United States Department of the Interior

OFFICE OF THE SECRETARY
Washington, D.C. 20240

FEB -4 2008

The Honorable Dianne Feinstein

Chairman, Subcommittee on Interior,
Environment, and Related Agencies

Committee on Appropriations

United States Senate

Wagshington, D.C. 20510

Dear Chairman Feinstein:

This letter updates information regarding oil and gas royalty relief under the Deep Water Royalty
Relief Act of 1995 (DWRRA) provided to you in a June 15, 2007, letter responding to your letter
of April 18, 2007, to Secretary Kempthore. The information below relates to the three items
you requested.

1. The current status of negotiations between the Department and the 45 companies holding
1998 and 1999 offshore oil and gas Jeases that did not contain price thresholds; a list which
shows the companies that have agreed to renegotiate their leases; and the percent of the
overall revenue loss that the Department attributes to each company.

While we have had at least preliminary discussions with all companies holding significant
interests, most companies currently appear to be waiting to see the outcorne of the Kerr-
MeGee litigation. The Administration will continue to work with Congress to reach an
appropriate resolution of this issue.

The Department reached agreements with six companies (Enclosure 1) and they have been
paying royalties consistent with the terms of the agreements. Enclosure 2 provides an update
on the amount and pereentage, aftributed to each company, of royalties that would have been
paid through September 30, 2007, if price thresholds had applied to these Jeases. You wilt
note some differences between Enclosures 1 and 2 because the 49 companies listed in
Enclosure | are lessees of record title in the 1998 and 1999 leases, whereas, the companies
listed in Enclosure 2 are companies with current operating rights ownership in those 1998
and 1999 leases that have been or are currently in a producing status. Under the Federal Oil
and Gas Royalty Simplification and Fairness Act of 1996, companies with operating rights
ownership are primarily liable for royalty payments once leases are in producing status.

2. The current status of the Kerr-ifcGee legal challenge to the Department’s authority to place
price thresholds on any deep water leases issued between 1996 and 2000; the anticipated
resolution date for the case; and the Departiment’s view on congressional legislation
reaffirming the Department’s anthority to place price thresholds.
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On December 21, 2007, the Department of Justice filed a timely notice of appeal with the
Federal District Court to protect the interests of the United States in the Kerr-McGee

litigation.

3. The current status of the leases and the annual amount of royalties that have been foregone
on the 1998 and 1999 DWRRA leases, and estimates of future foregone royaltics from 1998
and 1999 DWRRA. leases and future rovalties that may be at risk from 1996, 1997, and 2000
DWRRA leases until these issues are resolved; and the status of the leases and the annual
amount of royalties collected to date from the 1996, 1997, and 2000 DWRRA leases until the

Kerr-McGee suit is tesolved.

As requested, Enclosure 3 provides an update on the status of the leases and the annual
amount of rovalties that have been forgone on the 1998 and 1999 DWRRA leases as of
September 30, 2007. Enclosure 4 outlines the status of the leases and the annual amount of
royalties collected to date from the 1996, 1997, and 2000 DWRRA leases. We provided in
our June 15, 2007 letter a range of estimates of future royalties from 1998 and 1999 DWRRA
Jeases. We will update these figures annually. Enclosure 5 provides a range of estimates, as
of October 1, 2007, for future royalties from 1996, 1997, and 2000 DWRRA leases that may
be at risk due to the Kerr-McGee litigation. The estimates range from $15.7 billion to $21.2
billion in current year dollars.

We will continue to send you updates as new information becomes available. A copy of this

Jetter is being sent to all Interior, Environment, and Related Agencies Subcommittee Members.
Should you or your staff have any questions, please do not hesitate to contact me.

