
CHAPTER X V I I  I . ECONOMICS 

A. INTRODUCTION 

The o i l  and g a s  i n d u s t r y  makes a  s u b s t a n t i a l  c o n t r i b u t i o n  t o  t h e  l o c a l  

economies of sou thwes te rn  and c e n t r a l  New York. The economic impac t s  of t h e  

o i l  and g a s  i n d u s t r y  a r e  broad based,  and a s  w i t h  o t h e r  i n d u s t r i e s ,  t h e r e  a r e  

d i r e c t  impacts  which m u l t i p l y  i n t o  d i r e c t  and i n d i r e c t  e f f e c t s .  A s  a  g e n e r a l  

example, t h e  d i r e c t  s o c i a l  and economic impac t s  from o i l  and g a s  a c t i v i t y  a r e  

t h e  monetary g a i n s  r e a l i z e d  by t h e  o p e r a t o r s ,  c o n t r a c t o r s ,  and landowners who 

l e a s e  t h e i r  l a n d s .  

The monetary g a i n s  genera ted  by a n  i n d u s t r y  such  a s  inves tment ,  d i r e c t  

and i n d i r e c t  jobs ,  s a l a r i e s  and revenues  which i n  t u r n  f i l t e r  down through a  

wider  segment of s o c i e t y  a r e  r e f e r r e d  t o  a s  t h e  m u l t i p l i e r  e f f e c t .  The 

m u l t i p l i e r  e f f e c t  from t h e  o i l  and g a s  a c t i v i t y  i n  New York S t a t e  is  1.4. 

This  means t h a t  i n  New York S t a t e  f o r  e v e r y  $1 o u t p u t  genera ted  a t  t h e  

wel lhead,  t h e  t o t a l  c o n t r i b u t i o n  t o  t h e  S t a t e ' s  economy i s  1.4 d o l l a r s ,  

r e f l e c t i n g  t h e  f a c t  t h a t  i n d i r e c t  e f f e c t s  g e n e r a t e  o u t p u t  i n  o t h e r  i n d u s t r i e s  

i n  New York. Another p e r s p e c t i v e  on m u l t i p l i e r  e f f e c t  i s  t h e  e s t i m a t e  t h a t  

f o r  every  d o l l a r  of o u t p u t  from t h e  wel lhead ,  a n  a d d i t i o n a l  21 c e n t s  i s  earned 

by persons  employed by non-government i n d u s t r i e s  and f o r  every  a d d i t i o n a l  $ 1  

m i l l i o n  i n  o i l  and g a s  o u t p u t ,  7.9 new j o b s  a r e  c r e a t e d  (Uni ted  S t a t e s  

Department of Commerce, 1986).  The r e p o r t e d  e a r n i n g s  m u l t i p l i e r  of 1.4 f o r  

t h e  o i l  and g a s  i n d u s t r y  i n  New York i s  lower t h a n  many manufactur ing and 

s e r v i c e  i n d u s t r i e s ,  p a r t l y  because t h e  i n d u s t r y  as  a  whole i s  n o t  l a b o r  

i n t e n s i v e ,  and a l s o  because  most of t h e  companies which p rov ide  s e r v i c e s  t o  

t h e  i n d u s t r y  i n  New York a r e  headquar te red  i n  nearby Pennsylvania .  

I n  1986, New York p roduc t ion  a s  w e l l  a s  n a t i o n a l  p roduc t ion ,  dropped 

s i g n i f i c a n t l y  i n  response  t o  lower o i l  and g a s  p r i c e s .  Low o i l  and g a s  p r i c e s  



a r e  c u r r e n t l y  b e n e f i t i n g  most consumers,  b u t  low oi.1 and gas  p r i c e s  and 

d e c l i n i n g  domestic p roduc t ion  have n e g a t i v e l y  impacted o i l  and g a s  p roducers ,  

and a  l a r g e  p o r t i o n  of s o c i e t y  t h a t  i s  a f f e c t e d  i n d i r e c t l y  by t h e  pet roleum 

i n d u s t r y .  A s  p r i c e s  c o n t i n u e  t o  d e c l i n e ,  t h e  e f f e c t s  w i l l  s p r e a d  outward 

a f f e c t i n g  even g r e a t e r  numbers of people .  An e s t i m a t e d  1.6 m i l l i o n  jobs  have 

been l o s t  nat ionwide ( I n t e r s t a t e  O i l  Compact Commission, 1986). The magnitude 

of t h i s  c r i s i s  i s  i n d i c a t i v e  of  how impor tan t  t h e  o i l  and g a s  i n d u s t r y  i s  t o  

t h e  U.S. economy. 

New York, w i t h  i t s  d i v e r s e  economic b a s e ,  h a s  not s u f f e r e d  a s  much a s  

s t a t e s  which r e l y  h e a v i l y  on o i l  and g a s  revenues .  However, t h e  impact 

remains  c o n s i d e r a b l e ,  and s i g n i f i c a n t  d e c l i n e s  i n  d r i l l i n g  a c t i v i t y  and 

p roduc t ion  have occur red .  Most a f f e c t e d  by t h e  i n d u s t r y  slump a r e  t h e  o i l  and 

g a s  producing c o u n t i e s  i n  t h e  southwest  p a r t  of t h e  s t a t e .  

1. H i s t o r i c a l  B e n e f i t s  t o  S t a t e  

The f i r s t  commercial o i l  w e l l  i n  Limestone,  New York, t h e  J o b  Moses 81,  

was d r i l l e d  j u s t  s i x  y e a r s  a f t e r  Drake 's  h i s t o r i c  d i s c o v e r y  w e l l  i n  

T i t u s v i l l e ,  Pennsylvania .  The predominant ly  a g r i c u l t u r a l  Southern T i e r  was 

t ransformed i n t o  a  s e r i e s  of boomtowns a s  new f i e l d s  were d i s c o v e r e d  i n  

C a t t a r a u g u s  and Al legany Count ies .  Before t h e  d i s c o v e r y  of o i l ,  t h e  h i l l y  

Southern T i e r  c o u n t i e s  were most ly  h a r d s c r a b b l e  farms,  on poor ,  rocky s o i l .  

Most of t h e  t imber  had been c l e a r  c u t ,  and t h e  h i l l s i d e s  and s t r e a m s  were 

ravaged by t h e  e f f e c t s  of e r o s i o n  and s i l t a t i o n .  Although t h e  i n i t i a l  

environmental  impact of e x p l o r a t i o n  and p r o d u c t i o n  was c o n s i d e r a b l e ,  w i t h  

c u t t i n g  of much of t h e  remaining t imber  t o  b u i l d  d e r r i c k s ,  i t  was not  a s  

damaging t o  t h i s  r e g i o n  a s  t h e  e a r l y  c l e a r  and c u t  farm p r a c t i c e s .  The 

con tamina t ion  of l o c a l  s t r e a m s  w i t h  o i l  and b r i n e  was caused not s o  much by 

e a r l y  d r i l l i n g  p r a c t i c e s  a s  by e a r l y  o i l  t r a n s p o r t  and s t o r a g e  p r a c t i c e s  i n  

which s t r e a m s  were used a s  open conveyances,  and e a r l y  wooden s t o r a g e  t a n k s  



l eaked  a p p r e c i a b l y .  Even t h e  n e g a t i v e  impac t s  of t h e s e  p r a c t i c e s  d i d  not  

p e r s i s t .  Today much of t h e  once b a r r e n  a r e a  i s  t h i c k l y  f o r e s t e d ,  and t h e r e  i s  

abundant f i s h  and w i l d l i f e .  

Most of t h e  h i s t o r i c  p r o d u c t i o n  came from t h e  Richburg and Bradford  sands  

which ex tend  i n t o  New York from t h e  Pennsylvania  o i l f i e l d s .  I n  1882, New York 

S t a t e ' s  o i l  p roduc t ion  peaked a t  a n  a l l  t ime h i g h  of 6 . 6  m i l l i o n  b a r r e l s .  

Even a f t e r  t h e  i n i t i a l  boom was o v e r ,  t h e  a r e a  con t inued  t o  b e n e f i t  from o i l  

a c t i v i t i e s .  O i l f i e l d  employment and o i l  r e l a t e d  i n d u s t r i e s  such a s  t h e  

manufacture  of n i t r o g l y c e r i n ,  e n g i n e s ,  d e r r i c k s ,  and s t o r a g e  t a n k s  brought  

people  and p r o s p e r i t y  t o  t h i s  p o r t i o n  of  t h e  S t a t e .  A s  p i p e l i n e s  and 

r e f i n e r i e s  were b u i l t ,  f u r t h e r  inves tment  and employment o p p o r t u n i t i e s  

developed.  

