This is an update of What We Have Lost, an earlier version of which was published in the July/October 2006 Geothermal Resources Council Bulletin, Vol. 35, Number 4, pp. 142-144.  For further information/updates, contact the authors.  Please join your colleagues in signing on as a supporter on the last page.  Last edits September 2007. 

October 2007 Update:  On October 3, at the Geothermal Resources Council Annual Meeting membership business lunch, the members seconded and passed a motion by Joe LaFleur that the GRC support the return to noncompetitive leasing on federal lands. 
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The right to file noncompetitive lease applications on federal lands has been virtually eliminated, stalling exploration and discovery.  This is a call for solidarity in seeking Congressional action to reinstate noncompetitive leasing.
          The Energy Policy Act of 2005 John Rishel Steam Act Amendments (EPAct 2005) have been dubbed by some “a good deal” (GEA 2006).  Although intended to spur geothermal development, they contain one very serious counterproductive element; they revoke our ability to stake a claim by filing noncompetitive geothermal lease applications.  Now all exploration objectives on federal ground must be nominated for leasing and put up for public auction.  Only lands receiving no bids are available for noncompetitive leasing and then for only two years following the sale.  Essentially, the explorationists with geologic insights must now make those insights public, and then hope that perhaps some years later their company can buy back these proprietary ideas at a lease auction. This change in leasing laws is both fundamental and counterproduc-tive in a nation that holds intellectual property 

rights in such high regard. It has a chilling effect on geothermal exploration.  

Loss of Exploration Incentive


The previous leasing law was not perfect. Land under noncompetitive lease application was occasionally turned into a KGRA (Known Geothermal Resource Area), requiring competitive leasing by sealed bid. This was rare, however, and usually due to topfiling (two or more applications on the same land). Typically noncompetitive lease appli-cants could be reasonably confident they would be in first place to capitalize on their exploration idea if the BLM eventually leased the ground. The effectiveness of this explora-tion incentive is evidenced by the 385,587 acres of noncompetitive lease applications currently pending before BLM (ibid, p. 4).  And lands not receiving bids in KGRA sales would languish unexplored for years.


Much more federal acreage has been leased noncompetitively than by KGRA sale – hundreds of thousands of acres.  Many leases were explored and dropped when results were discouraging.  Many are still active. Many applications are still pending.  

          With noncompetitive leasing, companies and individuals had the incentive to invest in pre-lease exploration and project assessments. Now that all federal land must be nominated for competitive bidding, neither large nor small companies are likely to be willing to invest in such activities when they may ultimately only benefit others. By taking away a fair chance at benefiting from exploration efforts, the Steam Act Amendments stifle competition, in direct opposition to the goal of increasing geothermal production.


In "A Good Deal," it states that “reforming geothermal leasing law similarly to onshore oil and gas leasing law seemed to fit” and reports that the GEA Board of Directors supported all-competitive bidding (ibid, p. 8).  The proponents of all-competitive bidding may not have realized that geothermal is more akin to mineral exploration than to oil and gas.  Like the epithermal mineral deposits they create, geothermal systems are much more concen-trated than oil and gas deposits, which often cover hundreds of square miles. Even the largest producing geothermal fields are less than 20 square miles in area and most comprise only a few square miles of production.   


In oil and gas leasing, the government can conduct regional surveys and offer vast tracts with some confidence that a potentially productive sedimentary layer underlies the area. Geothermal resources occur in very localized, steeply-dipping fault and fracture systems. Geothermal exploration is comparable to prospecting for metal deposits, such as gold veins -- vastly different from prospecting for oil horizons.  If all gold prospectors were told that they must put their finds up for competitive bidding, most exploration for gold on federal lands, by both independent prospectors and large mining companies, would cease.  Their exploration incentive would be gone.  As is ours. 
Increased Cost

          All-competitive leasing does not fit geothermal resources.  It will have a much greater impact on this industry than on oil and gas because a much higher percentage of the US geothermal resource base underlies federal ground.  Only about 5 % of US oil and 11% of US gas production came from onshore federal leases, compared to about 50% of geothermal production (BLM 2005).  Of the acreage in the 12 western states containing most of the nation’s geothermal resources, more than half is federal.  In Nevada, for example, 91.9% of the state is federal land; in Alaska, 66.7%; in California, 46.9%; in Oregon, 49.7%; and in Idaho and Utah, about 66.5% (GSA 2004).  Removing exploration incentive on such a large segment of our resource base was a grave mistake.  

          Geothermal projects operate within a different economic reality than oil and gas.  Oil and gas are transportable commodities. An oil well can produce income within six months or less of discovery.  Like mining, geothermal development requires 2 to 10 years and major capital investment between resource discovery and actual income.

