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Seahawks quarterback Matt Has-
selbeck, right, was congratulated by
the Panthers’ Steve Smith after Se-
attle defeated Carolina, 34-14, to
reach its first Super Bowl. The Sea-
hawks will face the Pittsburgh Steel-
ers, who beat the Broncos, 34-17. 
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   FOR HOME DELIVERY CALL 1-800-NYTIMES

HEAR ARCHITECT SANTIAGO CALATRAVA
January 24 at The New School. For tickets, 
call 888-NYT-1870 or log on to 
nytimes.com/timestalks. — ADVT.

Emilio Morenatti/Associated Press

With an election days away, supporters of the radical Islamic movement Hamas held a campaign rally yesterday in the West Bank city of Nablus.

Rina Castelnuovo for The New York Times

Nasser Joumaa, left, a Fatah lead-
er, greeting a supporter in Nablus.

By STEVEN ERLANGER
NABLUS, West Bank, Jan. 20 —

Nasser Joumaa, pale and thin, was
facing some tough questions from his
own Fatah members.

“Our generation is being ignored,”
said a tall, bearded man in a small
house, packed and cloudy with ciga-
rette smoke, as more young men lis-
tened at the windows. “Where are the
respected people to vote for on
Fatah’s list? Not you, Nasser, but
there are corrupted people in this
list.”

Mr. Joumaa, 39 and respected here
for his military and political prow-
ess, looked pained. “I share your con-
cerns,” he said. “People are angry
with Fatah and its performance, and
so am I. I’m one of the angry mem-
bers of Fatah. But we express our an-
ger inside. We face a bigger chal-
lenge now from Hamas, and in a dif-
ficult situation we stand together.”

Fatah, the mainstay of the Pales-
tinian Authority and the Palestine
Liberation Organization, is in trou-

ble, even here in Nablus, one of the
West Bank’s toughest and largest cit-
ies, and a longtime stronghold for the
group. Fatah is struggling to beat
back the radical Islamic movement
Hamas — which won an astonishing
13 of Nablus’s 15 local council seats a
month ago, and elected an efficient,
worldly yet devout mayor, Adli
Yaish.

Palestinians vote Wednesday in
elections for a new legislature, the
first such vote in a decade. The Unit-
ed States, which lists Hamas as a ter-
rorist organization, has quietly spent
almost $2 million on dozens of quick
projects to strengthen Fatah’s hand,
American and Palestinian officials
say. [Page 10]

The coming vote is the first time
that Hamas has run in elections for
roles within the Palestinian Author-
ity — because the authority was set
up in the 1993 Oslo accords with Is-
rael, which Hamas is committed to
destroy.

But Mr. Joumaa is convinced that
Hamas means to destroy Fatah first,
if not now then by stages, and he
warns Fatah members not to lose
sight of the longer battle.

“Hamas talks of partnership with
Fatah, but it wants to replace
Fatah,” he said. “We have power and 

In a Stronghold, Fatah Fights 
To Beat Back a Rising Hamas

Continued on Page A11

By EDMUND L. ANDREWS
WASHINGTON, Jan. 22 — At a

time when energy prices and indus-
try profits are soaring, the federal
government collected little more
money last year than it did five years
ago from the companies that ex-
tracted more than $60 billion in oil
and gas from publicly owned lands
and coastal waters. 

If royalty payments in fiscal 2005
for natural gas had risen in step with
market prices, the government
would have received about $700 mil-
lion more than it actually did, a
three-month investigation by The
New York Times has found.

But an often byzantine set of fed-
eral regulations, largely shaped and
fiercely defended by the energy in-
dustry itself, allowed companies pro-
ducing natural gas to provide the In-
terior Department with much lower
sale prices — the crucial determi-
nant for calculating government roy-
alties — than they reported to their
shareholders.

As a result, the nation’s taxpayers,
collectively, the biggest owner of
American oil and gas reserves, have
missed much of the recent energy
bonanza.

The disparities in gas prices paral-
lel those uncovered just five years
ago in a wave of scandals involving
royalty payments for oil. From 1998
to 2001, a dozen major companies,
while admitting no wrongdoing, paid
a total of $438 million to settle

charges that they had fraudulently
understated their sale prices for oil. 

Since then, the government has
tightened its rules for oil payments.
But with natural gas, the Bush ad-
ministration recently loosened the
rules and eased its audits intended to
uncover cheating.

Industry executives deny any
wrongdoing, arguing that the dispar-
ities stem primarily from different
rules for calculating the sale prices
for paying royalties and the sale
prices for informing shareholders. 

“The price of gas downstream is
always going to be higher because
you have costs that have to be re-
couped for getting it to the custom-
er,” said Robert H. Davis, a spokes-
man for Exxon Mobil. “You have to
process the gas. You have to trans-
port it, and you have to sell it. There
will always be a discrepancy there.”

Companies that pump oil and gas
on federal property are required to
pay the government royalties, usu-
ally 12 percent to 16 percent of the
value of what they sell. 

Royalties for natural gas have
climbed sharply in the last three
years. But while prices nearly dou-
bled from 2001 to 2005, the $5.15 bil-
lion in gas royalties for 2005 was less
than the $5.35 billion in 2001. When oil
and gas are combined, royalties
were about $8 billion in 2005, almost 

As Profits Soar, Companies
Pay U.S. Less for Gas Rights

Energy Giants Report Different Sale Prices
to Investors and Federal Government
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By ADAM NAGOURNEY
WASHINGTON, Jan. 22 — With a

campaign of high-profile national se-
curity events set for the next three

days, following Karl
Rove’s blistering
speech to Republicans
on Friday, the White
House has effectively

declared that it views its contro-
versial secret surveillance program
not as a political liability but as an
asset, a way to attack Democrats
and re-establish President Bush’s
standing after a difficult year.

Whether the White House can suc-
ceed depends very much, members
of both parties say, on its success in
framing a complicated debate when
the country is torn between its histor-
ic aversion to governmental intru-
sion and its recent fear of terrorist
attacks at home.

Polls suggest that Americans are
divided over whether Mr. Bush has
the authority to order the searches
without warrants that critics say vio-
late the law and that the president
says are legal and critical to the na-
tion’s security.

But as the White House and Demo-
crats are well aware, the issue can
draw very different reactions de-
pending on how it is presented. These
next few days could prove critical, as

Seeking Edge
In Spy Debate

Bush and Democrats
Fight to Define Issue

Continued on Page A15

News
Analysis

By NINA BERNSTEIN
Hundreds of noncitizens were

swept up on visa violations in the
weeks after 9/11, held for months in a
much-criticized federal detention
center in Brooklyn as “persons of in-
terest” to terror investigators, and
then deported. This week, one of
them is back in New York and an-
other is due today — the first to re-
turn to the United States.

They are no longer the accused but
the accusers, among six former de-
tainees who are coming back to give
depositions in their federal lawsuits
against top government officials and
detention guards, at a time when the
constitutionality of part of the gov-
ernment’s counterterrorism offen-
sive is under new scrutiny.

As in the cases of all the Muslim
immigrants rounded up in the New
York area after the terror attacks,
the six were never accused of a
crime related to 9/11; officials even-
tually cleared all of them of links to
terrorism. A report by the inspector
general of the Justice Department
found systemic problems with immi-
grant detentions and widespread
abuse at the federal detention center 

Held in 9/11Net,
Muslims Return
To Accuse U.S.

Continued on Page B4

By SARAH KERSHAW
SAN DIEGO, Jan. 17 — When the

crew from Fire Engine Company 22
raced off at 7:50 a.m. the other day
for the first call of their 24-hour shift,
a woman reporting chest pains, their
big red rig was primed for action but
missing a typical feature: a man.

The four members of Engine 22,
Division A, a captain, an engineer, a
firefighter-paramedic and a fire-
fighter, protect the Point Loma
neighborhood of San Diego, an afflu-
ent peninsula on the Pacific Ocean.
They are one of the few crews in the
nation made up entirely of women,
winding up together last October, as
the captain, Joi Evans, said, because
of “the way the cards fell.”

Together they work, cook, shop,
train and sleep in small dorm rooms
in the station house, around the clock
for 10 days a month, at a time when
women are making some inroads

into the fire service nationwide but
are still only a sliver of the front line
in one of the most physically grueling
and male-dominated professions.
With women accounting for about 8
percent of the 880 uniformed fire-
fighters assigned to its station
houses, compared with the national
average of 2.5 percent, the San Diego
Fire-Rescue Department, which has

a female assistant chief, is consid-
ered one of the best departments for
women to work, according to Women
in the Fire Service, an advocacy
group based in Madison, Wis. 

With an even higher number of
women, Minneapolis had its first fe-
male fire chief sworn in a year ago,
and 17 percent of its 380 uniformed
firefighters are women, the depart-
ment says.

On the other end of the spectrum,
in the New York City Fire Depart-
ment, the nation’s largest and long
considered by critics to be a back-
water for women in firefighting, only
36 of the 11,430 uniformed firefight-
ers are female, according to the de-
partment’s latest figures.

“We’re seeing the most progres-
sive fire departments really doing a
good job,” said Terese M. Floren, ex-
ecutive director of Women in the 

Monica Almeida/The New York Times

Engine 22, Division A, of San Diego, from left, Melissa Cleary, Robyn Benincasa, Joi Evans and April Lallo.

Answering the Fire Bell in the Company of Women

Continued on Page A14

By KATE ZERNIKE
DES MOINES, Jan. 18 — In the

seven months since Iowa passed a
law restricting the sale of cold medi-
cines used to make methamphet-
amine, seizures of homemade meth-
amphetamine laboratories have
dropped to just 20 a month from 120.
People once terrified about the
neighbor’s house blowing up now
walk up to the state’s drug policy di-
rector, Marvin Van Haaften, at his
local Wal-Mart to thank him for
making them safer.