The o i l  d i s c o v e r i e s  brought  s e r v i c e s  t o  a n  a r e a  which had been p r e v i o u s l y  

i s o l a t e d  from t h e  I n d u s t r i a l  Revo lu t ion  t h a t  was t r a n s f o r m i n g  much of t h e  r e s t  

of New York. Te legraph  l i n e s  and r a i l r o a d s  were b u i l t ,  l i n k i n g  t h e  Sou thern  

T i e r  w i t h  t h e  r e s t  of t h e  s t a t e ,  f u r t h e r  encourag ing  inves tment  and 

development.  Community s e r v i c e s  improved; between 1879 and 1885, t h e  towns 

a c q u i r e d  munic ipa l  w a t e r  sys tems ,  i n d o o r  plumbing, f i r e  depar tments ,  and 

t e l e g r a p h  s e r v i c e .  The n a t u r a l  g a s  produced i n  a s s o c i a t i o n  w i t h  t h e  o i l  was 

a l s o  used l o c a l l y  f o r  h e a t i n g  homes and powering i n d u s t r i e s .  

B. NEW YORK PRODUCTION AND MARKET VALUE 

1. Produc t ion  

Although t h e  p r i c e  of o i l  and g a s  f e l l  i n  1985, t h e  p r i c e  d e c r e a s e  was 

o f f s e t  by h i g h e r  p roduc t ion .  I n  1985, approx imate ly  1 ,071,000 b a r r e l s  of o i l  

and 33 b i l l i o n  c u b i c  f e e t  of g a s  were produced.  G e n e r a l l y ,  o i l  p r o d u c t i o n  i n  

New York h a s  been d e c l i n i n g  s t e a d i l y ,  b u t  r e c e n t  Bass I s l a n d  d i s c o v e r i e s  and 

p roduc t ion  o f f s e t  t h e  g e n e r a l  d e c l i n e  f o r  a  few y e a r s .  Bass I s l a n d  w e l l s  



c o n t r i b u t e d  29.7 p e r c e n t  of t h e  S t a t e ' s  t o t a l  c r u d e  o i l  p r o d u c t i o n  i n  1986. 

The s h a r p  d e c l i n e  i n  o i l  p r i c e s  i n  1986 l e d  t o  a  20.3 p e r c e n t  d r o p  i n  t h e  

S t a t e ' s  p r o d u c t i o n  of c rude  o i l .  There  were 852,564 b a r r e l s  of o i l  produced 

i n  1986, compared t o  t h e  1 ,071,280 b a r r e l s  produced i n  1985. N a t u r a l  g a s  

p r o d u c t i o n  i n  New York c o n t i n u e d  t o  i n c r e a s e  i n  1986, a l t h o u g h  a t  a  s lower  

r a t e  t h a n  d u r i n g  t h e  p r e v i o u s  t h r e e  y e a r s .  T o t a l  g a s  produced i n  1986 was 

34.2 b i l l i o n  c u b i c  f e e t  (BCF), r e p r e s e n t i n g  a  s l i g h t  i n c r e a s e  of 1.2 BCF o r  

3.6 p e r c e n t  over  1985 p r o d u c t i o n .  

The number of a c t i v e  o i l  and g a s  o p e r a t o r s  i n  New York S t a t e  d e c l i n e d  60 

p e r c e n t  between 1984 and 1986. There  were 591 o i l  and g a s  o p e r a t o r s  who 

r e p o r t e d  a c t i v e  w e l l s  i n  1986, down from 978 o p e r a t o r s  i n  1984. The m a j o r i t y  

of New York S t a t e  o i l  and g a s  p roducers  a r e  s m a l l  o p e r a t o r s .  Although t h e  

maximum number of w e l l s  r e p o r t e d  f o r  a  s i n g l e  o p e r a t o r  was 1,846 w e l l s ,  t h e  

average  number of w e l l s  p e r  o p e r a t o r  i s  twenty .  

2. Market Value 

Market v a l u e  of t h e  S t a t e ' s  1986 o i l  p r o d u c t i o n  was approx imate ly  $13.3 

m i l l i o n .  N a t u r a l  g a s  p r i c e s  a l s o  f e l l  i n  1986, from $3.37 p e r  thousand c u b i c  

f e e t  (MCF) i n  1985 t o  a n  average  of $2.60 p e r  MCF i n  1986. Wellhead g a s  

p r i c e s  a r e  h i g h l y  v a r i a b l e  because  of t h e  i n c r e a s i n g  v a r i e t y  of g a s  c o n t r a c t s ,  

e s p e c i a l l y  w i t h  r e g a r d  t o  t h e  l a r g e  volumes of g a s  t r a n s p o r t e d  by t h e  p i p e l i n e  

companies f o r  d i r e c t  s a l e s  from producers  t o  end u s e r s .  Market v a l u e  of  t h e  

S t a t e ' s  1986 g a s  p r o d u c t i o n  was approx imate ly  $87.6 m i l l i o n .  

The combinat ion of lower p r i c e s  and d e c r e a s e d  o i l  p r o d u c t i o n  reduced t h e  

t o t a l  market v a l u e  of New York S t a t e ' s  o i l  and g a s  p r o d u c t i o n  t o  $100.09 

m i l l i o n  i n  1986, t h e  l o w e s t  l e v e l  s i n c e  1982. T h i s  r e p r e s e n t s  a  d e c r e a s e  of 

$42.1 m i l l i o n ,  o r  29.4 p e r c e n t  from $143 m i l l i o n  i n  1985 ( F i g u r e  18 .1 ) .  

Wellhead o i l  p r i c e s  dropped p r e c i p i t o u s l y  d u r i n g  t h e  f i r s t  h a l f  of 1986 b e f o r e  

l e v e l i n g  o f f  somewhat toward t h e  end of t h e  y e a r .  A b a r r e l  of New York S t a t e  
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crude  s o l d  i n  January  1986 f o r  $26, dropped t o  a  low of $12 by l a t e  J u l y  and 

e a r l y  August, and rebounded t o  $16.50 by December 31. The average  p r i c e  p e r  

b a r r e l  f o r  1986 was approx imate ly  $15.65, compared t o  $25.15 i n  1985. 

I n  1986, New York produced 5.6 p e r c e n t  of t h e  g a s  i t  consumes which makes 

i t  a  n e t  impor te r  of g a s .  P roduc t ion  has  s i g n i f i c a n t l y  i n c r e a s e d  s i n c e  1980, 

when New York p roduc t ion  r e p r e s e n t e d  o n l y  2 p e r c e n t  of  t h e  S t a t e ' s  

consumption. 

C .  LEASING PROCESS AND REVENUES 

1. Leasing P r i v a t e  Lands 

The f i r s t  s t e p  i n  d r i l l i n g  f o r  o i l  o r  g a s  i n v o l v e s  l e a s i n g .  I n  t h e  c a s e  

of p r i v a t e l y  owned l a n d ,  t h e  d e c i s i o n  t o  l e a s e  t h e  minera l  r i g h t s  is  made by 

t h e  landowner,  who r e c e i v e s  a  s t a t e d  percen tage  of p roduc t ion ,  u s u a l l y  1 / 8  of 

t h e  market v a l u e ,  i n  t h e  form of r o y a l t i e s .  S t a t e  r e g u l a t i o n  i s  no t  involved 

a t  t h i s  s t a g e .  (Appendix 4  summarizes t h e  l e a s i n g  p r o c e s s  i n  d e t a i l . )  

The economic b e n e f i t s  of l e a s i n g  l a n d s  f o r  o i l  and g a s  development c a n  be 

c o n s i d e r a b l e ,  bu t  c a u t i o n  must be e x e r c i s e d .  The landowner must make s u r e  

t h a t  h i s  p r o p e r t y  and i n t e r e s t s  a r e  p r o t e c t e d ,  and t h a t  he i s  aware of t h e  

i m p l i c a t i o n s  of l e a s i n g  h i s  m i n e r a l  r i g h t s .  Compensation f o r  s i g n i n g  a  l e a s e  

i s  u s u a l l y  g iven  i n  t h e  form of a  bonus payment which i s  based on a  d o l l a r  

amount per  a c r e  l e a s e d .  The landowner a l s o  r e c e i v e s  d e l a y  r e n t a l  payments, 

u s u a l l y  $1  o r  $ 2  pe r  a c r e ,  f o r  each  y e a r  of t h e  l e a s e  u n t i l  a  w e l l  i s  d r i l l e d .  

