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This is the 60th report from the Industry Affairs Committee of OCAPL.  The opinions expressed herein are those of the writers and not those of OCAPL, AAPL, former clients, or our current employers.  The objective of this exercise is to alert OCAPL members to (a) the activities of organizations and governments that affect the way we do business, (b) public opinion that shapes legislation, and (c) judicial decisions relating to energy issues.  Hopefully, this knowledge will provoke each of us to recognize the critical role we, as LANDMEN, play in sustaining America’s standard of living and thereby feel compelled to respond to the challenges before us.  Your comments regarding this effort are always welcome.  
The Committee at Work:  Current members in the OCAPL Industry Affairs committee include Phil Jones, Monica Smith, Brandt Vawter, Brett Hudson, John Raines, Ryan Coe and Matt Blomstedt.  If you would like to participate in the committee’s effort, we would be pleased to hear from you.
Apache to buy Mariner for $2.7 billion; by Matt Daily, Reuters; 4/15/2010.
“Apache Corp <APA.N> said it will acquire oil and natural gas explorer Mariner Energy Inc <ME.N> for $2.7 billion in its second major acquisition of offshore Gulf of Mexico properties this week. Energy companies have been snapping up assets and companies with lucrative properties in recent months on expectations that oil and gas demand will rise as the global economy rebounds and prices for fuels will climb. Apache, one of the largest U.S. independent oil and gas producers, will pay $26.22 per share in cash and stock for each Mariner share, a 45 percent premium over Wednesday's close, in the deal that Chief Executive Steve Farris told CNBC would give it "a new avenue for growth in an oil basin."

 

Energy producers have begun shifting their focus back to oil assets in recent months from natural gas as prices for crude have steadily climbed while gas prices have weakened. The acquisition will add Mariner's 63,000 barrels of oil equivalent production per day from the deepwater and continental shelf of the Gulf and the Permian basin in West Texas to Apache, which produced 583,000 BOE per day last year. Based on the current output, the deal appears expensive, according to Phil Weiss, analyst with Argus Research, but including the proven reserves, the purchase price came out to about $15 per BOE.

 

"That seems like a reasonable number," he said. On Monday, Apache said it planned to buy Devon Energy Corp's <DVN.N> shallow-water oil and gas assets on the U.S. Gulf of Mexico Shelf for $1.05 billion. That deal follows China's Sinopec Group's announcement earlier this week that it will pay $4.65 billion for ConocoPhillips' <COP.N> stake in a Canadian oil sands project and India's Reliance Industries <RELI.BO> $1.7 billion investment into a joint venture in the Marcellus Shale wth Atlas Energy last week.

 

Weiss said the recent consolidation in the energy sector appeared to still be in its early phase, when studies show the best deals tend to be signed. "The longer it continues the greater that chance that buyers will be on the wrong side of things," he said. "Prices go up and returns go down." Under the new Apache deal, Mariner shareholders would receive 0.17 of an Apache share and $7.80 for each Mariner share.

 

Apache will also assume $1.2 billion in Mariner's debt as part of the deal, and that the transaction could be completed by the third quarter. Mariner Energy is one of the few mid-cap oil and gas companies focused on the Gulf of Mexico, with about 350 offshore blocks, including around 100 in deepwater, totaling around 880,000 net acres at end 2009. It also owns 150,000 acres in the Permian basin and 54,000 net acres in the DJ basin that it recently acquired. It also owns 43,000 acres in "unconventional" fields, such as shale.

Shares of Apache fell 3.5 percent in premarket trade to $104.30, while Mariner shares jumped nearly 40 percent to $25.19.””
U.S. Must Tap Natural Gas; by T. Boone Pickens, Politico; 4/13/2010. 
“This is a tale of two countries — and two energy futures. In spite of promises to reduce its dependence on foreign oil, the United States continues to import nearly two-thirds of its daily oil requirements.  Meanwhile, China has quietly and effectively been locking in long-term oil supplies to make certain that its internal needs will be met when the world’s economies rebound and global oil production has peaked. 

The U.S. economy is the world’s largest and requires a huge amount of energy. In 2009, during the deepest recession in 80 years, the U.S. still imported about 12 million barrels of oil a day. About 70 percent of that is used as the principal transportation fuel for America’s 250 million cars and light trucks, and 8.5 million heavy trucks. China’s economy, the world’s second-largest in terms of purchasing power, is about half the size of the U.S. gross domestic product. According to its central bank, China’s economy grew at an annual rate of 10.7 percent in the fourth quarter of 2009. 

To keep its economy growing at that rate, China needs about 8 million barrels of oil a day. It imports about half of that. At some point, after the world emerges from the recession, worldwide demand for oil will increase faster than the producers can supply it. So the price of oil is sure to go up — maybe by a lot, and probably rapidly. One hundred dollars a barrel is not out of the question. 