- Sincergly,

sStepherf/Allred
Assistant Secretary
Land and Minerals Management

Enclosures

Copy to:  The Honorable Wayne Allard, Ranking Minority Member
The Honorable Robert C. Byrd, Member
The Honorable Patrick J. Leahy, Member
The Honorable Barbara A. Mikulski, Member
The Honorabie Herb Kohl, Member
The Honeorable Ted Stevens, Member
The Honorable Thad Cochran, Member



The Honorable Pete V. Domenici, Member
The Honorable Bob Bennett, Member

The Honorable Judd Gregg, Member

The Honorable Laity Craig, Member

The Honorable Lamar Alexander, Member
The Honorable Byron L. Dorgan, Member
The Honorable Tim Johnson, Member

The Honorable Jack Reed, Member

The Honorable Ben Nelson, Member

L)



Enclosure #1

Status of 1998/1999 Royalty Rate Relief Negotiations

Conmpanies with Signed Agreements 1/

BP Exploration & Production Inc.

ConocoPhillips & Burlington Resources Offshore, Inc.
Marathon

Shell

Walter Hydrocarbons

Walter Oil & Gas .

Companies without Signed Agreements 2/

Anadarko - Kerr-MoGee Qil & Gas Red Willow Offshore, LLC

ATP Qil & Gas Corporation Repsol E&P USA nc.

BHP Billiton Samson Offshore Company

Callon Petroleum Operating Company Statoil/Hydro

Challenger Minerals Inc, Stephens Production Company, LLC
Chevron U.5.A./Union Oi Tana Exploration Company LLC
Cobait International Energy, L.P. Teaikoku Qil (North America) Co., Ltd.
Devon Energy Production Company TOTAL E&P USA, INC.

El Paso E&P Company, L.P. W & T Offshore, Inc.

Energy Partners, Lid Woodside Energy (USA) Inc.
Energy Resource Technology

Faergy XXIGOM, 11.C

Ent Petroleum

EOG Resources, Inc.

Explore Louigiana LLC

Exxon Mobil Corporation

HE&D Offshore, L.

Hess Corporation

LLOG Exploration Offshore
Maersk Oil Gulf of Mexico Two LLC
Mariner Epergy, Inc.

Marubeni Qil & Gas (USA) Inc.
Maxus (U.S.) Exploration
MitEnergy Upstream LLC
Murphy Exploration & Production
Newfield

Nexen Petroleum Offshore
Nippon Gil Exploration

Noble Drilling Exploration

Noble Energy, Inc.

OXY USA Inc.

PALACE EXPLORATION
Petrobrag America Inc.

Plains Exploration & Production

Note:
1/ Agreement signed Decernber 2006
2/ List of companies holding interests in subject leases as of January 2008



Amount and Percentage of Revenue Logs by Company

Enclosure #2

companies ¢re paying royalizs.

Annual Amount of Royaliies Foregone on the Eligible Deep Water Rovalty Relief Lenses Tssued in 1998 and 1999
by Company with Percentapge Attributed 1o Each Company (as of September 30, 2007}

* Note: Companies thil ave signad agreements appear in this table to reflect rovaliiss foregone prior to the effective dute of cgreements under which these

