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Framing The Issues

A 2008 landmark election dramatically shifted the nature of
governance in Washington

A Obama Administration
I After running as a centrist, Administration has moved left

A House of Representatives

I Substantial increases in Democratic majority gives leadership
greater power

I Liberal leadership empowered

A Senate

I Democratic majority strengthened

T Since November elections Democrats have reached 60 vote
majority
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Framing The Issues

A Obama Administration

I Election campaign ran to the center to attract independent voters

I Following inauguration, the Administration has moved left while
pressing for action on its issues

I Presidents who move aggressively and successfully early in their
administrations establish credibility that serves them well
throughout their tenure

i Obamads key i ssues: Stimulus p
healthcare

I Administration action on all issues simultaneously is tactical T an
effort to keep opposition unfocused
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Framing The Issues

A House of Representatives

I Election increased House ratio from 233-202 to a
ratio of 256-178

I Gives the Speaker greater flexibility to lose centrist
Democrats 1 like Blue Dogs 7 and still win

I Empowered liberal Democrats i Waxman challenged
and unseated Dingell at Energy and Commerce
Committee

I House rules are structured to pass legislation when a
majority is willing
A House floor debate and amendment process is rigorously
limited
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Framing The Issues

A Senate

I Senate debate is open but has been constrained for
the past several years by limiting amendment
opportunities and compelling cloture to pass
legislation

I Cloture requires 60 votes T an elusive number until
this year
A Senate majority was 58 after the election but the shift of Sen.
Specter to the Democrats and the final victory of Sen.
Franken have given Democrats a 60 vote majority
I Centrist Democrats and Republicans now will
determine what legislation will pass if they are willing
to buck their partyodos | ead
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The 111" Congress

A Energy issues have drawn early attention

1. Administration Tax Proposals

2. Global Climate Change

-Commodity market restrictions (hedging)

3. Environment / Hydraulic fracturing

Ot her i ss
Federal lands (permitting, RIK, offshore)
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The 111" Congress

A Tax Issues

I The Obama budget request targeted tax
changes on oil and natural gas development

I Each session of Congress begins with a
presidential budget proposal

ARarely does Congress embrace the Administration
requests but they shape the debate

ASometimes, Congress compels action through the
use of nreconciliationo U
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The 111t Congress

A Tax Issues

I Congress has yet to embrace the Obama oil and
natural gas tax proposals

A Many Democrats responded with letters and feedback to
leadership that they opposed the proposals

A The budget process did not compel action that would lead to
their adoption

I Likeliest future risks are Pay As You Go (PAYGO)
requirements for an energy tax title or extenders bill

A New tax benefits would have to be offset by revenue
Increases

I Industry continues to aggressively oppose the tax
proposals and to educate legislators about their

adverse consequences
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The 111t Congress

A Tax Issues i Obama Proposed Changes

i Eliminate expensing of intangible drilling and development costs

I Repeal percentage depletion for oil and natural gas

I Repeal the passive loss exception for working interests

I Repeal the marginal well tax credit

I Repeal the enhanced oil recover tax credit

I Repeal the deduction for tertiary injectants

I Extend the amortization period for geological and geophysical costs

I Repeal the manufacturers tax deduction (Sect. 199) for oil and natural
gas

I Create a Gulf of Mexico severance tax
I Changing LIFO to FIFO & Changing treatment of dual capacity

taxpayers
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The 111t Congress

A Environmenti Climate Debate

I A major legislative issue driven by Democrat
environmental constituency

I An Obama Administration agenda item

I House leadership prioritized the issue ahead
of healthcare and forced action

I Senate dynamics far less certain
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The 111t Congress

A Environmenti Climate Debate

i Natural gas issues in climate debate have been widely
mischaracterized

I Some pundits have stated that natural gas did not play in the
House debate T they misstate the situation
I Natural gas issues fall into two categories
A Immediate affects on natural gas production
A Longer term effects on natural gas demand
I On a policy basis, climate legislation should enhance natural gas

demand 7 but, the House bill was not a policy bill; it was a
political bill
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The 111t Congress

A Environment i Climate Debate

The initial House markup document did not significantly affect natural
gas production although there were issues that needed to be addressed

After introduction, the debate quickly moved to getting the 30 votes to
report a bill from the Energy and Commerce Committee
A 1f you wanted to get an issue addressed, you needed to support the bill

A Republicans i who largely represent natural gas producing areas i opposed
the bill

A Natural gas producing state Democrats largely opposed the bill or were
dealing with other constituent issues

A The Stupak amendment that brought natural gas hedging under the control
of commodity exchanges was adopted early in the markup

A The final key votes to report the bill came from Democrats representing coal
production or coal using areas

House floor negotiations followed a similar pattern resulting in a 219-
212 vote
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The 111t Congress

A Environmenti Climate Debate
I Senate dynamics far less certain
A 60 votes will be needed to act
I Republicans with a few exceptions will likely oppose any bill

I Centrist Democrats will be the key to getting cloture

A Many are from natural gas and oil producing states and have shown
an interest in supporting natural gas use a part of any climate bill

