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Could “It” Happen Here?

The blackouts that are expected to keep on rolling through California this summer, the unexpected explosion of
natural gas pricesand utility billslast winter, and the two- dollar-a-gdlon plus gasoline selling in some metropolitan
markets, have been lumped together as another “energy crisis’ requiring a comprehensive new nationd energy
policy. Basic energy Strategy aternatives continue to raiseimportant domestic and foreign policy questions. Aspects
of our implicit energy policy may seem inconsgtent, eg., encouraging domestic energy production while putting a
large proportion of potential energy reserves off limits for exploration. The consequences of blackouts and price
explosons can clearly creste apersona crissfor many energy users. However, many energy policy andystsargue
each of these phenomena have specific, unique, causes that need to be andyzed and addressed separately in the
context in which they arose. Regardless of thelogic of thisobservation, the most common question at the Center for
the last six months has been some version of “could it happen here?” The appropriate response depends on the
aspect of “it” in question.

1. Should L ouisianans expect rolling blackouts?

Louisganansin some partsof Entergy’ s service areahad abrief encounter with rolling blackoutsin July of 1999 when
a heat wave, breskdowns at five generating plants, and a cutback by a supplier of purchased power necessitated
intentional, temporary interruptionsin power to 557,000 customers, 324,000 of whom werein Louisana. But, as
illugrated by thefollowing table, generating reserve margins, i.e., capacity to generate eectricity that isavailable but
not needed to meet demand, in the Entergy subregion of the Southeast Electric Reliability Council (SERC) are
forecast to exceed the average for the U.S. as a whole in each of the coming summer months by a sgnificant
amount. Thetable also depicts reserve marginsfor two other North American Electric Reliability Council (NERC)
subregions--the Southeastern region of the Southwest Power Pool (SPP-SE), which indudes utilities serving
Louisana cusomersthat are not in the Entergy subregion, and the Cdifornia subregion.

Table 1. Estimated Available Capacity Margins (Percentage) for the
SERC/Enter gy, SPP/Southeast, and California NERC Subregions, with the U.S. Average, Summer 2001

Month SERC/Entergy SPP/Southeast Cdifornia | United States Avg.
June 26.9 280 101 200
July 22 164 133 157
August 21 14.3 9.9 16.1
September 272 159 16.7 236
Summer Average 24.6 18.65 125 18.85

Source: North American Reliability Council Summer 2001 Assessment, Table 3.
Summer average simple average of monthly margins.



The summer average for the SPP-SE is dightly below the corresponding U.S. average, and in August and
September the SPP-SE average for the summer is below the nationd vaue. The chart dso gives Cdifornia's
margins, which are lower than ether the Entergy or SPP-SE for dl months except September. However,

Cdifornia s September marginissignificantly higher thanin the preceding three months. NERC datareflect intraand
inter regiond sdes, are collected by the members of the regiond rdiability councils themsdves rather than by

independent andysts, and can be hard to interpret in isolation from other factors, such asthe proportion of the load
that isinterruptible, the proportion of generation from asingle source, or the dependence upon asingletype, suchas
hydrod ectric. Keeping these qudificationsin mind, reserve marginsfor companies serving L ouis anacustomers seem
to be high enough to minimize the risk of widespread, Cdifornia-type trouble. Further, in addition to poor

hydroe ectric conditions and an epidemic of technica problemsforcing generators off-line, the factorsresponsible
for periodicdly pulling the plug on Cdiforniainvolved a restructuring procedure that was not designed with such
contingenciesin mind and, fears of nonpayment by independent power producers located both in and outside of
Cdifornia None of these factors characterize Louisana

2. Will Natural Gas Prices Return to “Normal?”

Utility billsfor many Louisanaconsumersdoubled or tripled aswinter came earlier and colder than normal this past
year. The cause of the increase was higher natural gas prices. Low initid inventories and higher demands
exaggerated and intensfied the market’ sreaction. Figure 1 showsthe price of gasat thewellhead measuredin both
current and in year 2000 dollars. The wellhead price mirrors the price paid by eectric utilities. In aress like
Louisana, which generatealot of their eectricity with natural gas, price changes show upin utility billsvery quickly
because of fud adjustment, or “passthrough” clauses. The 1999 to 2001 increaseresulted in aprice higher than any
previous year shown. But note that adjusting for inflation, by using year 2000 dollars, showsthat wellhead pricesin
the 1990s were sgnificantly lower than the highs reached in the energy crisis of the late 1970s and early 1980s.
Prices have fdlen in the second quarter of 2001, but many andyssbdievethey arelikely to remaininthe $4 to $6
range. Merchant power plants are being built on a catch-up bassand dmogt dl of them are planning to use natura
gas. There has been arush to design and evauate facilities to import and distribute liquefied naturd gas imports.
Thus, “normd prices’ for natural gas may well have roughly doubled from their 1990slevel and will remain therefor

a least the next few years.
*2001 values estimated by CES from 1* quarter data.

