
MOUNTAIN MAYORS MEETING 
 

July 8, 2008 
Basalt Town Hall 
1:00pm-4:00pm 

 
Agenda Items 

 
Time Item Purpose 

1:00pm Welcome & Lunch  
 

1:20pm Updates 

 DOLA Housing Grant 

 Other updates  

Informational 
 

1:30pm Fortune Magazine article /  

Oil Shale position discussion 

Discussion and 
direction from 
Mayors 
 

2:00-3:55 pm Representative Kathleen Curry Discussion 
 

3:55 pm Next meeting date  
 

4:00 pm Adjourn  
 

 

 



 
 
 
 

 
 

THE AFFORDABLE COMMUNITIES I NITIATIVE  
 
Overview: 
 
The Affordable Communities Initiative is a multi-jurisdictional effort to comprehensively address community 
and household affordability.  Housing and transportation are top expenses for many households in our 
region, and the lack of affordable housing has many economic, community and environmental costs.  This 
initiative will employ smart growth strategies to increase affordability by developing an integrated package of 
local and regional financing, smart land uses, and efficient building techniques.  It is funded by the 
Department of Local Affairs, Office of Smart Growth, and local governments in the Roaring Fork and 
Colorado River Valleys. 
 
Objectives: 
 
I. Create a Regional Affordable Housing Financing Strategy  

Land and development costs in our region make the creation of affordable housing a monumental 
challenge.  Except for Aspen, Snowmass Village, and Pitkin County (which have a real estate transfer tax , 
excise tax , and impact fees respectively), jurisdictions do not have a 
dedicated funding source to support affordable housing projects.  A 
goal of the initiative is to expand the understanding of and use of 
standard and innovative financing tools available to local jurisdictions 
to create affordable housing.  The initiative will explore financing tools 
that exist within as well as outside the current legislative environment.  

 
II. Encourage affordable housing through energy efficient land 

use patterns/transit oriented development  
Driving to qualify for housing is a common response to increasing 
housing costs across the U.S.  In our region, this option is a practical 
necessity.  However, commuting ultimately cost shifts household 
expenditures to transportation.  Consequently, in our region and across 
the U.S. transportation expenditures are the second biggest household 
expense after housing … and the gap is getting smaller with $4 gallon 
gas.  This financial strain goes beyond the family pocketbook.  The increase in commuting has had 
enormous impact on community local and state transportation infrastructure.  A goal of this initiative will 
be encourage a model Transit Oriented Development (TOD) project on a publicly owned parcel to 
address both housing and transportation challenges by linking them in a mutually beneficial solution. 

 
 
Contact: 
 
Colin Laird, Healthy Mountain Communities 
P.O. Box 1582, Carbondale, Colorado 81623 
970-963-5502 /claird@rof.net 
www.hmcnews.org 
A 501(c)3 Public Benefit Corporation 
 



 
2 

Fortune Magazine / Oil Sale Position Discussion 
An article on Oil Shale in the June 6th edition of Fortune prompted a number of emails and 
possible responses from individual Mayors in June 
 
Attached is the Fortune article and a letter from Frank Smith of Western Colorado Congress 
asking the Mountain Mayors to consider a joint resolution on the issue.  I have posted Gov. 
Ritter’s comments on oil shale online since it is 60 pages.  You can view it at ___________ 
 
Some of this information was included in previous emails. 
 
http://money.cnn.com/2008/06/06/news/economy/birger_shale.fortune/?postversio
n=2008060617 
 

The politics of oil shale 
Fortune talks to Sens. Orrin Hatch and Wayne Allard about the 
roadblocks to oil shale production. 
By Jon Birger <mailto:jbirger@fortunemail.com> , senior writer 
 

 
 
With gas at $4 a  gallon, development of oil shale in the United States is bogged down in 
 politics. 
 
NEW YORK (Fortune) -- You'd think this would be oil shale's moment. 
 
You'd think with gas prices topping $4 and consumers crying uncle, Congress would be moving 
fast to spur development of a domestic oil resource so vast - 800 billion barrels of recoverable oil 
shale in Colorado, Utah and Wyoming alone - it could eventually rival the oil fields of Saudi 
Arabia. 
 
You'd think politicians would be tripping over themselves to arrange photo-ops with Harold 
Vinegar (whom 
I profiled<http://money.cnn.com/2007/10/30/magazines/fortune/Oil_from_stone.fortune/index.htm
?postversion=2007110111>  in Fortune last November), the brilliant, Brooklyn-born chief scientist 
at Royal Dutch Shell whose research cracked the code on how to efficiently and cleanly convert 
oil shale - a rock-like fossil fuel known to geologists as kerogen - into light crude oil. 
 
You'd think all of this, but you'd be wrong. 
 
Last month, the U.S. Senate's Appropriations Committee voted 15-14 to kill a bill that would have 
ended a one-year moratorium on enacting rules for oil shale development on federal lands (which 
is where the best oil shale is located). Most maddening of all - at least to someone like myself not 
steeped in the wacky ways of Washington - the swing vote on the appropriations committee, U.S. 
Sen. Mary Landrieu, D-La., voted with the majority even though she actually opposes the 
moratorium.  
 
