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THE SUNSET COMMISSION'S REPORT IS OUT
WHAT CHANGES MIGHT BE IN STORE FOR THE RRC AND TCEQ

O

n Thursday, November 18, the Sunset Advisory Commission released its long-awaited staff
report reviewing the Texas Railroad Commission (RRC) and the Texas Commission on
Environmental Quality (TCEQ). The Sunset Commission regularly investigates and evaluates
the purpose of different state agencies, and proposes modifications to ensure best practices within each
entity. In the latest report, the Commission proposed significant changes for each of the agencies, as both
prepare for considerable budget cuts in the coming years.
Considering the RRC is the primary regulator of the Texas oil and gas industry, it is suggested in the
report that the RRC be formally renamed as the Texas Oil and Gas Commission, a title that more accurately reflects the work of the
agency. As the report points out, there seems to be lingering confusion by the public between the name of the RRC and the work it handles, and this adjustment hopes to address that.
Rather than three officials elected to lead the Commission, the Sunset Commission also recommends five part-time appointees head
the agency instead. Three of the appointees would represent the general public, while the other two would have a background in the oil
and gas industry. These leaders would be appointed by the Governor, with advice and consent of the Senate, allowing for each commission member to have a staggered six-year term. The Commissioners would be required to meet at least quarterly, more so if the workload necessitates it. TIPRO opposes this measure, and remains committed to having three elected officials running the agency.
The Sunset Commission also encourages the RRC's Oil and Gas program
to be self-supporting, granting authorization to the agency to levy surcharges
on the program's permits, licenses, certifications or reports in order to raise
funds to cover the costs of regulation. Currently, of the program's $52.5 million budget for fiscal year 2011, $23.4 million comes from the General
Revenue fund; instead, the Sunset staff suggests the agency adjust income to
rely on industry-paid fees.
The Sunset Commission adds the state could benefit from transferring all
gas utility regulation from the RRC to the Public Utility Commission (PUC),
instructing the PUC to administer regulations under the same original and
appellate jurisdiction over rates as they currently exist at the RRC. By consolidating these overlapping programs, the Commissions views it as a rare
opportunity to combine forces and have all utility regulation performed under
the same agency. TIPRO, however, feels that gas utility regulation should
remain at the RRC, with no transfer of authority.
Furthermore, according to the report, the RRC should move all enforcement hearings to the State Office of Administration Hearings
(SOAH) to help ensure proper action is taken for violations. The report goes on to say the RRC should no longer have statutory authority to promote the use of propane and assess a delivery fee on the propane industry, since it is no longer necessary. And the report notes
that the Commission needs to develop and implement a succession plan to prepare for impending retirements and workforce changes, as
the Commission could be vulnerable to a significant loss of institutional knowledge in the years to come.
Story continued on page 4
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Despite TIPRO's best efforts, the Texas Commission on Environmental Quality (TCEQ) recently issued a document totaling over 1,300
pages that attempts to explain and defend the proposed rule changes to the permit by rule (PBR) and standard permit for oil and gas,
which are up for consideration on December 14, 2010. The new rules would impose dramatic new regulations and costs on oil and gas
operators in Texas. The proposed 100-plus-page PBR would replace the current one-page rule, and would force costs estimated at $4,000
per well or other defined facilities as operators repair, expand or otherwise alter existing wells or related production, gathering, treating
or transporting facilities. This conservative estimate is simply what it will cost to take necessary measures to obtain a permit, any costs
to achieve compliance be additional expenses for operators.
Please contact your local state Senators and Representatives immediately to ask them to contact the TCEQ commissioners and encourage them to delay any decisions on this far-reaching and costly proposal.
A copy of the proposed PBR rule is available at:
http://www.tceq.state.tx.us/permitting/air/announcements/nsr_announce_3_25_10.html.
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PRESIDENT’S MESSAGE
TIPRO Members,
After recently having the opportunity to attend IPAA's 81st Annual Conference in Tucson, Arizona, and meet
with senior leadership from oil and natural gas companies and associations from across the United States, it
seems to me as though state budget deficits are on everybody's mind. Texas is soon going to have to face a more
than $18 billion shortfall, a daunting deficit that will have a tremendous impact on how our state operates. Not
only in Texas does this problem persist, but in states around the country, officials are talking about ways to deal
with impending budget shortages. Even before the most recent economic recession, budgetary problems began
to arise for many, becoming even worse as the country's economy began to sink.
California is just one state among many that has made headlines with their incredible state budget deficit.
According to the Los Angeles Times, "by late 2010, state officials said the budget deficit, which had fallen to
about $19.1 billion, was expected to grow to $25.4 billion by 2012."
Another state that seems to be struggling is Illinois, which also seems to have an overwhelming share of debt
Justin Furnace
to deal with. The grand total of debt for the state amounts to almost half of the state's entire budget, with more
than $13 billion expected to be in the red. These amounts seem to be reaching record levels, as spending for state programs has ballooned
out of control. Never before in history have deficit totals reached these tremendous levels for not only Illinois, but many other states scattered throughout the United States.
While it seems to dominate as top news here, Texas is not unique when it comes to these issues. As with other states, our newly elected
officials will soon be forced to make difficult decisions in attempts to fix these problems and more. State agencies like the Railroad
Commission and the Texas Commission on Environmental Quality have already been asked by legislators to make dramatic cuts in their
operational budgets, with even more reductions possible in the future.
At this time, we must fight to ensure there are no cuts to tax incentives that are essential for exploration and production. These activities
not only boost our economy, but provide countless jobs to the state. During fiscal year 2009, the industry paid more than $8.5 billion in
Texas state and local taxes and royalties. Let us come together to fight to make sure that we protect our tax incentives. Now more than ever
is it imperative to protect our industry!

