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l | nt roducti on

Fromthegas punptothelight swtch, Horidaresidentsandvisitors al i ke depend
onenergy. Gsadine natural gas, cod, ol, nuclear fudl rods, water, andthe sunpro-
vide pover for transportationandfor dailylife. Aternativefuel s suchas hydrogen
derived fromnat ural gas nay al so becone a part of our energy i nventory.

Q1 prices skyrocketed t hrough 2000, nearly doublingto $40 abarrel by year’ s end.
As aresult of ECcutbacks, forner President B Il Qintonrel eased t oken
anounts of crude ol fromthe Srateg c Retrol eumReserve. Wthinthefirst two
veeks of histerm President George W Bushannounced planstoinitiatedrillingin
the Actic National WIdifeRfuge Reservesof heatingoil andnnatural gas arelow
andpricesremainhigh. Glifornia selectricgenerationcrisis has beenblanedin
part onhighnatural gasprices. A thestart of the 21 century, energy i ssues are an
actionitemon the publ i c agenda.

The H ori da Ener gy 2020 S udy Gonmassi on beganits 18-nont h mssi oninthe sum
ner of 2000to consider thefuture of el ectric pover inthestate, focusinglargely on
thethornyissueof vhow!| generateel ectricity. But, beyondthetopi c of genera
tion, thecoomssionw | reshapethemx of fuel susedtocreatee ectricity. Asa
consequence, infuture Horidal egi sl ative sessi ons, seasoned and f reshnan repre-
sentatives and senators a i ke face paicy decisions critical toour energy needs, the
envi ronnent, growt h and devel opnent, tax revenues, and the avail abi ity and uses
of fuel. (See Appendi x Afor adescriptionof theH orida BEnergy 2020 S udy Gm
nnssi on.)

Qur di scussionfocuses onthe fuel susedtogenerate el ectricity. Vé bel i eve t hat

pal i cynaker s nust address fuel types andfuel denand as critical issues. Earlyind -
cators suggest that Horidaand nuch of the nationw || sharply i ncrease consunp-
tionof natural gasintheearlypart of the 218 century, largd ytogeneratedectricity.
The cormit nent to natural gas, however, wll be shared by stat es across t he na-
tion, thereby fostering conpetitionandpriceuncertainty.

As ener gy debat es unfol d, pol i cynakers nust recogni ze and under st and t he com
pl ex dynamcs t hat oper at e bet ween and anong t he parts of the energy system For
exanpl e, tal k about el ectricutilitiescommonly focuses onthestructureof thein
dustry, theind vidual utility conpani es, consuners, or the agenciesthat regu ae

t he envi ronnent or shape el ectric rates. The connecti ons between ot her parts of
thesystemthat is, thepoliciesthat foster or i npede devel opnent of fuel s+e-
naninisibde

Thi s Backgr ounder examnes the trend toward the use of natural gas inthe context
of changesinthedectricutilitiesindustry. It concludeswthalist of energyissues
|ikelytobedebated by pdicynakersandthe Horidalegislatureinthe near future.
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. Fuel i ng the Fl ori da Econony and Lifestyl e

Fuel is part of the systemthat produces power to convert energy to use for hunan
purposes. For clarity, wedefinefuel asanateria or resourcethat isburnedtopro-
duce heat or power. Inturn, power is definedas asourceof energy or the point at
whi chfuel isconvertedtoenergy. Bnergy i s defined as the capacity to dowork. Re-
stated, ol (afuel) isburnedto produce steam whi chturns the turbi nes (power)
that produce e ectricity (energy for codingandlightinghones). Gal, ol, natural
gas, nucl ear fuel rods, water, and sol ar power—n descendi ng or der—are used t o
produce el ectricityinHorida. Thefl owof fuel s fromsourcetouser istracked
acrossHoure 1

Figure 1. Florida’s Electric Energy Policy Model

FEDERAL AND
STATE ENERGY

v POLICIES 7
Ve N

( FUELS & [ POWER =3 {ELECTRIC ENERGY )
- Maturad gas - Rates - Residential heating and
- Coal - Distribution air conditioning
- Distil ate il Y - Porwer plant sifing - Commaereial hesting and
- Muclear 6"“"1'-“0“ > - Stranded costs ¢ Interaction air condizioning
_water N - Fuel charges
- Solar - Wholesale generators
- Wholesale competitors
- Green power
\ y. " Ervironmenial lssues y, \ y

Thi s nodel can be used t o recogni ze the i nt erconnect i on bet ween fuel sour ces and
fuel usesinHorida, andtorecognizethe effects of policy changeonthe mitipl e
parts of thesystem Fgure 1reads fromleft toright, proceedingfromfuel sto
pover tothe el ectricenergy that i ndividual s and organi zations usetocod their
hones, cook their food, and produce goods and servi ces. The nodel can al so be
usedtofocus discussionandtoillustratetheeffects of poicy craftedoutsi de
Horida s gegpditica boundaries.
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I11. The H stori c Debate

Florida is a fuel -dependent state. Nearly 100 percent of the
fuel used to generate electricityinthe stateis inported from
ot her states and frominternational markets. The fl ow of fuel
resources frompoints of productionto |ocations of consunp-
tion, depictedin Figure 1, is influenced or regul ated by
policy decisions nmade in Florida, in other states, and i n Wash-
i ngton, D. C

Coal used as power plant fuel is shipped by barge, ship, or
dedi cated coal trains to electric generating facilities.

Nat ural gas produced in the Gul f Coast areas of Texas, Loui -
si ana, and Al abana i s processed, then pipedinto Florida for
use at the stove top i n donmestic settings or, increasingly,
by utilities to generate electricity.

A snmal | anount of crude oil is produced in Florida, refined
out of state, and t hen shi pped back for use as power pl ant
and not or fuel.

Nucl ear fuel rods are produced and processed out si de of
Fl ori da.

For years, the Florida policy debates have between pol ari zed
bet ween envi ronment al val ues and t he production of fuel, nanely
oi | and natural gas. Should the petrol eumindustry be al | owed
todrill inFlorida or federally owned wat ers offshore or in
environnmental |y sensitive areas such as the Evergl ades or the
Bi g Cypress? Consistently, political decisions have been a di s-
incentive to finding oil and gas as fuel for Florida s use.

Moratoria and i ncreasingly restrictive regul ati ons define
policy. Little, if any, discussion addresses the interaction of
such policy with ot her parts of the systemthat produces power
to keep Floridians and visitors noving, cool, and in touch.
Power plant siting issues in|ocations around the state have

hi nged on fuel sel ections anong coal, oil, and nucl ear or, nost
recently, enul sified heavy crude known as Oi nmul si on. “Fuel s
fromFl ori da: Expl oration and Production Policy” in Appendi x B
di scusses expl oration i ssues that have franed a portion of this
debat e.
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V. Reframng the D al ogue: Public Policy and t he Denand
f or Energy

The el ectric power industry is at a crossroads t hroughout the
nation, shifting in many states froma structure defined by no-
nopol y and dom nated by i nvestor-owned utilities (10OJs) to a
free-formmarket where i ndependent power producers (I1PPs), al so
known as nerchant plants, conpete side by side with the | OUs.
The debate is framed by the rhetoric of prom sed but as yet un-
proven | ower prices for consuners and t he benefits of market
forces; by the wi sdomof | PPs versus | QUs and ot her providers;
and by the recent plans to add transm ssion lines to the open
mar ket. At the periphery and | eft | argely unexam ned are t he

i ssues of technol ogy and fuel, both of which are i nfl uenced by
demand and, inturn, determnereliability.