Even now, Americans are witnessing a steady price increase at the gas pump. Prices of $3 a gallon for regular-grade gasoline are now common. The Chinese government clearly understands the law of supply and demand. It has been busily going around the world locking in future oil supplies now, during the recession. In fact, China is on a worldwide buying spree so that it will have the oil it needs to fuel its fast-growing economy well into the future. During the past few years, China has spent nearly $200 billion on oil deals. This paid for exploration, production, petroleum-infrastructure construction and “loans for energy” deals with more than 19 countries — including Russia, Turkmenistan, Kuwait, Yemen, Libya, Angola, Venezuela and Brazil. In addition, China has made deals to develop the Iraqi oil fields in Ramallah and Ahdab, which are among the richest in the world. It is a bitter irony that we have secured China’s ability to buy Iraqi oil at the cost of nearly 3,500 American lives. In sum, China has locked in about 5.2 billion barrels of oil to import. Five billion barrels is the amount the United States must import (at current levels) between now and 2023. But China has a big advantage because its state-owned oil company is financed by its state-owned bank.Oil, on the world market, is produced, shipped and sold to whoever can pay. But this may not always be true. As demand grows and production shrinks, oil could well be sold as much for political and military reasons as for commercial purposes. 
The United States is in the perfect position to fend off a costly price war for imported oil. It has an abundance of a nearly perfect substitute: domestic natural gas. Yet here we sit with no energy plan. As a consequence, our economic, energy and national security is imperiled. During the past decade, advances in technology have made the natural gas contained in the enormous shale fields of Texas, Louisiana, Arkansas and Appalachia more easily accessible. Recent studies show that North America has some 8,000 trillion cubic feet of natural gas reserves. Even if only half that is available for commercial production, it would give the U.S. a 200-year supply of natural gas. Right here. 
Approximately one-third of the oil the U.S. now uses for transportation is diesel fuel for 18-wheelers. Why don’t we use electric motors or fuel cells? Because batteries can’t be used to move an 18-wheeler, and hydrogen technology is not yet available. But natural gas can be used as a substitute for diesel. In fact, it is the only fuel instead of diesel that can realistically do the job. 

My father used to say, “A fool with a plan can beat a genius with no plan.” China has a plan and is executing it. We have a plan available, but we need to implement it. The plan would provide the tax incentives needed to jump-start the natural gas vehicle industry in America. This is sure to create American jobs and keep billions of dollars in our economy. The United States has not had an energy plan for the past 40 years, China has not needed an energy plan. But as soon as Beijing realized it did need one, it put a plan together. By putting the right incentives in place, we can get our heavy trucks and fleet vehicles off foreign diesel and onto clean and abundant domestic natural gas. We will reduce our need for foreign oil by as much as one-third. And Barack Obama can be the first president to see oil imports actually drop during his administration.” 


Colorado lawmaker pushes bill to stockpile critical REEs; North of 60 Mining News, Vol. 4 No. 14; 4/8/2010. 
“Rep. Mike Coffman, R-Colo., has introduced legislation in the U.S. House of Representatives that would require government agencies – including the departments of State, Defense, Commerce and Interior – to support the re-establishment of rare earth element mining, refining, alloying and manufacturing operations in the United States. H.R. 4866 – the “Rare Earths Supply-Chain Technology and Resources Transformation Act of 2010” or the Restart Act – also calls for a national stockpile of “critical” REEs. 
China currently accounts for about 97 percent of global production of these elements that increasingly play an important role in emerging technologies critical to the nation’s defense and clean energy needs. According to Coffman’s legislation, the Chinese Ministry of Industry and Information Technology proposes an immediate ban on the export of heavy rare earth elements (dysprosium, terbium, thulium, lutetium and yttrium) and a restriction on the exports of all the other, light, rare earth metals to a level well below that of Japan’s 2008 demand alone. China is not only the sole source of nearly all of the REEs mined in the world, it also controls the refining and alloy processing of these strategic metals. 
“The United States has no active heavy group rare earth production capabilities or refining capabilities for heavy rare earth elements. Thus, should the United States begin to mine its heavy rare earth oxides, it would still be dependent on overseas refineries for further elemental and alloy processing,” according to the Restart Act. The proposed legislation also calls for the re-establishment of a domestic rare earth supply chain. Among proposals in the bill are assessments and implementations of “obtaining loan guarantees to support the re-establishment of mining, refining, alloying and manufacturing operations for (rare earth elements) in the United States.” 
H.R. 4866, as it was introduced by Coffman, would require the secretaries of Commerce, Defense, Energy, Interior, and State to appoint an executive; and the United States Trade Representative and the Office of Science and Technology Policy to create an interagency working group to evaluate which rare earth elements are critical to the defense and economy of the United States. Once a list of critical REEs is established, the elements would be added to the national stockpile list, according to the legislation.”