Figure 1. Average Wellhead Price of Natural Gas Constant $s
(2000=100) & Current $s: 1973-2001*
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3. 1s$2 per gallon gasin our future?

While we dl have to pay our billsin current dollars, it is useful to kegp in mind that when adjusted for inflation,
gasoline prices have congstently fallen over much of the past haf century. The graph below showsthe average price
of agdlon of gasdlinein inflationadjusted- April-2001 dollars. The April 2001 priceof $1.57/gdlonislower than
the average price prevailing in any year except the decade and a haf from 1986 to 1999. Further, the relative
differences are substantid . In 1951 the average price was 17 percent higher and the highest average gasoline price,
reached in 1982, was 67 percent above what consumers are paying in 2001. The areas of high price are in
Cdifornia, where state regulations require a gasoline yidding fewer emissons than are dlowed under federd ar
quaity slandards. Similarly, prices are higher where specia blends are required in metropolitan areas not having
atained nationd air qudity andards. The resulting compartmentalization of the gasoline market has led to more
price volatility when the refinery accidents or other outages restrict the supplies of regiondly specidized fuels.
Because of thelarge, export- oriented refining capability in Louisana, such problemsarelesslikely to developonthe
Gulf Coast evenif pecidized fuel sare required as aconsequence of nontattainment of federd ar quaity sandards.

Figure 2. Average Price of a Gallon of Gasolinein Inflation Adjusted 2001
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The bottom lineisthat two of the principal symptoms of the “new energy crisis,” rolling dectricity blackouts and
high gasoline prices, are unlikely to infect Louisiana, but that higher naturd gas prices and higher dectricity bills
may well become a part of the State' s as well as the Nation's energy future.

The Consequences of a Public Benefit Fund for Louisiana’s Electricity Consumers

If the eectricity industry becomes more competitive and market driven, the fate of such “public benefits’ as low-
income hill assstance, weetherization, and energy conservation and efficiency programs becomes a source of
concern. In a market-driven environment, without regulation, it is not redigtic to assume such programs will be
maintained. Nineteen states have created funds to support such public benefits through surcharges on dectricity
sdes. Charges range from highs of 6.2 and 3.7 mills per kilowait hour (kwWh) in Rhode Idand and Mississppi to



lows of 0.3 millgkWh in New Mexico and Delaware. The tota amount raised by such charges ranges from $525
million in Cdifornia to about $5 million in New Mexico.

At the request of the Louisana Department of Natural Resources (LDNR), the Center’s Mark Kaiser recently
conducted astudy of the economic and environmenta consequences of imposing a1mill/kWh chargein Louisana
A 1 mill charge would yidd a public benefit fund of $82 million a next year’ s expected consumption level. For the
sudy, LDNR dtipulated a digtribution for the fund that would dlocate hdf to low-income hbill assstance and
household weetherization and hdf to resdentid and commercid energy efficiency programs. Further, it was
dipulated that the energy efficiency programs would attract private investment on athree-to-one basis.

Working within these assumptions, the study concluded:

e 242 thousand low-income L ouisiana househol dswould receive an average of $69 annudly in bill asssance

» 8,667 low-income homes could be westherized each year.

» 32,448 residences could be made more energy efficient as could 18,720 commercia establishments.

» Inthefirst year of the proposed program the energy savingswould amount to $28.4 million. Over a20-yeer
period, discounted at 5 percent, that rate of savings would yield benefit/cost ratio of 1.8.

» Thevdueodf theair pollutants avoided by more efficient energy use would be about $1.2 million inthefirst
year and a present value of around $12.2 million over a 20-year time horizon.

» Atota of about 2,200 jobswould be created, which would generate an additiond $10.6 millionin state tax
revenues.

e Thepresent vaue of the total economic benefit to the state would be dmaost $420 million.

Although these estimates provide amuch better basisfor discussing the consequences of apublic benefit fund, asis
detailed in the study, the estimates of energy savings upon which they rest have not been consistently measured and
veified--neither in Louisana nor nationdly. To evauate the consequences of public benefit funds, the study

concludes, explicit procedures need to be designed and implemented to measure their results.