But Mr. Van Haaften, like officials
in other states with similar restric-
tions, is now worried about a new
problem: the drop in home-cooked
methamphetamine has been met by
a new flood of crystal methamphet-
amine coming largely from Mexico. 

Sometimes called ice, crystal
methamphetamine is far purer, and
therefore even more highly addic-
tive, than powdered home-cooked
methamphetamine, a change that
health officials say has led to greater
risk of overdose. And because crys-
tal methamphetamine costs more,

the police say thefts are increasing,
as people who once cooked at home
now have to buy it.

The University of Iowa Burn Cen-
ter, which in 2004 spent $2.8 million
treating people whose skin had been
scorched off by the toxic chemicals
used to make methamphetamine at
home, says it now sees hardly any
cases of that sort. Drug treatment
centers, on the other hand, say they
are treating just as many or more
methamphetamine addicts. 

And although child welfare offi-
cials say they are removing fewer
children from homes where parents
are cooking the drug, the number of
children being removed from homes
where parents are using it has more
than made up the difference.

“It’s killing us, this Mexican ice,”
said Mr. Van Haaften, a former sher-
iff. “I’m not sure we can control it as
well as we can the meth labs in your
community.”

The influx of the more potent drug 

Potent Mexican Meth Floods In
As States Curb Domestic Variety
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INSIDE

As thousands return to New Orleans, the city’s functioning hospitals are
filling, and waiting times in emergency rooms are lengthy. Hundreds of doc-
tors and nurses never returned to the city after Hurricane Katrina, and long-
term and psychiatric hospitals are now almost nonexistent. PAGE A12 

New Orleans Hospital System Overwhelmed 

Jill Carroll, a 28-year-old Ameri-
can journalist, was able to slip qui-

etly inside Iraqi so-
ciety. But her kid-
napping this month
by gunmen in
Baghdad has un-
derscored the risks
to foreigners work-
ing in Iraq, particu-
larly freelance

journalists, who operate with little or
no protection. PAGE A8

A Big Story With Big Risks

NBC announced that it would end
“Will & Grace” and “The West Wing”
this spring and rethink its whole
prime-time lineup as it struggles to
climb out of last place among broad-
cast networks. THE ARTS, PAGE E4 

Prime-Time Moves at NBC
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New York: Today, rain, tapering to
afternoon showers, high 39. Tonight,
partial clearing, low 32. Tomorrow,
some sun, but breezy, high 44. Yester-
day, high 43, low 33. Details, Page B8.
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Iran’s chief nuclear negotiator
said that if his nation is referred to
the United Nations Security Council
for its failure to fully cooperate with
international nuclear inspectors it
would resume full-scale production
of nuclear fuel. Western leaders
weighed their options. PAGE A10

Another Warning From Iran

Disney is close to a deal to sell its
ABC Radio unit to Citadel Broad-
casting for nearly $3 billion, people
involved in the deal said. ABC owns
and operates 73 stations and a syndi-
cation network. PAGE A15

Deal for ABC Radio Is Near
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Seahawks quarterback Matt Has-
selbeck, right, was congratulated by
the Panthers’ Steve Smith after Se-
attle defeated Carolina, 34-14, to
reach its first Super Bowl. The Sea-
hawks will face the Pittsburgh Steel-
ers, who beat the Broncos, 34-17. 
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With an election days away, supporters of the radical Islamic movement Hamas held a campaign rally yesterday in the West Bank city of Nablus.

Rina Castelnuovo for The New York Times

Nasser Joumaa, left, a Fatah lead-
er, greeting a supporter in Nablus.

By STEVEN ERLANGER
NABLUS, West Bank, Jan. 20 —

Nasser Joumaa, pale and thin, was
facing some tough questions from his
own Fatah members.

“Our generation is being ignored,”
said a tall, bearded man in a small
house, packed and cloudy with ciga-
rette smoke, as more young men lis-
tened at the windows. “Where are the
respected people to vote for on
Fatah’s list? Not you, Nasser, but
there are corrupted people in this
list.”

Mr. Joumaa, 39 and respected here
for his military and political prow-
ess, looked pained. “I share your con-
cerns,” he said. “People are angry
with Fatah and its performance, and
so am I. I’m one of the angry mem-
bers of Fatah. But we express our an-
ger inside. We face a bigger chal-
lenge now from Hamas, and in a dif-
ficult situation we stand together.”

Fatah, the mainstay of the Pales-
tinian Authority and the Palestine
Liberation Organization, is in trou-

ble, even here in Nablus, one of the
West Bank’s toughest and largest cit-
ies, and a longtime stronghold for the
group. Fatah is struggling to beat
back the radical Islamic movement
Hamas — which won an astonishing
13 of Nablus’s 15 local council seats a
month ago, and elected an efficient,
worldly yet devout mayor, Adli
Yaish.

Palestinians vote Wednesday in
elections for a new legislature, the
first such vote in a decade. The Unit-
ed States, which lists Hamas as a ter-
rorist organization, has quietly spent
almost $2 million on dozens of quick
projects to strengthen Fatah’s hand,
American and Palestinian officials
say. [Page 10]

The coming vote is the first time
that Hamas has run in elections for
roles within the Palestinian Author-
ity — because the authority was set
up in the 1993 Oslo accords with Is-
rael, which Hamas is committed to
destroy.

But Mr. Joumaa is convinced that
Hamas means to destroy Fatah first,
if not now then by stages, and he
warns Fatah members not to lose
sight of the longer battle.

“Hamas talks of partnership with
Fatah, but it wants to replace
Fatah,” he said. “We have power and 

In a Stronghold, Fatah Fights 
To Beat Back a Rising Hamas
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By EDMUND L. ANDREWS
WASHINGTON, Jan. 22 — At a

time when energy prices and indus-
try profits are soaring, the federal
government collected little more
money last year than it did five years
ago from the companies that ex-
tracted more than $60 billion in oil
and gas from publicly owned lands
and coastal waters. 

If royalty payments in fiscal 2005
for natural gas had risen in step with
market prices, the government
would have received about $700 mil-
lion more than it actually did, a
three-month investigation by The
New York Times has found.

But an often byzantine set of fed-
eral regulations, largely shaped and
fiercely defended by the energy in-
dustry itself, allowed companies pro-
ducing natural gas to provide the In-
terior Department with much lower
sale prices — the crucial determi-
nant for calculating government roy-
alties — than they reported to their
shareholders.

As a result, the nation’s taxpayers,
collectively, the biggest owner of
American oil and gas reserves, have
missed much of the recent energy
bonanza.

The disparities in gas prices paral-
lel those uncovered just five years
ago in a wave of scandals involving
royalty payments for oil. From 1998
to 2001, a dozen major companies,
while admitting no wrongdoing, paid
a total of $438 million to settle

charges that they had fraudulently
understated their sale prices for oil. 

Since then, the government has
tightened its rules for oil payments.
But with natural gas, the Bush ad-
ministration recently loosened the
rules and eased its audits intended to
uncover cheating.

Industry executives deny any
wrongdoing, arguing that the dispar-
ities stem primarily from different
rules for calculating the sale prices
for paying royalties and the sale
prices for informing shareholders. 

“The price of gas downstream is
always going to be higher because
you have costs that have to be re-
couped for getting it to the custom-
er,” said Robert H. Davis, a spokes-
man for Exxon Mobil. “You have to
process the gas. You have to trans-
port it, and you have to sell it. There
will always be a discrepancy there.”

Companies that pump oil and gas
on federal property are required to
pay the government royalties, usu-
ally 12 percent to 16 percent of the
value of what they sell. 

Royalties for natural gas have
climbed sharply in the last three
years. But while prices nearly dou-
bled from 2001 to 2005, the $5.15 bil-
lion in gas royalties for 2005 was less
than the $5.35 billion in 2001. When oil
and gas are combined, royalties
were about $8 billion in 2005, almost 

As Profits Soar, Companies
Pay U.S. Less for Gas Rights

Energy Giants Report Different Sale Prices
to Investors and Federal Government
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By ADAM NAGOURNEY
WASHINGTON, Jan. 22 — With a

campaign of high-profile national se-
curity events set for the next three

days, following Karl
Rove’s blistering
speech to Republicans
on Friday, the White
House has effectively

declared that it views its contro-
versial secret surveillance program
not as a political liability but as an
asset, a way to attack Democrats
and re-establish President Bush’s
standing after a difficult year.

Whether the White House can suc-
ceed depends very much, members
of both parties say, on its success in
framing a complicated debate when
the country is torn between its histor-
ic aversion to governmental intru-
sion and its recent fear of terrorist
attacks at home.

Polls suggest that Americans are
divided over whether Mr. Bush has
the authority to order the searches
without warrants that critics say vio-
late the law and that the president
says are legal and critical to the na-
tion’s security.

But as the White House and Demo-
crats are well aware, the issue can
draw very different reactions de-
pending on how it is presented. These
next few days could prove critical, as

Seeking Edge
In Spy Debate

Bush and Democrats
Fight to Define Issue

Continued on Page A15

News
Analysis

By NINA BERNSTEIN
Hundreds of noncitizens were

swept up on visa violations in the
weeks after 9/11, held for months in a
much-criticized federal detention
center in Brooklyn as “persons of in-
terest” to terror investigators, and
then deported. This week, one of
them is back in New York and an-
other is due today — the first to re-
turn to the United States.

