people who say ANWR doesn't confain enough oil to
matter also say that diverting 100,000 barrels a day
from the Strategic Petroleum Reserve would have an
enormous effect on gas prices. Well, if ANWR were
opened up and we decided to only procduce 100,000
barrels a day, which is the amount of the SPRO fill
that we're going and didn't go to the full potential of
ANWR, we could pump 100,000 barrels of oil a day from
ANWR for at least 156 yesars——- that's based on the most
conservative estimate -- and perhéps as many as 438
years based on the upper bounds of ANWR's potential.

When confronted With gtatistics like these,
ANWR's opponents often change course, saying, well,
it's going to take a long time to get that oil out, so
it can't help us today. .Let me put that in perspective
as well.

The people making this claim are by and large
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the same folks who pressed President Clintdn in 1995 to
veto legislation that would have opened ANWR to
exploration.‘ If President Clinton had not vetoed that
bill, then at this moment ANWR wquld be producing up to
1 million barrels of cil per day. Right now, the West
Coast of the United States, the area where Aléskan olil
goes, today the West-Céast imports 877,000 barrels of
0il a day. So I think there can be little question
that opening ANWR céuid make a significant difference.

Let me say one other thing about that 1
million barrels of oil per day. Right now, there is a
plan beéing considered in the Senate -- you've probably
seen it —-- to release 1 millién barrels a day for 30
days from the Strategic Petroleum’Reserve of an action
of extending the release to 6C days. ‘It‘s being
proposed in order to reduce gasoline prices. I think
it has scomething like 25 cosponsors.

Now, you tell me what makes better sense: 1
million barrels a day for 30 to 60 days, at the risk of
our national security no less, or 1 million barrels of
0il a day every day for 20 years. The simple fact is
that we need the Congress to act to pass an energy
bili, and we need ANWR.

My third observation concerns the Strategic

Petroleum Reserve. Abandoning our stated goal of
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filling'the Strategic Petroleum Reserve is wrong from
an econémic point of view and it is wrong from a
national security point of view as well.

President Bush gave the order shortly after
September 11th to fill the reserve as one way to
strengthen American national security. He has been
very clear that the reserve is in place in case of
major disruptions of energy supplies to the United

States which could arise from a variety of events,

-including natural disasters, industrial accidents, and

of course terrorist attacks.

.We face a tough énd determined enemy in the
war on terror, and filling the Stratégic Petroleum
Reserve to its 700 millibn barrel capacity can oﬁIy
serve to strengthen our position in that war.

Moreover, we have adopted a pian for
transparently filling the reserve by a predictable
amount over a certain length of time in order to impéct
markets as little as possible. For these reasons, the
calls to suspend filling the reserve in order to bring
down gas prices or to empty the reserve just don't make
sense.

Don't take my word for it. The Energy
Information Administration estimates that the impact on

gas prices of filling the reserve is negligible,
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perhaps two or three cents per gallon at ﬁost; To my
mind, imperiling national security for the sake of
minimal reduction in price would be nothing short of
irresponsible. -

Simply put, the reserve is for the long-term
protection of the American people, not to cut the price
of gas by two cents. I have little doubt that if we
had originaily called it the Nafional Security
Petroleum Reserve rather than the Strategic Petroleum
Reserve, there would be much less grandstanding aboutl
the need to release its stocks every time the price of
gasoline goes up, but we didn't.

Having said all that, I want to underscore

another point. The reserve will not be used to

‘manipulate prices. It will not be used for politics,

but it absoclutely will be used if we need to use it.
There seem to be some people, including some
of the so-called market analysts\and media experts, who
apparently think that because we saylwe won't use the
reserve to affect gas prices, we won't ever use it at
all, so let me make this clear. We remain confident
that basic supply security exists. At the saﬁe time,
there should be no question the United States and the

other countries with similar strategic reserves remain

prepared to act and to use those reserves if
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circumstances warrant.

So I hope those who are building a risk
premium into their market analysis will also factor
into their analysis that we are both prepared and
determined to use our reserve to offset any terrorist-
related or other significant disruption in supply.