The study was completed well before the President’s National Energy Policy was published, but in this area the
study serendipitoudy foreshadows some of President Bush' s recommendations. For example the President’ s plan
recommends, “ The President take stepsto mitigate impacts of high energy costs on low-income consumers,” such
as.

»  Strengthening the Low Income Home Energy Assistance (LIHEAP) Program,

» Directing the Secretaries of Interior and Hedth and Human Services to propose legidation to bolster
LIHEAP funding by using a portion of oil and gasroydty payments,

» Redirecting roydtiesabove aset trigger priceto LIHEAP, whenever crudeoil and natural gaspricesexceed
that trigger price, and

* Increasing funding for Wesetherization Assistance Programs by $1.2 billion over ten years. The Department
of Energy will havethe option of using aportion of these fundsto test improved implementation gpproaches
for the weetherization program.

The President’ sreport a so recommends support for legidation to alow funds dedicated to westherization and other
dtate energy programsto be transferred to LIHEAP if the DOE “deemsit appropriate.”



A Comprehensive History of the Offshore Oil and Gas Industry

Applied anthropologists, business historians, culturd geographers, energy economids, and environmental
sociologists ae cooperaing in a unique effort to understand the historica evolution of the offshore oil and gas
industry and its effects on Louisana s coasta culture, economy, landscape, and society. The U.S. Department of
Interior’ sMinerd's Management Service, which manages offshore oil and gas exploration and production withinthe
federal government’ sjurisdiction, isthe sponsor of the project.

Currently about 22 percent of the oil and 26 percent of the gas produced in the United States come from MMS's
Gulf of Mexico jurisdiction. In addition to seeing that offshore resources are developed efficiently in a safe and
environmentally responsble manner, MMS must anticipate the effects of offshore development on coastd
communities and economies. The god of the project isto produce ahigtory of the offshore oil and gasindustry that
will heptheagency, aswell asthe communities, companiesand governments affected, better anticipate thefuture by
better understanding its past.

The project will try to capture and synthesize three main perspectives. Thefirg isthat of the industry’s pioneering
engineers, managers and entrepreneurs who created the organizations and technology required to produce oil and
gas, sometimes hundreds of miles from land in thousands of feet of water. Second, ora histories will be collected
from workers, family members of workers, community leaders, and others whose lives have been shaped by the
offshoreindustry. Thethird perspectiveisthat of the governmenta and political leaderswho devel oped the Srategies
and laws that were used by MM S to regulate and manage the devel opment of offshore resources.

The researchers participating in the project previoudy have studied aspects of the offshore industry, but in this
project they will be part of ateam looking & its devel opment comprehensively inaholistic way. Communication and
sharing pergpectives among participants is expected to result in amore informed and balanced history.

The community-focused oral history part of the project will tran and employ locd resdents primarily
schoolteachers, to identify sources and to conduct interviews. Diane Austin and Tom McGuire from the Bureau of
Applied Anthropological Research at the University of Arizonawill lead this effort. Professors Joe Pratt and Tyler
Priest of the University of Houston’ sHistory Department, who have authored several company histories of offshore
ol and sarvice companies, will lead the busness-history-focused component of the project. Tracing the
governmental and regulatory response will bethe responsibility of researchersat Louisiana State University working
with MMS gaff. Researchers a other universities and regiond organizations will be involved in the second and
following phases of the project.

The project will be organized and financed under a cooperative agreement between MMS and the Center for
Energy Studiesa LSU. Allan Pulsipher, Executive Director of the Center, is serving as the project director.



Wumi Iledare Elected Secretary Treasurer of the U.S. Association for Energy Economics (USAEE)

Wumi lledare has been elected the secretary-treasurer of the United States Association for Energy Economics
(USAEE). Theassociationisan effiliate of the International Association for Energy Economics (IAEE), which was
founded in 1977 for professondsin the energy industry, academia, and government who are interested in energy
economics. The USAEE holdsaNorth American conference and the | AEE holdsan internationd conference each
year for the exchange of ideas, experience, and energy policy issues. Wumi presentstechnical paperson petroleum
economics at USAEE/IAEE conferences very regularly. His most recent technica paper, “ The Determinants of
Petroleum Reserves Additions on the Gulf OCS,” was presented at the IAEE 24™ Conferencein Houston, TX, on
April 25-27, 2001.