They are no longer the accused but
the accusers, among six former de-
tainees who are coming back to give
depositions in their federal lawsuits
against top government officials and
detention guards, at a time when the
constitutionality of part of the gov-
ernment’s counterterrorism offen-
sive is under new scrutiny.

As in the cases of all the Muslim
immigrants rounded up in the New
York area after the terror attacks,
the six were never accused of a
crime related to 9/11; officials even-
tually cleared all of them of links to
terrorism. A report by the inspector
general of the Justice Department
found systemic problems with immi-
grant detentions and widespread
abuse at the federal detention center 

Held in 9/11Net,
Muslims Return
To Accuse U.S.

Continued on Page B4

By SARAH KERSHAW
SAN DIEGO, Jan. 17 — When the

crew from Fire Engine Company 22
raced off at 7:50 a.m. the other day
for the first call of their 24-hour shift,
a woman reporting chest pains, their
big red rig was primed for action but
missing a typical feature: a man.

The four members of Engine 22,
Division A, a captain, an engineer, a
firefighter-paramedic and a fire-
fighter, protect the Point Loma
neighborhood of San Diego, an afflu-
ent peninsula on the Pacific Ocean.
They are one of the few crews in the
nation made up entirely of women,
winding up together last October, as
the captain, Joi Evans, said, because
of “the way the cards fell.”

Together they work, cook, shop,
train and sleep in small dorm rooms
in the station house, around the clock
for 10 days a month, at a time when
women are making some inroads

into the fire service nationwide but
are still only a sliver of the front line
in one of the most physically grueling
and male-dominated professions.
With women accounting for about 8
percent of the 880 uniformed fire-
fighters assigned to its station
houses, compared with the national
average of 2.5 percent, the San Diego
Fire-Rescue Department, which has

a female assistant chief, is consid-
ered one of the best departments for
women to work, according to Women
in the Fire Service, an advocacy
group based in Madison, Wis. 

With an even higher number of
women, Minneapolis had its first fe-
male fire chief sworn in a year ago,
and 17 percent of its 380 uniformed
firefighters are women, the depart-
ment says.

On the other end of the spectrum,
in the New York City Fire Depart-
ment, the nation’s largest and long
considered by critics to be a back-
water for women in firefighting, only
36 of the 11,430 uniformed firefight-
ers are female, according to the de-
partment’s latest figures.

“We’re seeing the most progres-
sive fire departments really doing a
good job,” said Terese M. Floren, ex-
ecutive director of Women in the 

Monica Almeida/The New York Times

Engine 22, Division A, of San Diego, from left, Melissa Cleary, Robyn Benincasa, Joi Evans and April Lallo.

Answering the Fire Bell in the Company of Women
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By KATE ZERNIKE
DES MOINES, Jan. 18 — In the

seven months since Iowa passed a
law restricting the sale of cold medi-
cines used to make methamphet-
amine, seizures of homemade meth-
amphetamine laboratories have
dropped to just 20 a month from 120.
People once terrified about the
neighbor’s house blowing up now
walk up to the state’s drug policy di-
rector, Marvin Van Haaften, at his
local Wal-Mart to thank him for
making them safer.

But Mr. Van Haaften, like officials
in other states with similar restric-
tions, is now worried about a new
problem: the drop in home-cooked
methamphetamine has been met by
a new flood of crystal methamphet-
amine coming largely from Mexico. 

Sometimes called ice, crystal
methamphetamine is far purer, and
therefore even more highly addic-
tive, than powdered home-cooked
methamphetamine, a change that
health officials say has led to greater
risk of overdose. And because crys-
tal methamphetamine costs more,

the police say thefts are increasing,
as people who once cooked at home
now have to buy it.

The University of Iowa Burn Cen-
ter, which in 2004 spent $2.8 million
treating people whose skin had been
scorched off by the toxic chemicals
used to make methamphetamine at
home, says it now sees hardly any
cases of that sort. Drug treatment
centers, on the other hand, say they
are treating just as many or more
methamphetamine addicts. 

And although child welfare offi-
cials say they are removing fewer
children from homes where parents
are cooking the drug, the number of
children being removed from homes
where parents are using it has more
than made up the difference.

“It’s killing us, this Mexican ice,”
said Mr. Van Haaften, a former sher-
iff. “I’m not sure we can control it as
well as we can the meth labs in your
community.”

The influx of the more potent drug 

Potent Mexican Meth Floods In
As States Curb Domestic Variety
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As thousands return to New Orleans, the city’s functioning hospitals are
filling, and waiting times in emergency rooms are lengthy. Hundreds of doc-
tors and nurses never returned to the city after Hurricane Katrina, and long-
term and psychiatric hospitals are now almost nonexistent. PAGE A12 

New Orleans Hospital System Overwhelmed 

Jill Carroll, a 28-year-old Ameri-
can journalist, was able to slip qui-

etly inside Iraqi so-
ciety. But her kid-
napping this month
by gunmen in
Baghdad has un-
derscored the risks
to foreigners work-
ing in Iraq, particu-
larly freelance

journalists, who operate with little or
no protection. PAGE A8

A Big Story With Big Risks

NBC announced that it would end
“Will & Grace” and “The West Wing”
this spring and rethink its whole
prime-time lineup as it struggles to
climb out of last place among broad-
cast networks. THE ARTS, PAGE E4 

Prime-Time Moves at NBC
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New York: Today, rain, tapering to
afternoon showers, high 39. Tonight,
partial clearing, low 32. Tomorrow,
some sun, but breezy, high 44. Yester-
day, high 43, low 33. Details, Page B8.

ONE DOLLAR

Late Edition

NEWS SUMMARY A2

Arts ......................................................... E1-10
Business Day .......................................... C1-8
Editorial, Op-Ed ................................ A18-19
International ........................................ A3-11
Metro ........................................................ B1-5 
National ............................................... A12-17
SportsMonday ...................................... D1-10

Obituaries ................ B7 Weather .................. B8

Classified Ads ................ C8 Auto Exchange ............ D9
Commercial Real Estate Marketplace .......................... C2

Updated news: nytimes.com
Tomorrow in The Times: Page B5

Iran’s chief nuclear negotiator
said that if his nation is referred to
the United Nations Security Council
for its failure to fully cooperate with
international nuclear inspectors it
would resume full-scale production
of nuclear fuel. Western leaders
weighed their options. PAGE A10

Another Warning From Iran

Disney is close to a deal to sell its
ABC Radio unit to Citadel Broad-
casting for nearly $3 billion, people
involved in the deal said. ABC owns
and operates 73 stations and a syndi-
cation network. PAGE A15

Deal for ABC Radio Is Near
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the same as in 2001. 
Because much of the information about

specific transactions is kept secret, it re-
mains unclear to what extent, if at all, the
weakness in royalty payments stems from
deliberate cheating or from issues with the
rules themselves.

But one major producer, Burlington Re-
sources, admitted to shareholders last year
that it might have underpaid about $76 mil-
lion in gas royalties in the 1990’s. And in Ala-
bama, a jury ruled in 2003 that Exxon had
cheated on $63.6 million worth of royalties
from gas wells in state-owned waters. The
jury awarded $11.9 billion in punitive dam-
ages, which a judge later reduced to $3.5 bil-
lion. Exxon disputes the charges and is ap-
pealing the verdict.

The possible losses to taxpayers in gas
could be even higher than the losses tied to
the scandals over oil royalties. For one
thing, natural gas production on federal
land is worth twice as much as oil.

Moreover, the Interior Department has
scaled back on full audits, pushed out a cou-
ple of its more aggressive auditors and been
criticized by its own inspector general for
the audits that it did pursue.

“We are talking about the same issues
and in many cases the same players as be-
fore,” said Danielle Brian, executive di-
rector of the Project on Government Over-
sight, a nonprofit watchdog group that ex-
posed many of the oil royalty scandals. 

“These companies had knowingly been
cheating on oil for years, if not decades,”
Ms. Brian continued. “To ignore the likeli-
hood that the same thing is happening on the
gas side is absurd.”

Johnnie M. Burton, director of the Interior
Department’s Minerals Management Serv-
ice, said the disparities were mostly the re-
sult of deductions that the regulations let
companies take, reducing the sale prices
they report to the government.

But Ms. Burton said she had not known
and could not explain why companies were
reporting higher sale prices to their share-
holders and to the Securities and Exchange
Commission than to her office. 

“I can’t answer because I don’t know,”
she said in an interview. “We don’t look at
S.E.C. filings. We don’t have enough staff to
do all of that. If we were to do that, then we
would have to have more staff and more
budget. You know, there is such a thing as

budget constraint, and it’s been real tough,
let me tell you.” The contrasts between what
companies are telling the government and
what they are telling shareholders is stark.

The Interior Department, using the num-
bers given by companies paying royalties,
said the average sale price of natural gas on
federal leases was $5.62 per thousand cubic
feet in fiscal 2005, which ended Sept. 30. 

By contrast, Exxon told shareholders that
it received about $6.88 per thousand cubic
feet in the nine months that ended Sept. 30.
Chevron said its average price in that peri-
od was $6.49. Kerr-McGee, which suffered
huge losses from hedging against a drop in
prices, nonetheless said it still received an
average price of $6.59. 

“There’s no reason why what the compa-
nies report to their shareholders should be
higher than what they report” to the Miner-
als Management Service, said Lee Helfrich,
a lawyer who has represented California in
many battles with the industry over roy-
alties. “The ultimate goals or mission of the
S.E.C. and the M.M.S. are different, but the
information reported to each should be the
same.”