"Sen. Salazar asked me to vote no. I did so at his request," Landrieu told The Rocky Mountain 
News. A Landrieu staffer contacted by Fortune doesn't dispute this, but notes that Landrieu did 
propose a compromise which Republicans rejected. 
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Arghh! 
 
She was speaking of U.S. Sen. Ken Salazar, D-Colo., who has emerged as the Senate's leading 
oil shale opponent. Salazar inserted the aforementioned moratorium into an omnibus spending 
bill last December, and in May he proposed a new bill that would extend the moratorium another 
year. 
 
Salazar's efforts have essentially pulled the rug out from under Shell 
(RDSA <http://money.cnn.com/quote/quote.html?symb=RDSA&amp;source=story_quote_link> ) 
and other oil companies which have invested many, many millions into oil shale research since 
the passage of the Energy Policy Act of 2005, which established the original framework for 
commercial leasing of oil shale lands. (Last year, oil shale represented Shell's single biggest R&D 
expenditure.) 
 
Salazar says he's simply trying to slow things down in order to ensure environmental 
considerations don't get trampled in the rush to turn western Colorado into a new Prudhoe Bay. 
But, ironically, his bid to extend the moratorium comes at a time when his fellow Senate 
Democrats have been blasting Big Oil for not reinvesting enough of their profits into developing 
new sources of energy. 
 
I recently spoke with Republican U.S. Sens. Orrin Hatch of Utah and Wayne Allard of Colorado, 
the two lawmakers working hardest to end the oil shale moratorium. Here are some excerpts from 
the interviews: 
 
Fortune: Why do you consider developing oil shale such a high priority? 
 
Sen. Hatch: We have as much oil in oil shale in Utah, Wyoming and Colorado as the rest of the 
world's oil combined. Liberals and environmentalists can talk all they want about wind, solar and 
geothermal - all of which I'm for - but last time I checked, planes, trains, trucks, ships and cars 
don't run on electricity. 98% of transportation fuel right now is oil. Ethanol is the only real 
alternative, and we're seeing that ethanol has major limitations. 
 
It's pathetic. Environmentalists are very happy having us dependent on foreign oil. They're 
unhappy with us developing our own. What they forget to say is that shipping fuel all the way from 
the middle east has a big greenhouse gas footprint too. 
 
Fortune: Any hope of changing Sen. Salazar's mind? After all, he says he's not opposed to oil 
shale production in principle.  
 
Sen. Allard: His mind seems pretty set. His argument is, if we delay this, it gives us an 
opportunity to phase it in gradually. But he's got it turned around. We need the rules and 
regulations in place first. When the oil companies go to bid on their leases, they need have some 
idea what their royalties might be and what their remediation requirements might be [for restoring 
the land at spent drilling sites].  
 
Fortune: Have you talked to Shell about this? 
 
Sen. Allard: We have, and they've indicated a great deal of frustration. They've put it this way: 
Look, we can't continue to invest millions and millions of dollars in this kind of research without 
seeing some light at the end of the tunnel.  
 
Fortune: Sen. Salazar insists he just wants to take things more slowly. 
 
Sen. Hatch: Sen. Salazar and the Colorado governor [Democrat Bill Ritter] say they don't want it 
to happen too fast. Well, the existing law that I sponsored [which became part of the 2005 energy 
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act] makes it abundantly clear that each governor gets to decide how quickly developments 
should move forward in their respective states. [Salazar and Ritter] know that. What they're really 
doing is making sure that the governor of Utah and the governor of Wyoming never gets to make 
that decision for themselves. 
 
Fortune: One of Sen. Salazar's environmental concerns involves water and the big draw on local 
water supplies required for oil shale production. Based on my reporting in westernColorado last 
year, this seems like a legitimate concern. What's your take on this? 
 
Sen. Hatch: Let's compare it to ethanol. Corn needs about 1,000 barrels of water for the energy 
equivalent of a barrel of oil. That's a crazy amount of water, but it's worked out alright so far 
because corn is grown in rainy areas, for the most part. But if you want to increase the amount of 
ethanol, you're going to have to go to irrigation, and then there will be major water limits on how 
much we can afford to grow. 
 
On the other hand, the Department of Energy estimates that oil shale will require three barrels of 
water for every barrel of oil.  
 
Fortune: Of course, water is a lot scarcer in western Colorado than it is in Iowa. 
 
Sen Hatch: It is, but remember the oil companies are going to use and recycle the water. And 
while we're on the environmental impact, let's talk about land use and wildlife habitat. One acre of 
corn produces the equivalent of 5 to 7 barrels of oil. One acre of oil shale produces 100,000 to 1 
million barrels. 
 
Fortune: With gasoline at $4, why this isn't this more of a front-and-center issue for consumers 
and voters?  
 
