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Senate Resources Committee
CS HJR 13

Testimony of Beverly Ward,
Government Relations, ARCO Alaska, Inc.
February 6,1995

MR. CI1AIRMAN, members of the Senate Resources Committee. My name
is Beverly Ward. |represent ARCO Alaska, Inc. Itis my pleasure to come
before Vou today to speak in support of CS [IJR 13, a resolution to open the
Coastal Plain of'the Arctic National Wildlife Refuge to oil and gas
exploration and development. Asyou know ARCO has been an operator of
the Prudhoe Bay and Kupanik oil fields since their initiation. Ourexperience
In operating Arctic oil fields has given us a thorough understanding of the
local environmental requirements and canvinces us that the Coastal Plain can
be explored and developed without causing harm to the health and viability
of the Refuge ecosystem.

As you know our tech_nolo%ie_s have advanced si%nificantly since we pioneered
Ihe design and operation of oil development in the Arctic, Using today's
technolog¥ our presence is compatible with local fish, wildlife, and their
habitats. The existence of productive and abundant populations of birds,
canbou. and fish throughout all North Slope oil fields is evidence of our
ability to be good neighbors with all current land users

We envision technologies of the future being even more advanced, furlher
reducing our “footprint,* while maximizing the benefits of continued resource
development to our State, our citizens, and to our Nation These' benefits
range from the creation of exploration and development jobs for Alaskans, to
additional State tax revenues, to m,anufacturma jobs in othor state's and
National Security issues. The opening of ANWR will benefit not only Alaska
but tho entire United States We believe it is lime lo move forward with
exploring Ihe me*si potentially productive area In Alaska

ARCO Alaska, Inc supports ami encourages you to passCS I1|R 13
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The Honorable Loren Uman. Chairman
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Dear Senator Umar

The Aluka Oiland Gu Anociatton (A(VIA) it a trade auocutioc whotc 11 member compiniet account for
the majoih> of oil end aea exploration, production and traniportat*on k w itin in Alnk a
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Arctic Resources: Over a Barrel?

SUMMARY

On Nov. 1, 1991, the Senate rejected an attempt to consider S. 1220, a bill which
contains a title that would open the Arctic National Wildlife Refuge (ANWR) to
development. The Senate sponsor of that hill stated that he now sees ANWR
development legislation as unlikely for the remainder of the 102d Congress. Because
of the Senate vote, it seems unlikely that tho House will take up ANWR legislation.

ANWR is an area rich in fauna, flora, and oil potential. Current law forbids
_ener?y leasing. DeveloEment pro%onents argue that any ANWR oil would help to
insulate our energg markets from the recurring crises of the Middle East, and could be
developed safely. Opponents argue that ANWR's balanced ecosystem is more valuable
intact, provides no Iastlngbenergy security, can bo replaced by a variety of cost-effective
alternatives, and should be legally designated as wilderness, or at least remain as on
area in which energy development is forbidden. The Bush Administration supports
ANWR deveIoEment. In January 1991, the Department of the Interior increased its
estimate of "the marginal probability of economic success (i.e., the potential for oil
recovery)* from 19% Fa high figure by industry standards) to 16%.

~ Efforts in the 100th and 101st Congresses to allow development of the coastal
lain of the ANWR in northeastern Alaska terminated with tho Exxon Valdez oil spill.
owever, the crisis in the Persian G ulf gave a.magor boost to development proponents,
though the failure of the market to sustain the higher prices of late 1990 has
diminished their arguments somewhat. In addition, President Bush made increased
drilling in frontier areas, including ANWR, a centerpiece of his proposed national
energy policy. Proponents argue that, while an .ANWR discovery would not eliminate
dependence on foreign oil, it could alleviate the problem to some degree As before, the
current legislative options include demgnatmg the area as wilderness, thereby ending
the potential for development. Congress could also allow exploration, with or without
development, to proceed. Another option is to take no action. This cnoice, the one
made by the last two Congresses, also prevents development, since the relevant statute
requires congressional action for oil development to occur.

Many complex and difficult issues would be involved with a decision to proceed.
Though seismic studies and drilling outside the ANWR coastal plain stron.(flly suggest
there 1s or was a significant quantity ofoil, whether and how exploratory drilling might
proceed, who would puy the costs, and how the leasing options would be awarded are
some of ths many questions involved. How would the small Native population (around
200 people) living on the Refuge fare, and how would Native groups dependent on
caribou calving in the area be affected? What ivironmental protection measures would
be appropriate, and how would change of h; .tat affect tho great wealth of plant ond
animal populations? Assuming there are development venues from bonuses, rents,
ond royalties, how would these monies be divided among the Federal Government, the
State of Alaska, and others?
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ISSUE DEFINITION

The coastal plain of the Arctic National Wildlife Refuge (ANWR) is currently the
most prqmlsmgf U.S. onshore oil and gas prospect. It could even contain as much oil
0s the giant field at Prudhoe Bay, which is on State land west of ANWR. On the other
hand, the Refuge B home to a spectacular variety of ’plants and animals in a nearly
undisturbed state The conflict between oil potential and pristine nature creates a
dilkmma: should Congress open the area for oil and gas development or should the
area's ecosystem he given ’oermanent_protectlon? hat factors should determine
whether to open the area? [f tho area is opened, how can damage be minimized? To
what extent should Congress involve itself in the management of the area (if it is
deyetl_ope?l) a7nd to what extent should Federal agencies be left to manage the area under
existing law’

BACKGROUND AND ANALYSIS

History and Congressional Actions

Much of what is now the Arctic National Wildlife Refuge was set aside in
December 1960 by Public Land Order 2214. Section 1003 of the Alaska National
Interest Lands Conservation Act (ANILCA, P.L. 96-487) of 1980 prohibited oil and gas
development in the 19-million-acre Arctic National Wildlife Refuge (ANWR) unless
authorized by ConPress_. Under Section 1002 of ANILCA, Con?ress required the
Department of the Interior (DOD to report on tho plant and animal resources and the
oil and %as potential in 1.5 million acres of the coastal plain of ANWR, now ?enerally
called the "1002 area.” This report, the Final Legislative Environmental Impact
Statement (FLEIS), was submitted to Congress in /-\Prl| 1987. DOI described leasing
alternatives and recommended that the area be fully leased. (For a history of the
FLEIS, see CRS Archived Issue Brief87026.)

In the 100th Congress, four Committees held extensive hearings on ANWR
development: House Merchant Marine and Fisheries, House Interior and Insular
Affairs, Senate Energy and Natural Resources, and Senate Environment and Public
Works. The hearings emphasized tho FLEIS, the environmental effects of oil
development in ANWR or at Prudhoe Bay, assessmenta of the need for additional
sources ofoil, the biological resources of the coastal plain, and a proposed exchange of
lands with Native corporations. (For a description of the bills considered in the 100th
Congreet, tee CRS Archived Issue Brief87223; and CRS Report 88-380 ENR)

In the 101st Congress, several ANWR bills were introduced, but none received floor
consideration. (See CRS Archived Issue Brief 89068 for information on the 101st
Congress.) On Mar. 24,1989, the Exxon Valdez ran aground in Prince William Sound
near Valdez, Alaska, the sito of the southern terminus of the TransAlaska Pipeline
System (TAPS). As a result, no action was taken on ANWR development bills in the
101st Con.ﬂress. Congress passed oil spill Ieglslatlon in the aftermath of the Exxon
Valdez spill. (See CRS Archived Issue Brief 89082, anu CRS Re{g_ort 89-266 ENR.) In
addition, in response to the Persian Gulfcrisis, Senator Murkowski amended the Senate
version (S. 2884) of the Defense Authorization (P.L. 101-510) to allow much more ready

CRS-2
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access under certain circumstances for energy development in ANWR and on other
Federal lands (except national parks). This amendment was dropped in conference.
(See CRS Issue Brief 90116 regardm,? oil anJ the Persian Gulf crms.& Hearings, have
begun in four congressional committees in the 102 Congress. (For a fulllist of
congressional actions on ANWR since the 99th Congress, seé CRS Report 91*325)

In the 1020 Congress, the Senate Energy and Natural Resources Committeg
reported S. 1220 (in liu if'S. 341), which contains.a title that would open the 1002
area to development. An amendment to strike the title was defeated in Committee by
avote of 8to 11 On Nov. 1, 1991, after several dayB of debate on a motion to proceed
to consideration of the bill, a cloture vote occurred on a filibuster organized by various
oPponents of the bill (including especially those opposed to ANWR development). The
cloture motion failed, 50-44 " (Sixty votes were needed to invoke cloture.l) . Sen.
Johnston, the sponsor of S. has stated that he believes that ANWR legisfation is
dead _for%hebl 2nd Congress. Whether that beliefis shared by Members ofthe House
remains to be seen.

Legislative Chaoices

Congress has three basic choices for ANWR legislation. One option is designating
the area as wilderness, thereby preventing energy development. This choice, like the
failure to find oil, would add to pressures for alternative energy supplies and strategale_s.
Supporters of this option argue that the entire, balanced ecosystem is most valuable in
the aggregate and worth preserving intact. (See HJJfces. 239, H.R. 39, and S. 39.)

A second option is passing legislation permitting _energi/) leasing in the 1002 area.
Supporters ofdevelopment argue that the ANWR area is the best U.S. onshore prospect
remaining and that its development is necessary for long-term national security and for
improving the balance of trade. They also argue that effects on animals, especially
caribou, would not be serious, but concede that wilderness values would be lost. Many
observers feel that no ANWR development bill can pass unless it is linked to a broader
ener?y policy which encourages conservation and alternative energy sources. If tho
development option is chosen, Congress could also decide the pace and conditions for
ang oil development, and whether to adopt a preliminary exploration program. (SeeS.
109, S. 341, S. 570, S. 1220, H.R. 759, H it 1301, and H.R 1320)

The third option, and the one actually chosen by the previous two Congresses (and
apparently by the Senate in the 102d), is taking no action, thereby preventing onshore
energy development at this time. Those supporting delay often argue that not enough
is known about either the probability of discoveries or about tho environmental impact
if development is permitted. Others argue that oil deposits should be saved for an
unspecified 'H%ht time*  Some will argue that the recent volatils oil market
demonstrates that now isjust such a time.

A central question is whether the petroleum is needed at the possible expense of
other values in ANWR Ifoil is found in ANWR, it would not contribute to national
security or the trade balance until 10 or 15 years from now - w.  any oil would first
anear in quantity. But 10 to 15 years may be enough time to pursue other energy
alternatives. Opponents of development point out that the oil estimate from even a
large fiold is equivalent to one year or less of current national consumption.

CRS-3
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Propanents contend that because the TranaAlaeka Pipeline now delivers over one-fifth
of U.S. oil production and because the 1002 area is the best prospect for keeping the
pipeline flowing after 2000, ANWR must be developed. Proponents usually encourage
pursuing energy alternatives (nyclear, renewable and solar power, and conservation
under anY circumstances, believing that other options cannot be prudently ignored.
Opponents counter that the national record at pursuing energy alternatives other than
fossil fuels has been dismal, except in the face of high™fuel prices.

For some issues (e.g., timinp and_pace of leasing), the debate in the 102d Congress
may be whether Congress should legislate at all, or"ohould instead leave those issues
to éxecutive agencies.

Finally, an issue has developed in the 102 Con?ress that s, if not to crucial to the
substance of the ANWR debate, then at least central to its politics. S. 341 would have
set aside some of tho revenues that might ariso from ANWR development for direct
spending. on various conservation pufposes, and for payments to Alaska. The

ongressional BudPet Office (CBO) says that, because the 1985 Balanced Budget Act
(BBA) requires thaf asset sales cannot count toward deficit reduction, and because CBO
scores ANWR leasing as an asset sole, revenues from any leasing cannot count toward

deficit reduction.

On the other hand, since the bill directs spending for other programs without
further apJ:)roprlatlon (for conservation programs and payments to Alaska), CBO has
determined that these outlays would increase tho deficit, and must be counted under
BBA in calculating the deficit. Thus, CBO has determined that this bill does .not count
as deficit neutral, as envisioned by the sponsors. Any bill that increases direct spendmg
is subject to a point of order. To avoid the point oforder, supporters of the bill woul
either have to (Yl) make the spending subject to appropriation (2) cut direct spending
elsewhere to offset the new direct spending; or (35) increase revenues elsewhere in the
budget to offset tho new direct SFendmg. (As a practical matter, it is likely that the
offset would occur in the same bill, though the rules do not require this.) Potentially,
the necessary offsets could be substantial. Conse%ue_ntly, committees wishing to pass
these conservation programs "ust make them deficit neutral or face a very etilT
procedural hurdJe. In the enu, the Committee on Energly and Natural Resources
avoided the conflict by making ANWR revenues go to the Treasury and by requiring
that expenditures firom the hind be subject to appropriations in S. 1220. However, the
Senate Budget Committee agreed not to count the bill's payments to Alaska as
increasing the deficit

If any bill with direct spendinP of ANWR revenues were to pass Congress,
notwithstanding the efTecte on the deficit end CBO's determination (and the resulting
point of order), then CBO's gosmon would no longer matter with respect to whether
sequestration would result. The reason is that the Office of Management and Budget
(OMB) disagree# with CBO and counts these revenues as income, rather than as asset
sales. Under OMB's scoring, the revenues could therefore offset tho outleyi. Even so,
the Administration's own proposal would put all revenues in the General Fund (with
none going to Alaska), and it contains no provisions for direct spending. At minimum,
this budget scorekeeping controversy substantially complicates the drolling of any

compromise legislation.

CRS-4
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Geologica Variables And Development Options

The fundamental conflict of energy development versus wilderness protection is
exacerbated hy uncertainty over how much oil is present in the 1002 area. This
uncertainty prompted some Members of Con%ress_to_consmer proposuJs to clarify how
much petroleum s at stake in ANWR. The oil industry .. encouraged by the
discovery in 1989 of an apparently new field only 2 miles from Prudhoe Bay. An initial
test well produced 2,500 barrels per day; years ago, discovery wells at. Prudhoo produced
10,000 barrels per day. The field has not yet been developed due to low energy prices
and the high cost of infrastructure development.