In the scandals over oil royalties in the
1990’s, government investigators, aided by
industry whistle-blowers and investigation
by the Project on Government Oversight,
found that companies were using a host of
tricks to understate their sale prices.

These included buy-sell agreements in
which producers swapped oil with each oth-
er at artificially low prices and then resold
it at higher prices. Companies also sold oil
at below-market prices to their own affili-
ates, classified high-priced “sweet” oil as
much cheaper “sour” oil and padded their
deductions for transportation costs.

In the wake of the scandals, the outgoing
Clinton administration pushed through
tough new rules for valuing crude oil, which
relied on comparing company reports with
an index of spot market prices. 

A Pro-Industry Approach
But the Bush administration did not close

any loopholes for valuing natural gas. In-
deed, in March 2005 it expanded the list of
deductions and decided against valuing
sales at spot-market prices when companies
were selling to their own affiliates. 

The industry-friendly stance was inten-
tional. Mr. Bush and top White House offi-
cials also placed a top priority on promoting
domestic energy production. Vice President
Dick Cheney’s energy task force called for
giving lucrative new incentives to compa-
nies that drill in the Gulf of Mexico and oth-
er high-risk areas.

The Bush administration also took a
much more relaxed approach to auditing
and fraud prevention. In 2003, the Interior
Department’s inspector general declared
that the auditing process was “ineffective”
and “lacked accountability” and that many
of the auditors were unqualified. 

In one instance, inspectors discovered
that auditors had lost the working papers
for an important audit and tried to cover up
their blunder by creating and back-dating
false documents. Rather than punish any-
body, the inspector general recounted, the
minerals service gave the employee who
produced the new documents a financial bo-
nus for “creativity.” 

Administration officials said last week
that they had addressed most of the crit-
icisms and that the inspector general had
since said its corrective actions were “suffi-
cient.”

The Interior Department also fired two of
its most aggressive and successful auditors.
One of them was Bobby L. Maxwell, a vet-
eran auditor who had recovered hundreds of
millions of dollars in underpayments over a
22-year career and received an award for
meritorious service in 2003 from Interior
Secretary Gale A. Norton.

Mr. Maxwell was fired in early 2005 after
clashing with superiors over his belief that
Kerr-McGee had shortchanged the govern-
ment $12 million. Mr. Maxwell charged that
he had been wrongfully fired, and the gov-
ernment paid him an undisclosed amount of
money to settle out of court.

Mr. Maxwell is now pursuing Kerr-
McGee, which has denied any guilt, with his
own lawsuit under the False Claims Act,
which allows private citizens who prove
fraud to collect some of the money they help
recover.

Patrick Etchart, a spokesman for the
Minerals Management Service in Denver,
said that Mr. Maxwell lost his job because of
a reorganization and that he had declined an
offer to move to a different city.

But lawmakers who wrestled with the

government over previous royalty scandals
are dubious.

“It’s all gotten worse, not better,” said
Representative Carolyn B. Maloney, Demo-
crat of New York, who led Congressional in-
vestigations into cheating on oil royalties in
the 1990’s. “They make the process so com-
plicated that no one can really follow the
money.”

Ending Detailed Inspections
Perhaps the most striking example of

sluggish auditing is the government’s effort
to collect back royalties from companies
that blatantly ignored one of the govern-
ment’s basic rules.

Under current rules aimed at promoting
energy production in deep waters, compa-
nies can produce large volumes of oil and
gas without paying royalties at all. But the
rules also require companies to start paying
royalties if market prices climb above cer-
tain “threshold” levels.

As it happens, market prices have been
above those levels since the 2003 fiscal year.
But even though dozens of companies never
bothered to start paying, Ms. Burton said
earlier this month that the government had
yet to demand repayment three months into
the 2006 fiscal year.

“It’s more complicated than you might
think,” said Lucy Querques Dennett , associ-
ate director of the Minerals Management
Service in charge of the issue. 

But enforcing the rules about price
thresholds is easy compared with verifying
the actual sale value of natural gas.

Over the last four years, the Bush admin-
istration has ordered its auditors to move
away from detailed inspections in favor of a
more cursory approach of looking for anom-
alies in company reports. If a company in
Louisiana, say, reported prices that differed
from those of other companies in the same
region, it would attract closer scrutiny. 

Mr. Etchart, the agency’s spokesman,
said that the number of full-scale audits had
declined slightly over the past few years
and that the budget for compliance had fall-
en.

But he said the government still took a
“close look” at 71 percent of oil and gas pro-
duction. “Our strategy would obviously be to
focus on anomalies,” he said, “but it is also
to focus on large producing areas.” 

The agency’s strategy has drawn pro-
tests, however, from many states, which are
entitled to a share of federal royalties, and
from some of the Interior Department’s
most aggressive auditors.

One of those auditors was Kevin Gam-
brell, director of the Federal Indian Miner-
als Office in Farmington, N.M. Mr. Gam-
brell fought with his superiors over many is-
sues, one of which was their demand that he
do fewer audits and simply monitor posted
prices of companies in the same area.

“Where the M.M.S. approach falls short is
that there are so many different types of de-
ductions you can take in getting gas and oil
to the market, and there are so many premi-
ums and bonuses in the contracts,” Mr.
Gambrell said in a recent interview. “You
have to take a detailed look at the contracts
to know what’s going on.”

The Interior Department forced Mr.
Gambrell out in 2003, charging that he had
improperly destroyed office documents. Mr.
Gambrell sued for wrongful termination, ar-
guing that he had discarded only copies of
documents. He also presented evidence that
his office had recovered eight times as
much money as offices that used the admin-
istration’s preferred approach.

The government settled his case in 2004
by clearing him of any wrongdoing and pay-
ing him an undisclosed amount of money.

For practical purposes, the biggest cost to
taxpayers may have less to do with cheating
and fraud than with the government’s in-
scrutable rules.

Consider the case of Burlington Re-
sources, a Houston-based producer that
ConocoPhillips acquired in December for
$35.6 billion. Burlington paid $8.5 million in
2001 to settle charges of cheating related to
its oil royalties. Last March, Burlington dis-
closed that it might also have underpaid gas
royalties by about $76 million during the
1990’s. It set aside $81 million to cover pos-
sible litigation costs.

Unlike others, Burlington executives pro-
vided information to The Times on the roy-
alties it paid for natural gas and on the sale
prices that it has reported to the Interior
Department since 2002.

During those four years, Burlington said
it paid $627 million in gas royalties and that
its annual payment shot up from $89 million
in 2002 to $233 million in 2005.

That surge in royalties does track closely
with the rise in market prices. But Burling-
ton’s numbers also highlight the essential is-
sue raised by many critics: the rules let
companies understate the value of their gas
sales by taking scores of deductions. 

Those deductions include the cost of
transportation, processing, brokerage fees,
pipeline reservation fees and even certain
“theoretical losses” for companies that own
their own pipelines. 

In 2001, Burlington reported an average
price of $1.98 per thousand cubic feet to the
government but an average sale price of
$3.20 to its shareholders. In 2005, the compa-
ny reported an average sale price of $5.75 to
the government and $6.46 to shareholders.

Keeping Royalties Secret
James Bartlett, a spokesman for Burling-

ton, said part of the discrepancy resulted
from the fact that much of Burlington’s pro-
duction is in the Rocky Mountains, where
natural gas fetches lower prices. 

The federal government does not require
companies to divulge the amount of roy-
alties they pay or what they tell the govern-
ment about sale prices. And unlike Burling-
ton Resources, Exxon and most other major
oil companies refused to disclose the in-
formation when asked.

“It’s not required information,” said Mr.
Davis of Exxon, echoing responses from
Chevron, Royal Dutch/Shell and other big
producers. “We’re not going to publish it.”

Companies Pay U.S. Less 
For Valuable Gas Rights 

Michael Stravato for The New York Times

Energy companies pay royalties for gas and oil taken from federal lands and offshore fields like this one in the Gulf of Mexico.

The New York Times

Sources: Energy Information Administration; Minerals Management Service; company reports 

Coming Up Short?
In return for the right to extract natural gas from territory controlled by the federal govern-
ment, energy companies pay a royalty based on the amount and the value of the energy 
produced and sold. Over the last two years, the companies reported to the government 
that they received lower prices than what they disclosed to their shareholders. As a result, 
the government’s royalties have been lower than if the higher prices had been used. 
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After admitting their surprise that com-
panies were reporting much higher sales
prices for oil and gas to shareholders than to
the Interior Department, the Minerals Man-
agement service supplied The New York
Times with new statistics that seemed to
make the gap disappear.

In its new analysis, the agency said the
published statistics for each year included
scores of adjustments that companies had
made to reports from earlier years. It then
produced a markedly different new chart,
saying it had put those adjustments into the
proper years. 

In effect, the changes shifted about 15 per-
cent of gas production from 2004, a year of
high prices, to 2001, when prices were much
lower. As if waving a wand, the statisticians
declared that the government’s average
“sales value” for gas in 2004 and 2005 was
actually “very comparable” to the sales
prices that companies like Chevron had re-
ported to shareholders.

But the new statistics were wrong. They
showed big swings in annual gas production
that contradicted data compiled by the En-
ergy Information Administration.

Two days after being asked to clarify the
discrepancy, a spokesman for the Minerals
Management Service said the new numbers
contained a huge error: the statisticians
had erroneously shifted 800 billion cubic feet
of gas from 2004 to 2001, when they should
only have shifted about 8 million cubic feet.
The error invalidated all the other new num-
bers.

“It was the leaseholder’s mistake,” said
Patrick Etchart, a spokesman for the Min-
eral Management Service, adding that an
energy company had put down “more ze-
roes than they should have.”