The fourth observation I want to make this
morning'has.to do with the realities of todayfs‘énergy
marketplace. Lately, there has been much concern,
appropriate conCern, over gas prices. However, not
withstanding the media's fiXation on negative energy
news, there actuaily have been a number of positive

developments of late that haven't received the

attention T think they should. 1I'd like to emphasize a

few of those today.
One is the heartening recent news that the
world's major oil producers have acknowledged prices

are too high and they need to do something about it,

and that they are doing something about it. Production

today is nearly 5 million more barrels per day over

this time last year, and more production is expected to

be added in July and in August.
Moreover, Saudi Energy Minister Naimi (ph)
has said and told me directly that his country is

prepared to fill orders up to 10.5 million barrels per
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day at this time. I think this is welcome news.

A secsndnpositive development is that, not
withstanding the tremendous increase‘in demand we're
seeing in the United States as well as around the

world, our inventories are 38.6 million barrels higher

“than they were a year ago.

Third, the price of gasoline is finally
moving downward. Today we saw prices drop for the
third straight week. |

I have to confess to being a bit disappointed
by the media's reaction to ﬁhis new. After seeing
weeks of headlines about prices hiking, spiking,
ciimbing, and skyrocketing, too often accompanied, by
the way, with pictures of myself ;—

(Laughter)

THE HONORABLE MR. ABRAHAM: -- I'd been kind
of looking forward to seeing a little good news in the
business press. So I was mystified last week when the
price of gas fell below $2 to see USA Today's headline
report, quote, "Market Might Siphon Gas Prices Below S2
a Gallon." I'm still trying to figure ocut exactly what
the thrust of that was.

All I know is this: since I've been the
secretary of Energy, whenever the price goes up, my

picture's in the paper and I get blamed. Whenever the
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price goes down, it's always the market is finally
working. So hopefully, the market will continue to
work and move prices in that direction.

At the same time, I think we all know that
the world petroleum market is a complicated thing.
There are many different factors that go into
determining the price of gasoline at the pump, factors
above and beyond who happens to be in the White House
or who the Energy secretary may be.

And there are a number of complex variables
worldwide creating the tight supply and demand
conditions which are fueling the run-up in price of gas

which we have withessed in recent months. These

include the rapid economic growth occurring in China,

India, and elsewhere in the developing world, the
healthy American economy, developments in world
currency markets, civil unrest in countries like
Nigeria and Venézuela, the threat of,international
terrorism, and so on.

And as I t@ink most of you here today know,
there is insufficient or outdated pipeline and refinery
capacity here at home that élays a role. This latter
point is especially troubling. There is no question
that one of the significant energy challenges we face
is sufficient refining capacity.
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- The Uﬁited_States has not seen a new refinery
built since 1976. More recently, even refinery
expansion.has been slow. People have rightly ésked why
this is the case and how it affects prices. In some
instances, they have pointed the fingér at refinery
operators. In some instances, they have pointed the
finger at government.

And for all of the finger-pointing, the
situation still could get worse. The EiA projects U.S.
gasoline démand to increase by 43 percent, and diesel
by 48 percent, by the year 2025, EIA also projects
that the United States will need 28 million barrels of
0il per day to meet our demand in 2025, while the
projected refinery capacity is 21 million barrels a
day. The American people need to know how we are going
to address these challenges. |

So today I want to take the opportunity of
our meeting to formally request that the NEC undertake
an updated study of American refinery capacity. 1I'd
likxe you to ideﬁtify the nation's future demand for
refihery products, our domestic capacity to meet future
needs, the barriers to meeting future demand, and the
capital factors that will drive supply growth.

Finally, I'd ask you to broadly examine how

worldwide capacity will impact U.S5. access to products.
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Such a étudy, T think, will give further understandiﬁg
to the complexities of the ever-changing cil and gas
markets and will really help us to address this
chailenge head-on.

T'd also like to ask you to undertake a study _ |
of issues related to the nation's inventory levels,
It's obvicus that inventcry levels are one of the
things the market watches very closely, and they play a
key role in setting prices. So the question which I
have is, are the parameters that are now used stilil
appropriate? |

I want the NPC to apply its expertise to

examining the question 5f what appropriate inventory
levels shbuld be in this new era. Wefvé been using a
lower operational inventory level of 270 million
barrels for a number of years now, but is that a number
which accurately reflects the realities of the
marketpiaée in 2004, or should it be updated.

At the end of the day, our goal is to provide
a figure that best serves ana provides stability for
the global petroleum market. Does the 270 LOI do that.

‘I think we woluld all agree that the answers
to these questions are needed sooner rather than later.