Sen. Hatch: I'm generally the last guy to lambaste the media, but generally you do not hear these 
facts. We're sending $600 billion annually to enemies of our country. If one acre of oil shale 
produces 1 million barrels of oil, that's 1 million barrels that we would not be importing 
from Russia and the Middle East. People are going to go berserk when they find out that all along 
we had the capacity, within our own borders, to alleviate our dependency in an environmentally 
friendly way. 
 
Ironically, the local governments in Colorado's oil shale areas do support oil shale development, 
but it's being stopped by the ski-resort elites. A couple months ago, an article came out about 
how the city of Aspen was being besieged with building applications equating to about $2 million 
in development a day. Now if those nice, rich people in Aspen really cared about the 
environment, they might save an acre or two of those beautiful forests they're building on and 
support some oil-shale development in the not-so-nearby and not-so-beautiful oil shale areas 
of Colorado. 
 
Fortune: Has oil shale development always been a partisan issue or is this something new? 
 
Sen. Allard: It is something new. The issue with the Democrats now is they want to cut off any 
source of carbon. And there are those in the Senate who believe the more expensive you make 
gasoline, the less driving people do and you force conservation by making driving so expensive 
people can't afford it.  
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------------------------------------------------ 
 
Draft Letter from Wilderness Society and Western Colorado Congress. Ultimately 
signed and sent by Michael Hassig 
 
Letter to the Editor 
Fortune Magazine 
Time & Life Building 
Rockefeller Center 
New York, NY 10020-1393 
 
Dear Editor, 
 
John Birger does an admirable job portraying the tempting view held by some Senators 
(“The politics of oil shale” 6/6) that if we simply remove government “impediments” that 
preclude the development of oil shale, gasoline prices will soon plummet to those last 
seen before Richard Nixon was president. Unfortunately, facts get in the way. 
 

• Fact 1: Royal Dutch Shell, the company anxious to acquire more oil shale 
deposits, already owns outright 36,000 acres of such lands in Colorado—yet it 
hasn’t been able to produce oil on any of it. 

• Fact 2: Hundreds of billions of barrels of oil equivalent locked in oil shale 
deposits are owned by companies such as ExxonMobil, the Oil Exploration 
Company, Red Leaf Resources and Andarko, according to the United States 
Geological Survey. None of these companies have developed a successful 
commercial oil shale process on these lands. 

• Fact 3: A host of economic and technological—not government—impediments 
stand in the way of a viable commercial oil shale program. Shell has promising 
new technology but admits it is many years away from readiness. 

• Fact 4: Current oil shale technology requires enormous inputs of water and coal-
fired electric power in an arid, almost desert-like climate now feeling the impacts 
of global warming. 

• Fact 5: Given the technological hurdles and potential for environmental and 
economic catastrophe, elected leaders such as U.S. Sen. John Salazar, Gov. Bill 
Ritter and U.S. Reps. Mark Udall and John Salazar are perfectly reasonable to 
take a cautious approach to federal policy on oil shale. 

 
We can not yet count on oil shale development to make any contribution to our energy 
needs, and the day it might prove environmentally and technologically viable is certainly 
quite a long way off.   
 
In the meantime, the prospective oil shale industry has plenty of oil shale deposits at its 
disposal if it wants to get an oil shale industry up and running.  We don’t need to 
imprudently give away more federal lands for oil shale speculators to sit on.  
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Sincerely, 
 
Letter from Bruce Christensen  
 
As the Mayor of a small western Colorado community, I must take exception with the 
assertions made by Senators Hatch and Allard in your recent article “The Politics of Oil 
Shale”.  Our town currently experiences significant impact from rapid energy 
development, and the addition of a massive oil shale industry could permanently alter the 
character of our communities and the quality of life of our citizens.   
 
Senator Salazar remains one of the few strong advocates for the people of Colorado.  His 
position on oil shale is clear; no leasing of public lands prior to completion of research 
and development.  He has consistently requested that the effects of rapid energy 
development be adequately assessed prior to the leasing of public lands by industry.  
However, it appears that some are more interested in maximizing the energy industry’s 
access to public lands and resources than working to mitigate impacts for those of us who 
live in the areas affected.     
 
I find the statement that “(Oil shale) is being stopped by ski-resort elites”, to be 
particularly offensive.  All of us in western Colorado support energy independence, but 
we remember the last time overzealous proponents of oil shale wrote our destiny.  We 
suffered a crippling economic downturn in the 1980’s after oil shale extraction proved 
unviable.  Today we are committed to long-term economic stability, and that requires 
maximizing renewable and clean energy.   We do not support sacrificing our culture or 
our environment for the sake of an unproven resource such as oil shale. 
 
Sincerely, 
 
Bruce Christensen 
Glenwood Springs, CO 
 
 
------------------------------------------------ 
 
 
 
Michael Hassig shared the Fortune Magazine article with Randy Udall.  He sent back 
this prepared testimony to the COGCC.  
 