EDMUND L. ANDREWS 

Shifting Numbers
On Price Reports

By ERIC SCHMITT
WASHINGTON, Jan. 22 — A senior Army

interrogator was convicted late Saturday of
negligent homicide in the death of an Iraqi
general after he shoved the general head-
first into a sleeping bag, sat on his chest and
put his hands over his mouth. 

A six-officer jury at Fort Carson, Colo.,
found the interrogator, Chief Warrant Offi-
cer Lewis E. Welshofer Jr., guilty of the
charge, which carries a maximum sentence
of three years in a military prison. He was
also found guilty of negligent dereliction of
duty. He was acquitted of murder and as-
sault charges. Sentencing is scheduled for
Monday. 

Army prosecutors contended that Mr.
Welshofer, 43, a chief interrogator with the
Third Armored Cavalry Regiment in Qaim,
Iraq, suffocated Maj. Gen. Abed Hamed
Mowhoush after wrapping him in the sleep-
ing bag and sitting on him during an in-
terrogation session on Nov. 26, 2003. Pros-
ecutors said Mr. Welshofer knew his in-
terrogation techniques were potentially le-
thal and against Army standards. 

Defense lawyers countered that Mr. Wel-
shofer, a 19-year Army veteran, did nothing
illegal and was using a technique that his
commander had approved for use on unco-

operative prisoners. They also said that
General Mowhoush, 57, whom the lawyers
said weighed more than 250 pounds, died
from an irregular heart rhythm caused by
heart disease and stress.

The widely publicized incident has drawn
attention from human rights groups as one
of the worst instances of abuse against de-
tainees in American custody in Iraq, and be-
cause General Mowhoush had been beaten
shortly before his death by a team that in-
cluded one or more C.I.A. contract workers.

The case also underscores the confusion
among military interrogators and their su-
periors over the use of aggressive interro-
gation techniques in the summer and fall of
2003, when the insurgency in Iraq was rap-
idly gaining momentum and ferocity, and
top Pentagon officials and commanders in
Iraq were demanding better intelligence
with which to attack the militants. 

Testimony at Mr. Welshofer’s court-mar-
tial last week confirmed that a team of
Iraqis had beaten the general two days be-
fore he died, but the C.I.A.’s involvement re-
mained largely unaddressed.

At one point, a defense lawyer, Frank
Spinner, questioned a witness whose identi-
ty was so secret that he was shielded from
reporters and others in the courtroom by a
green tarp suspended from the ceiling, The

Associated Press reported. The witness said
that when he spoke to Mr. Welshofer on the
day before General Mowhoush died, he was
alarmed when Mr. Welshofer told him he
thought the Army’s interrogation guidelines
were being broken every day.

“And you didn’t report it to the C.I.A.?”
Mr. Spinner asked. He then stopped himself
and quickly apologized to the judge.

Mr. Welshofer and his lawyers argued
that the Army had provided no guidance for
authorized and unauthorized techniques. “It
was not clear on what we were to do,” Mr.
Welshofer testified last Thursday, The
Rocky Mountain News reported. 

Mr. Welshofer said he received an e-mail
message from his unit’s commanders say-
ing that there were no rules for interroga-
tions yet, and that top officers were “tired of
taking casualties and that the gloves were
coming off.” He said he never received
memorandums from Sept. 14 and Oct. 12,
which first authorized the use of “stress po-
sitions” but called for the prior approval of
Lt. Gen. Ricardo S. Sanchez, the top general
in Iraq at the time. 

As a result, Mr. Welshofer said he escalat-
ed his tactics over the course of several in-
terviews to frighten the general, who was
providing little useful information. Mr. Wel-

shofer and another interrogator designed
the sleeping bag technique as a last resort,
believing it would create a claustrophobic
effect on a prisoner, Mr. Spinner said in a
telephone interview on Sunday. A small hole
was cut in the bottom of the sleeping bag to
allow the detainee to breathe. 

General Mowhoush was considered a
prized intelligence prospect. He had been
commander of air defenses in western Iraq
under Saddam Hussein, and military intelli-
gence officials believed he was a suspected
leader and financier of the insurgency there,
providing money and housing for fighters
coming in from Syria. General Mowhoush
had surrendered to military authorities two
weeks before his death, saying he wanted to
secure the release of his four sons in Ameri-
can custody. 

But the military prosecutor, Maj. Tiernan
Dolan, said Mr. Welshofer abused General
Mowhoush, treating him “worse than you
would treat a dog,” The A.P. reported. 

An Army spokesman, Paul Boyce, said in
an e-mail message on Sunday that more
than 500 investigations had examined alle-
gations of detainee mistreatment. Thus far,
he said, allegations against at least 251 mil-
itary members have been addressed in
courts-martial, nonjudicial punishment and
other administrative penalties.

Army Interrogator Is Convicted of Negligent Homicide in 2003 Death of Iraqi General

Jerilee Bennett/The Gazette of Colorado Springs

Chief Warrant Officer Lewis E. Welshof-
er Jr.’s court-martial came after an Iraqi
general died during interrogation. 
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the same as in 2001. 
Because much of the information about

specific transactions is kept secret, it re-
mains unclear to what extent, if at all, the
weakness in royalty payments stems from
deliberate cheating or from issues with the
rules themselves.

But one major producer, Burlington Re-
sources, admitted to shareholders last year
that it might have underpaid about $76 mil-
lion in gas royalties in the 1990’s. And in Ala-
bama, a jury ruled in 2003 that Exxon had
cheated on $63.6 million worth of royalties
from gas wells in state-owned waters. The
jury awarded $11.9 billion in punitive dam-
ages, which a judge later reduced to $3.5 bil-
lion. Exxon disputes the charges and is ap-
pealing the verdict.

The possible losses to taxpayers in gas
could be even higher than the losses tied to
the scandals over oil royalties. For one
thing, natural gas production on federal
land is worth twice as much as oil.

Moreover, the Interior Department has
scaled back on full audits, pushed out a cou-
ple of its more aggressive auditors and been
criticized by its own inspector general for
the audits that it did pursue.

“We are talking about the same issues
and in many cases the same players as be-
fore,” said Danielle Brian, executive di-
rector of the Project on Government Over-
sight, a nonprofit watchdog group that ex-
posed many of the oil royalty scandals. 

“These companies had knowingly been
cheating on oil for years, if not decades,”
Ms. Brian continued. “To ignore the likeli-
hood that the same thing is happening on the
gas side is absurd.”

Johnnie M. Burton, director of the Interior
Department’s Minerals Management Serv-
ice, said the disparities were mostly the re-
sult of deductions that the regulations let
companies take, reducing the sale prices
they report to the government.

But Ms. Burton said she had not known
and could not explain why companies were
reporting higher sale prices to their share-
holders and to the Securities and Exchange
Commission than to her office. 

“I can’t answer because I don’t know,”
she said in an interview. “We don’t look at
S.E.C. filings. We don’t have enough staff to
do all of that. If we were to do that, then we
would have to have more staff and more
budget. You know, there is such a thing as

budget constraint, and it’s been real tough,
let me tell you.” The contrasts between what
companies are telling the government and
what they are telling shareholders is stark.

The Interior Department, using the num-
bers given by companies paying royalties,
said the average sale price of natural gas on
federal leases was $5.62 per thousand cubic
feet in fiscal 2005, which ended Sept. 30. 

By contrast, Exxon told shareholders that
it received about $6.88 per thousand cubic
feet in the nine months that ended Sept. 30.
Chevron said its average price in that peri-
od was $6.49. Kerr-McGee, which suffered
huge losses from hedging against a drop in
prices, nonetheless said it still received an
average price of $6.59. 

“There’s no reason why what the compa-
nies report to their shareholders should be
higher than what they report” to the Miner-
als Management Service, said Lee Helfrich,
a lawyer who has represented California in
many battles with the industry over roy-
alties. “The ultimate goals or mission of the
S.E.C. and the M.M.S. are different, but the
information reported to each should be the
same.”

In the scandals over oil royalties in the
1990’s, government investigators, aided by
industry whistle-blowers and investigation
by the Project on Government Oversight,
found that companies were using a host of
tricks to understate their sale prices.

These included buy-sell agreements in
which producers swapped oil with each oth-
er at artificially low prices and then resold
it at higher prices. Companies also sold oil
at below-market prices to their own affili-
ates, classified high-priced “sweet” oil as
much cheaper “sour” oil and padded their
deductions for transportation costs.

In the wake of the scandals, the outgoing
Clinton administration pushed through
tough new rules for valuing crude oil, which
relied on comparing company reports with
an index of spot market prices. 

A Pro-Industry Approach
But the Bush administration did not close

any loopholes for valuing natural gas. In-
deed, in March 2005 it expanded the list of
deductions and decided against valuing
sales at spot-market prices when companies
were selling to their own affiliates. 

The industry-friendly stance was inten-
tional. Mr. Bush and top White House offi-
cials also placed a top priority on promoting
domestic energy production. Vice President
Dick Cheney’s energy task force called for
giving lucrative new incentives to compa-
nies that drill in the Gulf of Mexico and oth-
er high-risk areas.

The Bush administration also took a
much more relaxed approach to auditing
and fraud prevention. In 2003, the Interior
Department’s inspector general declared
that the auditing process was “ineffective”
and “lacked accountability” and that many
of the auditors were unqualified. 

In one instance, inspectors discovered
that auditors had lost the working papers
for an important audit and tried to cover up
their blunder by creating and back-dating
false documents. Rather than punish any-
body, the inspector general recounted, the
minerals service gave the employee who
produced the new documents a financial bo-
nus for “creativity.” 