With a n  e q u i t a b l e  l e a s i n g  c o n t r a c t ,  t h e  landowner can en joy  many 

b e n e f i t s :  ( 1 )  r o y a l t i e s  from p r o d u c t i o n ,  ( 2 )  c a s h  bonuses and d e l a y  r e n t a l s ,  

( 3 )  f r e e  produced g a s  f o r  household use ,  ( 4 )  t h e  c o n s t r u c t i o n  of new r o a d s  i f  

needed, o r  t h e  improvement of e x i s t i n g  r o a d s  and o t h e r  f a c i l i t i e s  used by t h e  

d r i l l i n g  company. I f  provided f o r  i n  t h e  l e a s e ,  a l l  c o n s t r u c t i o n  w i l l  be 

removed a t  t h e  end of d r i l l i n g  and p roduc t ion ,  and t h e  s i t e  r e s t o r e d  t o  a  

compatable c o n d i t i o n .  A l t e r n a t i v e l y ,  p r o v i s i o n s  can  be made t o  r e t a i n  t h e  



acces s  roads f o r  landowner use.  

2. P r i v a t e  Leasing Revenues 

Landowners i n  New York who leased  t h e i r  p roper ty  f o r  o i l  and gas  

product ion received $17.9 m i l l i o n  i n  1985, o r  one-eighth of t h e  t o t a l  

es t imated  market va lue  of $143 m i l l i o n .  I n  1986, landowner r o y a l t i e s  were 

reduced t o  $12.7 mi l l i on .  

Royalty payments provide many f i n a n c i a l  b e n e f i t s  t o  i n d i v i d u a l  

landowners. Much of New York's product ion i s  i n  r u r a l  a r e a s ,  s o  many farmers  

b e n e f i t  from r o y a l t y  income. With t h e i r  high c a p i t a l  equipment c o s t s  and low 

market p r i c e s  f o r  t h e i r  c rops ,  farmers  throughout t h e  na t ion  have been forced 

t o  s e l l  t h e i r  farms. Royalty income has helped many t o  span t h e i r  cash  flow 

gap and keep t h e i r  l and .  I n  a d d i t i o n ,  t h e  m u l t i p l i e r  e f f e c t s  of r o y a l t y  

income go f a r  beyond t h e  b e n e f i t  of he lp ing  some farmers  keep t h e i r  farms. 

Businesses i n  t h e  a r ea  b e n e f i t  from t h e  money spent  by i n d i v i d u a l s  r ece iv ing  

r o y a l t i e s  and from t h e  d o l l a r s  spent  by people l o c a l l y  employed by t h e  o i l  and 

gas  i ndus t ry .  

3. Leasing Process  f o r  Publ ic  Lands 

The l e a s i n g  process  f o r  pub l i c  lands  d i f f e r s  from t h a t  of l e a s i n g  p r i v a t e  

lands  because i t  involves  a  l e a s e  which i s  obtained by compet i t ive  bidding.  

An except ion t o  competi t ive bidding is made when warranted f o r  very smal l  

p a r c e l s  such a s  a long a  highway right-of-way. 

The f i r s t  s t e p  i n  l e a s i n g  S t a t e  land i s  t h e  s e l e c t i o n  of p a r c e l s  by t h e  

Department, e i t h e r  a s  a  response t o  i n d u s t r y  r eques t s ,  o r  t o  r eques t s  by o t h e r  

S t a t e  agenc ies .  The Department may a l s o  i s s u e  a  C a l l  f o r  Nominations or  

independently s e l e c t  p a r c e l s  t o  be put up f o r  b id ,  based on i t s  assessment of 

t h e i r  o i l  and gas  p o t e n t i a l .  Next t h e  Department s e t s  t a r g e t  d a t e s  f o r  t h e  

l e a s i n g  and o b t a i n s  conceptual  approval  f o r  a l l  o i l  and gas  l e a s e s .  Af t e r  on- 

s i t e  i n spec t ions  and a  review of environmental concerns and publ ic  use 



c o n f l i c t s  a r e  made, t h e  necessa ry  documentation f o r  SEQR i s  prepared.  A l l  

environmental  concerns  and /or  c o n f l i c t s  must be addressed o r  m i t i ga t ed  t o  

o b t a i n  SEQR Committee approva l .  The s t a t u s  of t h e  t i t l e  and minera l  r i g h t s  

must a l s o  be reviewed. 

The Department t hen  p r epa re s  a  l e a s i n g  package which i n c l u d e s  a  Legal  

Not ice  f o r  Bidders ,  an adver t i sement  f o r  p u b l i c a t i o n  i n  i n d u s t r y  j o u r n a l s ,  b id  

documents and t h e  formal  l e a s e .  The l e a s e s  a r e  awarded a f t e r  t h e  s ea l ed  

compe t i t i ve  b i d s  which have been submi t ted ,  a r e  p u b l i c l y  opened and read  on 

t h e  appointed s a l e  d a t e .  

4. Cur ren t  S t a t e  Land Leasing 

Authorized by T i t l e  11, S e c t i o n  23-1101 of t h e  Environmental  Conservat ion 

Law, t h e  DEC makes l e a s e s  on beha l f  of t h e  S t a t e  f o r  e x p l o r a t i o n ,  p roduc t ion ,  

and development of o i l  and ga s  on S t a t e  l a n d s  o t h e r  t han  S t a t e  Parks .  I n  1986 

t h e  Department managed 54 l e a s e s  cover ing  48,812 a c r e s ,  of which 28,192 a c r e s  

were DEC R e f o r e s t a t i o n  Lands, and t h e  remaining 20,620 a c r e s  were Conservat ion 

Fund l a n d s  o r  o t h e r  agency l ands .  Seventeen of t h e  l e a s e s  have been 

developed, u t i l i z i n g  15,097 a c r e s  and acc ru ing  $307,794 i n  p roduc t ion  

r o y a l t i e s  du r ing  1986 whi le  t h e  remaining 33,715 undeveloped a c r e s  genera ted  

$58,035 i n  d e l a y  r e n t a l s  and s t o r a g e  f e e s .  T o t a l  revenues  from t h e  Onshore 

Leasing Program i n  ca l enda r  year  1986 were $365,829. (F igu re  18.2).  

1986 Leasing Revenues 

Bids Rentals Royalty - Storage 

DEC Ref orestat ion Areas $ 0 $12,783 $288,896 $11,468 
Conservation Fund Lands 0 2,571 0 0 
Other Agency Lands - 0 577 18,898 30,636 
Combined Leasing Revenues $ 0 $15,931 $307,794 $42,104 

Total  Leasing $365,829 





5. Lake E r i e  Leas ing 

Although t h e  l a n d s  benea th  Lake E r i e  have proven g a s  p o t e n t i a l ,  a s  

evidenced by Canadian p r o d u c t i o n ,  c u r r e n t  low g a s  p r i c e s  make t h e  e x p l o r a t i o n  

and development of  g a s  r e s e r v e s  uneconomic a t  t h i s  t ime.  There h a s  been low 

i n d u s t r y  i n t e r e s t  i n  Lake E r i e  n o t  o n l y  because  of t h e  low g a s  p r i c e s ,  bu t  

because  of t h e  p r o j e c t e d  expense  of o p e r a t i o n s  under t h e  a n t i c i p a t e d  

env i ronmenta l  r equ i rements .  I t  i s  u n l i k e l y  t h a t  a  s t a t e  l e a s e  s a l e  f o r  Lake 

E r i e  w i l l  be h e l d  i n  t h e  n e a r  f u t u r e  u n l e s s  economic c o n d i t i o n s  change 

d r a m a t i c a l l y .  When d r i l l i n g  i n  Lake E r i e  becomes economica l ly  f e a s i b l e ,  p r i o r  

t o  any i n i t i a t i o n  of t h e  l e a s i n g  program, a  p u b l i c  involvement p r o c e s s  would 

be conducted t o  a d d r e s s  t h e  env i ronmenta l  impac t s .  Any subsequent  e x p l o r a t i o n  

would be r e g u l a t e d  and monitored t o  avo id  damage and con tamina t ion  t o  t h e  

environment .  Other  o f f s h o r e  S t a t e  l a n d s  i n  Lake O n t a r i o  and t h e  A t l a n t i c  

c o a s t  a r e  u n l i k e l y  t o  become a v a i l a b l e  f o r  l e a s i n g .  

6 .  O i l  and Gas Revenues 

a .  Loca l  P r o p e r t y  Tax Revenues - The e s t i m a t e d  r e a l  p r o p e r t y  t a x  

revenue a t t r i b u t a b l e  t o  o i l  and g a s  p r o d u c t i o n  i n  1986 was approx imate ly  $2.7 

m i l l i o n ,  $2.3 m i l l i o n  from g a s  and $.4 from o i l  p roduc t ion  ( F i g u r e  18.3) .  The 

revenues  g e n e r a t e d  by o i l  and g a s  r o y a l t i e s  and t a x e s  have had c o n s i d e r a b l e  

impact on communities i n  t h e  o i l  and g a s  producing c o u n t i e s .  P r o p e r t y  t a x e s  

on producing l e a s e s  i n c r e a s e  t h e  community t a x  b a s e  which can  r e s u l t  i n  lower 

t a x e s  on t h e  i n d i v i d u a l  t a x  payer .  The i n c r e a s e d  t a x  revenues  a r e  used by 

some l o c a l  governments f o r  community improvements such  a s  highway equipment.  