[next page] 
 
 



The Downhole Challenge     
 

Colorado’s regulatory challenge is a function of its geology. In Texas a single 
gas well can drain up to 640 acres. But Colorado’s ‘tight’ sandstones require 
much greater well density. These reservoirs are as predictable (it’s difficult to 
drill a dry hole), as they are impermeable. Portions of the Piceance Basin may 
need to be drilled on 10-acre spacing. This means one downhole location every 
750 feet. That’s 64 wells per square mile—or 2,300 wells per township. A report 
by BBC estimates that 19,000 wells could be drilled in Rio Blanco County. 
Exxon alone may end up drilling 5,000 wells. This need for so many more 
wells—if not intelligently planned and managed—can cause dramatic impacts on 
wildlife, recreation, and area residents.  
 

A Dominant Land Use    
 

Ten counties produce the bulk of Colorado’s oil and gas. In the San Juan, Raton, Piceance, and Denver-Julesburg 
basins, oil and gas activities dominate the landscape—and will for decades to come. This year, industry will drill 
about 6,000 wells in Colorado. This pace is likely to continue. The reserves are there, the fundamentals are 
favorable  and the U.S. Bureau of Land Management and Forest Service have leased 5.8 million acres, about one-
tenth of the state’s entire surface for development. Millions more acres of private land has also been leased. 
Indeed, it’s possible that one-fifth of the state is now leased for drilling.   
 

The Impacts of a Boom    
 

Unfortunately, booms do not distribute their benefits democratically. Industry employees and certain businesses 
prosper, while some citizens and other businesses suffer. Rapid growth is difficult to digest. Investment in new 
roads, sewers, schools, hospitals, and jails lags resource 
extraction. Meanwhile, average citizens subsidize the 
boom with a diminished quality of life. Schools are 
overcrowded, once-sleepy roads are hammered by heavy 
truck traffic, air quality is impaired, and housing 
shortages have led many companies to build “man 
camps” to bunk their workers. In some places, water 
resources, ranching, hunting, tourism, and wildlife habitat 
have been compromised. As Chevron and Exxon 
announces plans to hike production, the paltry amounts of 
severance tax revenues remain insufficient to redress the 
myriad impacts of pell-mell development. For example, 
Mesa County officials recently estimated that dealing with the impacts of oil and gas might cost $2.5 billion over 
the next two decades—but last year the county received just $3 million in severance taxes. The stock market 
encourages private corporations to produce their reserves as rapidly as possible. Taking a longer view, since gas 
production elsewhere in North America is declining, our reserves become more valuable every day. Wise public 
policy should recognize that energy is the original currency, that fossil fuels are non-renewable, and that 
Colorado’s extravagant mineral blessings must be managed intelligently, for the long haul. Adopting the proposed 
rules can help preserve a prosperous, stable, diverse Colorado economy. 
  

Drilling Imposes Costs    
 

Rapid resource extraction brings benefits, but it also imposes large social, economic, and environmental costs. 
Looking ahead, the key question is whether industry can afford to “pay its own way,” to internalize the costs it 
now imposes on nearby communities, land, air, wildlife, and water resources. The answer is clearly yes. In the 
next 24 hours, $30 million of oil and natural gas will be extracted in Colorado. This week, companies will take 
$210 million out of the ground. This month, $900 million. Who produces this energy? Industry lobbyists refer to 
“small independents,” suggesting mom doing the books, while dad drills in his blue jeans. But of course the vast 
majority of Colorado’s wells are owned by “super-independents” like Encana, Williams, and Anadarko, and 
multi-nationals like BP, Chevron, and Exxon. In 2006 these companies’ global profits exceeded $90 billion. 
That’s not income, it’s profit.  



A Barrett well provides  
48% annual return 

Since 1998, most new power 
plants have been gas-fired. 

Balance Statements   
 

Although there is no consensus on how much it will cost industry to comply 
with the proposed COGCC rules—the costs will vary from basin to basin—
some testimony argues that sensible new protections will cause companies to 
reduce drilling. Is there merit to this claim? First, let us state the obvious: most 
of the proposed rules and regulations won’t apply to 35,000 existing oil and 
gas wells, which will continue providing a steady stream of revenue to their 
owners for years to come. But how about new wells? Will new rules make new 
wells uneconomic? The short answer is no. In the Piceance Basin drilling and 
completing a typical well costs $1.8 to $2 million. Over its lifetime, the well 
will yield 1.3 billion cubic feet, worth about $10,000,000 today and likely far 
more in the future. According to Bill Barrett Corporation’s most recent 
investor presentation, the return on investment is 48%. Similar figures have been reported by Pioneer Natural 
Resources for its Raton Basin coalbed wells, and by other operators. Sensible new rules, with appropriate 
safeguards and administrative flexibility, will not materially reduce industry revenue, profitability, or incentive to 
drill, particularly since oil and natural gas prices are likely to increase in the years ahead.  
 