Administration officials said last week
that they had addressed most of the crit-
icisms and that the inspector general had
since said its corrective actions were “suffi-
cient.”

The Interior Department also fired two of
its most aggressive and successful auditors.
One of them was Bobby L. Maxwell, a vet-
eran auditor who had recovered hundreds of
millions of dollars in underpayments over a
22-year career and received an award for
meritorious service in 2003 from Interior
Secretary Gale A. Norton.

Mr. Maxwell was fired in early 2005 after
clashing with superiors over his belief that
Kerr-McGee had shortchanged the govern-
ment $12 million. Mr. Maxwell charged that
he had been wrongfully fired, and the gov-
ernment paid him an undisclosed amount of
money to settle out of court.

Mr. Maxwell is now pursuing Kerr-
McGee, which has denied any guilt, with his
own lawsuit under the False Claims Act,
which allows private citizens who prove
fraud to collect some of the money they help
recover.

Patrick Etchart, a spokesman for the
Minerals Management Service in Denver,
said that Mr. Maxwell lost his job because of
a reorganization and that he had declined an
offer to move to a different city.

But lawmakers who wrestled with the

government over previous royalty scandals
are dubious.

“It’s all gotten worse, not better,” said
Representative Carolyn B. Maloney, Demo-
crat of New York, who led Congressional in-
vestigations into cheating on oil royalties in
the 1990’s. “They make the process so com-
plicated that no one can really follow the
money.”

Ending Detailed Inspections
Perhaps the most striking example of

sluggish auditing is the government’s effort
to collect back royalties from companies
that blatantly ignored one of the govern-
ment’s basic rules.

Under current rules aimed at promoting
energy production in deep waters, compa-
nies can produce large volumes of oil and
gas without paying royalties at all. But the
rules also require companies to start paying
royalties if market prices climb above cer-
tain “threshold” levels.

As it happens, market prices have been
above those levels since the 2003 fiscal year.
But even though dozens of companies never
bothered to start paying, Ms. Burton said
earlier this month that the government had
yet to demand repayment three months into
the 2006 fiscal year.

“It’s more complicated than you might
think,” said Lucy Querques Dennett , associ-
ate director of the Minerals Management
Service in charge of the issue. 

But enforcing the rules about price
thresholds is easy compared with verifying
the actual sale value of natural gas.

Over the last four years, the Bush admin-
istration has ordered its auditors to move
away from detailed inspections in favor of a
more cursory approach of looking for anom-
alies in company reports. If a company in
Louisiana, say, reported prices that differed
from those of other companies in the same
region, it would attract closer scrutiny. 

Mr. Etchart, the agency’s spokesman,
said that the number of full-scale audits had
declined slightly over the past few years
and that the budget for compliance had fall-
en.

But he said the government still took a
“close look” at 71 percent of oil and gas pro-
duction. “Our strategy would obviously be to
focus on anomalies,” he said, “but it is also
to focus on large producing areas.” 

The agency’s strategy has drawn pro-
tests, however, from many states, which are
entitled to a share of federal royalties, and
from some of the Interior Department’s
most aggressive auditors.

One of those auditors was Kevin Gam-
brell, director of the Federal Indian Miner-
als Office in Farmington, N.M. Mr. Gam-
brell fought with his superiors over many is-
sues, one of which was their demand that he
do fewer audits and simply monitor posted
prices of companies in the same area.

“Where the M.M.S. approach falls short is
that there are so many different types of de-
ductions you can take in getting gas and oil
to the market, and there are so many premi-
ums and bonuses in the contracts,” Mr.
Gambrell said in a recent interview. “You
have to take a detailed look at the contracts
to know what’s going on.”

The Interior Department forced Mr.
Gambrell out in 2003, charging that he had
improperly destroyed office documents. Mr.
Gambrell sued for wrongful termination, ar-
guing that he had discarded only copies of
documents. He also presented evidence that
his office had recovered eight times as
much money as offices that used the admin-
istration’s preferred approach.

The government settled his case in 2004
by clearing him of any wrongdoing and pay-
ing him an undisclosed amount of money.

For practical purposes, the biggest cost to
taxpayers may have less to do with cheating
and fraud than with the government’s in-
scrutable rules.

Consider the case of Burlington Re-
sources, a Houston-based producer that
ConocoPhillips acquired in December for
$35.6 billion. Burlington paid $8.5 million in
2001 to settle charges of cheating related to
its oil royalties. Last March, Burlington dis-
closed that it might also have underpaid gas
royalties by about $76 million during the
1990’s. It set aside $81 million to cover pos-
sible litigation costs.

Unlike others, Burlington executives pro-
vided information to The Times on the roy-
alties it paid for natural gas and on the sale
prices that it has reported to the Interior
Department since 2002.

During those four years, Burlington said
it paid $627 million in gas royalties and that
its annual payment shot up from $89 million
in 2002 to $233 million in 2005.

That surge in royalties does track closely
with the rise in market prices. But Burling-
ton’s numbers also highlight the essential is-
sue raised by many critics: the rules let
companies understate the value of their gas
sales by taking scores of deductions. 

Those deductions include the cost of
transportation, processing, brokerage fees,
pipeline reservation fees and even certain
“theoretical losses” for companies that own
their own pipelines. 

In 2001, Burlington reported an average
price of $1.98 per thousand cubic feet to the
government but an average sale price of
$3.20 to its shareholders. In 2005, the compa-
ny reported an average sale price of $5.75 to
the government and $6.46 to shareholders.

Keeping Royalties Secret
James Bartlett, a spokesman for Burling-

ton, said part of the discrepancy resulted
from the fact that much of Burlington’s pro-
duction is in the Rocky Mountains, where
natural gas fetches lower prices. 

The federal government does not require
companies to divulge the amount of roy-
alties they pay or what they tell the govern-
ment about sale prices. And unlike Burling-
ton Resources, Exxon and most other major
oil companies refused to disclose the in-
formation when asked.

“It’s not required information,” said Mr.
Davis of Exxon, echoing responses from
Chevron, Royal Dutch/Shell and other big
producers. “We’re not going to publish it.”

Companies Pay U.S. Less 
For Valuable Gas Rights 

Michael Stravato for The New York Times

Energy companies pay royalties for gas and oil taken from federal lands and offshore fields like this one in the Gulf of Mexico.

The New York Times

Sources: Energy Information Administration; Minerals Management Service; company reports 

Coming Up Short?
In return for the right to extract natural gas from territory controlled by the federal govern-
ment, energy companies pay a royalty based on the amount and the value of the energy 
produced and sold. Over the last two years, the companies reported to the government 
that they received lower prices than what they disclosed to their shareholders. As a result, 
the government’s royalties have been lower than if the higher prices had been used. 
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After admitting their surprise that com-
panies were reporting much higher sales
prices for oil and gas to shareholders than to
the Interior Department, the Minerals Man-
agement service supplied The New York
Times with new statistics that seemed to
make the gap disappear.

In its new analysis, the agency said the
published statistics for each year included
scores of adjustments that companies had
made to reports from earlier years. It then
produced a markedly different new chart,
saying it had put those adjustments into the
proper years. 

In effect, the changes shifted about 15 per-
cent of gas production from 2004, a year of
high prices, to 2001, when prices were much
lower. As if waving a wand, the statisticians
declared that the government’s average
“sales value” for gas in 2004 and 2005 was
actually “very comparable” to the sales
prices that companies like Chevron had re-
ported to shareholders.

But the new statistics were wrong. They
showed big swings in annual gas production
that contradicted data compiled by the En-
ergy Information Administration.

Two days after being asked to clarify the
discrepancy, a spokesman for the Minerals
Management Service said the new numbers
contained a huge error: the statisticians
had erroneously shifted 800 billion cubic feet
of gas from 2004 to 2001, when they should
only have shifted about 8 million cubic feet.
The error invalidated all the other new num-
bers.

“It was the leaseholder’s mistake,” said
Patrick Etchart, a spokesman for the Min-
eral Management Service, adding that an
energy company had put down “more ze-
roes than they should have.”

EDMUND L. ANDREWS 

Shifting Numbers
On Price Reports

By ERIC SCHMITT
WASHINGTON, Jan. 22 — A senior Army

interrogator was convicted late Saturday of
negligent homicide in the death of an Iraqi
general after he shoved the general head-
first into a sleeping bag, sat on his chest and
put his hands over his mouth. 

A six-officer jury at Fort Carson, Colo.,
found the interrogator, Chief Warrant Offi-
cer Lewis E. Welshofer Jr., guilty of the
charge, which carries a maximum sentence
of three years in a military prison. He was
also found guilty of negligent dereliction of
duty. He was acquitted of murder and as-
sault charges. Sentencing is scheduled for
Monday. 

Army prosecutors contended that Mr.
Welshofer, 43, a chief interrogator with the
Third Armored Cavalry Regiment in Qaim,
Iraq, suffocated Maj. Gen. Abed Hamed
Mowhoush after wrapping him in the sleep-
ing bag and sitting on him during an in-
terrogation session on Nov. 26, 2003. Pros-
ecutors said Mr. Welshofer knew his in-
terrogation techniques were potentially le-
thal and against Army standards. 

Defense lawyers countered that Mr. Wel-
shofer, a 19-year Army veteran, did nothing
illegal and was using a technique that his
commander had approved for use on unco-

operative prisoners. They also said that
General Mowhoush, 57, whom the lawyers
said weighed more than 250 pounds, died
from an irregular heart rhythm caused by
heart disease and stress.