A Many are resistant to the current structures of climate bills
I Senate action unlikely soon

A Administration wants positive position going to Copenhagen
meetings in December

A Unlikely to press for votes if not certain of positive outcome prior to

Copenhagen
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The 111t Congress

A Environmenti Climate Debate

I House climate bill became the unlikely venue for major commodity
market restructuring legislation

A Amendment by Stupak (D-MI) changed authority for regulation of new
carbon markets into changes forcing natural gas hedging to commodity
exchanges

A Stepped in front of legislation by the House Agriculture Committee and
Financial Services Committee

I Obama Administration and Congress moving to address financial
markets

A Economy meltdown has focused attention on markets building on issues that
were driving reform legislation in the 110t Congress

AFinanci al i ndustryds position dise@dmat i
like natural gas hedgers i to step into the issue

I Natural gas and other end-users are collectively seeking modifications
to allow for continuing availability of the Over The Counter market
similar to its current structure

A CFTC leadership recognizes importance of a viable hedging option for

producers
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The 111t Congress

A Environment i Hydraulic Fracturing
I Remains a focal issue

I Congress Is beginning to understand that
shale gas can produce a dramatic shift in
natural gas supply

AEnvironmentalists understand that hydraulic
fracturing is the key to shale gas

I Targeting efforts to attack fracturing technology in key
states T Colorado, Pennsylvania, New York

I In addition to local challenges, the issue rises to
Congress because of the 2005 Energy Policy Act
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The 111t Congress

A Environment i Hydraulic Fracturing

I Legislation introduced to repeal the Safe Drinking
Water Act clarification limiting federal jurisdiction,
mandate federal regulation and require chemical
reporting

A Movement to requiring another study as an alternative

I Industry has generated aggressive efforts to respond
to environmental challenges

A Developed series of analyses of NRDC indentified
environmental issues T Project BRIEF

A Initiated a new website and response effort to assist state
organizations and to react to inaccurate press reports i
Energy In Depth (www.energyindepth.com)
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Background

{"-: ENERGYIN

Project BRIEF Energy In Depth
Economic Impacts Comprehensive Library
Existing State Virtual Tours

Regulatory Efforts Charts, Graphs, Fact
Old Federal Laws, New Sheets
Local Targets New Media




What 60s at St ak e,

Jobs

1.2 million Americans are directly employed by domestic oil and natural gas

State Economies

In 2007 alone, the industry invested a record $226 billion in domestic explora
and production, driving countless stdtzainelconomies

Royalties
In 2007, the oil and gas industry paid public and private landowners $30 billic
In royalties

Environmental Record
State regulation of the domestic energy activities has effectively protected the
environment and public health for over a century.
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Project BRIEF: Why Now?

Same old foes, brand new
landscape

Golden Goose phenomenon
DeGette legislation
Guerilla warfare back in the states
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By the Numbers

New Federal Regulations Will Cost
Americans Energy T Immediately

U.S. oil wells shut in: 204,272 (first year alone)
U.S. natural gas wells shut in: 150,202
Lost oil production: 67 million barrels (183,000/day)

Lost natural gas production: 245 billion cubic feet
(670 million cubic feet/day)
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By the Numbers

New Federal Regulations Will Cost
Americans Revenue i Immediately

$602 million in foregone royalties

$285 million in foregone state severance taxes
$505 million in foregone state income taxes
$1.2 billion in foregone federal income taxes

Industry compliance costs, first year alone: $10
billion

{"_-: ENERGYIN



Targeting Your Business: In Their
Words

Nl n 2005, Congress exempted
[federal] regulation. | and other members opposed this
special interest giveaway. We were right on the merits,
but | ost the key votes. o

- Rep. Henry Waxman (D-Calif.), October 31, 2007

Then chairman of the Oversight Committee, now chairman of
the Energy and Commerce Committee -the panel of jurisdiction
over hydraulic fracturing.

nNThe [ EPA] report concl udes

not a threat to drinking water. But this conclusion is not

supported by the actual fac
- Rep. Henry Waxman, October 14, 2004
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Targeting Your Business: In Their
Words

Recommendations for Congress, Natural Resources
Defense Council (Drilling Down, October 2007)

Subject nall hydrauli c fractur.
the Safe Drinking Water Act 0;

Nl ncrease daily fines for viola
Require that all materials associated with the oil and gas industry

meet Nthe definition of hazardo
NApply the Clean Water Act def i
used I n oi l and gas operationso
nJoin us and support effort.
Water Act exemption for fra:

- Fundraising pitch: Oil and Gas Accountability Project
February 2009
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Co-Opting the Press

DeGette takes aj

MATURAL GAS POLITICS

m at natural gas
industry to protect groundwater
Congress reconsiders regulatory

- Supplies DO
! : LORA
exemption for gas dri In SJI"H*BCE:QENDENT

TOXIc og, & GAS PRODUCTION GETS A
F I?EE PASS TO POLLUTE



Targeting Your Business: How
Theyoll Do

1974: SAFE DRINKING WATER ACT (SDWA)

Original Intent: Set standards for public water supply and protect
groundwater.