Energy Price Trends    
 

Colorado’s existing 34,000 oil and gas wells are very profitable. But how about the next 30,000, the new ones? 
These new wells will be lucrative, too. Since 2000 oil prices have increased six-fold and natural gas prices have 

tripled, but experts predict continued upward pressure on energy prices. 
There are many drivers: population and economic growth, booming 
Asian economies, concern about climate change (which causes utilities 
to burn gas not coal), and depletion of older fields. Whether it is the 25 
million additional people that will soon call America home, the 
cancellation of coal-fired power plants, lagging imports of liquefied 
natural gas, the profusion of $3,000 cars in India, the rapid decline of 
giant fields at Alaska’s Prudhoe Bay and Mexico’s Cantarell, most 
indicators suggest that oil and gas prices are headed higher. This poses a 

serious challenge for the United States, which has built its civilization 
around $20 oil and $2 natural gas. Americans use a lot of fuel. Per 
capita oil consumption. is 140 pounds per week. I anticipate global 
oil production to peak by 2015; global oil exports may have 
peaked already. From now on, we must increasingly substitute 
ingenuity and intelligence for brute force and cheap fuel. 
Efficiency will be the name of the game, in airplanes, buildings, 
power plants, vehicles, industrial manufacturing, and appliances. 
No increase in Colorado drilling can have a material affect on 
global oil supplies or on North American gas prices. Every barrel 

helps, but Colorado 
produces a trivial 
0.1% of global oil. 
As for gas, a 10% increase in our gas production would register as 
a tiny 0.5% increase in North American production. The 
inconvenient truth is that U.S. production of natural gas peaked 35 
years ago. We must now drill three times more wells than we did a 
decade ago merely to maintain current production. Collectively, 
these trends point to higher prices for consumers—and larger 
profits for producers. Every $1 bump in natural gas prices adds 
$1.3 million to the lifetime revenues of a Piceance Basin well. A 

graphic from an investor presentation by Bill Barrett Corporation (at left) offer an intriguing insight. Wells that 
offered 40% returns at $6/Mcf, will offer 100% returns at $9Mcf, about the price gas may average over the next 
decade. The key point is clear: the oil and gas industry will reap very large profits in the future, and thus can 
easily afford to fully internalize the complete costs of operating responsibly in Colorado.  



Where’s Lucy?  

Environmental Performance  

Because petroleum companies are focused, profit-driven, and 
talented, they constantly discover new ways to reduce costs and 
improve performance. In Colorado, companies cluster wells on one 
pad, drill directionally, and use flareless completions. Routine today, 
such practices were considered impractical a decade ago. To reduce 
diesel emissions, Williams is using natural-gas powered rigs. At 
Wyoming’s Jonah Field, Encana sets drilling equipment on wood 
mats to avoid bulldozing new pads. Industry dislikes seasonal 
stipulations. But there are ways to make seasonal protections work 
for corporations and wildlife. Near Pinedale, Questar Corporation 
developed the equivalent of a “comprehensive drilling plan,” so that it could work year-round on previously 
seasonally-restricted holdings. According to the Oil & Gas Journal, the firm reduced its environmental footprint 
with directional drilling and by building a pipeline to transport natural gas liquids to a central facility, instead of 
using tanker trucks burning $4 diesel. In exchange, the Bureau of Land Management permitted Questar to drill 
during restricted winter months. Questar’s ingenious plan eliminated the need for 89 well pads and 25,000 annual 
tanker truck trips. The company’s impact on mule deer and other species has plummeted. Leading operators in the 
Piceance Basin are considering similar win-win strategies. 

Best Management Practices     

The future is already here, it just isn’t well distributed. Many of COGCC’s proposed rules and regulations require 
companies to practice best management practices that have already  been adopted by industry leaders. In 2000, 
there were more heart surgeons in the Rockies than directional drillers, whose job is arguably more challenging. 
At that time, Garfield County operators insisted they couldn’t afford directional drilling. Today, 98% of Piceance 
wells are directionally drilled. Targeted wells cost more—but clustering many wells on a single pad provides 
offsetting economic and operational efficiencies, including lower gathering, completion, and frac’ing costs. By 
intersecting additional sand lenses, directional wells can also enhance recovery and further improve financial 
performance. The old practice of 64 well pads per square mile, complete with a checkerboard of dusty roads, is as 
outdated as a Model T. The future is a couple of pads per square mile, with dozens of directional wells drilled 
from each fixed location.  

The “Charlie Brown” Gambit   
 

A study prepared by ICF International for the Colorado Oil and Gas Association 
attempts to demonstrate that COGCC’s new rules will slow Colorado drilling 
and increase energy prices. The study does not prove that drilling will 
decrease—it simply assumes that it will. Many declarative results are erected on 
this foundation of quicksand. Nonetheless, even in the study’s worst case—a 
30% reduction in drilling—Colorado gas production is forecast to be higher in 
2017 than it is today. The ICF study has two central flaws. First, its findings 
assume that rigs leaving Colorado would not be used to drill new wells in 
Wyoming, Texas, or Oklahoma. This is unlikely. About 1500 U.S. rigs target 
gas, and almost all of them are continually deployed. Indeed, a record number of 
gas wells were drilled in the U.S. last year. Second, the study argues that a 
slowdown in drilling would strand some portion of the State’s gas forever, thus 

creating a new category of “foregone” reserves. In this context, “foregone” simply 
means “left for the future,” not necessarily a bad thing, since natural gas is, after all, 

a non-renewable resource. Reading the ICF study one is reminded of the comic strip Peanuts, in which Lucy 
swipes the football away as Charlie Brown tries to kick it. There’s a similar unspoken gambit here: if the State 
changes the rules, we’re taking our football and going home. This is a hollow threat, since industry can’t take the 
resources with them. Since those resources (and the severance payments they represent) are likely to appreciate 
faster than inflation, gas in the ground is as good as money in the bank. By 2025 a thousand cubic-feet could be 
worth twice as much, even after adjusting for inflation.  