The widely publicized incident has drawn
attention from human rights groups as one
of the worst instances of abuse against de-
tainees in American custody in Iraq, and be-
cause General Mowhoush had been beaten
shortly before his death by a team that in-
cluded one or more C.I.A. contract workers.

The case also underscores the confusion
among military interrogators and their su-
periors over the use of aggressive interro-
gation techniques in the summer and fall of
2003, when the insurgency in Iraq was rap-
idly gaining momentum and ferocity, and
top Pentagon officials and commanders in
Iraq were demanding better intelligence
with which to attack the militants. 

Testimony at Mr. Welshofer’s court-mar-
tial last week confirmed that a team of
Iraqis had beaten the general two days be-
fore he died, but the C.I.A.’s involvement re-
mained largely unaddressed.

At one point, a defense lawyer, Frank
Spinner, questioned a witness whose identi-
ty was so secret that he was shielded from
reporters and others in the courtroom by a
green tarp suspended from the ceiling, The

Associated Press reported. The witness said
that when he spoke to Mr. Welshofer on the
day before General Mowhoush died, he was
alarmed when Mr. Welshofer told him he
thought the Army’s interrogation guidelines
were being broken every day.

“And you didn’t report it to the C.I.A.?”
Mr. Spinner asked. He then stopped himself
and quickly apologized to the judge.

Mr. Welshofer and his lawyers argued
that the Army had provided no guidance for
authorized and unauthorized techniques. “It
was not clear on what we were to do,” Mr.
Welshofer testified last Thursday, The
Rocky Mountain News reported. 

Mr. Welshofer said he received an e-mail
message from his unit’s commanders say-
ing that there were no rules for interroga-
tions yet, and that top officers were “tired of
taking casualties and that the gloves were
coming off.” He said he never received
memorandums from Sept. 14 and Oct. 12,
which first authorized the use of “stress po-
sitions” but called for the prior approval of
Lt. Gen. Ricardo S. Sanchez, the top general
in Iraq at the time. 

As a result, Mr. Welshofer said he escalat-
ed his tactics over the course of several in-
terviews to frighten the general, who was
providing little useful information. Mr. Wel-

shofer and another interrogator designed
the sleeping bag technique as a last resort,
believing it would create a claustrophobic
effect on a prisoner, Mr. Spinner said in a
telephone interview on Sunday. A small hole
was cut in the bottom of the sleeping bag to
allow the detainee to breathe. 

General Mowhoush was considered a
prized intelligence prospect. He had been
commander of air defenses in western Iraq
under Saddam Hussein, and military intelli-
gence officials believed he was a suspected
leader and financier of the insurgency there,
providing money and housing for fighters
coming in from Syria. General Mowhoush
had surrendered to military authorities two
weeks before his death, saying he wanted to
secure the release of his four sons in Ameri-
can custody. 

But the military prosecutor, Maj. Tiernan
Dolan, said Mr. Welshofer abused General
Mowhoush, treating him “worse than you
would treat a dog,” The A.P. reported. 

An Army spokesman, Paul Boyce, said in
an e-mail message on Sunday that more
than 500 investigations had examined alle-
gations of detainee mistreatment. Thus far,
he said, allegations against at least 251 mil-
itary members have been addressed in
courts-martial, nonjudicial punishment and
other administrative penalties.

Army Interrogator Is Convicted of Negligent Homicide in 2003 Death of Iraqi General

Jerilee Bennett/The Gazette of Colorado Springs

Chief Warrant Officer Lewis E. Welshof-
er Jr.’s court-martial came after an Iraqi
general died during interrogation. 
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the same as in 2001. 
Because much of the information about

specific transactions is kept secret, it re-
mains unclear to what extent, if at all, the
weakness in royalty payments stems from
deliberate cheating or from issues with the
rules themselves.

But one major producer, Burlington Re-
sources, admitted to shareholders last year
that it might have underpaid about $76 mil-
lion in gas royalties in the 1990’s. And in Ala-
bama, a jury ruled in 2003 that Exxon had
cheated on $63.6 million worth of royalties
from gas wells in state-owned waters. The
jury awarded $11.9 billion in punitive dam-
ages, which a judge later reduced to $3.5 bil-
lion. Exxon disputes the charges and is ap-
pealing the verdict.

The possible losses to taxpayers in gas
could be even higher than the losses tied to
the scandals over oil royalties. For one
thing, natural gas production on federal
land is worth twice as much as oil.

Moreover, the Interior Department has
scaled back on full audits, pushed out a cou-
ple of its more aggressive auditors and been
criticized by its own inspector general for
the audits that it did pursue.

“We are talking about the same issues
and in many cases the same players as be-
fore,” said Danielle Brian, executive di-
rector of the Project on Government Over-
sight, a nonprofit watchdog group that ex-
posed many of the oil royalty scandals. 

“These companies had knowingly been
cheating on oil for years, if not decades,”
Ms. Brian continued. “To ignore the likeli-
hood that the same thing is happening on the
gas side is absurd.”

Johnnie M. Burton, director of the Interior
Department’s Minerals Management Serv-
ice, said the disparities were mostly the re-
sult of deductions that the regulations let
companies take, reducing the sale prices
they report to the government.

But Ms. Burton said she had not known
and could not explain why companies were
reporting higher sale prices to their share-
holders and to the Securities and Exchange
Commission than to her office. 

“I can’t answer because I don’t know,”
she said in an interview. “We don’t look at
S.E.C. filings. We don’t have enough staff to
do all of that. If we were to do that, then we
would have to have more staff and more
budget. You know, there is such a thing as

budget constraint, and it’s been real tough,
let me tell you.” The contrasts between what
companies are telling the government and
what they are telling shareholders is stark.

The Interior Department, using the num-
bers given by companies paying royalties,
said the average sale price of natural gas on
federal leases was $5.62 per thousand cubic
feet in fiscal 2005, which ended Sept. 30. 

By contrast, Exxon told shareholders that
it received about $6.88 per thousand cubic
feet in the nine months that ended Sept. 30.
Chevron said its average price in that peri-
od was $6.49. Kerr-McGee, which suffered
huge losses from hedging against a drop in
prices, nonetheless said it still received an
average price of $6.59. 

“There’s no reason why what the compa-
nies report to their shareholders should be
higher than what they report” to the Miner-
als Management Service, said Lee Helfrich,
a lawyer who has represented California in
many battles with the industry over roy-
alties. “The ultimate goals or mission of the
S.E.C. and the M.M.S. are different, but the
information reported to each should be the
same.”

In the scandals over oil royalties in the
1990’s, government investigators, aided by
industry whistle-blowers and investigation
by the Project on Government Oversight,
found that companies were using a host of
tricks to understate their sale prices.

These included buy-sell agreements in
which producers swapped oil with each oth-
er at artificially low prices and then resold
it at higher prices. Companies also sold oil
at below-market prices to their own affili-
ates, classified high-priced “sweet” oil as
much cheaper “sour” oil and padded their
deductions for transportation costs.

In the wake of the scandals, the outgoing
Clinton administration pushed through
tough new rules for valuing crude oil, which
relied on comparing company reports with
an index of spot market prices. 

A Pro-Industry Approach
But the Bush administration did not close

any loopholes for valuing natural gas. In-
deed, in March 2005 it expanded the list of
deductions and decided against valuing
sales at spot-market prices when companies
were selling to their own affiliates. 

The industry-friendly stance was inten-
tional. Mr. Bush and top White House offi-
cials also placed a top priority on promoting
domestic energy production. Vice President
Dick Cheney’s energy task force called for
giving lucrative new incentives to compa-
nies that drill in the Gulf of Mexico and oth-
er high-risk areas.

The Bush administration also took a
much more relaxed approach to auditing
and fraud prevention. In 2003, the Interior
Department’s inspector general declared
that the auditing process was “ineffective”
and “lacked accountability” and that many
of the auditors were unqualified. 

In one instance, inspectors discovered
that auditors had lost the working papers
for an important audit and tried to cover up
their blunder by creating and back-dating
false documents. Rather than punish any-
body, the inspector general recounted, the
minerals service gave the employee who
produced the new documents a financial bo-
nus for “creativity.” 

Administration officials said last week
that they had addressed most of the crit-
icisms and that the inspector general had
since said its corrective actions were “suffi-
cient.”

The Interior Department also fired two of
its most aggressive and successful auditors.
One of them was Bobby L. Maxwell, a vet-
eran auditor who had recovered hundreds of
millions of dollars in underpayments over a
22-year career and received an award for
meritorious service in 2003 from Interior
Secretary Gale A. Norton.

Mr. Maxwell was fired in early 2005 after
clashing with superiors over his belief that
Kerr-McGee had shortchanged the govern-
ment $12 million. Mr. Maxwell charged that
he had been wrongfully fired, and the gov-
ernment paid him an undisclosed amount of
money to settle out of court.

Mr. Maxwell is now pursuing Kerr-
McGee, which has denied any guilt, with his
own lawsuit under the False Claims Act,
which allows private citizens who prove
fraud to collect some of the money they help
recover.

Patrick Etchart, a spokesman for the
Minerals Management Service in Denver,
said that Mr. Maxwell lost his job because of
a reorganization and that he had declined an
offer to move to a different city.

But lawmakers who wrestled with the

government over previous royalty scandals
are dubious.

“It’s all gotten worse, not better,” said
Representative Carolyn B. Maloney, Demo-
crat of New York, who led Congressional in-
vestigations into cheating on oil royalties in
the 1990’s. “They make the process so com-
plicated that no one can really follow the
money.”