Publ i ¢ policies can change t he dynam cs bet ween supply and de-
mand i n the nodel in Figure 1. Policies created to treat denmand
i ssues affect the price and availability of fuels |isted under
supply; likew se, policies created to address supply i ssues af -
fect demand.

V. FromCoal -Fired t o Conbusti on Turbi ne Pl ants

Coal -fired plants dom nated t he U. S. power market pl ace t hrough
t he 1980s. Changes in the regul atory arena for air quality,
coupl ed wi t h changes i n engi neeri ng and busi ness practi ces,
initiated atrend toward t he use of natural gas as the pre-
ferred fuel, with many power conpani es bowing to political ex-
pedi enci es to avoid costly permtting.

The O ean Air Act Amendnents of 1992 pronpted a series of new
rul es that were i npl enent ed t hroughout the 1990s. These rul es
reduced ni trogen oxi de em ssions by 85 percent in the eastern
states, created newozone restrictions, and set new source per-
formance and revi ew standards that ultimately fostered a strong
environnent al case for natural gas as a fuel.

Power i ndustry practi ces expanded t he use of conbi ned-cycl e
conmbusti on turbi nes and strai ght conbusti on turbines to supply
peak power generation during high demand peri ods. Conbustion
turbines are essentially industrial applications of jet engi ne
t echnol ogy. Strai ght conbi ned-cycl e turbines burn natural gas
or liquid petroleumfuel to spinthe turbine while conbi ned-

7
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cycle units al so generate steamfromwaste heat to generate
nore el ectricity. These units are extrenely versatil e since

t hey can be brought online in m nutes when needed. Conbusti on
turbine technol ogy i s al so adapted easily to repower ol der

pl ants t o neet new st andards.

VI. Fueling the Debate

According to the Florida Public Service Conm ssion (PSC), 16
percent of Florida s electricity in 2000 was generated with
natural gas-fired boilers or in conbustion turbines. Recent de-
ci sions by i nvestor-owned Tanpa El ectric Conpany (TECO and t he
prom ses of i ndependent power producers suggest that natural
gas w Il be the fuel of choice over the next decade. By 2010,
natural gas i s expected to supply nearly 43 percent of the

el ectric generating fuel in the Sunshine State. Natural gas
retrofits such as proposed by TECO are expected to repl ace

ol der coal - and oil-fired plants during this period.

Florida is expected to nore than doubl e t he anount of nat ural
gas consuned over the next decade to nearly 2.4 trillion cubic
feet per year (Tcf/year). The state will need 10, 000 to 15, 000
megawatts of new power by 2010. Nearly all of the newelectric
generating capacity will be based on natural gas as a fuel ac-
cordingtothe PSC. Simlarly, energy anal ysts estimate t hat
nore than 60 percent of the newcapacity in the nation’s el ec-
tric marketplace will be fuel ed by natural gas. The demand f or
nat ural gas nationw de i s expected to i ncrease from20 percent
to nore than 25 percent by 2009 and to 30 percent by 2015. So
it appears that Florida and ot her states across the nation will
be in competition for natural gas.

Two questions energe fromthis consideration of demand for

nat ural gas as a fuel for production of power in Florida. On
one hand, everyone with a stake in the energy future needs to
ask, “Where is all the natural gas going to conme fromif al nost
every new generating plant in Florida and many i n ot her states
are predicted to be conbustion turbine systens?” On the ot her
hand, the nakers of Florida' s energy policies need to consider
the inplications of conpetition. WIl ariseinthe price of
nat ural gas cause power producers to switch fromthe cl ean-
burning gas fuel toliquid petroleumalternatives, or to a new
| ook at coal and nucl ear fuel s?
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M. Natural Gas: A Fuel - Side Look at Supply

Nat ural gas was consi dered an abundant resource inthe | ate
1960s and into the 1970s. Prices were low, artificially con-
trolled at the wel |l head by federal regul ati on. The sal e of
natural gas at the wel | head was deregul ated in 1978; since that
time, the price has been dictated by a conpetitive market sys-
tem

Beginning in the | ate 1970s, the petrol eumindustry had t he ca-
pacity to produce nore natural gas than the market could
handl e, creating a phenonenon referred to as the “gas bubbl e.”
After the econom c crash of the oil and gas i ndustry in 1986,
fol | owed by maj or corporate and i ndustry restructuring, expl o-
ration activities sl owed and natural gas reserves were not re-
pl aced. During nost of the 1990s, the nunber of drillingrigs
inthe U S renmained | ow neaning fewer oil and gas wells were
being drilled to supply and repl eni sh reserves. By | ate 1999,
however, drilling activity picked up and reached record hi ghs
by early 2001. G ven the i ncreased demands sparked primarily by
changes inthe electric utility industry over the | ast five
years, the gas bubbl e is depl eted and | arge nunbers of newdi s-
coveries are needed to supply the newdenand and to repl ace re-
serves.

VI, Fl orida’ s Pi peline Connecti on

Where will all the newnatural gas for Florida cone fromand
howw Il it get here? The natural gas supplied to Florida wl|l
be transported t hrough i nterstate natural gas pipelines regu-

| at ed by t he Federal Energy Regul atory Comm ssion ( FERC) and
theUS Departnent of Transportation. Asignificant i ncrenent of newgaswll fl ow
fromthe Mbbi | e Bay area, fromproductioninthe state vwaters off A abana, and the
federal outer continental shelf (A5 areas of f A abana, Mssi ssippi, and Loui si ana.
Asubstantial porti onof gasinthefuture nay cone fromliquefiednatura gas
(LN shi pped fromot her countri es.

Presently, HoridaGs Transmssi on Gonpany (FGI) operates the naj or nat ural
gas pi pel i nethat crosses t he Panhandl e and serves downstat e areas. FG, whichis
owned by Enron and a subsi di ary of H Paso Ehergy, has acurrent capacitythat is
about 60 percent of the projected demand for the next decade. Hwever, system
upgr ades and newpi pel i nes i n t he pl anni ng and devel opnent process coul d suppl y
100 percent of Horida s pipelineneeds for thelongterm accordi ngto FG press
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rel eases. FGT intends to be the main supplier of natural gas to
the state. But pipeline conpetitors are rushing to conplete

pl ans so that they can capture sone of the delivery contracts
to power plants for the newgas demands antici pated i f and when
mer chant plants are approved for Florida. Here are the pl ans
announced t o dat e:

Inlate 2000, the Duke/ Wl lians partnership acquired the

@l f streamPi pel i ne Project crossing of the Gul f of Mexico
fromthe area of Mobile, Al abama, to a landfall near Port
Manat ee. The Qul fstreampipelineis to be a 36-inch di aneter
pi pe that crosses approximately 400 m | es of the Gulf of
Mexi co.