Potential Energy Resource*

~ Few have challenged the DOI interpretation of the 1002 area geological data.
Seismic studies and drilling outside the 1002 area stron%ly suggest a relatlvely.hl?h
probabllltr for significant recoverable oil. Estimates of undiscovered economically
recoverable reserves range from less than Lhillion barrela to more than 9 hillion barrels
of petroleum. ANWR by itself would do little to reduce U.S. dependence on foreign oil,
but it could reduce the trade imbalance due to importing oil over an extended period.

If the low range of DOI's estimate {one field of leee than one billion harrela) ia
correct, then 30 years of production could begin in about 10 years. More likaly are
several fields of varying sizes producing sequentially over 50 years or more. Any
associated natural gas would not be immediately economic, but ita later production
could extend beYond 50 years. (Current prices for natural gas are too low make any gaa
pipeline parallel to TAPS cost-effectlve.f

~ While the actual amount of recoverablo crude oil in ANWR cannot be known
without exploratory drilling, DOI now estimates that if economically recoverable oil is
found, the mean resource estimate ia about 3.67 billion barrela. This estimate would
translate to a production plateau of about 600,000 barrela per day. Tha ﬁlateau.would
probably spread over 15 years, with lower production before and after that period.

Estimates of Probahility of Economic Success

Additional fuel waa added to the debate on Feb. 6, 1991, when BLM announced
that it had revised its estimate of ths marginal probability of economic sueesae (i.e.,
finding economically recoverable quantitie# of oil) from 19% to 46%. The latter figure
le almost unprecedentedly high by industry standards. In addition, the minimum
economic field size was newly estimated at 400 million barrela, down from 440 million
barrels. The revision was due to new information concerning ‘four wells drilled near
the coastal plain, 800 line miles of reprocessed geophysical data ... and additional
seismic data from offshore areas near the coastal plain.* Further exPIanatlon came in
aBLM reﬁortoprr. 8, 1991. Among other reaeona provided for the ar%e change were
the fact that a small decrease in the minimum field sise can have a substantial effect
on the likelihood of finding such a minimum field; and that new data suggeets more
strongly than before that the fields inside the 1002 area are continuations of the oil*
rich geological strata to the east and west, and not entirely different layers. The
Natural Resources Defense Council sued DOI claiming that the new estimate requires
a new supplemental LE1S. The caae ia continuing in Federal court in the Diatnct of

Columbia
CRS-5
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The 1987 FLEIS estimate of 19% wa* haaed on a price of $33/barrel in 1984
dollars. Yet most observers now predict prices far below that figure for a number of
years. Consequently, if prices remain low for a decade or so, the industry may face the
situation that it now has at the West Sak oil field near Prudhoe Ba>. a mar%mal
location and/or quality of the oil could require moro money per barrel to produce than
it could be sold for, given the competition from cheaper fOYEIﬂn oil. (In the case of the
West Sak field, there has been no production, even though the field is estimated to be
quite Iarge.% Congress m&y wish to consider the prospects in the world oil markets os
it debates the fate of ANWR,

ANWR, Energy Security, and Economic*

in 1990, U.S. net imports of petroleum averaged 7.1 million barrela per da émbd)
or 41.9% of total petroleum products supplied. Thus, an ANWR production of 0.6 mbd
represents less than 10% ofé)resent US. petroleum imports. According to prog)ectlons
of increased oil imports in 2000 by the Department of Energy, 0.6 mbd would b* 64%
of total imports.

From an economic standpoint, however, ANWR could contribute somewhat to the
balance of trade. Replacing 600,000 barrels of oil imports %er day at $20 (an early
March 1991 price) per barrel would reduce the trade deficit by about $4.4 bill! n per
year. (The projected trade deficit due only to imported oil in 2010 la about $96 billion.)
In addition, as other Alaskan resources decline from the current 2 mbd production.
ANWR could help keep the Alaska Pipeline at capacity operation, thereby reducing the
per-barrel cost of transporting Alaskan oil to market.

~ These factors raise questions ibout ANWR development as an energy security
lasue:

1. To what extent would any added domestic production from ANWR increase
US. energy security, and help avoid oil price shocks? (In the fall of 1990, US.
prices were heavily dependent on world oil prices, rather than on purely
domestic factors )

2. Can alternative measures, such as energy conservation and development of
other energy sources, meet national energy and economic goals better than
ANWR development?

Exploration and Leasing Options

_Conventional Federal leases permit exploration and. after discovery, usually extend
until production ceasee entirely, However, to reduce uncertainty, Congress could
germlt induetiy to begin exploration without proceedmg automatically to development

uch a strategy is widely opposed by both industry and environmental groups

DOI and industry prefer that ANWR laaairg follow ths customary
procedure*. DO accordmg(ly want* the diacretion to offer for aal* any or all of
the area Industry could bid on all or part, and DO! could accept all to done of
the bid*. However, many pnme prospect* could go in ona tale in « relatively

small area
CRS6
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The 102d Congress may wish to consider several of these issues in any
ANWR development legislation:

1. Should some limit be set on tho size of DOI'a initial lease offering*
in the 1002 area, to reduce the chance of selling all of the beat
prospects in the first sale?

2. Should tract size be limited in order to apur competition and
maxima >bonus revenues? Or should tract sue be largsr than
usual for onshore leasing in order to encourage development
coordination, facilitate ~wildlife  protection, ~and improve
coordination of rehabilitation after industry activity ends?

3. Should a particular leasing period be mandated for tho area, and
if a0, how long ahould the penod be?

Environmental Quality Management

If ANWR is developed, Congress would face thr»e kinds of environmental quality
management issues: resource management, pollution, and waste diepoaal. Congress
could choose to Iteve these mature to administrative agenciee under autbontiee of
existing law*, AJumatively. Congress could impose s higher standard of environmental
protection because the area is in a wildlife refUgt or becauce of the fragility of the
Arctic environment.

Gravel and water resource* are eseential for Oil exploration and development m
an arctic setting Pounds! legislative taauee include protection of water resource*
necessary for animals, especially fish, regulation of water use and gravel extraction; and
setting fees fur and allocating an%/ revenues from exploiting these resources An iseue
not addressed in the FLEIS is the possibility of a nee in sea level during the active
phase of production In the flat coastal plain, the coast line could change substantially,
even with only @ modemU net tn eve level; over the course of 60 year* of production,
dewlopmenuonce oo land might need protection from shallow salt waist or pack ice
Air and water pollution primarily raise questions of subtle, longterm ecologttaJ effect*
Poundal legislative » « = include the adequacy of curling standards, research need*
monitoring, and aseurs'tc* that the standards are met Wasu disposal include* three
nugoc wn » streams drilling fluids, toxic wastes, and nontoxic bulk wa>us Le?umuw
issues include ihe ade?pacy of current waeu disposal requiremenu, the development
of ajumauvae to landfills, and also liability concerns that can make consolidation of
disposal facilities unattractive to oil companies iSe# Archived Issue Brief 89066 for a
history of the debate on this issue For s presenuuon cf a range of epsnfvr
environmental quality issue*, see CRS Videotape Armc Od. A-tcc Uffugt >

CRB-7
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General Land Management

Thr mam Federal law governing leasing and production of petroleum on Federal
land ia the 1920 Mineral Leasing Act. Congress has debated whether this law and Its
regulations and procedures, othsr Federal environmental laws, and applicable Alaskan
law are adeguate for 1002 development. The htenn% records of some congiressm_nal
committees demonstrated a willingness of many Member*, in various ways, lo daviats
from standard practices

The Refuge has a email human population whoso needs may be addressed
specificallﬁ/ in ANWR legislation. The village of Kaktovtk (over 200 people) and the
lands of the Kaktovik Inuptat Corporation (K10 lie along the coast within the Refugie
and mostl as\)acent_to the 1002 area. There la also a US military Dittan* Ear}é
Warning «DRW" station near Kaktovik. with doiane of employees. The DEW networ
also has several unoccupied sites of former or uncompleted developments scattered near
the 1002 arts Together with Kaktovtk. the DEW sit* operats# a garbage dump and a
runway

Animals and Plants: a Purpose of the Refuge

Under ANILCA. one of the purposes of ANWR s to ‘conserve fish and wildlife
populations and habitats in their natural diversity * Opponents ofdeveloi)ment argue
that the enure, halanced comﬁln of canhou, pciac anc Hnu_ly bear*. »elm . falcons,
wildHow*re. and so 00. -a worth preserving intact, especially since it represents the least
disturbed arctic coastal area under U3 ownersh|£ Moreover, it la0o* of the ‘wildest*
habitats of any type left in (he United States Resource development, ir. their view,
would preclude conservation of the ecoeyrum s diversity generally, of certain cpeow.
and moat particularly, of its wildnsae Scientists and sEort.hunter* both stress the
importance of the habitats for migratory game birds taken in both Canada and the
United State* Issue* hefore Congrem may include

1 Should the enure area be desig_nate_d wi/Jeroeae to protect ‘populations
and habitats m their natural diversity*"*

2. ldevelopment is permitted, should special protection be given to certain
rpecwe such as canbou. bears, wotvea. musk aaan. snow p*eee. etc.? 1/
so. should protaruoo taka the form of habitat protection and-or
management restrictions*

3 Should some specie* (eq, wolveai be reduced to enhance populations of
other epeoe* (eg. canbou. asuak aa_en) if the latter are reduced by
development* Or should special baeain* he taken u> prevent reduction
of predator**

4 Should special efforts be made to prevent the imeoUocal aoder
arodenial feeding of euch specie* as bears. \_/v©l*e*. fossa, and gulls (in
order to prevent the need to kill problem »oiw ™ or bear*, or tn prevent
etc*** population* of predator* of nesting hird*)*

CR5d
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S. Should the location of major support facilities (e.g.. service centers and
ports) be reetncted to reduce the impact on sensitivo species (e.g., polar
bears, snow geese)?

Port and Offshore Activity

Section 1003 of ANILCA does not cover the role the 1002 area might pIaX as a land
base for State or Federal offshore activity. Both tha United States and Alaska are
proceeding with offshore leasing adjacent to the 1002 area. Even if the 102d Congress
does not open ANWR (thus preventing development), it may with to consider
controlllndg the use of the 1002 ares as a support center, Eort, or pipeline corridor for
offshore )evelopment. (See CRS Issue Brief B9028 for background on OCS energy
programs

Management of Support Service*: Avoiding Paat Mistake*

‘Activities of the independent support service industry in the Prudhoe Bay area,
particularly at Deadbores, have been widely criticised. (Firms in this industry are
generally employed by. rather than part of. major oil companies ) At Deadhorve. the

um Uaaea land for these independent services (repair, cleaning, laundry, aircraft
supply, etc.). Issues include:

1.1/ development is permitted, should Confrees specif% the location of
support fscillUs* within the Refuge or require them to be located outside
(be Refuge?

| Should Congree* set financial standards or require bonds for
participation in ANWR service* to minimis* abandoned service aits*?

3 Should Confrees requ re a unified service center such as the on* at
Kuparuk Raid (w**t of Prudhoe Bay) for ANWR?

4 Should Coagree* mandate that garbage be hauled out of ANWR?
Acer**: Roads and Legal Conflict*

For Congress, a kury arc*— issue could be th« logurtkal conflict between the area’s
mana_(};e—sot — an industrial site vereua mana%emlent — a rvfuge devoted notonly to
wildlite coo**muon but also to recreation (inc udl_n% sport fishing and hunung), and
subsistence ua—.among other functions This conflictwould become more inun— with
added human populations and road networks reeulUng from development. In contrast
to the current free but difficult act*— at ANWR. acre— to the Suu-owoed Prudhoe
Bae/ complex is etrktly (if not alwaye effectlveb(? controlled. Visitors' and workers'
belong* eft are searched for firearm* alcohol. and drop. Non* of thee# requirements
now applt— to the 1002 area. Moreover, hunting, even for subsistence, is forbidden at
Prudhoe and limited tn other developed arse* Similar restriction# are not found in the
1002 area, and may conflict with the Refuge's]purppoa— — maurrsotiy interpreted The
Sum of Alaska is debating the opening of the TAPS haul rood (which ia now closed to
rivate vehicl— north of the Brooks Range) Pnvau vehicl— could drive as far as

eadhone Such an opening could po— new risks of poaching cr wildlife disturbance,

CRSY
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as well u neks of wider access * perhaps eventually to any 1002 road network
Specific access issue* which Congress may address include:

1. If development is permitted, should firearms be prohibited in the 1002
area for workers7 For recreational vieitora?

2. If firearms are allowed, should no-ehooting buffer tones be required
around facilities and structures? If so. bow much of the area would
remain open to subsistence and recreational hunting?

3. Should developed areas be doeed to recreational visitors7 If not, should

such visitors be allowed to use industry roads? To cross them?

4. Will the increased accessibility of Iha area lead to excessive hunting
pressure? Should the public have acre— (via tha haul road) lo the 1002
area? Should public access be restricted?

[@>)

What additional personnel would be needed to enforce these
prohibitions? Whoa* employe— would they be?

Area* of Special Environmental Significance

The wildlife debate has focused mainly oo the migratory Porcupine Canbou Herd
(PCH). However, other specie*, such as polar and gntaly bears and woivss, may be at
greater risk, in the view of some Congress may consider special protection <*g,
wilderness designation, delayed exploration, or a special regulatory r_egilme) of the most
important habitat*. The areas moat often mentioned for some special status include:

1. the nuyor calving area of the PCH;
2. the area around SadJerochit Spring (+ warm spnng which flows all year);

3. ths areas near the coast where substantial bird populations occur, and
where many female polar bear* make their dens; and

4. the area south end west of Angun Point that includes s ponton of tha
snow geeee'e fall feeding area.

SubfOHtoncec U*e and Acccm

Natives of Kaktovtk, on tha north coast above the 1002 area, are the major users
of the resource* in the coastal plain. aJthough they depend pnmanly oo marine
resource* Kaktovik Native* support leasing generally but oppose both leasing in the
primary canbou calving area in the east-central 1002 area and a restriction on
discharging firearm# Subsistence hunters (including especially th* Gwteh'in people
who hunt the herd in its winter rang* in Alaska and Canada) and th* Canadian
government oppose leasing tn th# calving area of the herd and aupgo.rt wildeme**
designation. Congress may consider the following issue# regarding subsistence use

CRS. 10
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1. If development is permitted. should the current etc*** or hunti ig right*
of Native uaere be restricted7 Should sport hunting be resu cted to
maintain subsistence opportunities if game population* diminish*

2. Are polar bears, which are currently IeRlaIIy taken only by Native*, at

special nek from a potentially increasing Native population and improved

ative mobility7 1f so. should the largely unrestricted Native take be
examined by Congreaa?