           The geothermal industry is already saddled with high front-end development costs.  For over 20 years the US DOE has partnered with industry, state agencies, and national labs on R&D to reduce the cost of geothermal development. Paradoxically, just as power sales contract opportunities are opening up for geothermal after 15 years with virtually no market access, mandatory lease auctions will raise land costs substantially. In addition to bonus bids, per-acre geothermal rents have tripled and, at $3 per acre, are now double the oil and gas rents.
What else does the change in

leasing do?

          The change in geothermal leasing:

Withdraws federal ground from primary exploration interest.  Already, at least three exploration companies have reported that they are no longer conducting exploration on federal ground and will focus solely on state and private lands. 

Overburdens the BLM.  Now the only way to keep one’s exploration objective proprietary is to disguise it by nominating large tracts or numerous scattered parcels as decoys.  If this method is employed, the BLM will waste scarce money and manpower on geothermally worthless ground. 

Stops exploration on mixed federal and private lands. The new all-competitive leasing requirement has already stalled potential development in areas of mixed land ownership. Examples already known to the authors include several situations in Oregon, Idaho, California, and Nevada where ranchers or tribes have a hot spring or hot well on private property next to federal lands, or where a developer is investigating one of the many areas of “checker-boarded” private and federal lands.  Prior to EPAct 2005, the developer or landowner would apply first for a noncompetitive lease on the federal land, so that the resource could be managed as one block. The new law significantly increases the likelihood that such a resource will have two or more adjacent competing owner-operators, providing a strong disincentive to invest risk capital in exploration on either the federal or private land. 

Stalls use of geothermal energy from petroleum leases on federal lands. Oil and gas developers are evaluating the use of geothermal fluids produced by oil and gas wells for power generation. If the operator decides hot water is an economic resource, a geother- mal lease will be necessary to develop it.  

Oil and gas lessees will not invite interference in their operations by nominating their fields for competitive geothermal leasing.  

Accelerates loss of geothermal expertise:  The last decade saw geothermal exploration nearly disappear.  All-competitive leasing will accelerate the flight of exploration expertise. 

What All-competitive Leasing 

Does Not Do

           Reasons offered as necessitating all-competitive leasing do not hold up to scrutiny.  All-competitive leasing does not:  

Provide greater revenues to taxpayers.  Royalties, not bonus bids, provide the greatest bulk of revenues to the public.  In fact, 95% of the 2001 through 2004 federal geothermal revenues were royalties.  Bonus bids and rents provided only 5% (MMS, 2006).  Noncom-petitive bidding encourages exploration, which leads to development; the source of royalties.

Fix "KGRA problems."  Instead, it makes all available federal lands de facto KGRAs.

Stop lessees from "sitting on leases," nor ensure that earnest developers with the financial wherewithal to explore and develop will gain the leases. None of us can predict with certainty which lessees will finance and expeditiously develop a lease.  Much depends on markets. Nothing in the Steam Act Amend-ments accelerates work requirements on leases. In fact, they are relaxed.  
How can we fix the loss of noncompetitive leasing?

          The Steam Act Amendments are clear that all new leases must be issued competi-tively. BLM has now prepared implementing regulations.  All-competitive bidding cannot be undone by regulation. The agency does have discretion in structuring competitive bidding and is using the oil and gas model of oral auction. But reinstatement of noncompetitive bidding will require legislative change.

The authors hope that a greater aware-ness of the ramifications of the loss of exploration incentive will prompt members of the GEA and the Geothermal Resources Council (GRC) to collaborate with the BLM and with Congress to reinstate noncompetitive bidding in a form that serves the public, the agencies, and the industry. Decisions of language, timing, and how best to collectively approach Congress, can be collaboratively determined. 

Timing

          Over 55 industry members have been interviewed about the loss of noncompetitive leasing.  About 95% support reinstatement of noncompetitive bidding.  The GRC Board was alerted to the membership's opinion in February 2006.  On May 2, 2006, the Board was asked to issue a statement that the GRC supports rein-statement of noncompetitive leasing, or, in the alternative, to conduct a more formal poll of the membership. The Board voted to take no action at that time. 

          It has been suggested that we wait to see the new BLM regulations (now effective, as of June 2007).  It has even been suggested that the industry wait a few years to evaluate the effects of the all-competitive lease auctions.  We may not know what all the effects will be, but we do know with certainty that the new law kills exploration incentive and dims the future of the industry.  How can it be acceptable to wait years to confirm the obvious, particularly during a burgeoning demand for renewable, indigenous energy sources?

          A concern has been voiced that trying to change the law at this time would make the industry look like it did not know what it was doing.  Actually, it did not.  The vast majority of GRC members, including some members of the GEA and of their Boards, did not know that this change was in the works.  The sooner we address this law, the more good sense we will demonstrate. In truth, the GRC membership at large strongly opposes the loss of our ability to stake a geothermal claim and there is no better time to speak the truth than now.

[Note the update appearing at the top of p. 1.]
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