Estimated Forogone
Company (based on Qwners Interesy) Caleudar Year Gas Ol Rayaities Percentuge
ATP Qil & Gas 2004 $ 10336061718 4397.08 | 5 1.028.003.25
2005 5 L33RS83013 S48 1% 1.338.163.78
2006 $ 2951803088 1,308.03 1 % 2,683,201.1]
2007 § 17487303 12,312.101 § 1,761,589.40
ATPON & G Totalon Lo a i ey e R T 062,934,895 8 18,022,697 87 S GRO GBS | k) 504
BHP 2006 3 24235064 | 5§ | 996 8R4I [ 8 2,239,136.07
2607 g 49040008 |8 3.751.{43.08 13 4,241,543.16
BHP 5 o] LT LS e TRRES 0. B 15,748,028 51 (8¢ 64806702375
BI Expl & Prod 2003 §  11.698,622.51 8 11,608,622.91
2004 3 888089146 1% 623571418113 71,238,053.27
. 2003 $  6,46211.92 1§ 38,950.70832 1§ 45,696,920.24
2006 $ 308894563 15 59,886,11068 | § 43,875,056.52
BE:Expl & Prod Total e B SEEAB4675927] S 1415193861 12 ] 870 A TS08633.04 5| e 1 30%:
Chevron USA/ Texaco/Un 2001 3 225,640.35 3 225,640,536
2003 § 215721731 S 2.157,217.31
2004 3 965,984.50 [ & 261503353 |8 1,231,488.03
2005 3 A51,54747 5 § 37.602.03 1§ 389,149.50
CRevior SAITeRNce/UNton Ol 1 v i e oo i b 0 T St 1 8000 304 380 64 1§ 000209108 561 3700 3004 603495 20 1o o) 3%
Devon'Qeean/Santa Fo 2001 3 225.64036 $ 225,640.36
2003 5 17,833,685.48 3 17,833,685.48
2004 S 2146224987 |5 7,087,18575 1§ 28,549.435.62
20038 5 413593619598 | § 5044445585 |3 47,238,065.93
2006 5 34,468477.54 | § 291729573 | % 37,385,773.27
2067 $ 1234101331 |3 23515705 1% 12,576,200.36
DaveryOcean’Santa Fe Tatal oo el ] S 0,904 686,545 81 5,884 114,48 |08 7143.808:801:02: 2 10.9%
Domion Exploration 2001 £ 26.825.66 s 26,825.66
2003 § 612634012 § 6,126,340.12
2004 S 380043316418 1214013027 1 % 15.940.603.91
2005 $ 44280148518 210637847918 25.491.799.64
2006 8§ 2029873860 1§ 3575228593 S 56,051.024.53
2007 § B5055708013 1436189043 1% 22.867,461.23
Dromiion Bl ploratichTotal /- A i s el | 850 4301 85,043,678 83 ST A2 {8 1 126;,504,055,09 {0 980
EnCana Gulf of Mexico 2004 3 43.908.20 | § 43.508.29
EnGana’ Gaif of Mexieo Total L0 S S ] 43908.291 % 74390829,
ENI Decpwater 2003 S 9.134,276.36 3 9.134.276.36
2004 $ 13769294613 74.134.68 | 3§ 7,451,064.14
20035 $ 62R9022251 % 67,275.871% 6,356,298.12
206 $ 26634641318 45,680,151 § 2,709,144.28
2007 5 14993965518 26708351 8 1,526,104.74
ENLDeepwvater-Totals b e i v i e e Ll oy e | 8 7 26,963,088.99.0 8 70 213179885 4.8 S2T,176,887.64 10 0 e 2%
Howell Group 2003 s 16.811.91 3 16,811.91
2004 5 21,218.58 | § 467.62 1% 21,686.20
2003 3 573478 | % 5678313 5,802.61
2066 5 254764 | § 18.79 | § 2,56643
Howell Geoup:Total il u e o A v Ly o] 8 6 3108 LB s T SRR g S BB 0.0
Anndarko/Kerr MeGee/Offshore Shelf¥Wesiport 2003 $  16,202.580.95 S 16,202,589.95
) 2004 $ 2131820199 1% 7095063248183 28,413,834.47
2005 $ 5194162192 1% 56576396218 47.601.261.54
2006 $ 346471623518 20056880118 37,572.850.36
2007 S 123789240613 237,327.46 [ § 12,616,251.52
Arndarkae/ e MeGee/Ofishore Shelf/Westport Total -2 MR 1 5.7126,490.500.27] $:°.15,016,287.56 | & 342,406,787.83 [0 2 10.9%
Marathon Cit Company 2003
2004
2005 3 990,796.12 | § 3219741 8 996,015 86
2006 $ 39478111 1 % 2788469 [ % 397.569.80
Marathon Ofl Conipagy, Totel = xi 7 8. 1385,57723 80 800842 18 1o 11393 585650 v 0%
Mariner Energy : 2000 §  7.822.849.70 3 7,822.849,70
2001 § 3065805911 s 3,065,805.91
2003 $ 853347135 : g 8,535,471.55
2004 § 66044855713 7606260 1 § 6,680,548.17
2005 F 51508423613 55443391 % 321528505
2006 $  8,603,033.01 1% 64,25051 {3 8,667,283.52




Amount and Percentage of Revenue Loss by Company

Enclosure #2

Annuat Amount of Royaltics Faregone on the Eligible Deep Water Royalty Relief Leases Issucd in 1998 and 1999
by Company with Percentage Attributed to Each Company {as of September 30, 2607)
* Noge: Compunies ihat have signed ogreemenss appear in this fuble fo reflect royalties foregone prior fo the effective date of agreements under wivch these
compaiiies dre paying royoities.
Estimated Foregone
Campany (bused on Ovirers Interesy) Calendar Yeur (Fas il Royalties Percentage