Financial Impact of New Rules on Coloradans   
 

The ICF study argues that adopting new rules will lead to reduced drilling which will lead to higher energy prices 
for consumers. It is true that typical families are getting hammered by the recent rise in energy costs—but the 
theory that more drilling will lead to lower prices is belied by recent history. From 2000 to 2007, during the 
biggest drilling boom in state history, the oil and gas expenditures of a typical Colorado household rose by 
approximately $2,000 per year—or $4.2 billion/year for the state as a whole.  Household budgets deteriorated at 
the same rate and for the same reason that industry profits soared. Unfortunately, the cheap energy of the 1990s is 
unlikely to return. If Encana or Anadarko or BP are troubled by the burden of higher energy costs on Coloradans, 
they are free to sell natural gas at a discount to utility providers like Xcel Energy. So far, that hasn’t happened.  
 

Both Sides of the Ledger 
 

When evaluating a new rule, regulators should consider both its costs and its benefits. The Cordilleran study 
submitted by the Colorado Oil and Gas Association describes industry’s cost of compliance, but completely 
ignores the long-term public benefits the new rules would provide. As things stand, industry does not fully 
internalize all the costs of its operations, thus increasing its profits at the expense of the commons. For example, a 
recent study of Northwest Colorado showed that the increase in road maintenance due to industry truck traffic 
overwhelmed the revenue counties received from severance and impact taxes. As a result, Rio Blanco County is 
considering levying an impact fee, per well, to help pay for roads. Many benefits would come from the suite of 
rules the COGCC is considering. Reducing ozone emissions and other air pollutants associated with drilling will 
lead to reduced health care costs and asthma attacks. Protecting public water supplies today will eliminate the 
need for remediation in the future. Requiring comprehensive drilling plans that consider cumulative land-use 
impacts and long-range development patterns can reduce road maintenance, wildlife conflicts, and the social costs 
of drilling. Protecting winter range will ensure healthy populations and hunting opportunities. Reducing habitat 
fragmentation, as directed by the legislature, will help ensure wildlife watching opportunities that will benefit 
local economies long after this boom has run its course.  The list could go on.  
 

Protecting the Public Interest   
 

Quantifying the negative social and environmental costs 
and public damages caused by industrial activities is more 
difficult that quantifying the private benefits. But such 
costs can be substantial. The City of Grand Junction, for 
example, has quantified the cost of replacing its water 
supplies, if they were to be polluted, at $183,000,000. The 
draft rules are designed to ensure that the coming boom 
doesn’t undermine the long-term prospects for a healthy 
rural economy based on farming, ranching, outdoor 
recreation, hunting and fishing. Striking the appropriate 
balance between private corporations and the civic interest, 
between today and tomorrow, between costs and benefits, 

between profits and the public commons is not an easy task, but it is an essential one.  
 

Taking the Long View   

 
Adopting a set of intelligent, responsive, adaptable regulations to protect the public good is in the state’s best 
interest. Of course, no industry likes to be regulated. But the process of developing new rules has been fair. 
Industry has had numerous opportunities to help shape the proposed regulations. It is impossible to predict, a 
priori, exactly how they will affect drilling in Colorado. But a decrease in new drilling is unlikely, especially if 
COGCC uses its administrative powers to respond to unanticipated issues. In all of this there is a great irony. 
Because energy prices will trend higher in the future, by helping to extend the gas boom farther into the future and 
avoiding its own excesses, the proposed regulations are likely to profit not harm the state’s oil and gas companies. 
Colorado is richly endowed with mineral resources. Nature has dealt us a nice hand. We just need to play it 
intelligently. If we do, Colorado will remain a highly desirable place to live and one of the nation’s leading gas 
producers for decades to come.  



Steepening Decline Rates Elsewhere 
Increase Rockies Gas Value 

Citations—Udall Testimony 
 
Production History  On a percentage basis, Colorado has been the nation’s fastest growing gas province. 
Colorado and Wyoming have each added more than 1 trillion cubic feet of production since 1990. 
http://tonto.eia.doe.gov/dnav/ng/hist/n9010wy2A.htm    The U.S. Energy Information Administration has a 
wealth of statistics at www.eia.doe.gov. Colorado’s production history is from the Historical Natural Gas 
Annual, www.eia.doe.gov/oil_gas/natural_gas/data_publications/historical_natural_gas_annual/hnga.html  
More recent production statistics are in the Natural Gas Annual 2006. 
http://www.eia.doe.gov/oil_gas/natural_gas/data_publications/natural_gas_annual/nga.html  
 
A Newly Lucrative Business   COGCC website has Colorado oil and gas price indices in the “Library” 
tab at http://oil-gas.state.co.us/  Forecasts for future Colorado Production have been made by various 
groups. See, for instance, Potential Supply of Natural Gas in the United States by the U.S. Potential Gas 
Committee. Annual industry revenue is from the Colorado State Auditor’s severance tax report and the 
Colorado Oil and Gas Conservation Commission. 
www.state.co.us/gov_dir/leg_dir/lcsstaff/2007/comsched/07AllocSeverTaxPerfAud.pdf.   
 