3. What voice will subsistence users have in new requlations w 1002
development (if any» evolve*7

4 What provision, if any. should be made to minimise impact* of
development on N*nv* culture among hoth north slope and interior
group*7

Revenue Allocation

Ifoil I* present, ANWR development revenue* from bonus—, rents, and r0¥aIU—.
a* well a* from sai— of gravel and waur. could generate billions of dollar* tor th*
landowner*. Peak annual royalti— alone si ght ran%* from $200 million to 12 6 billion,
followed by declining revenue# for 3040 year* If Alaska owns submerged land* in th*
Refuge, it could receive substantial revenues direrly — (See Legal 1**ue*. below.)
Whatever the Federal fraction of the income. Congre— must decide:

. 1/ development ta permitted, should Alaska receive its current 90%
statutory share of certain revenue* from Federal mineral I***— o0
federally owned lands; and considering th* terms of the Alaska Statehood
Act, could Congrs— change Alaska's share7 (See CRS report 8743A >

2. Should any Federal revenue* from ANWR be used for land acquisition io
Alaska or elsewhere — part of th# m|U%aIIon for reduced habitat valu-
ta a developed 1002 are*7 1f so. how should th* revecu— be allocated?

1/0g&i Iwruca

Certain issue* are heing addressed not only in legislation, but also in vanoue
courts

During th# 100th Congrs—. DOI preliminarily negotiated land —change* with
some Alaskan Native groups, trading oil and gas rights in th# 1002 area for land or
surface right* belonging to th# Nan*— within as—n other refug— in Alaska
Controversy over whether DOI could proceed with thaeichang- without coogra-sooeJ
approval w** resolved by P L 100-395 This act —Fraaaly require# congraaasonal
approval for eichang— or other coov#y*nc— involving land* to ANWR*# roaetal plain
Eichang— could be a part of the development alternative# considered by Coogr—*

CR511
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. Th# United State* and AJaeka diePul* th* ownership of submerged lands b*nesth
navigable w*t*r» within and nffehorr of ANWR Deﬁendln on how th* I*r»| taeue* ar*
decided. Alaska tnav own significant mholdinge «nthm ANWR |f th*a« inholdmgx ar«
opened to |easing. not onI){ would management of th* remaining Refuge land* b*
comPhcated. but Substantial revenue* from any oil on tho** inholding* would. accrue
to Alaska, rath*r than th* United Slat**. P L "100-396 addressed th*** taeue* in /Bart,
but significant imuh remain (For further information. #* CRS Report 87-673A)

Long-Term Cleanup

If no commercial quantity of oil i* fouad in th* 1002 area. substantial recovery of
th* *co*y»t*m from exploratory activtua* ehould uk* only a few year* If m”or
quantiti** are found, development including natural ga* extraction would probably laat
for decade* or even a century Substantial recovery might then take further centunee
in the harah Arctic *nvironaeni Thu*. Congr*** may edebatln? rehabilitation that
might not begin until 2040 or 2090. Furthermore, aom* type* of cleanup might not
even be deairabl* or practical: deep gravel road* and drilling pad*, for example, might
be impossible to remove without creatlng further damage, and thux might meaaeanl
become a permanent feature of the landecap* Few existing law* contemplate suc
long-term planning for a cleanup whoa* cauee may never occur The 102d Congr***
may consider various proposal* on th* long-term fate of the area

1. Ifdevelopment i* permitted, should industry pay a tax or fee to create a
trust fund for long-term cleanup, tn addition to on* for such short-term
P.roblems as Ol S?I”S and haiardou* waste spills* (CRS was unable to

ind a precedent for such a long-term clean up program )

2. Alternatively, should industry be required to pay for performance bonds
to ensure cleanup* How would such a long-term bond work’

3. What ultimate rehabilitation goal(e) should apply" Should th* area be
returned insofar as poasibl* to th* pristine pre-development stale after
oil is extracted? After gas extraction’ After offshore energy extraction?

4 What additional information is needed to plan for *o distant an event'

LEGISLATION

HR_.39(Uda|i/l _ _ _
Designate* the Arctic Coastal Plain <1002 area) as wilderne** Introduced Jan. 3.

1991: referred to Committee oo Interior and Insular Affaire

[I.R. 758 (D. Youngl _ _ N

Authortie# th* Secretary of the Interior to lease, in an expeditious and
environmentally sound manner, lands in th* Coastal Plain Study Area of th# Arctic
National Wildlife Refuge for oil and (u exploration, development, and production
Introduced Jan 30. 1991. referred to Committee* on Interior and tneular Affaire, and

on Merchant Marine and Fiehenet
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[I.R. 1199 (Owens) .

Amends Ihe Internal Revenue Cod# of 1986 to deny the option to expense
mtan.ribl# drilling and development costs for any well drilled within ANWR. to provide
incentves for the removal of crude oil and natural gas through enhanced oil recovery
techni' use. and for other purposes

Hit 1301 (I)Ingell. by req.) _ _

On* title of a bill to develop a national energy strategy provides for energy leasing
on the Arctic Coastal Plain. Introduced Mar. 6. 1991; referred to Committee* on
Energy and Commerce; Interior and Insular AffairsArmed Services, Merchant Marine
and Ftebene*. Science. Space, and Technology; Government Operations; Judiciary;
Public Works and Transportation; and Way* and Means

II.R. 1320 <W. Jones) _ o
~Authorise* exploration, leasing, development, and production in ANWR;
distribution of any revenues; create* a new National Wildlife Refuge; and for other
Eurpoee*. Introduced Mar. 7. 1991; referred to Committee* on Merchant Marine and
ishena*. and on Intenor and Insular Affair*,

Q*UUs. 239 (Mmxak)
A bill to honor former Rep Moms K. Udell
of ANWR as wilderness Introduced Apnl 30,1

and Inev'ar Affair*

S. 39 (Roth

Amendg the lzlational Wildlife Refuge Administration Art to designit* th* Arctic
Coastal Plain of ANWR as wilderness Introduced Jan. 14.1991; referred to Committee
on Environment and Public Works  Heanng held Apr. 19. 1991 (S.Hrng. 102-88).
Reported Nov 23. 1991 (S-Rept. 102-241).

hy deei?nating the Arctic Coastal Plain
991: Referred to Committee on Intenor

8. 109 (Murkokai? . _ _
Autbom** DOI to lease lands in the coastal plain of ANWR for oil and gas

exploration, development and production. Introduced Jan. 14. 1991; referred to
Committee oo Energy and Natural Resource*

8. 341 (Johnston) _ _ _ .

A comErehenswe national energy policy bill. _Title VII deals with ANWR
Introduced Feb ft. 1991; r>.erred to Committee oo Energy and Natural Resources
Heanng* bald vanou* del** (SHmg 102*3). S. 1220 reported in lieu - see below.

8. 670 (Johnston, by rwg.)

On* titl* of this bill to implement to* Administration** national energy strategy
euthontea #n«rgy leasing on the coastal plain, seta up Ieasm([; program, environmental
requirement*, and provide* for disposition of revenue# Intro uced Mar. 6. 1991;
referred to Committee on Energy and Natural Resources.

8. 1230 (Johnston)

Comprehensive national energy policy bill. On# title opens ANWR to development
Introduced June ft. 1991; reported by Committee on Energy and Natural Res'mre*
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June 5. 1991 iS Kept. 102*72)- Cloture vote on motion to proceed to consideration
failed (50*44). Nov 1 1991 (Roll call #242).
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ARCO Alaska. Inc.  NRDC/Trustees for Alaska/National Wildlife Federation
report 'Oil in the Arctic: the environmental record of oil development on AJaska'a
north elope* - comments and critique. 1988: iii-iv, 24.

Speer. Lisa and Sue Libenson. Oil in the Arctic: The environmental record of oil
development on Alaska's north slope. Natural Resources Defense Council. Inc.,

1988. 78 p.
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DOMESTIC OIL: PAST, PRESENT. AND FUTURE

SUMMARY

Annual doraefltic crude oillproduction peaked in 1970 at about 3.33 hillion
barrels and then began a alow decline that continued for the next aeven years.
Then, between 1977 and 1986, production leveled off, with yearly oil output
quctuatlng around three billion barrels. The long production decline was
arrested by a significant increase in domestic oil drilling, especially of
development wells within known fields. D_urm? the drilling boom of the early
1980s, only one percent of the successful oil wells were wildcats that discovered
new fields, and these new fields provided only ibout seven percent of proved
reserve additions. The drilling boom was a domestic response to rising world oil
prices, but in 1986 world oil prices fell sharpIK and domestic oil well drilling
again responded in kind. Since 1987 fewer than 20,000 oil wells have been
drilled yearly (compared to a peak of over 61,000 in 1984) and the number cf
[%roducmg ol wells has declined by more than 55,000 in the past three years.

he dramatic decrease tn domestic drilling was mirrored in reduced oil
production, bg 1992 down about 20 Bercent from 1985. Domestic crude oil
demand in 1992 was about 4.7 billion barrels, some 2.2 billion barrels cf which
was supplied by imports. This amount of imported oil is equal to an Average of
15 supertankers entering US. ports each aB. OPEC countries contributed
about 54 percent of these 1992 oil imports. Domestic crude oil prouuction is
estimated to continue to decline, by four percent in 1993 to 20 percent by the
decade’s end .Scompared_to the 1992 tevel). Future declines in domestic oil
production will lead to mcreasm% imports, most of which will likely have to
come from the Middle East. The future output from the mature oil producing
regions of the United Statee will depend on an even more intensive exploitation
of known fields through massive infill drilling and enhanced oil recover%
operations and the search for ewer smaller undiscovered oil accumulations. Suc

activities require extensive development activity, with even marginal production
ains dependent upon significant increases in dnllmg effort. Since a return of
the drilling boom is unlikely, as it is primarily dependent on world oil pnet, the
extent of the projected domestic oil production decline will depend mostly on
future exploration and development success in the key frontier regions of
Alaska's North Slope and the outer continental shelves (especially offshore
C.allfornlaR, where there are still prospects for the diacovery of giant fields.
Since exploration and development activities in frontier regions have long lead
times, near-term Federal leasing decisions will ?reatly afTect end of century
production and, therefore, imports and balance ot payments.

'Excludes natural gas liquids
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DOMESTIC OIL: PAST, PRESENT. AND FUTURE

INTRODUCTION

The United States today is powered by oil, It ﬁrovides 41 percent of total
domestic energy reauwem_ent.s,_a far larger portion than any other single energy
source. Nearly halfof this oil is imported, while over 80 percent of the total ol
consumed is for transportation, asphalt, and petrochemical feedstocks, whore a
substantial substitution of economic non-oil based substances is not expocted
soon. Thus, domestic oil production and oil imports will remain a very
important component of domestic ener?y demand into the foreseeable ftituro.
Because of the ener?y security and balance of payments problems associated
with importing very large amounts foreign oil, projections of future domestic oil
production are important in energy, economic, and foreign policy considerations.

DOMESTIC OIL PRODUCTION HISTORY
The Drilling Boom

When crude oil output in a mature oil producing region peaks and begins
to decline, past expenence has been that the decline is irreversible. Thus, when
domestic crude oil production peaked in 1970 at about 3.33 billion barrels per
year ond began a slow decline, there was a general expectation that tho decline
would continue. This judgement was baaed upon the _knowled%e that proved
reserves were decreasing and that oven optimistic estimates of undiscovered
resources indicated that some two-thirxls of the Nation's original recoverable oil
resource base had already been discovered. However, it was also assumed that
field growth would persist at historic rates. Qil fields often appear to grow over
time as continuous development proves additional reserves by infill drilling on
closer spacing, field extension, exploitation of new producing tones, or enhanced
oil recovery operations. About a decade after the production peak, domestic
drilling increased to unprecedented levels in response to world oil price increases
(see table 3). In the early 1980s, about 99 percent of the successful oil wells
were development wells associated with known fields. About 95 percent of the
development drilling was of infill wells, drilled on doeer spacing within the
boundaries of known fields. The remaining successful development wells either
found new reservoirs in producing fields or extended their boundaries. Of the
total successful domestic oil wells drilled, only one percent were wildcats that
discovered new fields, and these new discoveries provided only about seven
percent of proved reserve additions. In spite of the poor exploration results,
domestic production did not continue its decline; rather it was sustained at
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The average per well oil reserve additions since 1930 and the number of wells
estimated_to have been drilled for oil in 1993 are shown in table 1for each
region. The two values are_multiplied to estimate yearly regional reserve
aduitions to be used in the 13-year projection (to 2005 shown in table 2

TABLE 1. Regional Reserve Additions and Estimated Oil Wells

Drilled in 199
(in million barreﬁe\)
Reserve
Additions
Per Oil Well _ _
1980-1992 Estimated Regional
Average Oil Wells Reserve
Region Drilled Additions
Alaska 4.369 130 566
California 144 1735 250
Rocky Mts./N. Gt. Plains 117 648 76
W. Texas,E. New Mexico 074 4452 329
Gulf Coast 121 2173 263
Midcontinen* 024 2813 68
Eastern Interior 010 1085 11
Michigan Basin 083 31 3
Appalachians 006 467 3

SOURCE: Derived from: U.S. Crude Oil, Natural Gas, and
Natural Gaa Liquids Reserves. 1980 to 1992
Annual Reports. DOE/EIA-0216 (80-92), and
Quarterly Completion Reports, American
Petroleum Institute, 1980-1993.