2007 3 402188527 1% 41,20692 1 § 4,063.182.19
Matiasr Enaray Totals s e Lo | 8 A3 R133TRAT §00 237,053,620 8 1 54t 94,050,426.991 "0 - LA 33%
Maruben 2004 3 286,115.25 [ $ 18040580 ¢ § 466,521,315

2005 8 14230640 [ 3 7.719.12.1 § 150,025.52

2006 S 74302313G|§ 1191375174 1 § 19.343.983.04

2007 § 173585380 ]|% 478086350 % 6.516,717.39
Marahen Totaliis o0 L5 o 804 50684 [150.16,887,740:25 | 80 26477 241007 1 B2 0%)
Newfield Exploration 5 712584236 % 30714801 8 7.156,557.16

2007 5 3,150,764.39 | § 2236882 [ % 3,182,333.21
Newhield Exploration Total -0 o7 §:0.10,285,606,75 %5700 9328362 | 80 10, 338,890.57 0T E0.8%
Nexen Petrolenm 2003 §  0419067.25 S 9,419,067.25

2004 $ 619452406 | . 38,023.61620 )% 44,218,140.26

A0 $ 497137261 |8 3099926213 | & 35,970,634 14

2006 §  2450479.821S 2049437134 (% 22,644.851.16

2007 § 19616003115 1500457233 |5 16,066,172.64
NexenPetroltn- Total © -5 L 2490704405, $7.104,521:822.01:0 .5 . T129.518.886.06 - 0 8%
NI Energy Ventwe 2004 25600887 1 % 1,000237 18 257,198.14

2005 $ 5769005 1 8 1371% 57,691.42

2006 $ 69,730.10 $ 69,730.10

2007 $ 22.127.20 3 22,127.20
W Bty Ventire Totd] 5 00 il 1l L T g A05,646.22 18T LTI E100.64: 8 A0 T46.86 ] T0.0%
Nipnon Qi Expl 2003 $10,497,734.08 $ 10,497.734.08

2004 § 588252274 (8 5423391 | § 5.936,757.65

2003 § 412190770 [3 33,789.68 | % 4,135,197.38

2606 § 188528162 (% 4,594.99 | § 1,889,876.61

2007 b 4]15,192.13 | § 3.078.03 | § 418,270.16
Nippon Cit Expl-Total: /% o V8 22 800 639,97 18 5 7 98:196,61 ]°8 - 22807835 88: |14 BT
MNoble Drilling 2003 s 993,984.89 3 993,984.89

2004 $ 101,040.84 | § 223674 | § 103,267.58

2005 3 2730847 | 3 32300 § 27,631.47

2006 3 32,131.63 | 3 39453 12,221.08
Nobie Drillng Tetal -0 o e | 834,465,830 8 S 2163019 T8 1T 105,02 1 e 03 %
Oxy 2003 $§ 584843410 3 5.848.434.10

2004 $_ 443377970 (3 3117380435 |8 35.813.674.035

2008 3327260002 |§  25070,56536 1 % 28443 165.38

2006 325863989413 238874001913 28,473.808.13

2007 3 967,745.16 13 1030633537 ¢ § 11,274,580.53
Qe Thtado il e UL 5§ 17,214.957.92.1 § 0243870427 1800100, 653,660,191 1 85%
Petrobras America 2004 3 63013665 1% 6878725818 1,318,009.23

2005 S 263625456 1% 2701421431 % 5,427,675.69

2006 3 052.271.28 | 148534437 | 3- 243761565

2007 S 1,609,8934513%  2,500,866.57 1§ 4,170.760.02
PeirobrasAmeriea Total . v oot o 1§ 15,0801885 04,137,465 80465 187 - 13,354 060,89 1o 0%
Pionecr Natural Res, 2003 S 31.403.202.25 3 31,493 202.25