From “Uneconomic” to “Unconventional” The Oil & Gas Journal has run many articles on unconventional 
natural gas in recent years. See, for example, 
http://www.ogj.com/articles/article_display.cfm?ARTICLE_ID=128526&p=7&section=ARCHI&subsection=non
e&c=none&page=1&x=y  To date, typical gas wells in the Piceance yield 1 to 2 billion cubic feet over their 
lifetime. Improved frac’ing has raised the average recovery. Gas-in-place estimates are also from the Oil & Gas 
Journal, not all of it will be recovered of course, but a healthy share will be. One article on today’s drilling boom 
is at http://www.bizjournals.com/denver/stories/2007/10/01/story1.html?page=2  Whole forests have been cut to 
cover the Roan Plateau controversy.  
 
Superior Fuel  Fertilizer manufacturing has increasingly gone 
offshore as US gas prices have risen. Electric utility demand is 
growing rapidly. When burned, one million Btu of gas produces 
120 pounds of carbon dioxide, the chief greenhouse gas. One 
million Btu of most coals, when burned,  produces about 220 
pounds.  
 
Role of the Rockies   Half of the nation’s gas is coming from 
wells less than three years old. A June 2, 2008 article in the 
Rocky Mountain News quoted State Geologist Vince Matthews: 
"This is where the action is: Colorado, Wyoming and New Mexico. I  
think the companies that aren't in, want in badly. The problem is, the 
acreage is all tied up…People have large investments here that they're 
not going to walk away from. And if they did, some other company would come in and pick them up and develop 
the gas. I can't see that rule changes are going to cause a mass exodus." Matthews has two decades experience in 
the industry. www.rockymountainnews.com/news/2008/jun/02/energy-firms-mix-message/ 
 
Here Today, Gone Tomorrow  The U.S. Energy Information Administration has consumption and 
production data, by state, at its web site www.eia.doe.gov/state/ Ohio uses 7 times more energy than it 
produces, Nebraska 300 times more. Iowa produces no energy at all. Colorado uses roughly 450 billion 
cubic feet each year, exports about 750 billion cubic feet. At times in 2007, 1 Mcf of gas was selling for 
pennies here in Colorado, because of a fire at a compressor station that reduced takeaway capacity. Mary 
Ellen Denomy, independent gas accountant, estimated lost severance tax revenues in a personal 
communication.   
 
Exxon Returns   Exxon, now a minor producer in the Piceance, plans to increase its Colorado production 
twentyfold. www.denverpost.com/business/ci_6821998  Barrett Corporation’s Paradox Basin shale play is 
described in an investor presentation. http://www.billbarrettcorp.com/pdf/2008/May%202008-
Deutsche%20Bank-FINAL4.pdf 



 
The Downhole Challenge   The 5-acre spacing being used in Wyoming Jonah field is the world’s densest drilling 
pattern. Much of the Piceance will be drilled at 10-acre spacing. If prices rise, 5-acre spacing may ultimately 
occur in certain places. Drilling success rates in the Piceance are 98%. See recent Oil & Gas Journal series on 
unconventional gas. Part one is at 
http://www.ogj.com/display_article/304809/7/ARCHI/none/none/1/UNCONVENTIONAL-GAS-1:-Reserves,-
production-grew-greatly-during-last-decade/ 
 
A Dominant Land Use  Colorado is on track for 6,000 wells this year. See COGCC Monthly Update at http://oil-
gas.state.co.us/at  BLM and Forest Service leases total 5.8 million. That’s more than two Yellowstone National 
Park’s worth. The total acreage of private land leases aren’t know, but likely are as large. In parts of Colorado gas 
production will be the dominant land use not just for decades but for the next half century, as it has been in New 
Mexico’s San Juan Basin. 
 
The Impacts of a Boom   Mesa County complaint was outlined in a letter from Western Colorado 
Congress to the Legislative Committee investigating severance taxes. Other groups share WCC’s concern. 
For example, on March 12, 2007, Club 20 Executive Director Reeves Brown sent a letter to Governor 
Ritter lamenting “billions of dollars in unmet [energy impact] needs.” Western Slope papers often run 
articles describing various impacts of the boom, from housing shortages, to difficulty hiring teachers, to 
traffic and crime.  
 
Drilling Imposes Costs   It’s a very profitable business. See company web sites for annual reports. Exxon makes 
about $800 billion in profit each week from its global operations. Colorado petroleum industry 2006 revenues 
approached $10 billion, and may be higher in 2008. The line between “super-independent” and “major” is 
blurring. Encana and Anadarko are very big companies, with operations around the world.  