Per haps t he nost 1 nnovat i ve proposal i nvol ves bri ngi ng LNGf romover seas.
Southern Natural Gas Gonpany i s working jointly wth Ewron Qorporationfor
the construction of the Gpress Natural Gas H pel i ne fromnear Savannah,
Georgi a, toaninterconnect wththe FG systemnear Jacksonville, Horida
LNGfromover seas nay be expected to conpete wth donestic natural gasif
prices renai n hi gh.

Enron al so announced pl ans for anot her LNGtermnal inthe Bahanas wth a
pi pel i ne connectionto R. Lauderdal e. LNGsuppl i es are expectedtoorigi nate
i nTrini dad and \enezuel a.

IX The Qul f of Mexi co Connecti on

Mst prg ections of natural gas supplies, particu arlyfor theoffshore Gi f of
Mxi co area, are optimstic for the next decade. These proj ecti ons are based onthe
assunptionthat thedrillingratefor ol andgaswl| beincreased dranatically; thet
record anounts of capital wll beinvestedinthearea; andthat nearly unlinmted
rigsandpersonnel wll beavailadefor thetask. Industry expertsclaimthat al of
therenai ning areas of the Gul f of Mxiconeedtobe eval uatedinthe next five
yearsinorder toneet the projected natural gas denands.

Newdrillingactivityinthe Gu f of Mxicow!| beincreasingy indeepwater and
w1l be expensi ve, but because of thehugefiedstobefound, thiseffort likey wll
translateinthe narketpl aceto conpetitively pricedfuel. Sone of the expect ed
natural gas supply wll befromfederal watersinthelnterior Departnents Lease

S el8l Theareainthesa eisabout 64 nl es of f shore Loui si ana, 15 ml es of f shore
A abana and at | east 100 ml es of fshore Horida. Mneral Mnagenent Servi ce
(M® of theUS Departnent of thelnterior isconsideringaleasesaeonl, 033

10
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bl ocks involving 5.9 mllion acres across in the proposed
area. However, in | ate January 2001, in a blowto the energy
i ndustry, Governor Jeb Bush requested MVBto excl ude Lease
Sal €181 fromfurther consideration.

Participants i n the Energy 2020 debate and Fl ori da | eqgi sl at ors

shoul d under st and t hat t he cheap nat ur al Cc;;as fromthe bubble is
Figure 2. U.S. Gulf of Mexico Natural Gas Production

ACTUAL FOCUS PERIOD

TRILLION CUBICFEET

SHELF
0-200 meters
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YEAR

I @l f of Mexico production increases by 2.7 Tcf by
2010.

I Deepwater productionincreases fromlessthanltonorethan4.5
Tcf / year.

I Gadual declineisprgectedfor shelf production.

Source of historical datac A/Dwghts producti on reports. June 1999,

Source: Natural Gas Meeting the Chal | enges of the Nation's Gow ng Natural Gas Denand:
AReport of the National Petrol eumGounci |, Decenfer 1999.
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Figure 3. Gulf of Mexico - Offshore Gas Production and Future Demand
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Source: “The pportunities and Chal | enges of Deepwat er Gas”
by permssi on of AndrewL. Hardi nan, vice presi dent, Chevron
USA Product i on Conpany
depleted and that drilling near Florida s coast may be required

to satisfy demands created in the state or a serious consi der -
ation of alternative fuel sources for required generating fa-
cilities nmust occur. The debate over the devel opnent of natural
gas di scovered 25 m | es sout h of Pensacol a by Chevron shoul d
cause a rethinki ng of policies agai nst such devel opnment of f

Fl orida’ s coast or a rethinking of the denand-si de policies
that require ever- increasing supplies of natural gas.
Chevron’s di scovery confirns that natural gas is present off-
shore Florida. Natural gas can be produced wi t hout any ri sks of
spills to the surroundi ng wat er and coul d supply all of

Fl orida’s natural gas needs for nore than three years at cur-
rent demands.

Wth the exception of LNGfromoverseas, all of the natural gas
used in Floridawll be supplied fromfields inthe Gulf Coast
area. The mgjority will cone fromfields offshoreinthe Gulf
of Mexico. The resources of natural gas in the Gul f of Mexico

12
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have provi ded 25 percent of the nation’s demand for nore than a
quarter century. The supplies have been tapped at arate of 5
Tcf per year for the last 20 years. Until recently, nearly all
of the natural gas was produced i n water depths | ess than 200
nmeters. Now, as the demand for natural gas is expected to in-
crease dramatically, the ability of the Gulf of Mexico region
to supply the demand are i n questi on.

X Ener gy Questi ons and Answers

1. Are natural gas reserves inthe Gulf of Mexico adequate to
nmeet proj ected demands?

Mbst i ndustry experts say yes but renind us that nany fieldsthat wll supply the

Figure 4. Lower 48 Natural Gas Resources Subject to Access Restrictions

* Approximately 29 Tcf of the
Rocki es gas resources are
closed to devel opnent and 108
Tcf are available with re-
strictions.

1 Significant anount of resource i s subject to access
restrictions.

I Theseareas are closetol arge and grow ng popul ati on centers.

Source: Natural Gas Meeting the (hal | enges of the Nation's Gow ng Natural Gas Denand.
AReport of the National Petrol eumQuncil. Decenter 1999.
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new demands are i n deep wat er and have yet to be found. Deep
wat er refers to dept hs between 200 and 2, 000 net ers.

The petrol eumi ndustry has al ways had a positive business atti -
tude and many of their statenents tend to be optim stic, par-
ticularly fromthe natural gas produci ng si de. Conversely, MV5,
as caret aker of nost of the technical data on of fshore re-
serves, isnorecautious. Asointhecautious canpisthe National Retrol eumQGoun-
cil, wiichreportedinlate 199 that thepotentia for natural gas productioninthe
Qul f of Mexi co woul d peak about 2010 and begi n a gradual decl ine as depictedin
Hogre2

The suppl y and denand i ssues arerestated in FH gure 2, whichis adapted froma
presentation by AndrewJ. Hardi nan, vice presi dent of Chevron USA R oducti on
onpany, and dat a fromt he Nati onal Petrol eumQounci | taken fromH gure 2. H g
ure 3 shows that the GCSsupply i s expected to keep up w th denands unti| about
2010. A that point, the denand range continuestoclinbinresponseto proj ections
basedontheswtchtonatura gas as apovwer plant fuel, but the best-case supply
scenari o begi ns t he downt urn. Gorrespondi ng pri ce i ncreases woul d be expect ed.

2 (Gantheenergyindustry producethe natural gas supplies rapidy enoughto
avoi d serious pri ce spi kes?

I ndustry anal ysts predict aboomindrillingactivityisrequiredtorep acethe base
suppl y of 5Tcf per year inthe Gul f of Mxico, wichisareadyinadecliningstate
(asindicatedinHgure 2), andto neet the i ncreasi ng denands. The pet rol eumi n-
dustry nust nobilize, drill, find, and produce bothoil andthe associ at ed nat ur al
gas at arecord pace over the next decade to acconpl i shthis mssion. Mst of the
gaswl | befoundinassociaionwthaoil.