CESand L ouisana Department of Natural Resour ces Convene M eeting of State Energy Managers

In an effort to better prepare public inditutions for the rising energy codts, the Louisiana Department of Natura

Resources (DNR) and CES convened ameeting of representatives from state agencies, school digtricts, hospitals,
prisons, municipalities, and colleges and universities on February 22, 2001. Presentationsfor the program entitled
Finding Solutionsto Rising Energy Costs focused on understanding energy usage, better managing energy costs
through efficiency measures and improved technol ogies, and financing energy improvements. Severd case studies
were presented. State Representative L uke LeBlanc, Charman of the House Committee on Appropriationsand the
luncheon speaker, spoke to the participants about theimpact of the spirding energy costs on the state’ s budget and
the need for agenciesto position themsd vesto take maximum advantage of al opportunitiesto control costs. Over
250 registered for the one-day conference at the Lod Cook Alumni Center at LSU.

Petroleum Technology Transfer Council Workshops

The Centrd Gulf Region PTTC located at LSU’s Center For Energy Studies organized and sponsored two
workshops this year. The first, in Shreveport on February 20, 2001, focused on : Drilling Optimization and
Completion Technologies. The second, held in Lafayette on May 9, 2001, covered topics related to
Managing Louisiana’ s Gas Resour ces. The objective was to bring together professionals knowledgeable
about Louisana s gas operations as well asindependent operators considered "trend setters' in Louisanads gas
production, who were willing to share their experiences and technologies used in their E& P gas activities
offshore and/or on land.

The next workshop is programmed for Shreveport on September 13, 2001, and will cover Advancesin Wireline
Logging Technology. The objective of the meeting isto bring together some of the companiesin theforefront of
logging technology and to connect them with independent operators who may be interested in learning about the
latest technology options at their disposd. The providers of wireline logging solutionswill be discussing both open
hole as well as cased hole gpplications of some of the latest devel opments.

Ron Zimmerman from the Basin Research Sector of the Louisiana Geologica Survey and Don Goddard from the
Center for Energy Studies, as part of their ongoing petroleum research activities, have submitted a paper for
publication in the Transactions of the Gulf Coast Association of Petroleum Societies (GCAGS) entitled “A
North Louisiana Gas- Prone Hosston Slope Basin Sand Trend.” A tak will be given on the economic potential
of this newly reported deep gas Hosston trend at the Annual GCAGS Convention in October in Shreveport.



Central Gulf Region PTTC Websiteto Acquire a New L ook

In an effort toimprove the ease of use of the PTTC webgites, ameeting of the regiona webmasters a ong with some
of the national staff met at the West Coast facility on December 8 & 9, 2000. The primary goas were to acquaint
the webmasters with each other and to improve the PTTC website network. Improved cons stency was a primary
concern using sandardized terminol ogy, graphics and accepted web conventionsto smplify the navigation process
when visiting the nationd and regional websites The nationad and severd regions have dready converted to the new
format and the Central Gulf followed suit on June 1, 2001.

Ongoing PTTC Projects

 WsdlLogLibrary: Versa Stickle and Riley Milner are continuing to spearhead the work of organizing
the wdll log collection into a searchable database. The logs are being sorted dphabeticaly by parish,
and the group has progressed its way to Plaguemines Parish.

« Louisiana Desktop Well Reference: Mike Surman and Brian Harder are updating the information
and data to the year 2000. Updated CD should be available by late summer.

Education and Training

Bob Bradley and VersaStickle of the Center for Energy Studies, and Shannon Guidry, of the LouisanaMuseum of
Natural Science, have completed anew Educationa CD-ROM entitled, Environmental Education: A Louisiana
View. ThisCD, designed for environmental education teachers, grades 5-8, tackles such subjects as. ecosystems,
habitats and niches, biodiversty, biomass, pollution, eroson, conservation, sewardship, and many more. Each
subject area contains four sections: Content, Activities, Resources, and LEAP Standards. What makes this CD
unique is that throughout the Content and Activities sections, LEAP standards are cited and linked, derting the
teacher to the knowledge and skills contained in the section and their associated LEAP standards. Digtribution of
the CD isnow in process.

Bob has a so been busy working with Department of Energy training contracts. Over the past severd monthshe has
conducted grant writing workshopsin San Diego, CA; SantaFe, NM; and Sdt Lake City, UT. Theworkshopin
Salt Lake City, conducted a the Engineering Experimenta Station of the Universty of Utah, wasespecidly unusud

and groundbreeking inthat it not only had alive audience, but it was aso video and audio streamed to forty Internet
nodes across the nation. People from the University of Kentucky, University of 1llinois, and otherstook partinthe
online traning.
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