It can be seen from table 1that Alaska and California have been the best
regions of the United Stages in which to drill an oil well, with average per well
reserve additions substantlalli/] higher than those in the other domestic regions.
During the 1980s, more than half of the oil reserve additions in California came
from enhanced recovery operations in the large heavy cil fields of the San
Joaquin baain. About one-third of California oil reserve additions came from
large fields discovered offshore. New ofTshore fields accounted for most of the
oil reserve additions in 1981 and 1982. In the early 1980, drllllng_was resumed
in the Santa Barbara Channel and several offshore fields were discovered ond
developed in the region, which includes the Santa Maria basin. Enhanced heav
oil recovery operations accounted for moat reserve additions in 1984 throug
1989. For California to continue to record average per well reserve additions
that are considerably higher than the national average, both enhanced ol
recovery projects and offshore exploration and development must be successfully

continued
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DOMESTIC OIL: PAST, PRESENT. AND FUTURE

INTRODUCTION

The United States today is powered by oil. It ﬁrovides 41 percent of total
domestic energy re(?uwem_ent.s,_a far larger portion than any other single energy
source. Nearly half of this oil is imported, while over 80 percent of the total oil
consumed is for transportation, osphsJt, and petrochemical feedstocks, where a
substantia] substitution of economic non-oil batod substances is not expected
aoon. Thus, domestic oil production and oil imports will remain a very
important component of domestic ener?y demand into the foreseeable future.
Because of the ener?y security and balance of payments problems associated
with importing very large amounts foreign oil, projections of future domestic oil
production are important in energy, economic, and foreign policy considerations.

DOMESTIC OIL PRODUCTION HISTORY
The Drilling Boom

When crude oil output in a mature oil producing region peaks and begins
to decline, past experience has been that the decline is irreversible. Thus, when
domestic crude oil production peakea in 1970 at about 3.33 billion barrels per
year and began a slow decline, there was a general expectation that the decline
wouid continue. This judgement was based upon the _knowled%e that proved
reserves were decreasing and that even optimistic estimates of undiscovered
resources indicated that some two-thirds of the Nation's original recoverable oil
resource base had already been discovered. However, it was also assumed that
field growth would persist at histone rates. Oil fields often appear to grow over
time as ooctinuous development proves additional reserves by infill drilling on
closer spacing, field extension, exploitation of new producing zones, or enhanced
oil recovery operations. About a decade after the production peak, domestic
drilling increased to unprecedented levels in response to world oil price increases
(see table 3). In the early 1980s, about 99 percent of the successful oil wells
were development wells associated with known fields. About 95 percent of the
development drilling was of infill wells, drilled on doeer spacing within the
boundaries of known fields. The remaining successful development wells either
found new reservoirs m producing fields or extended their boundaries. Of the
total successful domestic oil wells drilled, only one percent were wildcats that
discovered new fields, and these new discoveries provided only about seven
percent of proved reserve additions. In spite of the poor exploration results,
domestic production did not continue its decline; rather it was sustained at
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around three billion barrela peryear. The proved reserve additions needed to
sustain domestic oil output mostly came from the greater than historic field
growth that resulted from the more intensive development drilling.
Waterfiooding and enhanced oil recovery projects also helped stabilize domestic
production. The rise in world oil prices that caused the drllllnrg boom greatly
Increased the number of stripper wells (those producing ten or fewer barrels of
oil per dayi that remained economical, and therefore were not abandonxd,
making additional reserves available for production. In 1981 fewer than 7,000
stripper wells were abandoned, less than half the number abandoned yearly in
the early 1970s.

The Drilling Slump

‘In 1986, Saudi Arabia increased oil productior to protect its share of a
decllnm% world oil export roarkot, This action causod a sharp decline in world
crude oil prices. In the United States, rapidly falling oil prices resulted in a
dramatic drop in domestic oil well drilling (which fsll by two-thirds from e
record number of 61,339 in 1984), and an equa[IY_ dramatic increase in stnpper
well abandonment (to about 19,000). The_drlllng slump had a pronounced
impact on domestic crude oil production, which, to date, has decreased by about
20 percent. It is gossmle that domestic oil production would have been
sustained at early 1980a levela for at least several mors years had the drilling
boom continued.

It is more difficult to raise oil production than to sustain it. Even the
drilling boom did not return domestic output to the 1970 peak. Production is
now falling due to the drilling slump and stnpper well abandonment in excess
of 16,000 wells per year. Fewer than 20,000 wells per year have been drilled for
oil since 1987. Domestic oil output is denved from about 694,000 wells, about
three-quarters of which are stnppsrs. Average psr-well loroductlon has declined
from 17.2 barrels perday in 1970 to a current 11.2 barrela per day. The number
of producing wells has decreased by more than 66,000 in the past three years.

Projected Domestic Oil Production

Because of considerations of e_nergr_security and the halance of payments
problems associated with substantial o1l imports, it ia usefiil to estimate future
domestic otl production. A method to make such a projection entails the
diiaggregrdon of the United States into nine oil producing regions on ihs basts
of %eologlc and geographic homogeneity. A production and reesrve project!oi
is then mads for each region on the basis o avera%e reesnrs additions per oil
well drilled dunng the past 13 years (1980s and 1990s). This per well average
is multiplied by the total number of wells (exploratory, development, and dry
holes) estimated to be drilled for oil in tha region dunng 1993 to cakulata total
yearly oil reserve additions. The additions are then added to the region's proved
reserves and an estimate of oil production denved by the use of expected
reserve/production ratios. The regional projections are then added to give an otl
production and reserve estimate for the entire United States. In the same
manner, oil production estimates can be projected year by yesr into the future.
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The nvoragc per well oil reserve additions since 1980 and the number of wells
estimated to have been drilled for oil in 1993 are shown in table | for each
region. The two values are multiplied to estimate yearly regional reserve
additions to be used in the 13-year projection (to 2005) shown in tabls 2.

TABLE I. Regional Reserve Additions and Estimated Oil Wells
Drilled In 1993

(in million barrel$)

Reserve
Additions
Il Well

ro
1980-1992 Estim teld Regional
e

a

_ Average Oy Wells Reserve

Region Drilled Additions
Alaska 4,369 130 h68
California _ 144 1735 250
Rocky MtsTN. Gt. Plains 117 648 16
W. Texas/E. New Mexico 074 4452 329
Gulf Coast 121 2173 263
Midconttnent 024 2813 68
Eastern Intenor 010 1085 1
Michigan Basin 083 31 3
Appalachians 006 467 3

SOURCE: Dsnved from: .US. Cruds Oil. Natural Gas. and
Natural Gas Liquids Reserves 1980 to 1992
Annual Reports. DOEE LA-0216 (80-92), and
guarterly ompletion Reports. America:
etroleum Institute. 1980-1993

It can be seen from table 1 that Alaska and California_have been the bast
regions of the United Slates in which to drill an qil well, with average per well
reServe additions substantlallﬁ higher than those in the other domestic regions.
Dunng the 1980s. mors than halfof ths otl ressrvs additions in California cams
from enhanced recovery operations in the large heavy oil fields of the San
Joaquin hasin  About One-third of California qil ressrvs additions came from
large fields discovered ofTshore New offshore fields accounted for most of the
otl Teserve additions in 1981 and 1962 In the early 1980s, drllllng,was resumed
in the Santa Barbara Channel and several offshore fields were discovered and
developed in the region, which includes Ihs Santa Mans basin. Enhanced heav
oil recovery operations accounted for most reserve adJiuons in 1984 throug
1989. For California to continue to record average per well reserve additions
that are considerably higher than &he national “average, both enhanced ol
recovery projects and offshore exploration and development must be sucreaefully

continued
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Figure 1
Past and Projected
United States Oil Status

Billion* of Barrels
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TABLE 3. rut nnd.Projegted Unifed 9tnte« OU Statu*
fi Rfon barfels

[

_ Proved _ %I%Hel Al-(li%ei(teirc\)/ﬁ*
Year Production Keeerve* RV D”lloeﬁj for  Per-Well
1970 3.326 39.001 1211 21522 590
1975 2.888 32.682 11/1 26.253 051
1980 2971 29.805 1071 46.316 066
1981 2.945 29.426 101 60.940 042
1982 2.962 21.868 91 55.600 026
1983 3,016 21,136 91 52,511 055
1984 3.036 28.446 91 61.339 061
1985 3.062 28,416 91 48.489 062
1986 2,973 26,889 9/1 26.523 066
1987 2873 21,266 91 23,870 136
1988 2811 26,825 10/1 18,130 131
1989 2,686 26,601 10/1 13.896 163
1990 2.606 26.264 10/1 16,008 141
1991 2,612 24,662 1011 17,393 064
1992 2.446 23,746 10/1 12,389 122
1993* yvre 22971 1011 13.534 116

1994 2209 222299 10/]
2000+ 1.960 19.262 10/1
2005*  1.834 17.786 101

*E*tlm *t**
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recovery from production wella that were normally aPaeed._ Future output in the
mature oil provincea in the Lower-48 State:” also will depend upon the
meticulous search for the numerous, but generally very small, fields thought to
remain undiscovered Thus, reserve additions IN uch mature areas mostly will
be a function of the number of holes drilled. Since a very high level of drilling
activity, which does not appear to be forthcoming, will be necessary to sustain
production, domestic oil output is projected to decline.

The Status of the Domestic Petroleum Industry

The prospects of a return to a drilling boom are not favorable. Currently
leaa than 20,000 wella /exploratory, development, and dry bolea) are drilled for
oil per year and the number of producing wells has declined by more than
66,000 In the past three yean (to about 684,000). It ia estimated that onl
13.534 wella wera drilled for oil in 1993, an increaae over the 12,389 wella drille
in 1992. but a decline from the 17,393 wella drilled in 1991. The domeatie fleet
of drilling rtgs has been declining aince 1982, from 6,644 to 2,043, and leaa than
half of the _remamln? nga an normally drilling at any one time. In June 1992,
th* active rig count fall below 600 for the first time since record-keeping began
in 1940. The average for 1992 was 718.2 active rip, a new low. The decreaaing
ng count gut an eetimated 45,000 oil workere out of work in 1991 and 1992,
part 0f 460,000 oil workers who have loet theirjobe in the past decade.l

Another indication of the depreeaed nature ofdomestic oil exploration ia the
small number of seismic crews prospe_ctmg for oil, the fewest since the count has
been recorded (74 percent leas than in 1974). Laws and regulations that limit
access to the high potenual ureas in tha United States, coupled with crude oil
pncee below $20 per barrel, have reeulted in very low rates of return on
domeatie investments, causmg exploration and development activities b;( u.s.
petroleum companies to be focused internationally where, boeause of larpr
prospects, the potential return on investment ia much hlgher._ Uus. oil
companies spent only 74 percent as much on domestic oil exploration in 1992
as in 1991, Since 1988, domestic exploration and development spending by the
30 largest oil companies has decreased by 90 percent (to 910.6 billion). Domestic
*pending accounted for only 36 percent of the companies' exploration and
development budgets in 1992. The U 3. oil industry, in the past five years, has
'pent eome $30 billion more finding and developing foreign oil resources than

eveloping domestic oil fields.4

Aa a result, domestic crude oil production in May 1992 fell to its lowest
monthly level (7.05 million bairets per day) in 30 years, whila in July cruda oil

*Oil Rig Couni Drops to Record Low. The Energy Daily, June 18, 1992. p.
3.

‘Anderson: Qil and Gas Firms Continue Foreign Flight. The Energy Daily,
June 1, 1992 p. 3. Foreign Exodus of Qil Firms Continuing. Andsrson Finds.
The Energy Daily, July 11992 p 1-2; Domestic Oil Exploration OfTSharply
Anderson. The Energy Dally, May 27. 1993 p 4; and Oil Exodus Slowed in
'92, But Trend to Continue. Salomon The Energy Daily, Sep 8. 1993. p. 4.
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imports exceeded 50 percent of demand. Domestic proved crude oil reserves
declined by four percent in 1992, to 23.745 hillion barrels. California had the
largest percentage drop, double the U.S. average. Low oil prices and numerous
local and State environmental regulations contributed to California's steep
reserve decline. Total discoveries of crude oil in 1992 decreased to 484 million
barrels from 654 million barrels the previous year. In 1985, crude oil discoveries
totaled 1.144 hillion barrels. An even greater drop occurred in new oil field
discoveries which, at eight million barrels, were exceptionally low in 1992. This
can be compared to the 6.7 million barrels that is produced in the U.S. daily and
to the 97 million barrels discovered in new fields in 1991. The prior 10-year
average for new field discoveries was 15 times higher than the 1992 amount.
The ten largest producing companies held 66 percent of proved U.S. oil reserves
in 1992. These companies concentrated their domestic operations on fewer fields
and expended more of their resources on foreign operations. As a consequence,
collectively they experienced a six percent decline in their domestic proved oil
reserves. The reet of the producers averaged a two percent increase.

~Last year, comprehensive Federal energy legislation was enacted that
included a provision to reform the alternative minimum tax applied to
independent oil and natural .?as producers.  The tax reform allowed
independents (who, together, drill about 86 percent of U.S. wells and produce
about 31 percent of domestic oil) to claim more of thsir drilling costs as tax-
exempt business expenses. Included were the costs ofdrilling development wells,
injection wells for enhanced oil recovery operations, and horizontal wells.
Although an additional 1,145 wells were drilled for oil in 1993 compared to 1992,
a total ofonly 13,634 wells were drilled, the second lowest number in a decade.

~ The Oil Pollution Act of 1990 is in ths implementation process. The
Minerals Management Service has _Prop_osed a $160 million financial
responsibility requirement for offshore oil facilities, more than four times hltgher
than the current amount (§35 million). Even a narrow interpretation of the
Act's requirements would place significant new cost burdens on offshore
operators. The cost would fall most heavily on relatively small to mid-sized
companies, who are now the most active to offshore exploration in the G ulf of
Mexico and are becoming more important offshore producers. Tho added costs
may result in the loss of oil production and reserves due to early well
abandonment and could create an additional bamer for potential bidders on
offshore leasee

Enhanced OH Recovery

Qil wells are removed from production long before all of the in-place oil has
been recovered from the reservoir. The amount of in-place oil that will flow
unaided or can be pumped from the reservoir rock matrix to the surface varies
considerably from as much as 80 percent to as little as five Eercent. The factors
that determine the efficiency of such primary recovery are the energy (pressure)

*U.S. Crude Oil. Natural Gee, and Natural Gas Liquids Reserves. 1992
Annual Rsport. US. Dept, of Energy, Energy Information Administration.
DOE/ELA-2016<92>. Oct. 1993 p. 27-33
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of the reservoir fluids. the viscosity (resistance to (Iowa of the oil, and the
permeability (ease of flow permlttedyofthe reservoir rock/

In general, world primary recovery averages 20 percent of the in-place oil.
In the United States, however, avera%e primary recovery has been about 30
Eerc_ent, due to the large highly permeable reservoirs of East Texas and southern
ouisiana, that have strong water drives, and to the supcr-giont Prudhoe Bay
oil field on the North Slope of Alaska. Such reservoirs allow a more efficient
primary production than others with less porosity, permeability, and reservoir
energy that are common in some oil producing regions.