To neet the demand range shown in Figure 3, natural gas nust be
di scovered at a repl acenent rate of about 125 percent per year
for the next 15 years. Currently there are not enough drilling
rigs and trai ned personnel to acconplish this task. Moreover,
thedrilling effort will take place in deepwater with expensive
drill ships and expensive col |l ection and supply lines to shore.
Thi s process will require technol ogy breakt hroughs and fi nanc-
ing at | evel s not seen before in the industry. Further, many of
t he deepwater fields have not yet been drill ed nor proven.

Many of the prospective areas off Florida al ong the eastern
@l f of Mexico shelf remain cl osed to of fshore expl oration un-

14
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til 2012 by federal policy. The National Petrol eumCouncil es-
ti mated t hat as much as 24 Tcf of natural gas is currently off
limts inthe eastern GQulf planning area off Florida (see Fi g-
ure 4). Inrelative ternms, 24 Tcf woul d anpbunt to about a
decade’ s worth of production for the state’s projected power
pl ant denmands.

3. Wiat isthelikely Florida natural gas demand scenari 0?

TheHoridascenariofor natural gas denands coul d | ook sonething likethis.

The Horidal egislature nay pave the way for nerchant plants, unl eashing a
rushto bui I d conusti onturbi nes pl ants over the next five years.

Mearwvhi | e, the newpi pel i nes woul d be bui | t and exi sti ng syst ens upgraded t o
supply the nat ural ges.

Ater theturbinesal goonline ashort honeynmon of reasonabl y pri ced nat u-
ra gas-generatedd ectricity nay occur.

Hectricratesnay begintorisedranatical | y as conpetitionfor natural gas
fromdeclining Gul f of Mxi coreserves drives prices hi gher.

Li qui d pet rol eumf uel substitutions woul d becone cormon as nat ural gas
pricesrise

As consuner rates rise, policynakers and envi ronnental regul at ors woul d be
back, likdyinacrisisnodetryingtod versifythefud suppies, andevento
reconmi ssi on sone of the ol der coal pl ants.

A themdpoint this decade, power generationinHoridamght ook |ikethe
chaotic Giliforniaenergy scenari oin2000-2001. |f the pace of expl orationand
devel opnent requiredto findand bring onl i ne newgas reserves does not keep up
wth projections, the honeynoon period coul d be even shorter.

XA. AHeads W for Horida Policynakers

BEnergy i ssues that nay be debat ed over the next twotothree years by
pol i cynakers inthe Bhergy 2020 groupand by the Horidal egislaturearelisted
here

Early in 2001, nerchant plant pronoters requested | egislative approva for
vays to fast-track construction of newfacilities. As a conponent of newleg
islation, the reviewng and permtting agencies shoud a so reviewthe life
cycle fuel supply and alternatives fasfuel substitutions for each proposed
instdlaion
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Appendi x A
Fl ori da Energy 2020 St udy Conm ssi on

Sevent een nmen and wonen—al | but one or two neophytes in the
real mof energy and the generation of el ectricity—+ecomended
statutory changes in January 2001 that could open Florida to
construction of nmerchant power pl ants.

The Fl ori da Energy 2020 Study Conm ssi on, created and appoi nt ed
by Governor Jeb Bush, began its work i n Septenber 2000. Ap-
pointed to chart a course for the future of electricity produc-
tionin Florida, the group is nastering the intricacies of de-
regul ati on, restructuring, whol esal e and retail conpetition,
conver gence, unbundling, and ot her systemdefini ng concepts and
processes before it submts its final report on Decenber 1,
2001.

Yet the comm ssi on unani nously voted to send its proposal for
restructuring the whol esal e power narket to the | egi sl ature af -
ter barely five nonths on the | earni ng curve.

Drawn fromExecutive Order No. 00-127, the comm ssion’s initial
wor k plan ranged fromreliability and reserves of electricity
to diversity of fuels used to generate electricity. Specifi-
cally, the executive order calls for exam nati on of a |l engthy
|l i st of topics including:

The need for and supply of electricity
Theneed for and supply of fuel stogenerate el ectricity
Therediablityd eectricityandof natural ges as afud

Theinfl uence of energingtechnol ogiesthat nay al ter the points of generation
and the ki nds of fuel s usedfor generation

The i npact of regul atory changes, particul arly as they pertaintothe workf orce
andtolowincone, elderly, rural consuners

Lhbundl i ng of what i s known as el ectricitytorefocus ontheindi vi dual conpo-
nents of generation, transmssion, anddistribution

The i npact of change on state and federal tax revenues
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Mt hods to deal wth “stranded costs,” whi ch are i nvest nents nade i n a regu-
| at ed envi ronnent that nay not be recoverabl e i n aderegul at ed envi ronnent .

The coomissionrepresents H ori da’ s nost recent strategy totackl e changes t hat
areoccurringnationwdestate-by-stateineectricutilities. As of Mrch 2000,
Horidarenai ned one of only two states wth no active pl ans to examne or change
thevay e ectricutilitiesconduct businesswthinthe r geopditical reg ons. Bush
created the A ori da Energy 2020 S udy Gonmssi on after legislative attenptstoin
vestigatethetopicranafoul of conpetingpolitics. Sone facti ons preferred aninde-
pendent st udy group, whil e others advocated for atask forcethat incl udedindustry
representatives.

Vel ter L. Revell, forner secretary of the Horida Departnent of Transportation,
chai rs t he coomissi on, and Sen. TomLee (R Brandon), chair of the Senat e Regu-

| ated I ndustries Gonmttee and sponsor of theill-fated 20001 egislation, i s anong
its neners. Fewneners hol ddirect expertiseinel ectricutilities; IOr. Sanford V.
Berg, director of theRblicUWilities Research Ganter, Lhiversityof Horida, repre-
sents the exception. J. Terry Deason, chair of H orida Publ i ¢ Servi ce Gonmassi on
(PO, and Jack Sreve, public counsel, are ex-of fici o neniers. No nentoer of fi -
cialyrepresentstheinvestor-omed utilitiesthat currently operate as nonopal i es
inHoridaor theindependent power producers who need a pol i cy change to al | ow
themtooperateinthestate.

The group’ s scope of work goes beyond t he whol esal e and retai | narket i1 ssues
comnmonl y associ at ed wth deregul ati ontoincl ude suppl y of and access t o sour ces
of fuel or energy. The very nane of the group, al so cal | ed Energy 2020 or E2020,
suggest s that pol i cy reconmendat i ons coul d ext end beyond t he hi st ori ¢ bound-
ariesdf theeectricutilitiesindustry. Rerhapsthisisatacit acknow edgenent of
theincreasi ng convergence of el ectricutilitiesandfuel or energy conpaniesinthe
corporate setting. The conmissi on’' s recommendat i ons ar e expect ed t o gui de
Horidapaicyfor nerchant plants andthe antici patedincreaseinthe use of natural
gas asthefue of choce. Mrchant plantsarebuilt onspecul ation; a | east aportion
of theelectricityisgeneratedwthout afirmconmtnent or contract.