2004 $ 44571067.40 18 404454274 | 3 49,213,610.14

20038 $ 399042389013 744494833 |8 47.339,187.23

2006 3 - i3 -
Pigneer Natoral Resi Total o w0 s 80 115,978, 508,55 T8 T 2080040107 1 § 0 128,067.099162 1 -0, 7%)
Pogo Producing 2003 $ 451,280.72 3 45]1.280.72

2003 S 431443403 $ 4,314.434.63

2004 S 1939960.001 % 31927258 1 8 2,259.241.58

2008 $ 351,547,471 § 3760203 13 389,149.50
Dogd Producins Total -7 - T b 1050231828 8 356,874,615 s TATA 106,43 3 0 0 0.6%
Shell 2001 $ 26,825 .66 $ 26,825.66

2003 §_ 675553121 3 6,755.531.21

2004 § 36536703318 14721951913 35,125.865.72

2005 §  6708,809.4118 560861588 3 12,317,428.29

2006 $ IBIL4213918 13626151613 3,174036.75
Shell Toraliinn o a4 $ 18956 258,40 [ 5 8,443,426.23 18 -7 27, 300,687.63 L 102 1%
Total E&P 2003 $  42,563,285.13 $ 42,565.285.13

2004 § 7983944186135 239503800218 53,789.830.88




Amount and Percentage of Revenue Loss by Company

Faclosure #2

Annual Amaunt of Rovalties Foregone on the Eligibte Deep Water Royalty Relief Leases Issued in 1598 and 1999
by Company with Percentage Attributed 1o Each Company (as of September 38, 2007)

© Npter. Companies that have signed agreamenty eppear in this teble io reflect royaiies fovegone prior Yo the &ffective date of agreements under which these
act I & ‘i g ] 2 ag

companies are puying roydlties.

Estimated Foregone
Company (based on Owners Inferest) Culendar Year Gas il Raoyalties Percentape

2005 $ 2020546068 1% 132146166213 33.,420,086.30
2006 § 8131968513 158334317015 23.984.628.55
2007 g 27700700018 1511889047 % 17,888,969.47

Total E&P T6tal R e E e 038 T3S 1.8 68:137,336. 81 |40 171i648,800.33 |1 a1 3.0%
Walter 0il & Gas/Walter Hvdrocarbons 2003 s 463,52836 1 - $ 463.528.36
2004 3 585,026.45 1% 12,892,872 [ $ 597.919.27
2005 3 158116034 % 1870161 % 159.986.19
2006 5 648233313 511.10 | § 63,334.43
Walter Qi & Gas/Walter Hidrocarbons Total" 2000 S e g R AR T LS 18274108 [ 8 S 1,286, 76825
Grand Tatal § 751,722,509.19 [ § 573,384,351.80 | 3 1,325,106,360.99

Nores:

Reported Praduction Volumes Sold used 1o Caleulate Feregons Royalies by Operating Righis Interest Owners,

Royalty caloulation based on averagé reported price and average seported rovalty rate in the Gulf of Mexico.
*Reporter overreported volumes and royalties owed for 2006



Enclosure #3

Summary of the Status of Leases and Annual Amount of Foregoné Royalties

Status of Eligible Leases Issued in 1998 and 1999

Minerals Revenue
Management Lease Status

Total

Terminated 3
Expired 40
Non-Producing 483
Producing or Producible 25
Relinquished 481

Total 1,032

Annual Amount of Royalties Foregone on the Eligibie Deep Water Royalty Relief Leases

Issued in 1998 and 1999 (as of 89/30/2007)

Calendar Year Gas Royalties Oil Royalties Total Royalities
2000 3 7,822,849.70 3 7,822,849.70
2001 3 4,022,018.67 $ 4,022,018.67
2002
2003 k) 184,056,217.49 3 184,056,217.49
2004 3 169,837,41559 1§ 189,663,22541 | § 359,500,641.00
2005 $ 191,514,191.25 1 § 156,692,431.02 | § 348,206,622.27
2006 $ 143,296,930.65 | § 174,152,731.28 | § 317,449,661.93
2007 b 59,503,021.68 | §  92,030,251.67 | § 151,533,273.35

Grand Total |5 760,052,6435.03 | § 612,538,639.38 1§ 1,372,591,284.41

Price thresholds not exceeded -- no royalties due
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