Recently, primarr recovery has heen enhanced by horizontal drillin
Usually horizontal wells are drilled with a tog-drlve rotarY system, starting wit
a long vertical section drilled to e point where the well is deviated and then
further deviated at a greater depth to a high angle apF_roach (about 70 degrees
from the vertical) to a target where horizontal drilling begins. The main
objective in the horizontal phase of drilling is keeping the hole within the
reservoir. The horizontal lateral hole is usually longer than 1,000 feet, while
the longest laterals are in excess of 10,000 feet. The longer the horizontal
Interal ?as long as it remains within the reservoir) the better. The reason for
drilling a horizontal well involves increasing reservoir contact area to the
wellbore. A higher reservoir contact area allows a horizontal well to increase
productivity in-many reservoirs and in most stages of recovery. The largest
contributing factor to improved recovery may be the crossing of untapped
complex stratigraphic oil saturated zones within heterogenous reservoirs. There
are many reservoirs which exhibit a low continuity of producing zones. These
would be prime candidates for horizontal development One such reservoir is
the Austin Chalk of Texas. Mors than three-quarters of the horizontal wells
dnlU-d in the United States have been into this reservoir. Although many other
domestic reservoirs have been horizontally drilled or are candidates for
horizontal drilling, an economic utilization of the mothod is site specific to
certain heterogenous reservoirs and, thus will not be universally applied to raise
production in all reservoirs.

Secondary recovery methods can be used to increase the percentage of in-
place oil recovered by attempting to maintain or restore reservoir pressure by
the injection of gas or water. Waterflooding has become so commonplace that
the domestic oil industry produces seven barrels of water for each barrel of oil.
Wau rflooding results, on average, in about a 40 percent recovery ofin-place oil.
As oil companies increase their oil recovery efficiencies, they are reporting much
lower residual oil saturations in waten<l-out portions of their reservoirs. Using
this new information, the remaining volume of domestic in-place oil could be
reduced from the 300 billion barrels commonly reported, to 210 billion barrels.7

‘Riva, Joseph P ,Jr Exploration Opportunities in Latin Amonca. PennWell
Books, Tulsa. Oklahoma, 1992, p. 242-244,

Elkins, L. F, The Uncertainties of Remaining Oil In-Place as a Target of
Tertiory Oil Recovery. The Interstate Oil Compact Commission Committee
Bulletin, v xxvii, no. 2. Dec. 1985. 16 p.
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Thte v?lume is not only smuller, the oil left in the fields will bo more difficult to
extract,

 After secondary recovery methods have been used, the extraction of
additional il requires more sophisticated and expensive techniques. These
enhanced oil recovery technigues usually attem Pt to reduce oil viscosity by the
introduction of heat (steam) or of other injected substances such as carbon
dioxide, polymers, solvents, surfactants, miceller flujds, or even microorganisms
in variols combmations depending upon reservoir conditions and cude ol
Propertws. These processes (gomet|mes termed tertiary recove_rly techniques) can
urther increase recovery to 40to 80 perr ant of the in-place oil depending Upon
thlelprocess employed and the physical properties of the reservair and of the
oil.

In 1960, some 333,000 barrels of oil per day wero liftod b% enhanced oil
recoveay operations. By 1992, domestic enhanced oil recovery had more than
doubled to about 761,000 barrels per day (11 percentof total production). In the
future, the achievement of such significant increases in enhanced oil recovery
production will present substantial problems. About 61 percent of current
enhanced oil recovery production is derived from thermal éstea_m) treatment of
heavy oil fields, but such production is lower than in 1986, being inhibited by
the low price of heavy oil and the environmental laws in California. Thermal
recover' has been most successful in California-type reservoirs that are over 60
feet thick and contain high saturations of heavy oil. Increased heavy oil
production has been constrained in California because of the air pollution
associated with the burning of the oil to produce steam. However, natural gas
I increasingly being used to fijel thermal projects, helping to ease
environmental impacts and restrictions, and allowing a small (1.4 percent)
increase in thermal recovery in the past two years.

Gas ipjection recovery increased hy 36 percent since 1990 due to additional
carbon dioxide injection projects in Weet Texas and hydrocarbon gas injection
at Prudhoe Bay. Carbon dioxide flooding has been relatively successful in Weet
Texas carbonate reservoirs, principally because of high residual oil saturation
and the proximity of large natural sources of carbon dioxide in Colorado and
New Mexico. The oil development infrastructure in West Texas ia in place,
making the expansion of carbon dioxide injection into other nearby oil fields
economical. Prudhoe Bay contains a huge natural gas cap that can be used for
pressure maintenance to recover additional oil in the field since it cannot be
otherwise commercially produced. Thermal recovery plus gas recovery accounts
for about 99 percent of domestic enhanced oil recovery, rheee are relatively
site-specific processes, os described above.'

Chomieal recovery has more general application, but has declined by 90
percent since 1988 and accounts for only about one percent of domestic

'Ibid.

'Moritis. Gunns. EOR Increases 24% Worldwide; Claims 10% of U.S.
Production Oil and Gas Journal. Apr. 20, 1992. p. 51-79.
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enhanced oil production. The decline was partially a result of low oil prices
(injected chemicals are expensive) and partly due to technical problems. In
chemical recovery pr(()jjects, the reservoir sometimes appears to inhibit the
chemical ﬁrocess.es ond the desired oil recoveries are not achieved. Since each
reservoir has unique ﬁrop_ertles, specific chemical systems must be designed for
each application. Chemical recovery projects, as well os thermal and gas
injection projects, will hove to be increased to offset declining primary and
secondary production. However, no enhanced recovery technology will be able
to provide production rates comparnble to those achieved in the exploitation of
new oil discoveries.1

Oil Imports

It appears that the Earth originally contained around 2,332 billion barrels
of recoverable oil, of which some 31 percent already has been produced and
consumed. If the remaining oil were evenly distributed and exploration and
development everywhere proceeded at the average pace achieved in the United
States, world oil production could be sustained at about its current level (22
billion barrels peryear) for around 75 years. Then, toward the end of the next
century, a declining resource base would force down yearly world ol
production.l However, since the world'* remaining oil Is very unevenly
distributed (see table 4), future oil production must be ﬁmjected on a country*
by-country hasis. This can be illustrated by calculating the number ofyears into
the future a country may be able to sustain current production by using the
U.S. experience as a model of exploration and development.

~ The results of such proH'e.ctions.are shown in table 6, with the countries
listed downward in order of increasing time of sustainable production. It is
interesting to note that the United States is the leading member in the short-
term sustained production category. The next two members, Canada and the
United Kingdom, export large amounts of oil to the United States. Due to
Fro;ected future production declines, however, they can not be expected to be
ong-term suppliers. Likewise, Trinidad ships substantial amounts of crude oil
to the United States, and may experience increasing difficulties in doing so in
the future. Norway and Colombia, both important exporters of crude oil to the
United States, are estimated to be unable to sustain current production levels
past the end of the century.

The countries with the long-term {oroduction potential and the potential to
significantly increase current crude oil production are, with the exception of a
few former Soviet republics, grouped in the Persian Gulf. It is to this region
that the United States, and the rest of the world, must turn for future nuyor oil
supplies. As a representative of most of these countries, OPEC s reacting to

l0Doecher, T.M. and J. A. Kostura. Enhanced Oil Recovery and Domestic Qil
Reserves 10 Years Later. SPE/DOE Fifth Symposium on Enhanced Oil
Recovery, Tulsa, Oklahoma. Apr. 20-23, 1986 p. 7.

"Rtvo. Joseph P . Jr. Dominant Middle East Oil Reserves Critically
Important to World Supply. Qil and Gas Journal. Sep. 23. 1991 p. 62-68.
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consumer nation efforts to decrease the use of oil in the long-term by such
environmental/economic means 0s acarbon tax. OPEC states that it would be
a mistake to overlook the eecond halfof the 1990a, during which the anticipated
growth in world oil demand will require the producer nations to consent to a
massive expansion of their productive capacities, at great expense. It would be



TABLE 5 Time to Which Current Oil Production Can Be Sustained

Mid J990's End of 20th Century
United States Indonesia*
~Canada Colombia
United Kingdom Egypt
~Australia Argentian
Trinidad & Tobago Norway
Angola Ecuador
Oman
Eorlv 2Lst Century Mid 21st Century
Brazjl India
Russia China
Malaysia Ukraine
atar* Libya*
Algeria* Brune
Nigeria* Romania
Late 21st Century 224 CsntvrY
Azerbaijan Turkmenistan
Yemen Uzbekistan
Mexico Kazakhstan
Iran* Venezuela*
Saudi Arabia*
UAE*
Irag*
Tunisia
Kuwait*

*OPEC Countries

self-defeating, according to OPEC, to thus create short-term security of supply
without first obtaining Ion_?-term security of demand at the higher levels.
However, with mcreasm% oil demand and the declining productive capacity in
]Ehe resbtlofthe world, the longer term economic prospects of OPEC appear quite
avorable.

~Soma 2.223 billion barrels of crude oil was imported into the United States
in 1992, about 48 percent of supply. This amount of imported oil would require
an avera?e of 16 supertankers entering U.S. ports each day. OPEC contributed
about 64 percent of 1992 0||_|mﬁorts.. Since most of OPEC's long-term
ﬁroductlon capacity is centered in the Middle East (a region in which tensions

ave reached the explosion point on numerous occasions, triggering wars, ||Ie%a|
occupations, coups, revolutions, sabotage, terrorism, and oil embargoes), the
security of the U.S. energy supply remains a concern.
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CONCLUSIONS

Modern civilization is powered by oil. In the United States, oil and oil
products provide by far the largest portion (41 percent) of total energy
requirements.  Since over 80 percent of U.S. oil is used for transportation,
aaphalt, and petrochemical feedstocks, where widespread substitution of
economic non-oil based substances is not expected soon, domestic oil production
and foreign oil imports con be expected to remain a very important component
of the total domestic economy into the foreseeable future. Domestic crude oil
production is projected to decline, by four percent in 1993 and by 20 percent at
the end of the century. New giant fields, from which large amounts of oil can
bo produced from relatively few wells, are needed it declining domestic
production is to be shored up, thus helping to keep energy affordable. However,
almost all of the remaining undiscovered domestic giant size oil fields are likely
to be site-specific to a relatively few areaa in Alaska and on the outer
continental shelves. Although ?reat controversy, reflecting differing societal
values, surrounds the search for and development of oil in these areas,
successful oil exploitation there likely would help to ameliorate both balance of
payments and energy lecunty concerns, although would not break OPEC'’s
control of the world oil market.
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TONY KNOWLES, GOVERNOR

DEPARTMENTOFFISH AND GAME

OFFICE OF THE COMMISSIONER / E NEAU,E\ (8 d ?882-5526

Comments of the Alaska Department of Fish and Game on HJR 23

The CDQ allocation was instituted when the North Pacific ishery
Management Council (NPFMC) approved a four-year Inshore/offshore
allocation of pollock. Pollock CDQ fishing began in December 1992,
but is scheduled to sunset at the end of 1995, unless the NPFMC
rolls the program over for a three-year extension while they
complete work on a groundfish and crab limited entry program.

A smaller, permanent CDQ program for Bering Sea halibut and
sablefish was also passed by NPFMC as part of an IFQ program foi
those two species. Most of the CDQ halibut will be caught by local
skiff fishermen beginning April 1. The halibut program also
provides an example of the non-economic benefits that may be
associated with CDQ programs when the resource 1involved is of

cultural significance.

The State of Alaska 1is the main monitoring agency for the CDQ
programs. Three departments share responsibility of ensuring the
groups follow state and federal regulations. The state also 1is
responsible for allocating portions of the CDQ quota between the
established CDQ groups which represent 56 western Alaska
communities historically reliant on the Bering Sea resources.

The 3ering Sea groundfish and crab fisheries are extremely capital
intensive-industrial fisheries. The Council has began a program of
Comprehensive Rationalization to end the open access nature of
these fisheries. The main qualifying criteria being considered by
the council relies on previous catch history or participation in
the Bering Sea fisheries.

This criterion eliminates Western Alaskans, who have not had the
opportunity to participate. CDQ communities have historically not
had access to the capital necessary to participate 1in these
industrial fisheries in their own back yard. Additionally, the
quantities of fish caught and processed are immense, and the price
paid per pound only becomes profitable when huge volumes are
landed. Thus making it impossible for local small boat owners to
have participated and gained catch history.

The inclusion of a CDQ allocation under the council®s comprehensive
rationalization program will (1) allow the council to move forward
with limitation and reduction of the industrial sectors,- and (2)
provide opportunities to residents who are proximate to, and
historically reliant upon the Bering Sea resources, but have betn

DEPARTMENT POSITIONS



TONY KNOWLES, GOVERNOR

DEPARTMENT OF COMMERCE AND P
ECONOMIC DEVELOPMENT W EAEU{ 0;}%@998110004

DIVISION OF ECONOMIC DEVELOPMENT

)JCED COMMENTS ON I[IJR 23

BACKGROUND

The pollock Communr% Develogment uota EiD 2] gi) ram |s a fe?(eral allocation

of approximately 100,000 metric tons of pollo
communoltres tn (?7 horder the Berjn Sea Itwasr ﬁlemente |n Dece ero

rs scheduled to sunset In ecem e of 1995 unless extended %
North Pacific Fis erP/ analqement ouncil (Council) and ix rove
ce sworth aﬁgroxr ately $20 milly annu ly in
revenue generate ease of those rvesﬁrn% hts to seafood In utrg
artners. B%t e timé the program sunsets later t Near It will have nera%ed
ore than $80 million In payments to the region and created more than600 jobs

The halibut and sablefrsh CDQ pr(1)gram is also a federal aIIocatron offrshery
resource to eli;r e communrtres at allocation was made as Ir[)]arto the halibut
and Eablefrs Pro*p an will n?t sunset. It1s a much smaller allocation,
worth approximately *3 million annually.

