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H.R. 5577 (Rep. Garret Graves), “Innovation in Offshore Leasing Act”

Summary of the Bill

H.R. 5577 was introduced on June 24, 2016 by Rep. Garret Graves (R-LA) and Rep.
Alan Lowenthal (D-CA). The bill amends the Outer Continental Shelf Lands Act to provide the
Secretary of the Interior with the authority and direction to conduct internet-based oil and natural
gas lease sales.

Cosponsor(s): Rep. Alan Lowenthal (D-CA)

Background

Currently, under the Outer Continental Shelf Lands Act (OCSLA), the Secretary of the
Interior has the authority to conduct sealed-bid lease sales for oil and natural gas leasing on the
1.7 billion acres of U.S. outer Continental Shelf lands. The Secretary conducts these lease sales
in accordance with the lease sale schedule presented every five years in the Outer Continental
Shelf oil and natural gas leasing program, also known as the Five-Year Plan. No lease sale can
be held unless it has been included in the Five-Year Plan. The lease sales are currently
conducted in a sealed-bid format, with bids opened and read aloud in the Superdome in New
Orleans, Louisiana. As of the June 2016 Combined Leasing Report, of the 1.7 billion offshore
acres, only 22 million or 1.3% are currently under lease — for a total of 4,119 active leases held
offshore.

In order to qualify as an OCS lease, you must be a U.S. citizen, an alien lawfully
admitted for permanent residence, a private, public or municipal corporation, or an association of
such aforementioned qualifying candidates. In order to participate in a lease sale, a bidder must
submit qualifying documents and be certified by the Bureau of Ocean Energy Management,
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which includes meeting specific bonding requirements in order to make sure the bidder is able to
meet all potential present and future lease obligations, including costs to plug and abandon wells,
remove platforms and other facilities, and restore the lease to its original condition.

Prior to a lease sale, the Bureau of Ocean Energy Management (BOEM) issues a
Proposed Notice of Sale? roughly four months prior to the sale date as well as a Final Notice of
Sale® no less than 30-days before the date of the lease sale. Lease sale notices are published in
the federal register, allowing another opportunity after the 5-year plan for public comment on the
specific lease sale. These sale notices contain details regarding the date, time, and location of the
lease sale, as well as bidding instructions, maps of the lease blocks that will be available during
the sale, and lease terms (length of lease, rental fees and royalty rates) and other conditions. A
lease block is a three-mile by three-mile block — totaling 5,760 acres.

The sale notice also includes details of any site-specific stipulations for eligible lease
blocks. For instance, in the most recent Central Gulf Lease Sale (#241) on March 23, 2016, the
Final Notice of Sale makes note of the National Oceanic and Atmospheric Administration’s
(NOAA) proposal to expand the boundaries of the Flower Garden Banks National Marine
Sanctuary (FGBNMS), advising bidders that “...certain activities related to oil and gas
exploration and development are already prohibited within a significant portion of each of the
banks recommended for expansion...” While the expansion of the FGBNMS is not even
through the Environmental Impact Statement (EIS) phase, BOEM is sure to notify bidders of
potential future limitations on oil and gas activities in lease blocks that are impacted by this
proposed expansion.

When an eligible company determines that it would like to make a bid on a lease block, it
fills out a bidder form which fully describes the block and area number, the area name and/or
map number, the company’s name, their BOEM-assigned company number, and the amount of
the bid stated in whole dollars. Additionally, companies are required to make a bid deposit in
accordance with requirements published in the Final Notice of Sale — generally 20 percent of the
bid amount. A successful bidder must transfer 20 percent of the successful bid amount by
electronic funds transfer (EFT) to BOEM in one lump sum to the New York Federal Reserve
Bank no later than 2:00 p.m., Eastern Standard Time, on the day following the bid opening.
Because BOEM must ensure that each successful bid meets fair return thresholds in order to be
leased, the funds are deposited into an interest-bearing account and if the bid is rejected, the
funds plus interest earned are transferred back to the bid submitter by EFT the next business day
after rejection.

2 proposed Notice of Sale for Central Gulf Lease Sale 241: http://www.boem.gov/PNOS-241-Package/
3 Final Notice of Sale for Central Gulf Lease Sale 241: http://www.boem.gov/Final-Notice-of-Sale-Package-for-Sale-241/
* http://www.boem.gov/Final-Notice-of-Sale-Package-for-Sale-241/; p. 4.
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The sealed bid (bid form in a sealed envelope) is received by the BOEM Regional
Director in the Gulf of Mexico within the time limits published in the Final Notice of Sale,
generally closing at 10:00 a.m., the day before the sale. Sealed bids are opened and read aloud in
a public place (Superdome) on the date and time specified in the Final Notice of Sale.

Once BOEM deems a high bid to be acceptable and concurrence is achieved with the
Department of Justice and the Federal Trade Commission, a lease package is delivered to the
successful company with all necessary information, including copies of the lease. A company
then must go through the permitting process with both BOEM and Bureau of Safety and
Environmental Enforcement (BSEE) to obtain exploration plan (EP) approvals and applications
for permits to drill (APD) in order to drill a well on the lease block that has been acquired. The
company must pay rental fees to BOEM for the duration of the lease if or until the company is
able to reach commercial production, at which point the company then must pay a royalty to the
federal government for all oil and natural gas developed from the lease. If a company does not
conduct exploration or development activities on a lease within a specific period of time in
accordance with the lease agreement, the lease could face cancellation.

Sale Statistics

BOEM publishes sale statistics after each sale. Sale statistics include total acreage and
number of lease blocks offered for sale, how many bids were received, how many companies
were present for bidding, which lease blocks received the highest number of competitive bids,
the highest bid amounts, and other information. The image below includes a snapshot of the sale
statistics from Arctic Lease Sale #193 in the Chukchi Sea in 2008. In that sale, Lease Block
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the lowest, at $104,000. Again, the bid amounts received is just one portion of the revenues
generated from offshore leasing, as the company with the highest bid then must pay rental fees
and royalties for eventual development on that block.

Section by Section

Section 1. Short Title

Section 2. This section amends the Outer Continental Shelf Lands Act to provide the Secretary
of the Interior with the authority to conduct internet-based, sealed-bid offshore oil and natural
gas lease sales. The Secretary is required to meet specific requirements in conducting internet-
based sales, such as: having an independent observer present; providing a “bid-map” to all
bidders so that they may verify their bids prior to the bid-reading; ensuring data security for all
bidder data; and feedback from bidders in order to continually improve the leasing process.

This section also includes increased data transparency measures to ensure that the
Secretary not only discloses all available data related to sale-day statistics, but also ensures such
data is made publicly available and easily accessible on a web-based format so that interested
parties may easily be able to determine statistics on a lease sale as well as revenues generated to
the federal treasury and do states that currently are entitled to a share of those revenues.

Finally, this section requires the Secretary to conduct not less than one workshop with
viable bidders prior to the first internet-based lease sale in order to ensure feedback and an ability
for bidders to familiarize themselves with the new platform. In order to ensure the timely
modernization of the offshore leasing process, the Secretary is required to conduct one internet-
based lease sale within one year of the date of enactment of this bill.

Cost

No cost estimate is available from CBO at this time.

Administration Position

The Bureau of Ocean Energy Management supports the underlying principles of the bill,
though has expressed concern with the one-year deadline required to complete the first internet-
based lease sale.