“I'nactionisnat anoption,” Bushchargedinabrief appearance at E2020 s first ses-
sion, predi ctingd reconsequencesif thestatefalstoinsuwerdiadlity. H urged
the grouptothink bi gabout what energy options couldbelikeinHorida beyond
the here and now A the sane tine, Bush acknow edged t he chal | enges i nherent in
pal i cy changes and urged conmissionerstolistentothe voi ces that speaktothe
environnent, sayingthat it istinetorevalidate conservation.

The conmi ssi on added a conponent for envi ronnental protectionto the workpl an.
It a sodecidedtoexamneissuesrel atedtothewhol esal e narket inHorida, includ
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i ng nerchant plants or i ndependent power producers, before it
i ssued a prelimnary report in January 2001.

The Structure of Inquiry

E2020’ s first task, one that is conmon to an appointed, citi-
zen-surrogate commttee, was to | earn about the topic. To do
so, the comm ssionis |ookingtothree groups for information
on the industries and t he i ssues: governnent agencies, techni -
cal advi sory groups, and wor ki ng groups

Government Agencies. Initially, the commissionrelied onthe
expertise of several governnent groups, nanely:

Fl ori da PSC, which historically regul ates rates and oper a-
tions that affect ratesinthe electricutility industry

H orida Departnent of Envi ronnental Protecti on (CEP), whichregul ates the
| ocationof generatingplants andtransnissi onanddistributionlines asthese
af fect the envi ronnent

Horida Departnent of Gonmunity Afairs (D3A), which, throughitslinksto
the Federal asta Zone, influences theregul ationof pipelinesusedtocarry
fuelssuchas natura gas

RiblicUilities Research Genter (RR) at the Lhiversityof Horidain
G nesvi | | e, whi ch conduct s resear ch and educati onal outreachrel atedto
uilities

Techni cal Advi sory G oups. The conmissi on set up si X techni cal advi sory
groups, consi sting of vol unteer nenfber s who have content area expertisebut little
if anyovert, stroglinkstoutilitiesor utilitynarkets. They are, inthe parl ance of
t he conmi ssi on, non- st akehol der s who ar e responsi bl e t o conduct resear ch and
nake reconmendati ons rel ated to the fol | ow ng:

Wiol esal e nar ket s

Retai | narkets

Envi ronnental protection

Rubl i ¢ pur pose prograns, toincl ude conservation, energi ngtechnol ogy, and

A-3



James Madison Institute Policy Report No. 33 May 2001

uni versal service
Inpactstostate and | ocal tax structures

Econom ¢ devel opnent .

Wor ki ng Groups. Equal ly i nportant are nenbers of cross-inter-
est worki ng groups. These special-interest citizens are stake-

hol ders who represent the utilities, energy conpani es, consuner
groups, and envi ronnental organi zati ons.

The comm ssion early on solicited nom nees to provide technical
advi ce, whil e the working groups are self-organi zi ng from

wi t hin the E2020 nenbershi p. Both groups are hel ping to set the
agenda for the | arger comm ssion and therefore are i nfl uenci ng

energy policy in Florida.?

The Language of Power: The Language of Change

Until recently, electricutilities generally operated inthe
Uni ted States as natural nonopolies, which assunes that a

si ngl e supplier or nonopoly can provide t he | owest cost product
inthe case at hand. The utilities are regul ated by the Feder al
Ener gy Regul at ory Conm ssi on (FERC) at the national |evel and
by public utilities conm ssions or simlar group at the state

| evel . In Florida, the PSCregul ates the rates charged by
utilities, includingthose that produce electricity. As a no-
nopoly, the utilities cormmonly own and control three functional
or service areas:

The power plants that generate electricity
Thelinesthat transmt the power fromthe plant todistributioncenters
Thewresthat distributethe power tothe cust oners.

Ener gy 2020 was creat ed i n response to changes i nthe energy regul at ory system
These changes are col | ecti vel y known as deregul ationor restructuring, and are gen
erally associatedwthashift tooperationinaconpetitive econonic environnent .
Theorigins of deregul ationare commonly tracedtothefederal Rublic Uilities
Regul atory Pol i cy Act of 1978 (RURPA), whichcreated qual ifyingfaciliti es—snal |
generating pl ants powered by nontraditional fuel s or technol ogi es. PLRPAaAl | oved
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non-utilities to construct and generate power and required t he
| arger utilities to purchase the power. The qualifying plants

were the first of what are now known as i ndependent power pro-
ducers.

Fourteen years later, after initiation of deregul ati on of el ec-
tricutilities inother parts of the world, the U S. Energy
Pol i cy Act of 1992 provided the platformfor the next round of
changes by creati ng a newcl ass of gener at or s—exenpt whol esal e
generators (EWss) or i ndependent power producers. The BEWGs,

whi ch are now known as nerchant plants, may construct and oper-
ate generating plants wwththeintent to sell power only to the
whol esal e nar ket where aut hori zed by state regul ati ons. Wt hout
arewite of Floridalaw, the EWNG will not be able to build
new pl ant s.

Toget her, the PURPA, the Energy Policy Act of 1992, and t he

i npl enenting rules or orders fromFERC created t he foundati on
for devel opnent of a power nmarket and separation of services or
what i s known as unbundl i ng. Two FERC orders (No. 888 in 1996
and No. 2000 i n 2000) encouraged utilities to create vol untar-
ily i ndependent|ly owned transm ssi on organi zati ons on a re-
gional basis (RTGs). Florida utilities, includinginvestor-
owned Fl ori da Power and Li ght, Florida Power Corp., Tanpa El ec-
tric Conpany, and ot her stakehol ders, organi zed the Fl ori da
TransCo to operate the transm ssion |ines for the Fl ori da pen-
insula. Gulf Power and its parent conpany, Southern Electric
Conpany in Atlanta, are expected to create a separate RTOfor

t he Fl ori da Panhandl e r egi on.

The PURPA, the Energy Policy Act of 1992, and FERC orders re-
fl ect changes in the regul atory sector of the electric utili-
tiesindustry. Inresponse, many electric utilities have devel -
oped strategies to overcone the | oss of nost favored nonopol y
status. These i nclude acqui sitions (sonetines at an i nterna-
tional scale), formation of multi-utility hol di ng conpani es,

pl ans to construct their own nmerchant plants where public
policy all ows, and convergence. Convergence refers to the in-
creasi ng tendency of electric utilities to add pi pelines and
fuel or energy sources to their |lines of revenue even as they
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stand to |l ose traditional access totransmssionlines inthe
future. I n many cases, power conpani es create separate energy
groups to refl ect the broader spectrum Simlarly, traditional
ener gy compani es are noving to acquire el ectric power generat -
i ng capacity through nergers and acqui si ti ons.