The 56 eligible communities have grouped themselves into six organizations that
vary in srzge fom one to 17 vnflagesg P g

The intent of the CDQ program is to rovrde these remote Alaskan villages, which

havehrstorrcally been reliant on the fishery resource e errnlg ea, an "entry

ticket" |nto the caprtal intensive fis erres of the Nort Pacr ic. For that reason,

the oa of the CDQ_program is to attain economic self-sufficiency for these regrons

n % succestsfu mvesment In fishing industry businesses and infrastructure in
rth Pacitic seafood Industry.

One ofthe most un|%ue features of the CD%gro ram is that it fosters

accom lishments of am |tr%us Community eo ment lans (CDP). befause of
? etitive nature of the allocation process. These plans, which'in ude

ent training and mvestmenﬁ mrlestones are ac vely monifore Y

sta e. "It a.group fails to meet scheduled mrlestones it could hurt therr ab lity to

ecure desrred aIIocatron levels dUJrng the next allocation cg hile DPs can

e amended 00d cause must be demonstrated to win approval from the state and

ederal goverriment.

While this is a federal Erogram It IS the state’s responsibility to oversee its

implementation and assuré compliance with state and feg faCIllrle tuelat |gnss CCTehse of

Secretary of Comme

state alsq provid sassrstancet CD artrcrgants 10 h]e

thelr ro ects an rams The three agencies which snare equally |

management of t QD ram are the De artment ofCommunrt an Re lonal
Affair SDCRA Alaska nt of F |s n}] (ADF&G I) and D rE)artm nt of
gomme ce an Econn eve pment H . The National ' Marine Fisheries
ervice <NMFS) provr dera over3| t.

DEPARTMENT POSITIONS



DCED COMMENTS ON HJR 23
PAGE 2

Since the CDQ program was implemented, twg pollock allocations and one haliput
and sa IeﬂshQaI oca?tlon have begn made. T0 a[t)e all recommendations made by
the state have been approved at the federal Tevel.

PROGRAM EFFECTS

The most |mportant work ahead of us is to extend the Eollock CDQ Pro gram
eyond 1995 anF ﬁ)(and it toa d|t|onals ecles. It ha been the poljcy of the
te that It will see ocatm{t enever a |m|te accessch me 1S

ro ose for any sapemes un er federal jurisdiction. That policy has heen

emented as part of effor the sltate to roll-over separate onshore and
orpghore a} locations of iﬁls and to develop a Comprghenswe Rtatmnaqlzatlon

toder: 3
Plan (CRP) to change federal fishery management in the North Paci

Currently, extension of the CDQ program is being moved forward for consideration
in four séparate platforms:

1. extension of the onshore/offshore allocation program
2. the state’s proposed license limitation program

3. the state’s proposed phased-in quota program

4, reauthorization of the Magnuson Act

Exte_n3| n of the CDQb ro ram a ro osed in this resolution, should continue to
receive |gh priority ;P state for several reasons:

1 Ituse r|vate sector money to sRur significant eionomlc development
néje ?ptgg\{\éer%ern Alaska and nhas decreased reliance on state and

2. All.CDQ programs are developed at the local level and reflect the
unique ne)e(?sgofthese dlversepcommumnes

3. The gartnersm formed hetween the CDQ groups and their
harv stmq partners has Jge a transference of knowledge and
expertise that Is unequaled in the public sector.

4. It has prowded astron incentive for]omtventure seafood
investments py the CD rou s and th e|rPartners that WI|| Increase
the I|keI|h0ﬁd ofsuccessrf mvgstment participation by CDQ groups
In the North Pacific seafood Industry

5. It has benehted the entire fishing mdustry I)]/lprowdm venture
caeltla to the .C grougs to éom%etep t stritct re
onpment in the egion and to nelp finance development of new

salmon products.
6. Itis the mast effective way to sijjinificantly incrense Alaskan
ownership In the North Palcmc flljrhmg industry.

DP/dgll 13.dp/020%%n
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Executive Summary

This report examines the economic development impacts o f the first twenty-five
months of the Bering Sea pollock Community Development Quota (CDQ) program on the
western Alaska region

The CDQ program was designed by the North Pacific Fishery Management
Council (Council) to allow residents of the economically depressed region o f western
Alaska access to the Bering Sea fisheries The Benng Sea pollock fishery is one of the
largest fisheries in the world with an annual harvest o f approximately 2 9 billion pounds
with an annual ex-vessel value in excess o f $200 million  Because this is an extremely
capital intensive fishery, the ability o f western Alaskans to participate in the harvest of the
resource at their uoorstep has been severely limited

Prior to implementation of the CDQ program, approximately 94% o f the value o f
this fishery was accrued by non-Alaskans, virtually none ofthe value was captured by
western Alaskans By setting aside the 7,5% of the quota for harvest by those regions
bordering the Bering Sea, the CDQ program has permitted participation o f the utilization
o f this resource as a mechanism to spur economic development in this economically

depressed region

The economic development impacts o fthe CDQ program must be assessed in the
context of life in western Alaska There arc $6 communities that meet the criteria for
participation in the CDQ Program, representing a total population 0f21.037 According
to 1990 Census data. 77% arc Alaska Natives Poverty and unemployment are chronic,
in 1990. more than 25% of the people in CDQ communities lived below the poverty level,
twice the state rate  Unemployment rates ranged as highas 31% In many ofthe CPO
communities, the average income is nearly halfthe median state level Non-economic
standards also portray the region's underdevelopment Much o fthe housing available is
substandard and utilities that most U S citizens take for granted such as water, sewer, and
telephones are in short supply Inova halfofthe communities, five gallon buckets or
outhouses remain the primary means o f sewage disposal Three quarters o f the
communities do not have piped water and sewer available to at least halfthe homes in the
community The result o f these characteristics is poor health conditions, high rates of
infectious diseases, and low living standards It is this profound stale of
underdevelopment against which this report examines the economic development impacts

ofthe CDQ program

The bert data available for describing the population and economy o f western
Alaska pnor to implementation of the CDQ program including income, employment and
other demographic information is contained in the 1990 US Ccmm Report  For purposes
of this report, those figures aic used as a basis for comparison with quarterl/ and annual
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ExccuUvr Summary

audited reports to the State in helping to assess the economic impact o fthe CDQ program
from the date o fils implementation on November 18. 1992, through December 31, 1994
Comparison of this data demonstrates important impacts on employment, income,
infrastructure development, investment, training and educational opportunities in (he

region

By the simple measure o fjobs and income, the CDQ program is contributing to the
economic development ofthe region, providing private sector employment opportunities
where few existed

» In the first two years, the CDQ program's contribution to local jobs doubled

* Jobs created by the CDQ program represent 57% ofall non-government
related, "basic employment" job in the region

* During this time, CDQ wages and henefits represented a 2 4% increase in
income for the region

A major goal of many of the CDQ groups was to develop infrastructure within the
regional fisheries that would make possible greater participation in the fishery Eachof
the infrastructure developments provide benefits to the region as a whole as well as the
entire fishing industry Major infrastructure projects which have been complete or arc

underway include

Dock facilities in Atka, Nelson lagoon. False Pass and Nome
Harbor improvements in St George and St Paul
lee delivery systems in Savoonga and Koyuk

Gear storage facility in False Pass
Processing facility improvements in Shaktoohk. Unalaklcct. Nome. Atka,

Bethd and Emmonak

Equally important as physical infrastructure is the dcvdoptm *of human resource
infrastructure which provides the skills and expertise necessary for the long-term
sustainability o feconomic development in the region Progress toward that end includes

A total of 1141 training, internship and educational opportunities were made
available by the CDQ program including 176 higher education scholarships. 38 vocational
education programs and 927 technician training programs

Another major goal of the CDQ program was to provide for increased
participation by western Alaska residents in the fisheries of the Bering Sea In the fust
two yrai* of the program, five of the six (*(X ) group: have pMicipafcd in fishery
investments including
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« Joint venture investment* in a factory trawler, a factory longlincr/crabber, two
shorc-bAscd facilities and one catcher vessel

« Wholly-owned investments in one shore-based facility and approximately
thirteen small catcher vessels

» Three CDQ groups and their harvesting partners have invested considerable
resources in the development ofnew salmon products and markets

Because economic development is a complex process, it is difficult to measure
Generally, economic development must add jobs and income to the region, provide for
local control and human resource development and generate benefits that arc sustainable
over the long term

In sum, y all of these measures, the CDQ program is contributing towards the
process ofeconomic development within the western Alaska region It is bringing about
economic development a measured by jobs, local control and long term sustainability
This infusion o f capital has not only created private sector jobs in the region where few
existed, it has provided hope and opportunity which arc integral components to building
sdf-estcem and seif-rchancc in the region

Despite these remarkable advances, the economic activity generated to date has
not transformed the region economically - nor is there any reason to expect that it should
have mjust two years The CDQ program will require continued sustenance to survive its

infancy
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Chapter 1

L INTRODUCTION

The Bering Sea pollock fishery U one of the largest fisheries in the world, with an annual
harvest of about 2.9 billion pounds (1.3 million metric tons). Beginning in 1992, the Community
Development Quota (CDQ) program set aside 7,5% ofthe Bering Sea pollock harvest (about 215
million pounds annually) for direct allocation to disadvantaged coastal communities in Western

Alaska

The 56 communities bordering the Bering Sea that received the quotas arc in one of the
most economically depressed regions of the United States. A major goal of the program is to
allow these communities to accumulate sufficient capital so they can invest in the fishery, thus
bringing sustainable economic development to the region

This report examines the economic impacts of the first twenty five months of the Bering
Sea pollock Community Development Quota (CDQ) program on the western Alaska region The
CDQ program regulations became effective on November 18, 1992 and CDQ fishing was
permitted to begin on December 5, 1992. Therefore, most of the impacts of the first three years
ofthe program actually occurred over a twenty-five month period

Organization of this Report

Chapter Il ofthe report describes the western Alaska region Chapter |11 describes the
history and implementation o fthe CDQ program, and provides an overview o f the program
during the first twenty-five months Chapter IV describes the types of projects proposed by the
CDQ organizations and the activities undertaken during this period Chapter V describes the
broader development impacts o f the program, including impacts on future employment and
income Finally. Chapter VI addresses the other impacts o f the CDQ program on the region and
the potential effects if the program were discontinued

Information Sources

The economic description of the western Alaska region in this report is based primarily on
the 1990 U S Census herniation on the CDQ projects and then economic impacts «* based
primarily on material provided by the six CDQ groups These include CDQ applications,
guarterly reports and audited annual reports

Pare |
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C hapter 1l

II. THE WESTERN ALASKA REGION

The Physical Setting

The Bering Sea is renowned for its matInc productivity and fierce weather The open
ocean waters of the Bering Sea arc home to some o f the greatest fishery resources on earth They
contain vast schools of fish such as pollock and herring. The bottom is home to numerous
commercially caught species of fish and crustaceans including Pacific cod and the famous, and
large, king crab. The rivers emptying into the Bering Sea arc visited yearly by millions of salmon
migrating upstream to spawn Feeding on all of this natural bounty arc numerous species of
marine mammals and sea birds

The open waters ofthe Bering Sea annually freeze as far south as the Pribilof Islands and
Bristol Bay, and even further south along the coast Natural deep draft harbors arc non-existent
north of the Alaska Peninsula due to extreme tides, low terrain and silty bottom The weather has
been described as among the worst on earth, with hurricane force winds, mountainous waves,
freezing spray, and a winter season of short days and long nights.

The Alaskan coast which borders the Bering 5ca is barren and entirely treeless It includes
several thousand miles of coast from the uninhabited tip of the Aleutian Islands to the tiny
community of Wales astride the Bering Straits The landmass varies from volcanic along the
Aleutian Islands to marshy delta at the mouth of the Yukon and Kuskokwim Rivers. Where the
ground is not solid rock, it is often underlain by permanently frozen ground tens or even hundreds

of feet deep.

Natural Resources

There arc limited mineral resources along the coast including deposits of gold, platinum,
and tin Due to the high expense ofoperating in the harsh environment, very little actual mining
occurs There is also the possibility o f major petroleum reserves offshore from the region Due
to the engineering challenges, changing regulations, and high exploration and production costs
these reserves have not been developed, although some exploration wells have been drilled.

The Bering Sea arc is bancn in winter but lush in summer. At that time it possibly
contains more mass of mosquitoes than all other species combined Vast flocks o f waterfowl
migrate north to nest in the marshes and along the rivers and lakes Seabird' nest in the millions
in densely packed rookeries Animals that have hibernated for much of the year lake advantage of
the few summer months to eat a years w-orth of food Large animals such as canbou and whales
migrate back and forth to the rich, pioductive summer grazing grounds Also during the brief
summer, millions o f salmon return to their natal streams and herring to the coastline These are
followed by the numerous fish, mammals and birds that feed on them
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| lic Western Alaska ECONOMYy

There arc four main regional centers of commerce and population in the region: Dutch
Harbor, King Salmon, Dillingham, and Nome. (Dutch Harbor is not one ofthe CDQ communities
due to its pre-existing involvement in he Bering Sea fisheries.) Much of the economy in King
Salmon and Dillingham is based on seasonal salmon fishing, whereas Nome was originally based
on gold mining. All three function as commercial and transportation hubs. Residents from
outlying communities visit to purchase goods and services not available locally and pass through
on their way to Anchorage and beyond.

While several roads exist in the region, they link only a few ofthe communities. None of
the roads that exist arc connected to any outside ofthe region. Almost all of the towns and
villages arc totally isolated from each other. Access between them is limited to boats in the
summer, snowmachincs in the winter, and planes. The closest CDQ community to a continuous
road system is about 300 air miles front Anchorage and the farthest over 1,200 miles

The reliance on air transportation means that the price of many goods is greatly increased
over other areas of the country. In addition, it is very expensive to travel to Anchorage or even
between communities Wages arc commensurate with these higher costs and therefore costs of
production with local labor arc higher than elsewhere.