Potential Shortage of Rare Earths Could Impact U.S. Renewables, Communications and Defense Industries, Congressional Panel Told; by Michelle Hindmarch, The Western Business Roundtable; 3/17/2010. 

“A U.S. House of Representatives Investigations and Oversight Subcommittee heard testimony yesterday that the U.S. faces a potentially serious shortage of rare earth metals, without which next-generation wind turbines, hybrid vehicles, cell phones and national defense technologies don’t work. 

The U.S. House Science and Technology Subcommitee on Investigations and Oversight heard from several experts about the rare earths situation, including Mark Smith, CEO of Molycorp Minerals, LLC, a member of the Western Business Roundtable.  Molycorp is the only active producer of rare earths in the Western Hemisphere and is working to re-start production at its Mountain Pass, Calif., facility. 

Smith told the Subcommittee that production of rare earths and the metals and magnets that derive from them is overwhelmingly dominated by China. “At present, China produces 97 percent of the world’s rare earth supply, almost 100 percent of the associated metal production, and 80 percent of the rare earth magnets,” he said.  “Complicating this picture even further, China’s national consumption of rare earth resources is growing at an intense pace, consistent with their meteoric GDP growth, and it is leaving the rest of the world with less of these critical materials just as the clean energy economy is beginning to gain momentum.”

Smith presented the Subcommittee with data showing that Chinese demand for its own rare earths will soon match, if not eclipse, its own internal supply, and with global demand growing at a parallel pace, there is a significant production gap – around 60,000 tons – that must be filled in a very short timeframe. Forecasts now predict a critical shortage for the rest of the world outside of China could occur by 2012.  Furthermore, China has recently said that it intends to be the world’s largest producer of wind energy and electric vehicles and has committed $150 billion and $29 billion to these two respective clean technology sectors.

Rare earths are indispensable in a wide variety of clean energy technologies, Smith explained.  Rare earth metals are used in the advanced nickel-metal hydride (NiMH) batteries that are found in most current model hybrids; powerful rare earth magnets enable next generation wind turbines, electric vehicle motors, and hybrid vehicle motors and generators; and rare earth phosphors are what illuminate compact fluorescent light bulbs. On the defense side, missile guidance systems, military electronics, communications and surveillance equipment all require rare earths, he told the panel.

“None of these technologies will work without rare earths, and yet each of these technologies is tied closely to some of the nation’s highest national priorities -- our energy and national security,” he said. 

Smith told the Subcommittee that while the U.S. still possesses the technical expertise, “we have lost the necessary infrastructure to manufacture the rare earth metals and magnets that fuel next-generation technologies.”  He urged them to direct the U.S. Department of Energy to allow rare earth metal and magnet production to be eligible for loan guarantees, saying that this would help speed the restoration of a domestic production and manufacturing capacity in the U.S.”