FI ori da Energy 2020 St udy Conmm ssi on

The m ssion of the study conmi ssionis to plot Florida s course
for energy over a 20-year horizon. The i medi at e concerns, and
t hose addressed in the interi mreport, focus on nmerchant

pl ants. Applications fromDuke Energy and ot her conpani es that
want to construct these plants in the state nust await st at u-
tory changes. Duke originally received approval to construct a
power plant in New Snyrna Beach fromthe Florida PSCin 1998.
However, the Fl orida Supreme Court rul ed agai nst t he PSC deci -
sionin 1999 in response to chall enges fil ed by Fl ori da Power
and Li ght, Florida Power Corp. and Tanpa El ectric Conpany. In
addi tion, Energy 2020 i s expected to consi der the potential for
retail conmpetition, which would allowconsuners theright to
sel ect a power conpany rather than be restricted by the geo-
graphic territory of a nonopoly. The group net nonthly in Tal -

| ahassee in 2000 and is doing so at various | ocations around
the state inthe first half of 2001. The report will then be
witten over the sumrer and presented at public neetings inthe
fall.

The Energy 2020 St udy Conm ssion stands to alter the expecta-
tions of power |long held by electric utilities and by corporate
and i ndi vi dual consuners in Florida. A change made i n one part
of the systemw I| al nost certainly engender change i n anot her.
Before finalizing recoormendati ons, the comm ssion w |l do well
to ponder the likely inpacts to the energy regul atory systemat
| arge to reduce the |ikelihood of uni ntended consequences.

Endnot e

1.  Wiile the menbers of the comm ssion and t he techni cal advi sory groups are not
pai d for services, both groups are eligible for travel reinbursenents. Menbers

of the worki ng groups, however, are not eligible.
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Appendi x B

Fuel s fromFl ori da: Expl oration and Production Policy

l. Gl and Gas Production in Florida

The production of oil and natural gas began in south Fl ori da
nore than 65 years ago. Seven oil fields devel oped in the
Sunni | and area of south Florida over the intervening 55 years
are still producing. The | argest onshore oil field east of the
M ssi ssi ppi River is near Jay, Florida, in Santa Rosa County.
Exxon di scovered the Jay Field in June 1970 and the snal |l er

Bl ackj ack Creek Field just south of Jay two years | ater.

The devel opnent drilling for these two west Florida fields took
several years and by the | ate 1970s, the conbi ned producti on
fromJay and Bl ackj ack Creek pushed Fl orida to the rank of the
ninth | argest producer in the nation.* This hi gh-ranking dis-
tinction lasted only two years as the producti on fromwest

Fl ori da qui ckly peaked, then declined. Presently, Florida ranks
18'" i n production by state but thirdinthe nationin the con-
sunption of notor fuels.?

The total production of oil and gas fromwest Flori da produced
to date woul d be val ued at nearly $20 billion at 2000 pri ces?.
The west Florida fields are expected to continue to be mni-
mal |y productive for at | east another 10 years. The Jay and
Bl ackj ack Creek Fields will ultimately produce nore than 600

mllion barrels of oil and 800 billion cubic feet (bcf) of
natural gas.* The val ue of the oil already produced fromsouth
Florida fields is estimated to be nearly $3 billion at | ate

2000 prices.?®

II. Three Approaches to Petrol eumPolicy

The public policies that govern expl oration for and devel opnent
of petrol eumbased fuels in Florida reflect three separate ap-
proaches to policy over the past 65 years.

In the early days of Florida s devel opnent as a state, the ex-
ecutive branch encouraged expl orati on and devel opnent with in-
centive-based policies.®

As t he envi ronnment al novenent beaan to aai n nonentumi n t he
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early 1970s, Florida policy vacill ated between outright prohi-
bition of explorationto attenpts at cooperati on.

By the turn of the century, state policy—and federal policy re-
| at ed t o near-Fl ori da resources—was defined by noratoria on wa-
ter-based drilling and the threat of prohibitionin environnmen-
tally sensitive areas of south Fl ori da.

These t hr ee approaches are consi dered i n this appendi x and pr o-
vi de a backdrop for Florida s present energy policy.

1 The Era of I ncentive-based Policies (1935 — 1970)

Petrol eumexpl orati on began in earnest in Florida inthe m d-
1930s when t he gover nor and cabi net of fered $50, 000 cash for
the first oil discovery inthe state and, at the sane tine,
denonstrat ed proactive public policymaking. The prize was a
significant incentive and expl orationists took the offer seri -
ously.” Conpani es and i ndividuals initiated extensive petrol eum
expl orati on studi es and onshore drilling prograns. The pace of
expl oration sl owed at the onset of World War 1|1. However,
Hunbl e G | and Refi ni ng Conpany (| ater Exxon and now Exxon-
Mobil) clained the prizein 1943 with a wildcat well? drilled
to 11,800 feet near the small comunity of Sunniland on State
Road 29 in Col lier County. Using oil industry term nol ogy, the
col l ection of wells devel oped around this discovery is called
the Sunniland Field (see Figure 1). Simlarly, Hunbl e s geol o-
gists naned the 75 mllion-year-old Cretaceous |inestone that
istheoil reservoir rock inthe area the Sunnil and Formati on.

Over the second half of the twentieth century, eight additional
fields were di scovered onshore in south Florida along the area
t hat has beconme known as the Sunniland Trend (al so shown in
Figure 1). The trend, an area of high potential for oil, ex-
tends fromthe Evergl ades Nati onal Park of western M am / Dade
County across the Big Cypress Swanp to Fort Myers and of f shore
into Florida-owned waters in the Gulf of Mexico north of the

Fl ori da Keys and up to 125 m | es of fshore fromNapl es. Two of
the fields in the present-day Bi g Cypress Nati onal Preserve ad-
jacent to the Evergl ades National Park still produce oil. The
original Sunniland Field produced oil into the m d-1990s

The di scovery of oil in Florida onshore spurred policy deci -
sions that extended i ncentives and interest to state water bot-
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) Figure 1. Oil & Gas Field Maps and State Leases
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tons and of fshore.® In 1944, the governor and cabinet, sitting
as the trustees of the Internal |Inprovenent Trust Fund, agreed
tolease the mneral rights for several mllion acres offshore
inthe Gulf of Mexico in the area fromApal achicolato St. Pe-
tersburg to Coastal Petrol eumConpany.® In a separate action,
the trustees al so | eased t he wat er bottons of Lake Ckeechobee
and rivers flowing tothe Gulf of Mexico to Coastal Petrol eum
Conpany. ' By 1945, Gov. MIlard F. Cal dwell pledged the sup-
port of the state to help find nore oil in Florida and urged

| egi slators to pass regul ati ons that woul d al |l owexplorationto
continue with “thoughtful and orderly pl anning”.?*
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The trustees granted additional | eases for offshore areas

al ong t he sout hwest Florida coast and in the Florida Keys to

@l f G| Conpany and Coastal Petrol eumConpany in 1946* and

1947. The trustees conti nued to encourage expl oration acti vi -
ties for 25 years wth additional offshore oil and gas | eases
inthe Florida Keys, Florida Bay, off the Marquesas Keys near
Key West, and i n t he Pensacol a Bay estuary system

@l f Gl Conpany drilled four exploratory wells offshore in
t he Fl ori da Keys bet ween 1947 and 1959. Coastal Petrol eum
partnered with California Conpany (| ater Chevron) and Mbi l

Ol Conpany todrill 13 wells in the of fshore area between
Apal achi col a and Napl es bet ween 1947 and 1968. Getty G| Com
pany drilled the | ast exploratory well in Florida waters in

1983 on state | ease 2338 i n t he Pensacol a estuary syst emnear
t he center of East Bay in Santa Rosa County. ' To date, none
of the offshore wells in Florida-owned wat ers has produced
comrerci al quantities of oil or natural gas.