New Target: Hydraulic fracturing

1976: RESOURCE CONSERVATION AND RECOVERY
ACT (RCRA)

Original Intent: Set standards for disposable waste management

New Target: Produced water

1980: SUPERFUND

Original Intent: Provide federal authority to create federal liability for
the clean up and remediation hazardous substance releases.

New Target: Small, independent oil and gas |t_= ENERGY N



Targeting Your Business: How
Theyoll Do

1986: TOXIC RELEASE INVENTORY (TRI)

Original Intent: Compel large-scale chemical & manufacturing facilities to
share information on hazardous chemical emissions in mostly urban
population centers.

New Target: Oil and natural gas producers

1987: CLEAN WATER ACT (CWA) AMENDMENTS

Original Intent: Provide standards and enforcement mechanisms
to i mprove our nationo0s water.

New Target: Oil and natural gas production construction activities

1990: CLEAN AIR ACT (CAA) AMENDMENTS
Original Intent: Set st andards to | mprove
New Target: Small, independent wellsite operatnrs
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Hydraulic fracturing
first commercially employed.

SDWA amended to requlate aver

100 speafic dninking water contaminants;
hydraulic fracturing, in practice at this pomnt
for nearly 40 years, never considerad for
SOWA requlation.

¢ Leaw

v ExvrmanmrnTar
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Lagal Environmental
Assistance Foundation
{LEAF) v EPA - arguing that
fracturing of coalbed
methane in Alabama
should be regulated
under SDWA, without
considering any legisla-
tive history or environ-
mental impacts.
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EPA releases draft of hydraulic
fracturing study, concludes the
technology does not pose a risk
to drinking water — but raises
potential concerns about the use
of diesel fuel.

EPA releases it
report on the L
hydraulic fracti
in coalbed me
operations;
reasserts that
hydraulic fracti
poses “no thre
to drinking wa

Safe Drinking Water Act
(SDWA] enacted.

Aims to protect public water supplies

and establishes new standards and requlations
to protect underground sources of drinking
water {USDW).

Despite having been commercially utilized
for nearly 25 years up to this point, hydraulic
fracturing never considerad for regulation
under SOWA.

1996 SD'WA amended to
emphasize sound

science and nisk-based standard
setting; no suggestion that
hydraulic fracturing be
regulated under SDWA.

1997 2000 2002

Major operators sign memorandum
of agreament with EPA, declare tha
use of diesel fuel off-lims when

conducting fractuning oparations

near USDWs.

LEAF challenges EPA's decision to
allow Alabama to regulate hydraulic
fracturing under its Class || well
program. EPA initiates its own study
of hydraulic fracturing.
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A Long History of Effective,
State-Based Regulation

b

() W ¥

OKLAHOMA



http://www.50states.com/texas.htm
http://www.50states.com/oklahoma.htm
http://www.50states.com/californ.htm
http://www.50states.com/pennsylv.htm
http://www.50states.com/newyork.htm
http://www.50states.com/utah.htm
http://www.50states.com/arkansas.htm
http://www.50states.com/ohio.htm

Hydraulic Fracturing: EPA Proves
| t 0s Saf e

The Environmental Protection Agency (2004)
found:

No confirmed cases of drinking water well
contamination

No confirmed evidence that drinking water wells have
been contaminated by hydraulic fracturing fluid
Injection

Lo .o

No evidence that injected fluids, evee‘_‘E‘r\‘\l‘E;&‘N
the ground, have the ability to migra. &, .. <. 2,
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Studies: The Ground Water

Protection Councll

. GROUNDWATER
A 1998 study, updated in 2009 TN

PROTECTION COUNCIL

AANo evidenceodo that fdfpublic
of hydraulic fracturingo

AAddi ti onal federal regul at
Increase in protection of public health and the

environment, o and Acoul d i
addi tional financi al bur de
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http://www.gwpc.org/home/GWPC_Home.dwt

Studies: Department of Energy

AModern Shale Gas, Development in the
United States: A

A State regulation with federal

A New technologies allow shale gas-associated
produced water to be viewed as a potential resource
In its own right

AANO evidenceodo that hori zon

concerns
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Energy | n Depth
About

Interactive State-by-State Map
Virtual Wellsite Tour

Videos, YouTube, New Media
Blog, Message Board, Get Involved

Comprehensive Research Library
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INn Your State

———rramee

Roll over a state to view more details

Energy In Depth ..

National

'\‘ © LEGEND
Ny A 471,495 =
NATIONAL FACTS - I Total #of
: wells
Total number of : W
Petroleum jobs: 1.446,309 I Total gas wells
after regulation

Royalties paid: $3 503,769,228

Total Severance taxes: 9.711.307
(in thous. $)
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Frac In Depth/Environment In
Depth

2> LEARN MORE
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http://energyindepth.org/in-depth/environment-in-depth/
http://energyindepth.org/in-depth/frac-in-depth/