What’s the Next Global Warming?; by Bret Stephens, The Wall Street Journal; 4/6/2010.
“So global warming is dead, nailed into its coffin one devastating disclosure, defection and re-evaluation at a time. Which means that pretty soon we're going to need another apocalyptic scare to take its place.  As recently as October, the Guardian reported that scientists at Cambridge had "concluded that the Arctic is now melting at such a rate that it will be largely ice free within ten years." This was supposedly due to global warming. It brought with it the usual lamentations for the grandchildren.  But in March came another report in the Guardian, this time based on the research of Japanese scientists, that "much of the record breaking loss of ice in the Arctic ocean in recent years is [due] to the region's swirling winds and is not a direct result of global warming." It also turns out that the extent of Arctic sea ice in March was around the recorded average, according to the National Snow and Ice Data Center.
The difference between the two stories has little to do with science: There were plenty of reasons back in October to suspect that the Arctic ice panic—based on data that only goes back to 1979—was as implausible as the now debunked claim about disappearing Himalayan glaciers. But thanks to Climategate and the Copenhagen fiasco, the media are now picking up the kinds of stories they previously thought it easier and wiser to ignore.  This is happening internationally. In France, a book titled "L'imposture climatique" is a runaway bestseller: Its author, Claude Allègre, is one of the country's most acclaimed scientists and a former minister of education in a Socialist government. In Britain, environmentalist patron saint James Lovelock now tells the BBC he suspects climate scientists have "[fudged] the data" and that if the planet is going to be saved, "it will save itself, as it always has done." In Germany, the leftish Der Spiegel devotes 15 pages to a deliciously detailed account of "scientists who want to be politicians," the "curious inconsistencies" in the temperature record, the "sloppy work" of the U.N.'s climate-change panel and sundry other sins of modern climatology.  As for the United States, Gallup reports that global warming now ranks sixth on the list of Americans' top 10 environmental concerns. My wager is that within a few years "climate change" will exercise global nerves about as much as overpopulation, toxic tampons, nuclear winters, ozone holes, killer bees, low sperm counts, genetically modified foods and mad cows do today. 
Something is going to have to take its place.  The world is now several decades into the era of environmental panic. The subject of the panic changes every few years, but the basic ingredients tend to remain fairly constant. A trend, a hypothesis, an invention or a discovery disturbs the sense of global equilibrium. Often the agent of distress is undetectable to the senses, like a malign spirit. A villain—invariably corporate and right-wing—is identified. Then money begins to flow toward grant-seeking institutions and bureaucracies, which have an interest in raising the level of alarm. Environmentalists counsel their version of virtue, typically some quasi-totalitarian demands on the pattern of human behavior. Politicians assemble expert panels and propose sweeping and expensive legislation. Eventually, the problem vanishes. Few people stop to consider that perhaps it wasn't such a crisis in the first place. This is what's called eschatology—a belief, or psychology, that we are approaching the End Time. Religions have always found a way to take account of those beliefs, but today's secular panics are unmoored by spiritual consolations or valid moral injunctions. Instead, we have the modern-day equivalent of the old Catholic indulgence in the form of carbon credits. It's how Al Gore justifies his utility bills.
Given the inescapability of weather, it's no wonder global warming gripped the public mind as long as it did. And there's always some extreme-weather event happening somewhere to be offered as further evidence of impending catastrophe. But even weather gets boring, and so do the people who natter about it incessantly. What this decade requires is a new and better panic. Herewith, then, I propose a readers' contest to invent the next panic. It must involve something ubiquitous, invisible to the naked eye, and preferably mass-produced. And the solution must require taxes, regulation, and other changes to civilization as we know it. The winner gets a beer and a burger, on me, at the 47th street Pig N' Whistle in New York City. (Nachos for vegetarians.) Happy panicking!”
Obama Energy Announcement: More Imported Oil, Less Domestic Production, Fewer Jobs; The Institute for Energy Research; 3/31/2010. 
“Earlier this morning, President Obama delivered remarks at Andrews Air Force Base on offshore energy exploration and production, and what a scene it was. While many newspapers and cable news pundits cheered the announcement as a positive development, we at the Institute for Energy Research caution lawmakers, the media, and the American people from rushing to conclusions until all the facts are on the table. This is a huge step backward for America’s energy security. Prior to today’s announcement, the vast majority of OCS areas were open for business. No longer. Today, while President may have stated his support for increased energy development in the Eastern Gulf (which requires congressional action) and the Southern Atlantic (which he’ll study over the next year), he also announced that he would delay the development of the energy resources off Virginia's coast and lock up vast resources off the Alaskan coast. Additionally, those who cheer the President’s newfound support for domestic energy resources should remember that the very same President’s FY 2011 budget proposal includes upwards of $36 billion in new oil and natural gas taxes, which will discourage domestic production, especially in areas like the Southern Atlantic that have little to no existing infrastructure. While today’s rhetoric made for a good news cycle, the policy is not a step forward, but a huge leap backward.
Thomas J. Pyle, president of the market oriented Institute for Energy Research, issued the following statement: “America’s offshore energy resources belong to the American people. Not a company, not a special interest, and not a single administration. And a clear majority of the American people supports the commonsense strategy of producing more oil and gas here in America. Unfortunately, today, and to our economic detriment, the President once again ignored the will of the American people. Just as he did in his State of the Union Address, President Obama cited the imperative of offshore energy exploration. But words alone will do nothing to move this country’s energy policy forward in a meaningful way. It’s similar to his announcement on nuclear loan guarantees—the President talked a good game, then eliminated funding for the only nuclear waste repository in the nation. In 2008, when Congress and then-President Bush retired the decades-old moratorium on the safe and environmentally sound practice of producing energy miles off the Atlantic and Pacific coasts, the American people, and our economy, scored a huge victory. Unfortunately, what President Obama outlined today puts part of that moratorium back in place. Kicking the energy can further down the road is not a change in policy. Canada drills for oil in the North Atlantic. Cuba, Brazil, and Venezuela produce energy in the water to our South. The Russians do the same to our West. Yet, America, the most technologically advanced nation in the world, with the most stringent environmental policies on the books, remains the only nation that imposes burdensome regulations and endless streams of red tape on domestic production. Americans want to stop embargoing our own oil. The president’s plan expands that existing embargo, and Americans will pay the price. ” 
What the President announced today at-a-glance:

· Cancelled five lease sales off the Alaska coast that were planned over the next 2 years. One of the areas is estimated to hold up to 77 billion barrels of oil, or more than 3 times US reserves. 

· A study of the southern Atlantic OCS, with the findings due back next year….no leasing.

· Delaying a planned lease sale off Virginia until at least 2012.”