One-half of t h e  1985 r e a l  p r o p e r t y  t a x  revenues  went t o  Chautauqua County 

where 1985 p roduc t ion  was 371,715 b b l s .  of o i l  and 24,496,118 MCF of g a s .  

C a t t a r a u g u s  and Al legany were t h e  nex t  most p r o d u c t i v e  c o u n t i e s ,  w i t h  473,127 

b b l s .  of  o i l  and 3,007,521 MCF of  g a s  and 141,515 b b l s .  of  o i l  and 284,006 MCF 
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of g a s ,  r e s p e c t i v e l y .  I n  1986, Chautauqua County a g a i n  l e d  t h e  S t a t e  i n  o i l  

and g a s  p roduc t ion  and revenues  where 430,102 b a r r e l s  of o i l  and 22.7 b i l l i o n  

c u b i c  f e e t  of g a s  were produced. 

b. Permit  and Fee Revenues - The Department c o l l e c t s  r evenues  from 

s p e c i f i c  o i l  and g a s  a c t i v i t i e s  s t i p u l a t e d  i n  t h e  O i l ,  Gas and S o l u t i o n  Mining 

Law of  1981. Permit  and f e e  revenues  decreased  from $811,019 i n  1984 t o  

$270,041 i n  1986 due t o  lower o i l  and g a s  p r i c e s  and t h e  subsequent  d e c l i n e  i n  

d r i l l i n g .  See F i g u r e s  18.4 and 18.5 f o r  a  comparison between p r i c e s  and o i l  

and g a s  p roduc t ion .  

Permit  f e e s  f o r  new o i l  and g a s  w e l l s  a r e  dependent on t h e  d e p t h  of t h e  

w e l l  and average  between $700 and $900 p e r  w e l l .  Revenues from each permit  

a r e  d e p o s i t e d  i n  t h e  S t a t e ' s  General  Fund, excep t  f o r  a  s e p a r a t e  $100 f e e  t h a t  

goes  t o  t h e  O i l  and Gas Account. T h i s  account  was e s t a b l i s h e d  by law i n  1981 

f o r  t h e  plugging and abandonment of problem o i l  and g a s  w e l l s .  I n  a d d i t i o n ,  

p e n a l t i e s  f o r  v i o l a t i o n s  of  t h e  l aw a r e  d e p o s i t e d  i n  t h i s  Account. 

The Department a l s o  c o l l e c t s  f e e s  f o r  d e t e r m i n a t i o n  of a  w e l l ' s  s t a t u s  

under t h e  f e d e r a l  N a t u r a l  Gas P o l i c y  Act of 1978 (NGPA), through a n  agreement 

w i t h  t h e  F e d e r a l  Energy Regula to ry  Commission. Cost c h a r g e s  a r e  a l s o  a s s e s s e d  

f o r  c o p i e s  of o i l  and g a s  r e c o r d s  under t h e  S t a t e  Freedom of In format ion  Law 

(FOIL). Below i s  a  summary of t h e  1986 permit  and f e e  revenues .  

1986 Permit and Fee Revenues 

OPP and Gas Permit Depth Fees $182,050 
O i l  and Gas Account Fees 26,200 
Fines and Penalties (Oil  and Gas Account) 24,550 
Natural Gas Policy A c t  Fees 30,900 
Freedon of  Information Pees L 6 341 

Total Teralts and Bees $270,041 
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D. RELATED ECONOMIC BENEFITS 

1. The Value of  Investment  

A t o t a l  d r i l l i n g  inves tment  i n  New York S t a t e  of $35 t o  $98 m i l l i o n  p e r  

y e a r  i s  e s t i m a t e d  i f  o p e r a t o r s  d r i l l  between 250 t o  700 w e l l s  i n  a  y e a r ,  a t  an  

average  c o s t  of $140,000 p e r  w e l l .  

For example i n  1984, 688 w e l l s  were d r i l l e d  i n  New York S t a t e .  Assuming 

a n  average  c o s t  of $140,000 p e r  w e l l ,  t h e  t o t a l  d r i l l i n g  inves tment  would be 

e s t i m a t e d  a t  $96.3 m i l l i o n .  A d d i t i o n a l  money s p e n t  on p i p e l i n e s ,  t a n k  

b a t t e r i e s  and o t h e r  i n s t a l l a t i o n s  would i n c r e a s e  t o t a l  i n d u s t r y  inves tment  t o  

a n  e s t i m a t e d  $180 m i l l i o n .  

Much of t h e  inves tment  i n  t h e  o i l  and g a s  i n d u s t r y  i n  New York i s  made 

th rough  t h e  use  of l i m i t e d  p a r t n e r s h i p s .  The l i m i t e d  p a r t n e r s h i p  b u s i n e s s  

arrangement c o n s i s t s  of a  number of l i m i t e d  p a r t n e r s  ( i n v e s t o r s )  and a  g e n e r a l  

p a r t n e r  ( o p e r a t o r ) .  The l i m i t e d  p a r t n e r s  supp ly  t h e  inves tment  c a p i t a l  w h i l e  

t h e  g e n e r a l  p a r t n e r  p r o v i d e s  t h e  management and know-how. Limited 

p a r t n e r s h i p s  a r e  of p a r t i c u l a r  i n t e r e s t  t o  t h e  o i l  and g a s  i n d u s t r i e s  f o r  a  

number of r e a s o n s .  F i r s t ,  l i m i t e d  p a r t n e r s h i p s  a r e  a p p r o p r i a t e  f o r  t h e  pass-  

th rough  of l o s s e s  from o i l  and g a s  i n v e s t m e n t s .  Second, t h e y  a r e  w e l l  s u i t e d  

f o r  i n v e s t o r s  who wish t o  i n v e s t  i n  a  b u s i n e s s ,  b u t  want t o  p r o t e c t  t h e  r e s t  

of t h e i r  f i n a n c i a l  r e s o u r c e s  from p o t e n t i a l  b u s i n e s s  f a i l u r e .  F i n a l l y ,  

l i m i t e d  p a r t n e r s h i p s  o f f e r  t h e  i n v e s t o r  t h e  advan tage  of l o c k i n g  o u t  any 

f i n a n c i a l  p a r t n e r s  from management of t h e  v e n t u r e .  Given t h e  w i l l i n g n e s s  of 

i n v e s t o r s  t o  assume s u b s t a n t i a l  r i s k s ,  t h e  rewards  can  be e x c e l l e n t .  

Although t h e  Tax Reform Act of 1986 brought  abou t  s i g n i f i c a n t  a d v e r s e  changes  

t o  t h e  a t t r a c t i v e n e s s  of t ax - favored  i n v e s t m e n t s ,  t h e  s p e c i a l  t a x  b r e a k s  f o r  

o i l  and g a s  were l e f t  l a r g e l y  i n t a c t .  These b r e a k s  i n c l u d e  t h e  d e d u c t i o n  of  

i n t a g i b l e  d r i l l i n g  c o s t s  and p e r c e n t a g e  d e p l e t i o n .  I n  a d d i t i o n ,  o i l  and g a s  



investments were t h e  only investments s p e c i f i c a l l y  excepted from the  

l i m i t a t i o n s  on deductions and c r e d i t s  from pass ive  a c t i v i t i e s .  Inasmuch a s  

the  p rec ip i tous  dec l ine  i n  o i l  p r i c e s ,  a f t e r  a  decade of constant  i nc reases ,  

has made o i l  and gas investments somewhat discouraging,  s t a b l e  o r  increas ing  

p r i ces  i n  the  near fu tu re  would once again make such investments very 

a t t r a c t i v e  from an economic s tandpoin t .  

Whether an  investment i s  made by a  C Corporation, a  S  Corporation, a  

l imi ted  pa r tne r sh ip ,  o r  a  p ropr i e to r sh ip ,  t he  investment pol icy i s  usua l ly  the  

same, i . e . ,  t h e  maximization of net  cash flow. Several  ya rds t i cks  a r e  used t o  

measure t h e  worthwhileness of an investment,  of which the  most common a re :  

"payback period", " r a t e  of r e t u r n  on investment", and "discounted cash flow" 

o r  "DCF". When o i l  and gas p r i c e s  were h igher ,  an inves to r  could expect a  

payback i n  a s  l i t t l e  a s  two years ,  and a  r e t u r n  of a s  much a s  f i v e  times t h e  

o r i g i n a l  investment over the  l i f e  of the  investment (using undiscounted 

d o l l a r s ) .  Given the  cu r ren t  low l e v e l  of p r i c e s ,  coupled with the  adverse 

economic impact from the  r e s u l t i n g  p r a c t i c e  of production cu r t a i lmen t ,  

i nves to r s  could experience longer  payback per iods  and smaller  r a t e s  of r e t u r n  

than ever  before.  