Sincerely,

TIPRO STATE ISSUES COMMITTEE LEADERSHIP CHANGE
Lindsey Dingmore of XTO has resigned his position as State Issues Co-Chair. In light of this resignation, Chairman Steve Castle has
appointed Adrian Acevedo of Anadarko Petroleum Corporation to serve as Co-Chair of the Committee. Mr. Acevedo has accepted the
appointment, and he will immediately begin serving alongside Co-Chair Rex White.
We truly wish to thank Lindsey for his service not only to TIPRO but to the industry as a whole. He has shown terrific dedication to this
Association as the Chair of State Issues and also as a former employee of TIPRO. We will continue to seek Lindsey's insight on any number of issues in the future.

Calendar of Events
DECEMBER 8, 2010
H O U S TON
IPAA/TIPRO
(Wednesday)
Leaders in Industry
Luncheon, 11:30 a.m.
Houston Petroleum Club
For info, call: (512) 477-4452.

JANUARY 12, 2011
H O U S TON
IPAA/TIPRO
(Wednesday)
Leaders in Industry
Luncheon, 11:30 a.m.
Houston Petroleum Club
For info, call: (512) 477-4452.

FEBRUARY 9, 2011
H O U S TON
IPAA/TIPRO
(Wednesday)
Leaders in Industry
Luncheon, 11:30 a.m.
Houston Petroleum Club
For info, call: (512) 477-4452.

FEBRUARY 16-18, 2011
H O U S TON
NAPE EXPO
George R. Brown
Convention Center
For more info,
visit: w w w.napeexpo.com.
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ENERGY BOOM HITS SOUTH TEXAS
With the advancement of technological drilling practices like hydraulic fracturing, a new energy boom seems to be taking place in South
Texas. These processes permit for dense rock to be pressurized and cracked, allowing for the extraction of precious resources. Called the
Eagle Ford Shale, this vast reserve in South Texas is full of oil and natural gas which energy producers are now tapping in dramatically
increased numbers. According to EnergyWatch, "the Eagle Ford Shale has recently attracted interest because it contains large quantities of
high-value oil and natural gas liquids along with dry natural gas, whose prices remain weak amid large stockpiles and soft demand."
Many companies are looking to capitalize on this enormous source of energy that lies deep below the surface in South Texas. All the
activity could also help bring hundreds of jobs to the region, as many companies are eager to jump on the chance to drill.
According to reports by the Texas Railroad Commission, the past year has shown incredible jumps in production in the area.

As the charts above illustrate, the production in the Eagle Ford Shale has almost tripled in the past year alone. This is sure to be only the
beginning, as more and more companies learn of the opportunity in the region and want to join in production of the Eagle Ford Shale.