Balance Statements  Whatever dour tone companies have in the media, their investor presentations 
invariably strike a very bullish note. See downbeat/upbeat comparison in the Rocky Mountain News on 
June 2, 2008. http://www.rockymountainnews.com/news/2008/jun/02/energy-firms-mix-message/  Recent 
presentations from Williams, Bill Barrett Corporation, and Pioneer Natural Resources are at:  
http://www.williams.com/investors/docs/1Q08_slides.pdf, 
http://www.billbarrettcorp.com/pdf/2008/050608%201Q%20release.pdf, and 
http://www.billbarrettcorp.com/pdf/2008/May%202008-Deutsche%20Bank-FINAL4.pdf 

 
 
Energy Price Trends  Earlier this century the U.S. added 
185,000 Megawatts of new natural gas powerplants. Both oil 
and gas prices are likely to remain high and go higher, in my 
view, and the view of many other observers. The Paris-based 
International Energy Agency is sounding the alarm about 
constrained global oil supplies, U.S. imports of liquefied 
natural gas are falling, the Alaskan gas pipeline has not even 
been started, and Canadian gas fields are struggling with 
depletion. Could prices fall dramatically? Two scenarios 
come to mind: an asteroid strike, or a global recession. 
Otherwise, it’s difficult to see a set of circumstances that 
return us to the days of $20 oil and $4 gas. For a big picture 
overview of why Colorado gas is likely to become more 
valuable, www.aspo-usa.com/fall2006/presentations/pdf/Hughes_D_NatGas_Boston_2006.pdf  U.S. gas 
production rose last year for the first time in years—but it took 30,000 wells to do it. In 1998, only 10,000 wells 
were needed to hold production steady. This trend augurs for increased pressure on Colorado landscapes, and for 
higher prices. The graph of well financial performance is from Bill Barrett Corporation investor presentation. 
http://www.billbarrettcorp.com/pdf/2008/May%202008-Deutsche%20Bank-FINAL4.pdf 
 

Global Oil Exports May Be Peaking 



 
Environmental Performance  Driven by tighter state regulations in Colorado, Wyoming, and New Mexico, 
petroleum company environmental performance has improved since 1990. The challenge now is to figure out how 
best to ameliorate the sheer scale of the industry—tens of thousands of new wells, but also pipelines, compressor 
stations, gas processing plants, roads, infrastructure including new power demands, housing needs, social 
services. Wood mats used by Encana: http://www.hcn.org/servlets/hcn.Article?article_id=17729&fhp  Questar:: 
http://www.ogj.com/articles/article_display.cfm?ARTICLE_ID=309007&p=7&section=ARCHI&subsection=non
e&c=none&page=1&x=y 
 
Best Management Practices  COGCC Monthly and Weekly Oil and Gas Statistics has a chart showing the 
expansion of directional drilling since 2000. http://oil-gas.state.co.us  The recent five part series in the Oil & Gas 
Journal repeatedly discussed new energy techniques for shortening drilling times, clustering wells, expanding 
ultimate recovery, increasing profitability, and so forth. Part five is 
http://www.ogj.com/articles/article_display.cfm?ARTICLE_ID=309007&p=7&section=ARCHI&subsection=non
e&c=none&page=1&x=y  A 30 year veteran of the gas industry discusses directional drilling: 
http://64.233.167.104/search?q=cache:5YLQET_ZPVgJ:www.savevermillion.org/news.htm+wells+drilled+in+co
lorado+2007&hl=en&ct=clnk&cd=3&gl=us&client=firefox-a 
 
Charlie Brown Gambit   The ICF study was filed as testimony by the Colorado Oil and Gas Assocation. Baker 
Hughes tracks drilling rigs by state. For examples of industry lamenting new rules, see the Rocky Mountain News 
article cited above, www.rockymountainnews.com/news/2008/jun/02/energy-firms-mix-message/  As for 
“foregone reserves,” industry uses high discount rates that, in effective, make the future less valuable than the 
present. Future gas prices in 2025: 1 Mcf contains as much work as a grown man can do in a year. It’s very 
valuable, in other words. If gas were trading in its “normal” relationship with oil, it would already be selling for 
$20 per Mcf. Recent LNG cargos have sold for $15. Domestic gas prices spiked to $14 Mcf after Hurricane 
Katrina. They may be that high routinely in the future.  
 
Financial Impact of New Rules on Coloradans   A typical Colorado household buys 1,000 gallons of gasoline, 
about 100 Mcf of gas, and 6,000 to 10,000 kilowatt-hours, depending on their location. The gasoline alone has 
increased by $2,000 since year 2000.  
 
Both Sides of the Ledger   Rio Blanco impacts and proposed road fees are at http://co.rio-
blanco.co.us/development/pdf/Impact%20Fees%20summary%20and%20FAQ%20onlh.pdf 
 
Protecting the Public Interest   Grand Junction estimated its water supply replacement costs in this docket.  
 
 

## 