2.  Secondary Benef i t s  of O i l  and Gas Operations 

a .  Free Gas t o  Landowners - One of the  f r i n g e  b e n e f i t s  f o r  

landowners can be f r e e  gas  t h a t  i s  produced from l e a s e s  on t h e i r  land.  This 

gas can be used f o r  household purposes and l i g h t  i n d u s t r i e s  such a s  maple 

syrup production o r  f r u i t  drying. Free gas can save the  landowner hundreds of 

d o l l a r s  a  year i n  hea t ing  f u e l  c o s t s  and provide oppor tun i t i e s  t h a t  might 

otherwise be unavai lable .  A s  the  gas i s  a l r eady  on the  property,  t he re  a r e  no 

t r anspor t a t ion  o r  s to rage  c o s t s ,  and the  landowner can enjoy t h e  b e n e f i t s  of a  

c lean  e f f i c i e n t  f u e l ,  not normally a v a i l a b l e  i n  r u r a l  a r eas .  Landowner gas 



c o n n e c t i o n s  a r e  n o t  r e g u l a t e d  by any government a g e n c i e s ,  t h u s  t h e  landowner 

u s e s  t h i s  r e s o u r c e  a t  h i s  r i s k .  

b. End User Savings  - When g a s  can be  s o l d  a t  t h e  wel lhead 

d i r e c t l y  t o  t h e  end u s e r ,  t h e  c o s t s  t o  t h e  end u s e r  company a r e  reduced.  I n  

r e c e n t  y e a r s ,  g a s  p roducers  have been r e c e i v i n g  lower and lower  p r i c e s  a t  t h e  

we l lhead ,  b u t  u t i l i t i e s  have n o t  a p p r e c i a b l y  lowered t h e  p r i c e s  charged  t o  t h e  

end u s e r s  of n a t u r a l  g a s  because  of l o n g s t a n d i n g  c o n t r a c t u a l  o b l i g a t i o n s  based 

on l a r g e  volumes of supp ly .  I n  a d d i t i o n ,  t h e  d e c o n t r o l  of pe t ro leum p r i c i n g  

h a s  a l lowed  No. 6 f u e l  o i l  t o  compete f a v o r a b l y  w i t h  n a t u r a l  g a s .  I n  r esponse  

t o  t h i s  s i t u a t i o n ,  many i n d u s t r i a l  p l a n t s  have swi tched  t o  d u a l  f u e l  c a p a c i t y  

t o  t a k e  advantage of low f u e l  o i l  p r i c e s .  

I n  1985, f e d e r a l  r e g u l a t i o n s  were changed t o  a l l o w  i n d u s t r i e s  (end u s e r s )  

t o  d e a l  d i r e c t l y  w i t h  g a s  p r o d u c e r s .  These r e g u l a t o r y  changes  have a l lowed 

end u s e r s  t o  t a k e  advantage of low wel lhead and s p o t  g a s  market p r i c e s  r a t h e r  

t h a n  b e i n g  t i e d  s o l e l y  t o  f i x e d  p r i c e  c o n t r a c t s  w i t h  a  u t i l i t y .  The 

d i f f e r e n c e  between t h e  u t i l i t y  and we l lhead  p r i c e  h a s  r e s u l t e d  i n  s a v i n g s  t o  

many end u s e r s  of m i l l i o n s  of  d o l l a r s  p e r  y e a r .  The s i t u a t i o n  found i n  New 

York S t a t e ,  w i t h  wide ly  s c a t t e r e d  modera te ly  low volume g a s  p r o d u c t i o n ,  l e n d s  

i t s e l f  t o  t h e  d i r e c t  end u s e r  s a l e s  phenomenon. 

The g a s  producer  a l s o  b e n e f i t s  by hav ing  a  f i r m  marke tp lace  f o r  h i s  

p r o d u c t i o n .  The p r i c e  of g a s  c a n  now be  d i r e c t l y  n e g o t i a t e d  w i t h  t h e  end u s e r  

s o  t h a t  b o t h  p a r t i e s  p r o f i t .  The r e c e n t  r e g u l a t o r y  changes  a l l o w  t h e  g a s  

producer  t o  c h a r g e  a  p r i c e  f o r  g a s  which i s  determined by t h e  supp ly  - demand 

c o n d i t i o n s  of t h e  marke tp lace ,  whereas b e f o r e ,  t h e  t r a n s p o r t a t i o n  company had 

c o n t r o l l e d  t h e  f i e l d  p r i c e .  

Some of New York end u s e r s  have gone a  s t e p  f u r t h e r  and have developed 

t h e i r  own i n t e r r u p t a b l e  s u p p l y  of  g a s .  For example, U.S. Gypsum, faced  w i t h  

t h e  h i g h  f u e l  c o s t s  of t h e  e a r l y  1 9 7 0 ' s ,  was a lmost  f o r c e d  t o  c l o s e  down l o c a l  



p l a n t s  a f t e r  70 y e a r s  of manufac tu r ing .  I n s t e a d ,  t h e  company developed i t s  

own g a s  f i e l d s  and p i p e l i n e s  t o  p rov ide  a n  a s s u r e d  supp ly  of g a s  f o r  p r e s e n t  

and f u t u r e  needs .  U.S. Gypsum now h a s  a n  e s t i m a t e d  40 y e a r  supp ly  of g a s  and 

h a s  been a b l e  t o  expand i t s  manufactur ing c a p a b i l i t y  (Rosen, 1986).  S e v e r a l  

s c h o o l s  and i n s t i t u t i o n s  s u c h  a s  Wel l s  C o l l e g e ,  a l s o  have t h e i r  own g a s  w e l l s  

t o  e n s u r e  a  s e c u r e  s u p p l y  of  f u e l  f o r  h e a t  and power. P u b l i c  i n s t i t u t i o n s  can 

a p p l y  and g e n e r a l l y  r e c e i v e  v a r i a n c e s  t o  t h e  S t a t e ' s  minimum s p a c i n g  

requ i rements .  

Both p r i v a t e l y  o.wned g a s  such a s  t h e  U.S. Gypsum f i e l d s ,  and l o c a l l y  

produced g a s  s o l d  d i r e c t l y  t o  t h e  end u s e r ,  can have s i g n i f i c a n t  e f f e c t  on 

r e v i t a l i z a t i o n  of o l d e r  i n d u s t r i a l  a r e a s  of New York. The lower p r i c e s  and 

more r e l i a b l e  s u p p l i e s  can  a l s o  p rov ide  o p p o r t u n i t i e s  f o r  new i n d u s t r i e s .  

c .  Access Roads - When d r i l l i n g  o p e r a t i o n s  a r e  completed,  t h e  

a c c e s s  r o a d s  a r e  o f t e n  l e f t  i n  p l a c e  a f t e r  s i t e  r e c l a m a t i o n  because  t h e y  

improve a c c e s s  t o  t h e  a r e a .  Rig r o a d s  a r e  b u i l t  t o  t a k e  heavy t r u c k s  and 

equipment,  and s i n c e  t h e  o p e r a t o r s  pay c o n s t r u c t i o n  c o s t s ,  landowners can  be  

s p a r e d  t h e  c o s t  of what would be  an  expens ive  road t o  b u i l d .  Farmers can  u s e  

t h e  r i g  r o a d s  on t h e i r  l a n d  t o  move farm machinery,  and on s t a t e  l a n d ,  t h e  

r o a d s  a r e  v a l u a b l e  f o r  l o g g i n g  and r e c r e a t i o n  a c c e s s .  

3. Gas S t o r a g e  B e n e f i t s  

I n  1986, t o t a l  s t o r a g e  c a p a c i t y  of New York's  underground g a s  s t o r a g e  

p r o j e c t s  was approx imate ly  176.6 b i l l i o n  c u b i c  f e e t ,  of  which 91.2 b i l l i o n  

c u b i c  f e e t ,  o r  51.6 p e r c e n t ,  was working g a s  c a p a c i t y .  

Underground g a s  s t o r a g e  makes u s e  of o l d  d e p l e t e d  g a s  f i e l d s  and s a l t  

c a v e r n s  t o  s t o r e  g a s ,  i n j e c t i n g  i t  when g a s  i s  p l e n t i f u l  and cheap,  and 

wi thdrawing i t  d u r i n g  t i m e s  of peak demand, u s u a l l y  d u r i n g  t h e  w i n t e r .  