TIPRO’s 65th Annual Convention
Keynote Speaker Gov. Mike Huckabee
March 1-2, 2011
Omni Hotel
Austin, Texas

More details coming soon!
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"NATURAL GAS 'FRACKING' BOOM IN SOUTH TEXAS"
REPRINT COURTESY OF NEWS 4 WOAI - SAN ANTONIO
SAN ANTONIO - There is an energy boom going on right in our own back yard. Drilling companies have discovered how to unlock
a vast supply of energy beneath South Texas. But activists, celebrities and even the federal government are concerned about the effects
it could have on our air and water. News 4 WOAI Trouble Shooter Jaie Avila investigates the process known as "fracking."
Avila was given a rare tour of a natural gas rig, one of many that has popped up in South Texas, as energy companies flock here to
get access to a source of cleaner energy trapped in the rocks beneath our feet. It could bring hundreds of jobs to our region, but they are
using a method that is controversial, and some say, dangerous.
Drilling company Pioneer Resources gave us a close up look at their drilling operation about 50 miles south of San Antonio, in
Campbellton. Their rig is drilling down 8,000 feet to reach a kind of rock called shale, that contains natural gas. A massive formation,
called the Eagle Ford Shale, runs from the Mexico border, up to just south of San Antonio.
"It might be the largest on-shore oil and natural gas find in the continental U.S. in the last fifty years," says Justin Furnace with the
Texas Independent Producers and Royalty Owner's Association.
Up until now the shale was considered too dense, and to hard to reach. But now drilling companies have developed a technique called
hydraulic fracturing, or fracking. Here's how it works: A hole is drilled down to the shale, then they drill horizontally several thousand
more feet. A mixture of water, sand and chemicals is then shot out under immense pressure, causing tiny fractures in the rock. That releases the natural gas from the shale, and the gas flows back up the pipe.
"We're talking about, in the Eagle Ford Shale as a whole, trillions of cubic feet of natural gas," says Furnace.
But across the nation, opposition to hydraulic fracturing has been building, from activists who say it threatens ground water and air
quality. Actor Mark Ruffalo has led fracking protests on the east coast.
"Where did we get to a point, when we are even considering, there's even a debate, not to wait, and test, and make sure that what we
are doing is safe?" Ruffalo asked an audience recently.
In places like North Texas, and Colorado, where fracking is widespread, property owners complain that natural gas has contaminated
their wells to the point they can light their drinking water on fire as it comes out of the faucet. Environmental groups want energy companies to make public the exact chemicals they are using in the process. But right now they're not required to, due to a loophole in the
federal Safe Drinking Water Act.
Back in Campbellton, I put those concerns to Justin Furnace, who acts as a spokesman for Pioneer Resources and other drilling companies. I asked Furnace if fracking is a threat to our water.
"Absolutely not," he replied.
Furnace says fracking takes place thousands of feet below the deepest groundwater, with layers of rock serving as a barrier. At the
spot where their pipe passes through the groundwater, he says it is reinforced with thick concrete.
"There's going to be several layers of protective casing and cement that protect fresh water," adds Furnace.
As for the fracking chemicals, Furnace says companies keep them secret for competitive reasons, not because they're dangerous.
"Ninety-nine percent of what goes down the hole is water and sand. The other one percent is made up of various chemicals, some of
them friction reducers, similar to soap," says Furnace.
Drilling companies claim there's no truth to another concern about fracking: A recent study found hydraulic fracturing could be the
cause of small earthquakes in the Dallas/Ft. Worth area the past couple of years. The EPA is currently investigating the process of
hydraulic fracturing, but the energy companies say they're confident it will be deemed safe, and will be a big part of America's energy
future.
To view this story online, visit: http://bit.ly/h5Lp2t.