The remoteness and isolation ofthe western Alaska region limits employment
opportunities for most residents to those which can be found within their communities.
Commuting out ofthe region or even from smaller communities to regional centers on aregular

basis is prohibitively expensive

The wage economy of western Alaska is concentrated in only a few sectors. Relatively
few locally consumed goods and services arc provided in the region, most goods and services arc
imported There is a high dependence on income from transfer programs such as the Alaska
Permanent Fund Dividend Program and the Alaska Longevity Bonus Program, and Aid for
Families with Dependent Children

The majority of regional employment is with federal, state and local governments. Federal
employees consist primarily of those managing federal lands, providing health care, airport
operations, and military personnel State personnel arc employed primarily in schools, various
state agencies, health care centers, and airport operations Local governments employ
administrators, school workers, utility operators and local public safety officers

A typical small community has limited employment opportunities These might include a
school, post office, local utilities, retail store(s), local government, health aide, public safety
officer, airport agent. National Guard, and local road and airport maintenance Others employed
locally such as school teachers and clerics arc most oflcn from outside the region Larger
communities have more services, retail centers, and government services and therefore more

employment opportunities
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Jobs related to education account for 26% of all regional employment. Each community
has its own school and often it is the main employer in the community. Many times this is
accomplished by sharing one full time position between several households to ensure the
maximum employment opportunities.

U.S. Census Data for the Western Alaska Region

The best available data for describing the population and economy of western Alaska are
from the 1990 U.S. Census, which occurred prior to the start ofthe CDQ program in 1992. As
will be utscussed in Chapter V, the CDQ program has provided significant new employment and
income in some CDQ communities. In addition, economic changes not related to the CDQ
program have occurred in the fishing industry as well as other parts ofthe economy. The 1990
census data arc therefore somewhat out-of-date However, they still provide a reasonable picture
ofgeneral economic conditions in the region. No other detailed up-to-date data exist on the
economy and population of western Alaska in 1995.

Population

There arc 56 communities in the CDQ region ofwestern Alaska As shown in Table I1-1,
these communities had a total population 021,037 in 1990. The combined populations of the
villages represented by individual CDQ groups ranged from as low as 397 for the Aleutian Pribilof
Island Community Development Association to as high as 7621 for the Norton Sound Economic

Development Corporation

Seventy-seven percent of the residents of the CDQ area were Alaska Natives All ofthe
groups have a majority Alaska Native population For three ofthe groups (APICDA, CVFC, and
YDFDA) the Alaska Native population was over ninety percent o f the total

All ofthe CDQ groups have arelatively large share of their population under the age of
sixteen, in the YDFDA more than 40% ofthe population is under sixteen This indicates both a
growing labor force which will require jobs in the future and the relatively larger magnitude o f any
employment increase relative to the working age population
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Labor Force ami Employment

Table 11-2 shows labor force and employment characteristics o f the CDQ group villages.
The civilian labor force is only 59% of the population aged 16-65. Civilian labor force
participation is limited by membership in the military and choice not to participate in the labor

force.

The unemployment rate is defined as the number of persons working divided by the
civilian labor force At the time ofthe census all CDQ groups were experiencing relatively high
levels ofunemployment, ranging from 9% (BBEDC) to 31% (YDFDA). While these high
unemployment rales partly reflect the seasonality of employment opportunities and the timing of
the census in April, they also may show the effects of limited employment opportunities.
Unemployment rates may significantly underestimate true unemployment if workers drop out of
the labor force due to lack of employment opportunities: When people know there are nojobs
available, they stop 'ooking and arc not counted as unemployed

Table 11-2 also shows the types ofjebs held by the residents o f the CDQ areas in 1989.
What is most interesting about this table is the relatively low share of the resident population
working in the industries and occupations associated with fishing. While almost fifteen percent of
the employment in the Aleutian Pribilof and Central Bering Sea regions was in the fisheries
industry, no other region had over five percent in this industry. Only the Central Bering Sea had a
significant share o f employment in manufacturing, which is almost entirely fish processing. While
work in the transportation industry may also be fisheries-relatet, fishing industry employment was
not significant in most ofthe CDQ group areas in 1990. In five ofthe groups Educational
Services and Public Administration were the most important incustrics, indicating the importance
of public sector/government jobs to these regions

Income

Table 11-3 describes the income characteristics o fthe CDQ group communities in 1989.
All ofthese regions had median incomes which were lower than the state median income of
S41,408 in 1989. The median income in the Central Bering Sea area and the Bristol Bay area was
less than ten percent below the state level, but in the Yukon Delta area and the Aleutian Pribilof
area the median income was only slightly greater than halfthe state level The relatively high cost
ofliving in rural Alaska suggests that in real terms, comparing the media- incc nes may actually
underestimate the economic well being of residents in these regions

In 1989 the poverty rate for the state was almost seven percent The poverty rates in all
the CDQ areas except the Central Bering Sea area were at least twice the state rate.
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Social Conditions

In 1990, more than 25% of the people in the 56 CDQ communities lived below the
poverty level. Most residents of wcste n Alaska are Alaska Natives. Many older people speak
English as a second language or not at all Much ofthe housing available in the communities is
substandard and utilities that most U.S. citizens take for granted such as water and phones arc in
short supply. In over half ofthe communities, five gallon buckets or outhouses remain the primary
means o f sewage disposal. In 1990, only thirteen communities (24%) had piped water and sewer
available to at least halfofthe homes The result is poor health conditions, high rates of
infectious diseases, and low living standards

Characteristics of the 56 CDQ Communities in 1989

Total population 21.429
Average community population 390
Native Americans as % ofthe population 78%
Houses with no plumbing 37%
Houses with no phone 29%
Persons below poverty level 25%

Source: 1990 U.S. Census

Western Alaskan communities in general have many of the social ills associated with
poverty and isolation. Many of these communities experience considerable problems with drug
and alcohol abuse Young people suffer from high rates of teen pregnancy and suicide. Prevalent
throughout many communities is a feeling of despair and hopelessness.

Subsistence

Western Alaska residents derive a large part of their food from subsistence hunting,
fishing, and gathering. Based on a subsamplc from the CDQ communities, the average
subsistence harvest is 437 pounds per person The majority of this harvest is fish Pcr*capita
subsistence harvests tend to be largest for residents of smaller communities which have fewer
employment opportunities, very limited access to retail stores, and the highest percentage of
Native inhabitants

Subsistence harvests provide a large portion of the nutritional needs o f western Alaska
residents. At least as important is the cultural and emotional satisfaction that subsistence activities
provide It is not uncommon for western Alaskans to value subsistence harvest participation as a
priority over wage labor. The result is often confusing to persons who do not understand this
tiade-oft’ as employees may take time oflf from wage employment to hunt and fish with their
families whether or not such time is provided
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Salmon and Herring Fisheries

Salmon and herring fishing occurs in many parts of western Alaska. However, with the
notable exception of the Bristol Bay salmon fishery, most local fisheries have a very low average
catch and provide relatively low income to fishermen. Local participation in the larger regional
fisheries has decreased over time and the necessity of a limited entry fishing permit—proliibitivcly
expense in the more lucrative fisheries—has discouraged further entry. Over the past two decades
about 25% of the most valuable salmon fishing permits have migrated out of the region.

In 1992 about 20% of the regional population owned fishing permits or were licensed
crewmen while just over 2% of the people were employed in fish processing. Most fishermen and
the vast majority of processors working in the region reside outside western Alaska. Many local
fishermen have other jobs, often only part-time Since most local residents have few assets, they
lack the means ofacquiring salmon fishing permits. Many locals rely on subsistence hunting and
gathering They must choose between a short intense working season, often at relatively low
wages, or harvesting salmon for winter food.

S™"mc western Alaska salmon fisheries have declined in recent years and some have not
opened, i 1993 even subsistence salmon fishing was closed in some areas
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Tabic IF1: Selected 1990 U.S. Census Data Tor CDQ Communities: Population

Total Population
Pcmrle

65 year* and over
Percentage of Population

Fenele
Native

Under 16 GZear*

year* and over

Source; 1990 U.S. Census. Data provided by Irstrtute of SocraJ and Economic Research,

ALutian .
Pribilof ~ Bristol Noton ~ Yukon
laland Bay Coitrd  Coestd  Sound Delta
Community _Economic ~ BeringSea  Villages ~ Eoonomic _ Fisheries
Development Development  Fishermen™® ~ Fshing  Development Development
Association - Corporation  Association Cooper ve Corporation  Association
307 4719 163 (il 17%
Al 2505 48 305 4104 819
1% 2194 214 2130 1T 81
364 2641 3L ol 0617 1603
1 1463 176 2256 2659 J
JIY 3061 562 3203 4568 il
3 1% 25 k1) 3 8l
51% 54% 64% 53 5% 50%
4% 46% 3% 4% 46% S0
92% 56% 0% %% 4% 91%
3% 3% 23% 39%% Kol 40%
61% 65% 4% 5% 60% 55%
%o R 6% 5% 5%

Totd,
Al



|able 11-2 Selected 1990 U.S. Census Data for CDQ Communities: Employment

Civilian labor force

A1 % of population 16-64
Number of people employed
Number of people unemployed

Employment by Occupation
Executive, Administrative,
and managerial occupation!
Professional ipeciaity occupation!
Technicians and related
support occupation!
Salei Occupations
Administrative support occupation!
includirg clerical
Private household occupations
Protective service occupation!
Service occupations, except
protective and household
Farming, forestry, and
fishing occupations
Precision production, craft,
and repair occupations
Machine operator!, assembler!
and inspectors
Transportation and material
moving occupations
Handlers, equipment cleaners.

Employment by Industry
Agriculture, forestry and fisheries
Mining
Construction
Manufacturing, nondurable goods
Manufacturing, durable goods
Transportation
Communications and other

public utilities
Wholesale trade
Retail trade
Finance, insurance and real estate
Business and repair service
Persona] services
Entertainment and recreation icrvi
Meath services
Educational services
Other professional and
reherd services
Public administration

Sour 1990U S Omni

Aleutian
Pribilof
Island
Community
Development
Association
133
55%
117
16
12%

9%
10%

0%
8%

7%
0%
2%

22%

13%

7%

3%

14%

7%

13%
0%
14%
0%
0%
10%

2%
0%
13%
0%
2%
0%
0%
7%
16%
0%
7%
1%

Bristol
Bay
Economic
Duvelopment
Corporation

1786
38%
1620

166
9%

16%
21%

5%
6%

16%
0%
2%

11%

2%

11%

1%

4%

4%

3%
0%
4%
2%
1%
11%

5%
1%
12%
2%
3%
2%
0%
10%
22%
0%
6%
16%

Central
Bering Sea
Fishermen®s
Association

370
66%
330
40
11%

9%
11%

4%
1%

12%
0%
6%

10%

10%

17%

6%

5%

11%

13%
0%
10%
22%
0%
4%

54
2%
4%
0%
1%
4%
1%
6%
10%
0%
8%
12%

Coastal
Villages
Fishing
Cooperative
1612
50%
1296
316
20%

8%
23%

1%
8%

16%
1%
3%

18%

1%

8%

2%

2%

7%

1%
0%
2%
2%
0%
5%

55
2%
15%
0%
2%
2%
0%
4%
41%
0%
4%
13%

Data provided by nstitute of Social and Economic Research

Norton
Sound

Economic

Yukon
Delta
Fisheries

Development Development

Corporation
3048
67%
2540
508
17%

14%
20%

5%
7%

18%
0%
2%

16%

1%

9%

1%

5%

1%
4%
3%

1%
0%
8%

3%
0%
16%
3%
2%
2%
2%
9%
22%
0%
7%
16%

Association
549
57%
378
171
31%

10%
24%

3%
10%

19%
0%
3%

16%

0%

1%

1%

1%
0%
2%
0%
0%
7%

6 %
3%
18%
1%
1%
1%
1%
5%
38%
0%
3%
14%

Total,
All
cDQ
Groups
7498
59%
6281
1217
16%

12%
20%

4%
7%

16%
0%
2%

14%

1%

2%

2%

5%

2%
2%
3%
2%
0%
8%
0%
4%
1%
14%
2%
2%
2%
1%
8%
25%
0%
5%
1Vj



Tnblc 11-3: Selected 1990 U.S. Census Dntn for CDQ Coinniunitics:

Aleutian
Pribilof
|sland

Community

Developrrent Develo

Total income

Per capitaincome

Total household income
Number of households
Aversge income per household
House old income distribution

$33532

5.9%
5000 0$9,999 13.3%
10,000 to $14 999 17.8%
15,000 to $24,999 14.1%
25,000 t0 $34.999 8.1%
35,000 t0 $49.999 14.8%
0,000 to $74999 16.3%
75,000 to $99.999 h.2%
100,000 to $149,000 4.4%
150,000 or more 0.0%
jan househald income (dollars) —~—~ $23,750
Poverty Status In 1989
Numbér 0 faﬂltes 99
Families in poy
Percent of fammes n %

Source: 1990 U S.

Bristol
bay
Economic

ration

$11545 316 A
$4526806 $72,849438
1% 180

$49,223

0.4%
1.8%

8.
11.9%
11.8%
15.3%
20.1%
106%

o\

pment Fishermen's

Norton
Centrd  Coastdl Sound.
BeringSea  Millages _Eoonomic

Fishi

Income

Yukon
Delta
Fisheries

Development Development
7po Association  Cooperafive  Corporation — Association Ops
$4583 225 $77039,021 $11532.745 $30,048.288 $84.455, 823 $12,049, 776 $2197 878

Sl 5108
$7,926, 81%111 $29, 8311%%% 4, 864 434 $11, 8%6 549 $211, 067 236

Total
Al
CDQ

0% 5786
$92%  $1019  $7 562 8,877 $36.479
5% 151% 0.6% 5.1% 9.6%
00%  16.7% % 12 Iu.I %
0%  141%  105%  146% 11.1%
Wy A0 4% B3% 16.0%
T B0 13% 1% 13.0%
26.1% 08%  160%  148% 14.6%
23.0% 60% 158  102% 144%
11.8% 15% 8.1% 1.7% 70%
5,0% 0.7% 4.3% 3 4.0%
1.2% 0.0% 0.0% 0.0% 0.4%
$002  $l669 115 $119
k) 1091 1641 7 4353
5 418 25 7 069
3% B3I 18/ 242% 2.3%

nsus Data provided by Insttute of Soan and Economic Research,
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IIl. THE COMMUNITY DEVELOPMENT QUOTA PROGRAM

People have harvested the resources of the Bering Sea since it was formed, sometime after
the last ice age and after immigration to the Americas had h 3gun. Until recently, this harvest
occurred almost exclusively along the shores and on rivers. Native people ventured only a short
distance from shore to fish and hunt marine mammals. During the late 1800s whalers plied the
waters and some fishing vessels began making annual trips north shortly thereafter. It was not
until the middle ofthis century that large boats, all foreign, began fishing far offshore.