T:f there's one thing the market needs, it's

accurately, Timely, up-to-date information.
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That's why I recently instructed the EIA to

implement a new monthly surtey to collect natural gas

production information that will provide natural gas

numbers in 60 days rather than the usuai 120.- It's
also why the United States has signed ontc the Joint
0il Data Initiative, an international effort to improve
the availability and timeliness of international oil
market data. It's also'why we have been working
cooperatively with Canada and Mexico and the North
American Working Group to improve energy data sharing.

I'm requesting that you complete these
studies by September 30th. I understand thét this is a
tight time frame, but it's my hope that this
information can still be put to use by ﬁhe end of this
year 1in a way that will help bring greater 1ong—term
stability to petroleﬁm markets and a greater degree of
certainty to American consumers.

. I know that both of these reguests will
entail a significant amount of work, and so, in
advance, I'd just like to thank all of you for taking a
lock at these challenges, as we did last year with
natural gas. |

In the meantime, I just want to make sure

that everybody here understands that our administration

"will continue to monitor developments affecting the
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prices of gasoline'and other products. We will
continue-to respond fo local incidents that may produce
regional Spikgs, working wilith industry-and state andr |
local governments on a case—by—casé basis,

We will continue to advocate energy
efficiency and conservation measures. We will continue
our discussions with OPEC and non-OPEC producers about
actions that they can take to support a growing world
econcmy. We will continue to be vigilant to ensure
that consumers are -protected. |

Finally, we will continue to work with
Congress to pass comprehensive energy legislation to
help provide for America's energy and economic
seéurity. o

Ladies and gentlemen, the National Petroleum
Council's value and merit,Aas I alluded té eariier,
has, I think, been clearly proven over the last couplé
of years. The work that you have dohe in support of
the various projects we've had, especially with respect
to the natural gas proiects, has been invaluable. -The
degree to which the people of this organization have

taken extra time to keep us on track to try to‘address

| some of these challenges has been unprecedented.

So, in closing today, let me just echo what I

know Pat feels, and others of us who work with ail of
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you and benefit from your efforts, how much we

appreciate it. I know the president appreciatesnit,

"the vice president, and all of us in the

administration.

This is extra time that pecple in this room
could be devoting to their own companies, to their own
projects, to the work they do, or to their families.
So the fact that you take the time that you do, that
you put this extra effort in on behalf of the American
public, is deeply, deeply admired by all of us who have
fhe opportunity to work with you.

Sc thank you for what you have done, and
thanké.for taking a look at these new assignments. We
very much hope that in the months ahead we can continue
the tremendous success we've had working together.
Thank you.very much.

(Applause)

Update on the NPC Natural Gas,Study and Volte on
Publicaticn of Task Group Volumes
" Bobby 8. Shackouls, NPC Chair

CHAIRMAN SHACKOULS: ‘Thank you, Mr.
Secretary, for your remarks. We will work with your
staff to further define the scope of the refinery and
inventory level studies that you've requested, and we

will endeavor to comply with your very ambitious time
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schedule. Once the request has been finalized, we will
immediately refer it to the Agenda Committee for
immediate action.

As we've heard from Chairman Barton, from
Secretary Abraham, and Chairman Wood, natural gas
iséues remain a critical part of our nation's energy
policy discussions. I believe that the findings and
recommendations of the NPC Natural Gas Study remain
very valid today.

Unfortunately; we're tracking cleosely along
the projections of the study's reactive path case, not
the lower price environment of the recommended balanced
future case. In fact, with many of the policy changes
assumed in the reactive path not having been
implemeﬁted, we may be facing the more undesirable
outlook associated with the status quo.

Bottom line: our work and recent market
conditions~persuade us that the secretary's request on
the natural.gas study could not have been more relevant
or timely. Moreover, as policyfmakers at all levels of
government seek reliable information to help them
address eﬁergy igsues. The study, in‘our view, could
not have been more ifimely.

I :emind you that you have a set of siides in

your folders this morning that provides an overview of
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the studies, findings, and recommendatiops. ‘AS we
discussed earlier, we conéluded that there had been a
fundamental tightening of the supply and demand
situation, and recommended a set of policy initiatives,
all of which were necessary to reach a balanced future.

Now [ want to turn to an update on the
extensive follow-up activities that have occurred since
the report was approvéd by thelcduncil last'September
and that are continuing as we speak. | |

This report has proven to be one of the most
popular and useful reports that this Council has ever
igsued. Interest-in the report remains gquite high, and
follow-up activities have been numercus. The report
nas alsc been used by a number of individual companies
and trade associations in their advocacy work.