SUNSET COMMISSION REPORT CONTINUED FROM PAGE 1
As for the TCEQ, the Sunset Commission had several recommendations regarding operational aspects of the agency, side-stepping
many of the controversial issues currently plaguing the TCEQ. The report reveals the TCEQ should transfer the authority for making
groundwater protection recommendations regarding oil and gas activities to the RRC. Moreover, the Commission suggests the TCEQ
also improve effectiveness in evaluating a company's past compliance history, as "the TCEQ's public assistance functions occur among
several different agency programs with overlapping duties and without specific statutory direction, contributing to a lack of focus and
prioritization." The agency must continue to crack down on groundwater contamination from underground oil storage tanks, which are
the state's largest source of groundwater pollution, the report notes.
The Commission also recommends that the TCEQ develop their abilities to manage surface water quantity, particularly in the event of
droughts, and the agency clarify aspects of enforcement processes and penalties. Overall, however, the Sunset Commission stresses that
"the TCEQ performs reasonably well, given the difficulty of its environmental responsibilities."
To read the full reports reviewing the RRC and TCEQ, visit: http://www.sunset.state.tx.us/82.htm#tceq.
NOTE: The Sunset Commission will hold hearings to discuss the RRC and the TCEQ on December 15 and 16. If you have
comments you would like TIPRO to consider as the association forms its response to the Sunset Commission Staff Report, please
contact TIPRO's Director of Public Affairs Teddy Carter at headquarters at (512) 477-4452 or via e-mail at tcarter@tipro.org.
Individual companies are also encouraged to respond separately to the Sunset Commission's report.
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HOUSE BILL 2259 CAUSES CHANGES TO SEVERAL STATEWIDE RULES
NEW REQUIREMENTS NOW IN PLACE FOR SURFACE EQUIPMENT REMOVAL AND INACTIVE WELLS
Effective September 1, 2010, a new series of requirements were put into place by the Railroad
Commission for oil and gas operators regarding inactive wells and surface equipment removal.
The rule changes came as a response to House Bill 2259 (81R), which was developed by industry work groups, including TIPRO. HB 2259 aimed to establish new financial assurance requirements for maintaining inactive wells and to set a schedule for surface clean-up on inactive well
sites. The bill and resulting rules are limited in scope to obligations for inactive wells only, and
use a menu of options so operators have choices for what works best for their particular business. This avoids the negative consequences of past proposals, such as bonding increases on
active wells and on inactive wells that were not related to risk. The surface damage acts that have passed in other states, such as changing
the dominance of the mineral estate, were not included in the bill or the rules.
Statewide Rules 1, 14, 21, and 78 were amended to align with the changes made to the Texas Natural Resources Code by HB 2259 to
attend to problems with inactive land wells. These new requirements strive to address two pertinent issues: (1) the dangers posed by live
electrical lines connected to inactive wells; and (2) acknowledgment of increased costs to plug inactive wells. Under the new rules, all operators are required to address their complete inventory of inactive wells each year to obtain approval of their annual organizational report
(Form P-5). These rules apply only to land wells, not to bay or offshore wells. According to the Railroad Commission, for inactive wells,
operators will be able to avoid any recurring cost of compliance for an individual inactive well by plugging the well or by restoring the
well to active status. HB 2259 also prohibits the Commission from renewing or approving a P-5 for an operator who fails to obtain plugging extensions for the operator's inactive wells and/or fails to comply with the surface equipment cleanup/removal requirements.
For a more detailed summary of the new rules, see: http://www.rrc.state.tx.us/compliance/hb2259/HB2259-ExecSummary.pdf.

RAILROAD COMMISSIONER-ELECT DAVID PORTER ANNOUNCES NEW STAFF
On Tuesday, November 30, Railroad Commissioner-Elect David Porter announced two staff positions for when he takes office in January.
Amy Maxwell will serve as chief of staff and legal counsel to Porter, while William Fullerton will assume the position of director of public affairs.
"I'm looking forward to serving the people of Texas. Both Ms. Maxwell and Mr. Fullerton bring skills which will prove most valuable
in accomplishing my goals for Texas," Porter said. "With the looming budget shortfall, and as the Railroad Commission works through the
Sunset Process, it is important for our state that the Commission continues its common-sense regulation of Texas' largest industry."
Maxwell, an energy and real estate attorney at Locke Lord Bissell & Liddell LLP in Austin, previously served on the staff of Comptroller
Carole Keeton Strayhorn and Lt. Gov. David Dewhurst. Fullerton was most recently Commissioner-Elect Porter's campaign manager, previously working as Commissioner Michael William's political director.
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With more than 2000 members,
TIPRO is the nation’s largest
statewide association representing
both independent producers and
royalty owners. Our members
include small family-owned
companies, the largest publicly
traded independents and large and
small mineral estates and trusts.
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www.EnergyInDepth.org
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