Gas h a s  been s t o r e d  underground i n  New York S t a t e  s i n c e  1916 when t h e  



Zoar s t o r a g e  f i e l d ,  t h e  o l d e s t  ga s  s t o r a g e  f i e l d  i n  t h e  United S t a t e s ,  was 

a c t i v a t e d  i n  E r i e  County. A t  t h e  end of 1986, t h e r e  were 21 a c t i v e  ga s  s t o r a g e  

f i e l d s  i n  t h e  S t a t e .  Most of t h e  s t o r a g e  f i e l d s  a r e  concen t r a t ed  i n  wes te rn  

New York near  major gas  p roduc t ion  a r e a s  and p i p e l i n e s .  

Underground ga s  s t o r a g e  p rov ide s  many economic b e n e f i t s  i n  a d d i t i o n  t o  

p rov id ing  prime d e l i v e r a b i l i t y .  Gas i s  a v a i l a b l e  i n  q u a n t i t y  a t  t imes of peak 

demand, t he r eby  he lp ing  t o  e l i m i n a t e  t h e  problems of w in t e r  sho r t ages  and t h e  

subsequent ha rd sh ip s  which might be s u f f e r e d .  Genera l ly ,  i t  i s  cheaper  t o  

s t o r e  gas  underground ad j acen t  t o  h igh  demand a r e a s  t h a n  t o  b u i l d  s u f f i c i e n t  

p i p e l i n e  c a p a c i t y  t o  a s s u r e  d e l i v e r a b i l i t y  of t h e  same amount of gas .  Also,  

t h e  assurance  of an  un in t e r rup t ed  supply  t o  urban a r e a s  i n c r e a s e s  t h e  

investment  and t h e  development of i n d u s t r y .  

E. IMPACTS OF LOW OIL AND GAS PRICES I N  NEW YORK 

Although New York S t a t e ' s  economy i s  more d i v e r s i f i e d  than  t h a t  of major 

o i l  producing s t a t e s  such a s  Texas, low o i l  p r i c e s  have had s u b s t a n t i a l  

e f f e c t s  on t h e  economy of sou thwes te rn  New York. Twenty-five hundred people  

used t o  be d i r e c t l y  employed by t h e  New York S t a t e  o i l  and ga s  i n d u s t r y ;  t h e  

number was reduced t o  f i f t e e n  hundred i n  1986. Wellhead va lue  of o i l  and ga s  

dropped $42.1 m i l l i o n  i n  1986. One of New York's l a r g e s t  independent 

companies, Berea O i l  and Gas Corpora t ion ,  d r i l l e d  90 w e l l s  i n  1984, bu t  s t a t e d  

they  expected t o  d r i l l  on ly  18 i n  1986 (Knudson, 1986).  Other independent o i l  

companies have f a r e d  even worse,  and s e v e r a l  have been fo r ced  i n t o  bankruptcy.  

Wells a r e  be ing  shu t - i n ,  o r  permanently plugged and abandoned i n  h igher  

numbers. Table  18.1, New York S t a t e  O i l  and Gas S t a t i s t i c s ,  shows t h a t  i n  

1986, 1,638 o i l  w e l l s  were shu t - i n ,  up from 1,400 i n  1980. Four hundred, 

seventy-one w e l l s  were plugged and abandoned i n  1986, compared t o  114 i n  1980. 

Most (99 p e r c e n t )  of New York's o i l  w e l l s  a r e  s t r i p p e r s .  S t r i p p e r  w e l l s  a r e  

de f i ned  a s  producing l e s s  t han  10 b a r r e l s  of o i l  pe r  day (BOPD). The 
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economics of producing t h e s e  s t r i p p e r  w e l l s  was ve ry  marginal  b e f o r e  o i l  and g a s  

p r i c e s  decreased  a b r u p t l y .  I n d i v i d u a l  w e l l s  may o n l y  produce 114 t o  112 BOPD, 

and some e n t i r e  f i e l d s  a r e  produced on ly  d u r i n g  3 t o  4 warm months of t h e  

y e a r .  S t r i p p e r  p roduc t ion  c o n t r i b u t e d  57 p e r c e n t  of t h e  S t a t e ' s  t o t a l  o i l  

p roduc t ion ,  and much of t h i s  p roduc t ion  i s  e x t r a c t e d  through secondary 

recovery  ( w a t e r f l o o d i n g ) .  Xost of t h e  w e l l s  t h a t  were s h u t - i n  o r  plugged and 

abandoned d u r i n g  1986 because  of low o i l  p r i c e s  were s t r i p p e r  w e l l s .  

Given a n  o i l  p r i c e  of  $15 per  b a r r e l ,  and t h e  i n c r e a s i n g  c o s t s  imposed by 

r e g u l a t i o n ,  i t  is  l i k e l y  t h a t  t h e  m a j o r i t y  of  t h e s e  marg ina l  w e l l s  w i l l  be 

s h u t - i n  o r  abandoned i n  t h e  n e a r  f u t u r e .  The s i t u a t i o n  i s  f u r t h e r  complicated 

by t h e  f a c t  t h a t  most s t r i p p e r s  a r e  on w a t e r f l o o d ,  and i t  i s  t e c h n i c a l l y  r i s k y  

t o  s h u t  i n  a  wa te r f lood  w i t h  t h e  e x p e c t a t i o n  of being a b l e  t o  produce a g a i n .  

When wate r  i n j e c t i o n  i s  h a l t e d ,  r e s e r v o i r  c o n d i t i o n s  change,  and t h e  o i l  bank 

c r e a t e d  by i n j e c t i o n  w i l l  c o n t i n u e  t o  t r a v e l  and p a s s  e x i s t i n g  w e l l s .  T h i s  

means new w e l l s  would have t o  be d r i l l e d  t o  b r i n g  a  f i e l d  back i n t o  

p roduc t ion ,  and i t  would not  be  economical ly  f e a s i b l e  i n  most c a s e s .  The 

d e t e r i o r a t i o n  of w e l l  c a s i n g s  and pumping equipment i n  a  s h u t - i n  f i e l d  add 

f u r t h e r  t o  t h e  p o t e n t i a l  r eopen ing  c o s t s ,  p a r t i c u l a r l y  when t h e  equipment i s  

o l d .  

I n  f a c t ,  some w a t e r f l o o d s  i n  New York have produced w i t h  t h e  same pumps 

and powerplants  f o r  over  60 y e a r s .  Many of t h e  o p e r a t o r s  i n  t h e s e  o l d  

o i l f i e l d s  r e p a i r  r a t h e r  t h a n  r e p l a c e  o l d  equipment t o  keep c o s t s  down. The 

c u r r e n t  low p r i c e s  and marginal  economic c o n d i t i o n s  make i t  d i f f i c u l t  f o r  

p roducers  t o  buy new, non-po l lu t ing  equipment. These marg ina l  f i e l d s  have 

been economic because of  t h e  low produc t ion  c o s t s ,  bu t  t h e  combination of 

i n c r e a s e d  environmental  awareness  and r e g u l a t i o n  w i t h  low o i l  p r i c e s  w i l l  



probab ly  be t h e  end f o r  many of New York 's  v e r y  o l d  o i l f i e l d s .  

One r e a s o n  New York s t r i p p e r  wel ls  con t inued  t o  o p e r a t e  long a f t e r  t h o s e  

i n  o t h e r  s t a t e s  became uneconomic, was because  t h e y  produced Penngrade c r u d e ,  

which t r a d i t i o n a l l y  commanded premium p r i c e s  f o r  r e f i n i n g  i n t o  l u b r i c a n t s  and 

motor o i l s .  Penngrade c r u d e  which s o l d  f o r  $25 b b l  i n  May 1985 dropped t o  

$13.50 b b l  by May 1986 (Maslowski, 1986).  The h i g h  q u a l i t y  and h igh  p r i c e  of 

Penngrade c rude  was s u f f i c i e n t  i n c e n t i v e  f o r  p roducers  t o  c o n t i n u e  o p e r a t i n g  

marg ina l  s t r i p p e r s  even when t h e y  produced f a r  l e s s  t h a n  10 BOPD. 

Concur ren t ly  d u r i n g  t h e  l a s t  decade ,  t h e  demand and p r i c e  paid  f o r  

Penngrade crude h a s  dropped because  motor o i l s  a r e  no l o n g e r  s t r a i g h t  100 

p e r c e n t  Penngrade o i l s ,  b u t  a r e  blended w i t h  a d d i t i v e s  and v i s c o s i t y  a g e n t s .  

R e f i n e r s  can now use  lower g r a d e  o i l  f o r  making l u b r i c a n t s  which l a s t  l o n g e r .  