2. Shifting Policies: APeriod of Tol eration and Cooperation
(1970 — 1980)

The oil spill offshore Santa Barbara, California, in 1968,
coupled with several large spills fromtransport tankers dur-
i ng the sane period, hei ghtened public awareness of offshore
drilling practices and the potential for oil spills in marine
environnents. By the early 1970s, Florida' s pro-industry poli -
cies beganto drawcriticismfromel ected officials as the
ener gi ng envi ronnent al novenent gai ned i nfluence. Florida' s
policies reflected this changi ng nood, shifting first fromin-
centives to cooperation and finally to prohibition.

The Bi g Cypress Swanp Advi sory Comm ttee

Wth the advent of the environnental novenent, Gov. O aude
Kirk in 1970 pl aced a noratori umon explorationin the Big Cy-
press area at the urgi ng of south Fl orida environnentalists.
In 1971, Gov. Rubin Askew created the Bi g Cypress Swanp Advi -
sory Commttee to foster a cooperative approach to oil expl o-
ration and devel opnent. The commttee, conposed of industry
and environnental interests who reviewed all drilling and pro-
ducti on proposal s, has proved to be a nodel for environnental
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di sput e resol uti on.

Ol exploration prograns inthis area are stym ed by the | and
managenent vi sion of the National Park Service. In 1974, the
Bi g Cypress National Preserve was created over nuch of the
sout hern end of the oil producing area of the Sunniland Trend.
The Departnent of the Interior’s National Park Service acquired
the surface rights only for nost of the land in the Preserve;
the mneral rights remained with the original surface owners.
The aut hori zation fromCongress to purchase the Preserve car-
ried specific |language permtting mneral rights’ owners to
continue to explore for and produce oil. In truth, the govern-
nment did not want to pay for the value of the oil likely to be
found in this area.

The National Park Service has since interpretedits m ssion
nore stringently than the | anguage of the 1974 Bi g Cypress | aw
may have i ntended. Since the early 1980s, Park Service rul es
have made expl oration activitiesinthis areadifficult.
Col l'i er Resources Conpany, representing the Collier famly who
has owned t he mi neral s under the Bi g Cypress for nore than 80
years, recently proposed expl oration progranms to exam ne nore
t han 20 geol ogi ¢ prospects that could |l ead to the di scovery of
additional fields. The proposal s are pendi ng envi ronnental re-
vi ew by the National Park Service. But by the | ate 1990s,

Fl ori da agenci es had reversed policies of cooperation to a po-
sition opposing drilling activities in the Big Cypress area.

3 FromCooperation to Prohibition (1980 — 2001)

Fl orida’ s environnmental conmunity t hroughout the 1980s nai n-
tai ned and expanded its antidrilling stance toward expl oration
inwaters offshore and i n environnental |y sensitive inland ar-
eas such as the Bi g Cypress National Preserve. Regul ators began
siding with the environnental groups even on | ands where there
was a |l egal right to explore. This policy of prohibition even
appliedretroactively to | eases i ssued during the peri od when
the state pronoted oil and gas exploration activities. Getty
Ol Conmpany drilledthe last well in Florida waters in 1983,
sone 10 years after initiating the permtting process on a

| ease that had been originally issuedin 1968. Coastal Petro-

| eum Conpany faces a sim |l ar chall enge today. If permts are
obt ai ned, Coastal plans to drill exploratory wells off St.
George Island in Franklin County on the original |ease granted
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by the trustees in 1944. Coastal, which opened the permtting
process in the early 1990s, has yet todrill a well?® and re-
cently announced its intention to sue the state for the val ue
of the | ease’.

Gov. Bob Grahamand t he cabi net as trustees funded a study of
of fshore | easi ng on state-owned | ands in 1983.% After nore

t han a year of research by the Florida Institute of Cceanogra-
phy on the | easi ng topic, the governor and cabi net quietly bur-
ied the report by renoving it frompublic consideration.

In 1989 in the i medi at e wake of the Exxon Val dez spill, the
Florida | egi sl ature placed specific | anguage in the statutes to
prohibit oil and gas pernmits on state-owned | ands al ong t he
coast.?® The |l egislature followed up in 1990 by renoving the

Figure 2. Florida Panhandle Offshore Areas
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| anguage fromthe 1945-era statutes supporting oil exploration
activities.® By 1991, the trustees and the | egi sl ature nade
expl oration in many prospective areas on state |l ands in south
Florida off limts. These i ncl ude areas where t he M ccosukee

I ndi an Tri be has oil rights in comon with the state.

Quter Continental Shel f Leasi ng and Expl orati on

Inthe | ate 1940s, the federal governnent began actively | eas-
ing offshore waters in the Gulf of Mexico off Texas and Loui si -
ana. Since that tinme, the M neral s Managenent Servi ce ( MVB) of
the U S. Departnent of the Interior has maintai ned a proactive
| easi ng programin the central and western portions of the
Qlf.?® Since the late 1970s, MVS has been swayed by congres-
sional actions that have del ayed | easi ng and even decl ared sone
areas offshore Floridainthe eastern Gulf of Mexico off |im
its.?

The U. S. Departnment of the Interior began leasing tracts inthe
outer continental shelf (OCS) areas off Floridain 1973 inthe
eastern Gul f of Mexico on the Destin Done?? that lies 30 to 40
m | es sout hwest of Panana City. Exxon, the high bidder for

t hese l eases, and its drilling partners took the business ini-
tiative and began explorationdrillingin 1974. Exxon’s drill -
i ng confirned the presence of the Norphlet sand formati on, an
anci ent sand dune stratumnore than 500 feet thick that is
proven to be a reservoir rock for extrenely productive oil and
gas fields in Al abana and the Fl ori da Panhandl e. The Destin
Done drilling by Exxon was suspended after 15 dry holes. %

Buoyed by t he favorabl e geol ogi ¢ conditi ons as det erm ned by
drilling on the Destin Donme, the industry went into OCS Lease
Sale 79 in January 1984 with optim sm Leases on 156 tracts in
t he eastern Gul f were purchased with bids totaling $310 m | -
lion.# Shell G| Conpany drilled in the Destin Done area again
in 1985 and di scovered oil and natural gas in the Norphl et sand
(see Figure 2.) Although this well was the first to contain pe-
trol eumhydrocarbons of f Florida, ultimately it was decl ared
noncomrer ci al because of lowyield and the | ease was relin-

qui shed in 1990.% Optimsmrenmai ned strong for this frontier
areainthe eastern Gulf until opposition fromenvironnmental
groups rai sed the specter of a noratorium %
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A Pol i cy O escendo

In 1982, then-Interior Secretary Janmes Watt announced pl ans to
| ease the entire U.S. coastline for the next five years. This
announcenent i nfl amed t he envi ronnental community.