This has not been a re?ort that has sat on
the shelf and collected dust. To date, almost 100
presentations have been made on the study's findings
and recommendations by study leaders and participants.
Among the slides is a graphic on these presentations
which gives you a sense of the breadth and depth of
interest in the NPC gas study.

These sessions have ranged'from one hour to
all day in length, and have been before groups as small

as two or three people, to as many as 1000. Several
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have also been Web—éast. Important amonQ.these
briefings_have been the requests by federal and state
legislative, executive, and regulatory bodies. In
addition, presentations have been made to Canadian and
Mexican officials, to industrial,.power, and other
consumers, and to all sectors of the natural gas
industry.

Having made several of these présentations, I
can confirm this high level of interest in the study.
It captures the essence of the natural gas challenges
and opportunities that we face. The NPC study is -
increasingly relevant and core to many initiatives and
actions, ranging from federal législation to federal
adinistrative and reguiatéry actions, to state
initiatives such as those.led by the National
Association of Regulatory Utility Commissioners.

It also can serve as a basis of understanding
and debate for advocates of both supply and demand
sides, such as the Natural Gas Council and the
Coalition for Affordable Natural Gas.

For your information, approximately 2200
copies of Volume I, the Summary Report, have been
distributed. Recipients include the executive branch
departments and agencies, congressional committees with

jurisdiction over energy natters, state and local
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govérnments, the press,_industry, and many other
interested parties. In additiocn, about 14,000
electronic copies héve been downloaded from the
Council's web site.

Volume II, the Integrated Report, which
provides further supporting data and analyses, was
finalized and printed in February. Over 800 copiles of
Volume II have been distributed, and nearly 2000
electronic copies have been downloaded.

The three task group report volumés will be
the final portion of the printed documentation of the
study. Last month, the membership was notified that
these volumes were nearly ready for publication and
were being posted onlthe NPS website for review.

The preface section of the draft volumes
clearly notes that the detailed data and analyses
contained in these volumes form the basis of Volumes I
and II, and afe published with the Council's approval
but not necessarily all of its coﬁtent;

As agreed last fall, we will vote today on
the publication of theée task group repcrts and the
compﬁter modeling CDs as part of the study process
documentation. We're not voting or endorsing approving
all of the statements and conclusions contained in

these background documents.
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Accordingly, on behalf of the Committee on
Natural éas, I move the approvai of the publication of
these three task group velumes and the two data CDs as
part of the final study documentation.

Do I have a éecond?

PARTICIPANT: Second.

CHATRMAN SHACKOULS: Any dliscussioln,
questions, or comments?

{(No response)

CHAIRMAN SHACKOULS: Al those in favor,
please say "aye."

{There was a chorué of M"ayes.')

CHATRMAN SHACKCULS: Opposed, "nay."

(No response)

CHAIRMAN SHACKOULS: Did I hear a nay?
Sorry. |

The report is hereby adopted. The Council
approves the publication of these volumes. Copies will
be sent to members when they are printed later this
summer.

In closing these discussions on natural gas,
I should note that, while much has been initiated
toward meeting the nation's future démands for gas,
much remains to be done. The administration and

Congress must act to implement needed administrative,
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regulatory, and legislative changes that ycu've heard

today.

Industry, tco, must step up to the challenge

of supplying the growing volumes that the marketplace

is demanding.

Now, we'

think we've taken
matters. Is that
So that
Council meeting.
other matter that

time?

ve flipped the agenda all around. I
care of all the administrative
right, Marshall?

ends the formal agenda for the

Does any Council member have any

they would like to raise at this

(No response)

CHAIRMAN SHACKOULS: Does any non-member wish

Lo be recognized?

(No response)

CHAIRMAN SHACKOULS: There being no further

business, do I have a motion for adjournment?

PARTICIPANT: So moved.

CHAIRMAN SHACKOULS: A second?

PRRTICIPANT: Second.

CHAIRMAN SHACKOULS: All in favor, please say

n aYe . n

{There was a chorus of "ayes.")

CHAIRMAN SHACKOULS: Opposed?
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{(No response)
CHAIRMAN SHACKOULS: Thank you. The 113th
meeting of the National Petroleum Council is hereby

adjourned. Thank you very much.

{(Whereuvpon, at.lO:ZO a.m., the proceedings

.were concluded.}
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