Because of t h e  low p r i c e s ,  t h e  s m a l l  r e f i n e r i e s  t h a t  handle  Penngrade c rude  

a r e  having problems making g a s o l i n e  economical ly .  One r e f i n e r y  i n  

Pennsy lvan ia ,  where most New York o i l  i s  r e f i n e d ,  r e p o r t e d  g e t t i n g  $.45 per  

g a l l o n  f o r  g a s o l i n e  i n  May 1986 which c o s t  them $.52 p e r  g a l l o n  t o  r e f i n e  

(Maslowski, 1986).  S i n c e  r e f i n e r s  can  no l o n g e r  pay h i g h e r  p r i c e s  f o r  

Penngrade,  r e g i o n a l  p roducers  a r e  s h u t t i n g  i n  t h e s e  s t r i p p e r  w e l l s  by t h e  

hundreds.  

F. ECONOMIC IMPACTS ON NEW YORK EXPLORATION 

A n a t u r a l  g a s  p r i c e  between $ 3  - $3.50 per  MCP i s  needed t o  d r i l l  and 

economical ly  deve lop  new g a s  r e s e r v e s  i n  New York S t a t e .  P roducers  c u r r e n t l y  

have l i t t l e  i n c e n t i v e  t o  d r i l l  e x p l o r a t i o n  w e l l s  w i t h  t h e  a t t e n d a n t  r i s k  of a  

d r y  h o l e .  Most r e c e n t  d r i l l i n g  h a s  been f i e l d  development,  a  r e l a t i v e l y  s a f e  

inves tment .  Because of t h e  l a c k  of e x p l o r a t i o n ,  new f i e l d s  a r e  not  be ing  

found. T h i s ,  however, does  not  mean t h a t  t h e y  a r e  no t  t h e r e .  The Bass I s l a n d  

t r e n d ,  d i scovered  i n  1981, was no t  s u s p e c t e d  t o  e x i s t  p r i o r  t o  i t s  a c c i d e n t a l  

d i s c o v e r y ,  and t h i s  t r e n d  is now a  major o i l  producer .  S i m i l a r  t r e n d s  may be 



awa i t i ng  d i scovery .  There i s  f u r t h e r  p o t e n t i a l  f o r  t i g h t  Medina sand and 

Ordovician Trenton product ion.  Cambro-Ordovician p o t e n t i a l  has  not  been f u l l y  

t e s t e d ;  t h e r e  a r e  undoubtedly more f i e l d s  t o  be  found. 

Explora to ry  succe s s  i n  t h e  wes te rn  o v e r t h r u s t  b e l t  of t h e  Rocky Mountain 

s t a t e s  has  l e d  t o  some i n t e r e s t  i n  t h e  60,000 square  mi le  Appalachain 

o v e r t h r u s t  i n  t h e  e a s t e r n  s t a t e s .  The e a s t e r n  o v e r t h r u s t  b e l t  c o n s i s t s  of 

sequences of Pa leozo ic  sedimentary rock o v e r l a i n  by t h r u s t e d  l a y e r s  o f  

impermeable s h a l e  and metamorphic rock.  Repeated ep i sodes  of i n t e n s e  t h r u s t  

f a u l t i n g  can  c r e a t e  many l a r g e  hydrocarbon t r a p s .  

I n  New York, t h e  e a s t e r n  o v e r t h r u s t  b e l t  is  a  narrow band ex tend ing  from 

Orange and Dutchess Count ies  northward a long  t h e  Vermont border .  Although 

o v e r t h r u s t  t e s t s  i n  Tennessee and West V i r g i n i a  have been s u c c e s s f u l ,  t h e  New 

York p o r t i o n  of t h e  s t r u c t u r e  i s  r e l a t i v e l y  unexplored.  Many d r y  h o l e s  were 

d r i l l e d  i n  t h e  Western Over th rus t  be fo r e  major p roduc t ion  was d i scovered ,  and 

i t  is  expected t h a t  when t h e  p r i c e  of o i l  i n c r e a s e s ,  a d d i t i o n a l  e a s t e r n  

o v e r t h r u s t  t e s t s  w i l l  be d r i l l e d  i n  New York. 

The widespread Devonian s h a l e s  i n  New York have cons ide r ab l e  gas  

p o t e n t i a l .  I n  1821, t h e  f i r s t  n a t u r a l  g a s  w e l l  i n  t h e  United S t a t e s  was 

d r i l l e d  t o  a  dep th  of 60 f e e t  i n  Predonia ,  New York. Produc t ion  from t h i s  

w e l l  was a  few thousand cub ic  f e e t  pe r  day f o r  over  35 yea r s .  When i t  was 

shu t - i n ,  t h e  w e l l  could no longer  supply t h e  e n t i r e  town, bu t  i t  was s t i l l  

capab l e  of product ion.  Long w e l l  l i f e  and moderate ly  low but  s t e a d y  

p r o d u c t i v i t y  a r e  c h a r a c t e r i s t i c  of t h e  Devonian s h a l e  ga s  w e l l s .  Research by 

t h e  U.S. Department of Energy ha s  shown t h a t  s h a l e  gas  p roduc t ion  can be 

i nc r ea sed  sevenfo ld  by d r i l l i n g  t h e  wel lbore  h o r i z o n t a l l y ,  i n s t e a d  of 

v e r t i c a l l y ,  through t h e  s h a l e  pay zone. T h i s  t echn ique  ha s  g r e a t  p o t e n t i a l  

f o r  s h a l e  ga s  e x p l o r a t i o n  and development, bu t  u n t i l  g a s  p r i c e s  i n c r e a s e ,  i t  



remains experimental .  

New York has  an es t imated  p o s s i b l e  and probable  f u t u r e  gas  r e se rve  

p o t e n t i a l  of 4  TCF ( t r i l l i o n  cubic  f e e t )  (VanTyne & Copley, 1984). With t h e  

f i nd ing  c o s t  es t imated  a t  $2/Mcf, t h e r e  could be an  investment of 8  b i l l i o n  

d o l l a r s  i n  New York gas  development over a  per iod of 50 yea r s  when gas  i s  

aga in  s c a r c e  and p r i c e s  r i s e .  Given average product ion of 150,000 Mcf per  

we l l ,  an es t imated  26,000 w e l l s  would be needed f o r  f u l l  development. A s  

more new a r e a s  of p o t e n t i a l  a r e  discovered the  f u t u r e  pos s ib l e  and probable  

r e s e r v e s  should i nc rease .  

G. IMPACTS OF ENVIRONMENTAL REGULATIONS ON THE OIL AND GAS INDUSTRY 

Recently imposed New York S t a t e  r e g u l a t i o n s  and gu ide l ines  have added 

a d d i t i o n a l  expenses t o  t h e  o i l  and gas  i ndus t ry .  These r egu la t i ons  and 

g u i d e l i n e s  have provided badly needed environmental p r o t e c t i o n ,  y e t  they have 

been imposed a t  a  time when o i l  and gas  p r i c e s  a r e  low and t h e  t a x  burden on 

t h i s  i n d u s t r y  i s  high. The c o s t  of r e c e n t l y  imposed o r  enforced S t a t e  

r e g u l a t i o n s  and permit cond i t i ons  a r e  d e t a i l e d  below: 

o  The Aquifer Permit Condi t ions (1982, r ev i sed  1985) adds an average 

incremental  c o s t  per  we l l  of $1,500 t o  $3,000. The c o s t  can double i f  

t h e  we l l  i s  g r e a t e r  than  3,500 f e e t  deep because s t a g e  cementing t o o l s  

may be r equ i r ed  t o  cement t h e  product ion ca s ing  t o  t h e  su r f ace .  I n  

a d d i t i o n ,  many r o t a r y  d r i l l e r s  had a  one-time c o s t  of $10,000 t o  $15,000 

f o r  r e t o o l i n g  when a q u i f e r  cond i t i ons  were f i r s t  imposed. 

o  The new Bass I s l and  Regulat ions (1986) add an  average incrementa l  c o s t  

per  we l l  of $3,000 t o  $4,000, bu t  depending on t h e  o p e r a t o r ' s  former 

ope ra t i ng  p r a c t i c e s  t h e  c o s t  might be a  low a s  $1,500. Operating c o s t s  

i n  t he  Bass I s l and  a r e  $500 incrementa l ly  h igher  per year  a s  a  r e s u l t  of 

t h e  r egx la t i ons .  

o  The p i t  l i n e r  requirement (1982) adds an average incremental  c o s t  per  



wel l  of $150 t o  $200. 

o  The cementing and cas ing  gu ide l ines  (1986) add an average incremental  

c o s t  per  we l l  of $2,000 t o  $2,500. I n  add i t i on ,  a  one-time c o s t  of 

$10,000 f o r  r e t o o l i n g  was necessary f o r  many o ld  o i l f i e l d  and cab le  t o o l  

d r i l l e r s .  

o  The Brine Blowdown P i t  El iminat ion program (1984-1987) c o s t s  ope ra to r s  an 

average of $200 t o  $500 per  we l l .  This  c o s t  can be higher  when s i t e  

clean-up i s  extens ive  and/or a  b r i n e  tank i n s t a l l a t i o n  i s  necessary.  

o  I n  add i t i on ,  wi th  t h e  e l imina t ion  of brine.blowdown p i t s ,  t h e  a l t e r n a t i v e  

d i s p o s a l  methods f o r  b r i n e  c o s t  ope ra to r s  an average of $1.50 t o  $2 per  

b a r r e l  of b r ine ,  p lus  $.SO per  t ruck  tanker  mile f o r  t r a n s p o r t a t i o n  of 

the  b r ine  t o  an approved d i s p o s a l  s i t e .  