Gov. Graham who, whileinofficeinitiated the antidrilling
policiesinstate waters, along with the Fl ori da congressi onal
del egati on pushed t hrough l egislation in 1983 to create a one-

year noratortramin a 30-m 1l e-W de Zone Ol T SNoT € DeEt Ween Panana
Figure 3. Eastern Gulf of Mexico Proposed Sale 181
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City and Naples. Valid coastal | eases 224 A and 224 B were i n-
shore of this noratoriumarea. The noratoriumlegislation al so
postponed drilling ontracts already | eased in the area. Con-
gress passed simlar noratoriain 1984, 1985, and 1986 provi di ng
for increnental one-year del ays.? The pressure fromthe envi -
ronnmental conmunity finally forced t he Departnment of the Inte-
rior to offer to buy back the | eases of f the sout hwest Fl orida
coast nore than 10 years after purchase. 2 Owmers of 73 | ease
bl ocks relinqui shed explorationrights as part of alitigation
settlenent with MVS,

Shel |’ s di scoveries in the m d-1980s on Destin Done in areas
out si de t he congressi onal buffer zone strengthened i ndustry op-
timsmfor finding nore oil and gas in the eastern Gul f. But
that opti m smwas short lived. In 1990, President George H.
Bush, at the urging of Florida political |eaders and the con-
gressi onal del egation, cancelled any further federal |ease sal es
and excl uded federally owned areas off Florida froml easi ng un-
til after 2000.% Later, in 1998, President Bill Cinton ex-
tended t he noratori umwhen he withdrewal |l areas of the eastern
Qul f of Mexicowi thin 100 mles of the Florida coast froml ease
sales until 2012. 3%

[11. Ofshore Florida D scoveri es

The debat e and pol i cy deci sions by Florida officials banni ng ex-
pl oration activities shifted fromthe sale of newl eases to the
devel opnent of previously di scovered natural gas reserves.

1 Desti n Done Bl ock 56

In 1987, Chevron discovered afieldonthe western end of Destin
Done i n Bl ock 56 | eased i n 1984.3% However, Chevron has yet to
produce any natural gas fromthe field.* Florida political

| eaders objected in a strongly bipartisan nanner at every step
of the regul atory process to Chevron’s plans to devel op nat ural
gas due sout h of Pensacol a (al so shown in Fig. 2). Chevron’s

di scovery can be put into perspective by understandi ng that the
estimated 1.5 Tcf of natural gas fromthis field al one woul d
supply Florida s gas power plant demands from2000 t hr ough
2005. 3% Natural gas is already being produced cl oser than Bl ock
56 at Bl ock 881, 15 m | es fromPensacol a. Production is sched-
uled to go online at Destin Done Blocks 1 and 2 in the OCS of f
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Al abama®i n t he near future.

Meanwhi | e, Chevron awaits t he out cone of an appeal to the U.S.

Departnment of Commerce filed in April 1998. Separately, Chevron
filed suit in July 2000 agai nst the federal governnent because
of | ong del ays on permt deci sions associ ated with the devel op-
ment of natural gas fromthe Destin Done.

2. Lease Sal e 181: Hydrocar bons i n Deep Vit er

Lease Sal e 181 i s schedul ed for the eastern Gul f of Mexico

pl anni ng area for Decenber 2001. The | ease bl ocks are in
deepwat er (water depths of 1,500 to 8,000 feet), however, and
nore than 100 m | es of fshore Florida s west coast (see Figure
3). The MMS attenpted to tail or the sal e conditions to address
previ ously voi ced opposition frompolitical | eaders (for ex-
anple, to stay nore than 100 m | es of fshore). Since 1991,

Fl ori da governors have opposed drilling activities wthin 100
mles of Florida s coast. However, Al abama does not have sim -
| ar of fshore drilling restrictions. Notw t hstandi ng that oil

and gas production operations al ready exi st off A abana 15
mles fromFl orida, Gov. Bush has requested MVG to excl ude
Lease Sal e 181 fromfurther consideration. Southwest from
Pensacol a, portions of the Lease Sal e 181 acreage are within 25
mles of the cl osest point of land in Florida, but the areais
due sout h of Al abana.

3 Success Record inthe Eastern Qul f of Mexico

Drillinginthe eastern Gulf of Mexico off Florida confirns
that | arge areas of the continental shelf adjacent to the

Fl ori da Panhandl e carry hi gh prospects for the di scovery and
production of natural gas.?* Industry anal ysts pl ace the nat u-
ral gas reserves inthe eastern Gulf of Mexico at between 7 and
24 Tcf.*® Exploration drilling has been underway for three de-
cades and to date there have been 47 exploratory wells, with
petrol eumhydr ocar bons di scovered in 13 wel I 5.3 For the deep
Nor phl et formation particularly, drilling prospects have denon-
strated that dry gas is the |likely product. However, the east-
ern GQul f of Mexicorenains afrontier area for exploration be-
cause of the environnmental restrictions that have del ayed t he
drilling and eval uation activities of the petroleumindustry.

A-16



James Madison Institute Policy Report No. 33 May 2001

V. A Reviewof the Policy Calls against Leasi ng and
Drilling

Reversal s of policies by both state and federal governnents are
costly for corporate interests and for taxpayers alike. Conpa-
ni es i ncur huge costs to devel op expl orati on data, buy | eases,
and conduct environnmental studies; conpani es al so i ncur | ost
opportunity costs when policies are reversed. Exploration com
pani es woul d be better off spending dollars in areas where t he
chances of bringing oil and gas production online are nore cer-
tain.

State and federal governnents are confronted with a potenti al
liability if drillingis banned on a valid offshore oil and gas
| ease in state or federal waters. Buybacks of m neral | eases in
oil -prone state waters are costly. Simlarly, actions to stop
expl oration pl ans onshore in the Bi g Cypress area on privately
owned m neral rights could be financially troubling to Florida.
Drilling bans carry | egal and nonetary consequences. As the re-
source reserves for oil and gas in the Gul f of Mexico becone
nore costly to exploit and depl eted i n near-shore areas, the
direction in energy policy away fromexpl orati on becones a
strategic issue.

V. Qoposition fromEnvironnental i sts

Since the early 1970s, public policy in and for Florida has
shifted fromincentive-based or cooperative activities to out-
right prohibition of exploration. During this period, environ-
nment al groups have brought political pressure to establish the
foll ow ng policies:

Qppose drilling onvalid state |l eases in state waters areas

Qposedrillingonlandonprivate mneral rights areainthe B g G/press
National Preserve

Mike t he M ccosukee | ndian Tribe mneral rights off linmts

Hilt leasingintheeastern Gl f of Mxicowthin100mlesof Horida s
coastline

Rever se MVE | ease and expl oration policiesin QCSareas and buy back | eases
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Hil t devel opnent of provenreserves inthe GCSarea

H orida pal i cynaker s shoul d nake ener gy deci si ons caref ul | y and wei gh obj ecti ons
inlight of therecord. Evenwthanore proactivedrillingpoicy, Horidanay yet be
forcedtopay hefty prices for energy fromthe Gul f of Mxi co.
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