With the passage ofthe Magnuson Act in 1976 the groundwork was laid for domestic
participation in the fisheries. The Act prioritized access to the resource. Fully domestic
harvesting and processing operations were given first priority, followed by joint ventures
(American vessels fishing for foreign floating processors), and finally foreign vessels. It took a
decade for the domestic fleet to develop to the point that it could play a significant part in the

fishery.

Until the late 1970s, little ofthe harvest from the Bering Sea itself was by Americans.
Instead, foreign fleets from Europe and Asia harvested the fish and processed it aboard large
floating processors. In 1979, only 615 metric tons or .05% ofthe 1.2 million mt Bering Sea
harvest was domestically caught and processed. By 1988, all of the ha vest (2.0 million mt) was
by domestic vessels and 34% o f the processing was conducted domestically. Finally, beginning in
1991, all of the harvest from U.S. waters of the Bering Sea was also processed domestically.
However, most of the fleet is from ports thousands of miles to the south

The swift transition from foreign to domestic fisheries resulted in an overcapitalized fleet.
By the ca ly 1990's, fishing seasons that had previously lasted all year were measured in weeks or
days Vessels traveled north to the fishing grounds fully crewed and processing workers were
typically imported trom areas outside Alaska where wage rates arc lower. The result was that
most ofthe people living in the western Alaska communities on the shores o f the Bering Sea had
no viable means of participating in these fisheries.

CDQ Program Development

The concept of CDQ’s for western Alaskan communities began to be discussed in the mid-
1980s An unsuccessful attempt was made to inject a generic CDQ concept into federal fishery
regulations in 1989 Prior to that, beginning in 1988, the North Pacific Fishery Management
Council, established by Congress to develop management plans, considered CDQ’s for sablefish
longlinc fisheries As part of that plan, an idea of allocating part of the total allowable catch
directly to communities was developed This would allow the community members access to the
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resource at their doorstep. It would also remove them from any race for fish and allow them to
participate in the fishery at their own pace.

By 1989, it was apparent that there were too many vessels harvesting pollock. Therefore,
responding to a need to better manage the fishery, the Council began investigations into allocating
pollock harvests between vessels delivering to shorcbascd processors and those processing at-sea.

Finally, the Council decided that CDQ’s could be a viable means o f spurring economic
development in nearby economically depressed coastal communities without greatly impacting the
existing fishing industry. Pollock CDQ’s were added to the pollock allocation process. Large
shorcbascd and offshore trawl vessels, capable of fishing far from land, arc needed to harvest
pollock. None ofthe people along the Bering Sea coast owned such vessels and only a few
communities had port facilities sufficient to handle them. Taken together with the generally poor
economic conditions found throughout the region, the likelihood of local residents being able to
participate in the pollock fishery without assistance seemed negligible. The opportunity to
provide a diversified and stabilizing source of income to local residents and communities was
appealing to many, including the State of Alaska. The debates and decisions necessary to reach a
viable pollock allocation were intense. The CDQ program became an integral component of a
compromise management strategy.

The Secretary of Commerce approved the pollock allocations in early 1992 but the final
regulations implementing CDQ’s were not published until late th d year. The allocation to CDQ
groups was set at 7.5% o f the overall pollock total allowable catch for the Bering Sea and
Aleutian Islands management areas. This would allow the groups the privilege of harvesting a
specific tonnage offish annually, at any time of their choosing.

The allocations were for two years, 1992 end 1993, with reallocations made for the 1994
and 1995 seasons. The rcg itions became effective on November 18, 1992 and were published
in fin. * form on Novembci 3. 1992, at 50 CFR part 675. Corresponding State o f Alaska
emergency regulations were also published in late 1992.

One of the valuable attributes of CDQ’s is the ability to fish for pollock when the open
fisheries arc closed allowing fishing to occur at virtually anytime during the year. Vessels used to
harvest the CDQ allocations may continue to operate when they otherwise would be unable to
cam income from the pollock fishery It also allows the Alaska fishing i mstry the ability to
provide pollock to the marketplace throughout the year which has a positive aficct on
marketshare especially in the domestic marketplace.

Implementation of the CDQ Program
The Secretary o f Commerce delegated much o f the implementation ofthe CDQ program

to the Governor of Alaska using a frameworked application and review process The State was
charged with full review of CDQ proposals and makirg allocation recommendations to the

Pape
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Secretary The Secretary retained overall allocation decision authority, including the authority to
modify an allocation at any time.

As part ofthe Community Development Quota program application process the
Governor’s designees as identified in AS $6 a AC 93.915 establish a schedule for the receipt of
the applications, initial application evaluation, public hearings and final application review. Within
a reasonable time before the beginning ofthe application period, the designees also publish a
notice o fthe CDP application schedule in at least one newspaper ofgeneral circulation in Western
Alaska and one newspaper of general circulation in the state. The state also mails a copy ofthe
notice to eligible communities, The application period will be a minimum of 14 days except as
provided for in AS 86 AAC 93.075 which states the governor can, at his discretion, relax or
reduce the notice requirements if the governor determines that a shortened or less expensive
method of public notice is reasonably designed to reach all interested persons.

The CDQ application is required to contain a description o f the goals and objectives of the
Community Development Plan (CDP), the allocation requested, the length of time necessary to
achieve these goals as well as the number of individuals expected to be employed and a
description o fvocational and educational training programs the CDP will generate. The CDP
should also include a description of the existing fishery related infrastructure and how the CDP
would use or enhance existing harvesting or processing capabilities, support facilities and human
resources. The CDP is also required to include a description of how new capital or equity will be
generated for the applicants fishing or processing operations; a plan and schedule for transition
from reliance on the CDQ to self-sufficiency in fisheries; and a description o f the short and long-
term benefits to the applicant from the allocation.

Upon receipt of the CDP applications the governor’s designees perform an initial
evaluation of the CDP to determine if it is complete and has the necessary information required
under 86AAC 93.025. The designees, staff members ofthe Departments o f Community and
Regional Affairs, Fish and Game, and Commerce and Economic Development, schedule a public
hearing in accordance with fcdcial regulations. The governor’s designees then take into
consideration the CDP application and public testimony and select those applications that they
believe best satisfy the objectives, requirements, and criteria o fthe CDQ program and recommend
those applications to the governor, who in turn evaluates and makes the final recommendation to

the Secretary of Commerce for approval

The initial application process in 1992 occurred during an extremely short time frame. The
ability ofthe eligible villages to organize into CDQ groups, develop a Community Development
Plan and form industry partnerships is a testimony to the determination the people o f western
Alaska to gain the greatest possible benefit from the CDQ program

During the last halfof 1992. communities and fishermen's groups along the Bering Sea
coast began to organize in response to the pending CDQ regulations In order to qualify for a
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CDQ allocation, an organization and its member communities had to meet several criteria. The
major criteria for community qualification consisted of:

Location within 50 nautical miles ofthe Bering Sea

Native village as defined by the Alaska Native Land Claims Settlement Act

Residents conduct over 50% of their current subsistence and commercial fishing effort in
the waters ofthe Bering Sea

No previously developed harvesting or processing capacity sufficient to support
substantial groundfish fisheries participation

A total of 56 communities were eligible and all held meetings to select fishermen
representatives. As the summer drew to a close, the communities coalesced into sue different
applicant organizations. The groupings were self-determined and were based primarily on
geographical proximity and cultural boundaries.

Community Development Quota Groups

Aleutian Pribiloflsland Community Development Association (APIiCDA) 5 communities
Bristol Bay Economic Development Corporation (BBEDC) 13 communities
Central Bering Sea Fishermen's Association (CBSFA) 1 community
Coastal Villages Fishing Cooperative (CYTC) 17 communities
Norton Sound Economic Development Corporation (NSEDC) 15 communities
Yukon Delta Fisheries Development Association (YDFDA) 4 communities

List of CDQ Communities by Group

APICDA Atka, False Pass, Nelson Lagoon. Nikolski. St George

BBEDC

CBSFA
CVFC

NSEDC

YDFDA

Aleknagik, Clark's Point, Dillingham, Egegik, Ekuk, Nlanokotak, Naknek, King
Salmon/Savonoski, Pilot Point/Ugashik, Port Hcidcn, South Naknek, Togiak,
Twin Hills

St. Paul

Chcrfomak, Chcvak, Eck, Goodnews Bay, Hooper Bay, Kipnuk, Konigianak,
Kwigillingok. Mckoryuk, Newtok, Nightmutc, Platinum. Quinhagak, Scammon
Bay. Tooksok Bay. Tuntutuliak. Tununak

Brecvig Mission. Diomcde/Inalik, Elim, Gambcll, Golovin, Koyuk, Nome,
Savoonga, Shaktoolik, St Michael. Stcbbins, Teller, Unalaklect, Wales, White
Mountain

Alakanuk. Emmonak, Kotlik. Sheldon Point
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Membership of each CDQ group is composed of a representative of each member
community - An appropriate governing body from each community joining @ CDQ group had to
elect a representative from the community to the CDQ organization’s Board of Directors. Three-
quarters of the members of each Board were required to be either commerc | or subsistence

fishermen

In order to qualify for a pollock allotment, each CDQ group had to prepare a
comprehensive Community Development Plan (CDP) %pphcatmn for presentation to the
Governor of Alaska and the Se_cretara/ of Commerce The application had to Jescribc the
communities and their economies and lay out the group's specific goals and objectives The plans
had to icqucst specific amounts of pollock, and to describe specifically how the pollock Broceeds
would be utilized, including describing Specific f|sherK development projects that would be
pursued along with measurable milestones. Flnallg, the plans had to demonstrate that the CDQ
group itselfwould be able to continue as a viable business entity after the CDQ program had

ended

Application requirements

The CDQ group's goals and objectives
Employment to be created

Existing fishing reh'ed infrastructure

Business plans o

Business and loan relationships

Presentation of a budget _ _
Sufficient management and technical experience

Industry Partners

A large part of the 1992/93 application process for CDQ groups involved locating and
contracting with an industry partner and developing programs to utilize anticipated CDQ
revenues Each CDQ grouE found it necessary to contract with an established seafood company
to make sure that the pollock would be harvested and processed in an economically efficient
manner  The concept of partnerships with industry participants was perceived as an excellent
vehicle .or joint venture investments It also would facilitate an important transfer of skills and
expertise in the seafood industry to the CDQ groups It was hoped that the industry partners
would contribute greatly to the entry of CDQ communities as successful participants in the Bering
sea fishing industry
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~ When pollock CDQs were imminent, a number of major pollock harvesters and processors
investigated partnerships with potential CDQ reC|P|ents A request for proposals process ensued
in which each CDQ group chose from a variety ot offers Each industry proposal contained a
different mix of payments, training, emfolo&ment opportunities, and assistance with other regional
fishinp business ventures Existing pollock harvesters and processors were interested in the CDQ
program because it gave them an opportunity to continue to operate thtir vessels at a time when
they might otherwise be idle

The industry partners were chosen by the CDQ ?roups_ based on the mix of which most
closely fit the development (f]oals of that ?(roup Each o the six grouPs agreed to a specific price
per metric ton for the use ofCDQ pollock or a base price plus some form of profit sharing

|y the time the 1f*>4/95 a ﬁlication ﬁrocess occuncd, a steep decline in pollock prices
had demonstrated the volatility of the pollock market Several of the groups switched froma

fixed fee to a base price and profit sharing  This was done both to Prowde a higher potential price
to the CDQ groups and to protect the industry partners in the event of a continued pollock market

collapre

CDQ organizations and their industry partners (1992 - 1995):

Aleutian Pribilof Community Development Association ~ Tndcnt Seafoods. In.

{Bristol Bay Economic Development Corporation Oceantrawl, Inc
Central Bering Sea Fishermen's Association American Seafoods Company. Inc
Coastal Villages Fishing Cooperative Golden Age Fisheries

Sorton Sound Economic Development Corporation Glacier Fish Company

Yukon Della Fsheries Development Association Golden Alaska Seafoods, Inc

Pare 1J
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CDQ Allocations

‘The poHock allocations for 1992 and 1993 were made in late 1992. Different amounts
were given to each 8roup based on the number of communities they represented, their expressed
needs, and the soundness of their plans

Approved CDQ Allocations 1992/93 1994/95
APICDA 18% 18%
BBEDC 20% 20%
CBSFA 10% 8%
CVFC 27% 17%
NSEDC 20% 20%
YDFDA 5% 1%

“The 1994 and 1995 lzl(lso_cat_ion process began in early 1993 and the Secretam{] made final
allocations late in the year ASindicated in the above chart, changes were made to the 1991 and

1995 allocations

As stated earlier, the allocation decisions arc based on the CDQ or?anizat_ion’s
Community Development PlanfCDP) and their ability to implement and fulfill their goals. The
allocation process is o f a competitive nature with each group preparing a CDP that would provide
substantial Pam to their communities This was done to ensure the greatest benefit to the

residents ofthe region
CDQ Groups’ Coals & Objectives

Each CDQ %(oup roloosed to use its funds to create; *orc local development
opportunities To this end. all arc using funds for training and education, jobs, and infrastructure
develogment Because of their different geographical locations, existing economic conditions,
and other local employment opportunities, each group developed a different pro%]ram philosophy.
The result has been a blend of investing, training and infrastructure development all aimed at
developing and improving the regional fisheries and overall economies

All but one of the groups declared itselfa non-profit corporation - The one group which
formed a for-profit company entered into a partnership in a factory-trawler  Most of the groups
have since formed auxiliary for*profit corporations to partlcxate in business projects and
activities These include YDFDA's small bo.t fleet, APICDA’s Management Company.
NSEDC's Norton Sound Fish Co, and CVFCa salmon processor More for-profn ventures such
a» these arc bang developed as more development plans arc implemented

Fare |.j