Not a l l  of t h e  above imposed permit condi t ions  and r egu la t ions  a r e  

add i t i ve .  Nevertheless ,  some economic hardship  has been imposed. These 

requirements have added s i g n i f i c a n t  environmental p ro t ec t ion  c o n s i s t e n t  with 

the  l e g i s l a t i v e  mandates of t h e  O i l ,  Gas and Solu t ion  Mining Law. 

While t he  c o s t s  of environmental r egu la t ion  appear high,  t h e  c o s t s  t o  

s o c i e t y  of no r egu la t ion  a r e  f a r  g r e a t e r .  Because i t  is  comparatively easy t o  

c a l c u l a t e  t he  d i r e c t  monetary c o s t s  of r egu la t ion  i n  terms of added man hours ,  

e x t r a  equipment and a d d i t i o n a l  paperwork, t h e s e  c o s t s  a r e  questioned when no 

corresponding monetary value on the  bene f i t  of t h e  r egu la t ion  is assigned.  

Unfortunately,  i t  is  d i f f i c u l t  t o  a s s i g n  p rec i se  monetary va lues  t o  a e s t h e t i c  

b e n e f i t s  such a s  t h e  beauty of an unspoiled wilderness .  The monetary value 

f o r  improvements i n  such a r e a s  a s  c l e a r  a i r ,  c l e a n  water ,  and c l ean  s o i l  a r e  

e a s i e r  t o  es t imate  and a s s i g n  by using parameters such a s  increased property 

va lue ,  decreased h e a l t h  c a r e  c o s t s ,  increased  r e c r e a t i o n a l  and t o u r i s t  use,  

and improved product ion from f o r e s t r y ,  f i s h e r y  and a g r i c u l t u r e .  



Another method used t o  a s s e s s  t h e  b e n e f i t  of r e g u l a t i o n  i s  t o  compare 

t h e  c o s t  of compliance w i t h  c leanup  c o s t s .  I n  t h e  c a s e  of an  o i l  s p i l l  which 

could have been prevented through r o u t i n e  maintenance and con ta ined  by d i k i n g ,  

t h e  c o s t  of maintenance and d i k i n g  would be compared t o  t h e  c o s t  of c lean ing-  

up t h e  obvious  p h y s i c a l  damage and p o l l u t i o n  on t h e  s u r f a c e .  Where t h e  s p i l l  

l o c a t i o n  i s  immediately ad j acen t  t o  s u r f a c e  wa t e r s ,  e s t i m a t e s  of longer- term 

l e s s  obvious  c o s t s  such a s  t h e  l o s s  of f i s h i n g  revenues  might be a p p r o p r i a t e  

t o  add. I n  a  worst  c a se  s c e n a r i o  where s u r f a c e  p o l l u t i o n  i s  not  removed, and 

t h e r e  is  s u f f i c i e n t  t ime f o r  p e r c o l a t i o n  i n t o  groundwaters,  t h e  d i f f i c u l t  t a s k  

and ve ry  high c o s t  of r e s t o r i n g  a  contaminated a q u i f e r  must be added. Most 

e x p e r t s  i n  t h i s  f i e l d  a g r e e  t h a t  i n  most c a s e s  i t  i s  much cheaper  t o  p reven t  

p o l l u t i o n  than  t o  r e s t o r e  t h e  environment a f t e r  i t  ha s  occur red .  

Environmental  r e g u l a t i o n s  improving t h e  q u a l i t y  of a i r ,  water  and land  by 

t h e  r educ t i on  of p o l l u t a n t s  c r e a t e  d i r e c t  changes i n  phys i ca l  a t t r i b u t e s  such 

a s  v i s i b i l i t y ,  odor ,  and t a s t e  which a r e  r e a d i l y  perce ived  by most human 

be ings  a s  a e s t h e t i c  b e n e f i t s ,  bu t  t h e s e  a t t r i b u t e s  a r e  a l s o  d i r e c t l y  r e l a t e d  

t o  human h e a l t h .  I nc r ea sed  h e a l t h  c o s t s  a r e  an  obvious  and documented e f f e c t  

of p o l l u t i o n .  Th i s  f a c t ,  which was no t  wide ly  recognized f i f t y  t o  a  hundred 

y e a r s  ago, h a s  been confirmed by advancing technology. Insurance  companies 

now keep s t a t i s t i c s  and a s s i g n  monetary va lue s  t o  t h e  i l l n e s s e s  t h a t  can  be 

a t t r i b u t e d  t o  p o l l u t i o n .  It i s  p o s s i b l e  t o  compute t h e  h e a l t h  c o s t  of ch ron i c  

p o l l u t i o n .  Examples of h e a l t h  c o s t s  caused by p o l l u t i o n  i nc lude  l o s t  worker 

days ,  worker compensation,  l o s t  e a rn ings  and t h e  i n c r e a s e  i n  i n su rance  

premiums f o r  workers i n  i n d u s t r i e s  which handle  hazardous waste .  Changes i n  

t h e  q u a l i t y  of l i f e  such a s  i n c r e a s e d  pa in ,  d i scomfor t  and g r i e f  a r e  ve ry  

d i f f i c u l t  t o  a s s e s s ,  bu t  o u r s  i s  a  ve ry  l i t i g i o u s  s o c i e t y .  The c o u r t s  have 

awarded very  l a r g e  sums of money t o  people  who can prove nega t i ve  impac ts  on 

t h e i r  q u a l i t y  of l i f e  were caused by p o l l u t i o n .  I n  a d d i t i o n ,  t h e  c o s t s  of 



l a w s u i t s  brought  a g a i n s t  companies t h a t  cause  p o l l u t i o n  which r e s u l t  i n  

i l l n e s s  and d e a t h  a r e  u s u a l l y  passed on t o  t h e  consumer and t h e r e b y  c o s t  

everyone.  

H. SUMMARY 

A s  d i s c u s s e d  i n  t h i s  c h a p t e r ,  New York 's  o i l  and g a s  i n d u s t r y  is  a  v i t a l  

economic f o r c e  on b o t h  t h e  s t a t e w i d e  and l o c a l  l e v e l s .  O i l  and g a s  

e x p l o r a t i o n  and development s t i m u l a t e s  inves tment ,  c r e a t e s  j o b s ,  and g e n e r a t e s  

revenues .  D i r e c t  monetary g a i n s  a r e  r e a l i z e d  by o p e r a t o r s  and t h e i r  

employees, r o y a l t y  owners, c o n t r a c t o r s ,  and suppor t  i n d u s t r i e s .  Taxpayers 

b e n e f i t  from t h e  p r o p e r t y  t a x e s  l e v i e d  on t h e  i n d u s t r y ,  permit  and f e e  

revenues  pa id  t o  government a g e n c i e s ,  and t h e  o v e r a l l  development of t h e i r  

l o c a l  r e g i o n s .  

The r e c e n t  downturn i n  o i l  and g a s  p r i c e s  and t h e  r e s u l t a n t  impact on t h e  

i n d u s t r y  is w e l l  documented. The p r i c c  s t a b i l i t y  exper ienced  d u r i n g  t h e  f i r s t  

h a l f  of 1987 h a s  caused a  f e e l i n g  of cau t ioned  optimism t o  s u r f a c e .  Lower o i l  

and g a s  p r i c e s  have a l s o  l e d  t o  lower d r i l l i n g  and p roduc t ion  c o s t s .  

Decreased revenues  have f o r c e d  o p e r a t o r s  t o  b e t t e r  eng ineer  t h e i r  p r o s p e c t s  

and pay more a t t e n t i o n  t o  d e t a i l .  The s u r v i v o r s  of  t h e  downturn t h u s  s t a n d  

b e t t e r  prepared t o  deve lop  e x i s t i n g  r e s e r v e s  and e x p l o r e  f o r  new s o u r c e s  of 

p roduc t ion .  

One mandate of t h e  Department i s  t o  f o s t e r  t h e  development of t h e  S t a t e ' s  

r e s o u r c e s .  The o t h e r  mandate is  t o  e n s u r e  t h a t  it  is  done i n  an 

env i ronmenta l ly  s a f e  manner. These pr imary mandates can  be compatable.  
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