Ending Detailed Inspections
Perhaps the most striking example of

sluggish auditing is the government’s effort
to collect back royalties from companies
that blatantly ignored one of the govern-
ment’s basic rules.

Under current rules aimed at promoting
energy production in deep waters, compa-
nies can produce large volumes of oil and
gas without paying royalties at all. But the
rules also require companies to start paying
royalties if market prices climb above cer-
tain “threshold” levels.

As it happens, market prices have been
above those levels since the 2003 fiscal year.
But even though dozens of companies never
bothered to start paying, Ms. Burton said
earlier this month that the government had
yet to demand repayment three months into
the 2006 fiscal year.

“It’s more complicated than you might
think,” said Lucy Querques Dennett , associ-
ate director of the Minerals Management
Service in charge of the issue. 

But enforcing the rules about price
thresholds is easy compared with verifying
the actual sale value of natural gas.

Over the last four years, the Bush admin-
istration has ordered its auditors to move
away from detailed inspections in favor of a
more cursory approach of looking for anom-
alies in company reports. If a company in
Louisiana, say, reported prices that differed
from those of other companies in the same
region, it would attract closer scrutiny. 

Mr. Etchart, the agency’s spokesman,
said that the number of full-scale audits had
declined slightly over the past few years
and that the budget for compliance had fall-
en.

But he said the government still took a
“close look” at 71 percent of oil and gas pro-
duction. “Our strategy would obviously be to
focus on anomalies,” he said, “but it is also
to focus on large producing areas.” 

The agency’s strategy has drawn pro-
tests, however, from many states, which are
entitled to a share of federal royalties, and
from some of the Interior Department’s
most aggressive auditors.

One of those auditors was Kevin Gam-
brell, director of the Federal Indian Miner-
als Office in Farmington, N.M. Mr. Gam-
brell fought with his superiors over many is-
sues, one of which was their demand that he
do fewer audits and simply monitor posted
prices of companies in the same area.

“Where the M.M.S. approach falls short is
that there are so many different types of de-
ductions you can take in getting gas and oil
to the market, and there are so many premi-
ums and bonuses in the contracts,” Mr.
Gambrell said in a recent interview. “You
have to take a detailed look at the contracts
to know what’s going on.”

The Interior Department forced Mr.
Gambrell out in 2003, charging that he had
improperly destroyed office documents. Mr.
Gambrell sued for wrongful termination, ar-
guing that he had discarded only copies of
documents. He also presented evidence that
his office had recovered eight times as
much money as offices that used the admin-
istration’s preferred approach.

The government settled his case in 2004
by clearing him of any wrongdoing and pay-
ing him an undisclosed amount of money.

For practical purposes, the biggest cost to
taxpayers may have less to do with cheating
and fraud than with the government’s in-
scrutable rules.

Consider the case of Burlington Re-
sources, a Houston-based producer that
ConocoPhillips acquired in December for
$35.6 billion. Burlington paid $8.5 million in
2001 to settle charges of cheating related to
its oil royalties. Last March, Burlington dis-
closed that it might also have underpaid gas
royalties by about $76 million during the
1990’s. It set aside $81 million to cover pos-
sible litigation costs.

Unlike others, Burlington executives pro-
vided information to The Times on the roy-
alties it paid for natural gas and on the sale
prices that it has reported to the Interior
Department since 2002.

During those four years, Burlington said
it paid $627 million in gas royalties and that
its annual payment shot up from $89 million
in 2002 to $233 million in 2005.

That surge in royalties does track closely
with the rise in market prices. But Burling-
ton’s numbers also highlight the essential is-
sue raised by many critics: the rules let
companies understate the value of their gas
sales by taking scores of deductions. 

Those deductions include the cost of
transportation, processing, brokerage fees,
pipeline reservation fees and even certain
“theoretical losses” for companies that own
their own pipelines. 

In 2001, Burlington reported an average
price of $1.98 per thousand cubic feet to the
government but an average sale price of
$3.20 to its shareholders. In 2005, the compa-
ny reported an average sale price of $5.75 to
the government and $6.46 to shareholders.

Keeping Royalties Secret
James Bartlett, a spokesman for Burling-

ton, said part of the discrepancy resulted
from the fact that much of Burlington’s pro-
duction is in the Rocky Mountains, where
natural gas fetches lower prices. 

The federal government does not require
companies to divulge the amount of roy-
alties they pay or what they tell the govern-
ment about sale prices. And unlike Burling-
ton Resources, Exxon and most other major
oil companies refused to disclose the in-
formation when asked.

“It’s not required information,” said Mr.
Davis of Exxon, echoing responses from
Chevron, Royal Dutch/Shell and other big
producers. “We’re not going to publish it.”

Companies Pay U.S. Less 
For Valuable Gas Rights 

Michael Stravato for The New York Times

Energy companies pay royalties for gas and oil taken from federal lands and offshore fields like this one in the Gulf of Mexico.

The New York Times

Sources: Energy Information Administration; Minerals Management Service; company reports 

Coming Up Short?
In return for the right to extract natural gas from territory controlled by the federal govern-
ment, energy companies pay a royalty based on the amount and the value of the energy 
produced and sold. Over the last two years, the companies reported to the government 
that they received lower prices than what they disclosed to their shareholders. As a result, 
the government’s royalties have been lower than if the higher prices had been used. 
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After admitting their surprise that com-
panies were reporting much higher sales
prices for oil and gas to shareholders than to
the Interior Department, the Minerals Man-
agement service supplied The New York
Times with new statistics that seemed to
make the gap disappear.

In its new analysis, the agency said the
published statistics for each year included
scores of adjustments that companies had
made to reports from earlier years. It then
produced a markedly different new chart,
saying it had put those adjustments into the
proper years. 

In effect, the changes shifted about 15 per-
cent of gas production from 2004, a year of
high prices, to 2001, when prices were much
lower. As if waving a wand, the statisticians
declared that the government’s average
“sales value” for gas in 2004 and 2005 was
actually “very comparable” to the sales
prices that companies like Chevron had re-
ported to shareholders.

But the new statistics were wrong. They
showed big swings in annual gas production
that contradicted data compiled by the En-
ergy Information Administration.

Two days after being asked to clarify the
discrepancy, a spokesman for the Minerals
Management Service said the new numbers
contained a huge error: the statisticians
had erroneously shifted 800 billion cubic feet
of gas from 2004 to 2001, when they should
only have shifted about 8 million cubic feet.
The error invalidated all the other new num-
bers.

“It was the leaseholder’s mistake,” said
Patrick Etchart, a spokesman for the Min-
eral Management Service, adding that an
energy company had put down “more ze-
roes than they should have.”

EDMUND L. ANDREWS 

Shifting Numbers
On Price Reports

By ERIC SCHMITT
WASHINGTON, Jan. 22 — A senior Army

interrogator was convicted late Saturday of
negligent homicide in the death of an Iraqi
general after he shoved the general head-
first into a sleeping bag, sat on his chest and
put his hands over his mouth. 

A six-officer jury at Fort Carson, Colo.,
found the interrogator, Chief Warrant Offi-
cer Lewis E. Welshofer Jr., guilty of the
charge, which carries a maximum sentence
of three years in a military prison. He was
also found guilty of negligent dereliction of
duty. He was acquitted of murder and as-
sault charges. Sentencing is scheduled for
Monday. 

Army prosecutors contended that Mr.
Welshofer, 43, a chief interrogator with the
Third Armored Cavalry Regiment in Qaim,
Iraq, suffocated Maj. Gen. Abed Hamed
Mowhoush after wrapping him in the sleep-
ing bag and sitting on him during an in-
terrogation session on Nov. 26, 2003. Pros-
ecutors said Mr. Welshofer knew his in-
terrogation techniques were potentially le-
thal and against Army standards. 

Defense lawyers countered that Mr. Wel-
shofer, a 19-year Army veteran, did nothing
illegal and was using a technique that his
commander had approved for use on unco-

operative prisoners. They also said that
General Mowhoush, 57, whom the lawyers
said weighed more than 250 pounds, died
from an irregular heart rhythm caused by
heart disease and stress.

The widely publicized incident has drawn
attention from human rights groups as one
of the worst instances of abuse against de-
tainees in American custody in Iraq, and be-
cause General Mowhoush had been beaten
shortly before his death by a team that in-
cluded one or more C.I.A. contract workers.

The case also underscores the confusion
among military interrogators and their su-
periors over the use of aggressive interro-
gation techniques in the summer and fall of
2003, when the insurgency in Iraq was rap-
idly gaining momentum and ferocity, and
top Pentagon officials and commanders in
Iraq were demanding better intelligence
with which to attack the militants. 

Testimony at Mr. Welshofer’s court-mar-
tial last week confirmed that a team of
Iraqis had beaten the general two days be-
fore he died, but the C.I.A.’s involvement re-
mained largely unaddressed.

At one point, a defense lawyer, Frank
Spinner, questioned a witness whose identi-
ty was so secret that he was shielded from
reporters and others in the courtroom by a
green tarp suspended from the ceiling, The

Associated Press reported. The witness said
that when he spoke to Mr. Welshofer on the
day before General Mowhoush died, he was
alarmed when Mr. Welshofer told him he
thought the Army’s interrogation guidelines
were being broken every day.

“And you didn’t report it to the C.I.A.?”
Mr. Spinner asked. He then stopped himself
and quickly apologized to the judge.

Mr. Welshofer and his lawyers argued
that the Army had provided no guidance for
authorized and unauthorized techniques. “It
was not clear on what we were to do,” Mr.
Welshofer testified last Thursday, The
Rocky Mountain News reported. 

Mr. Welshofer said he received an e-mail
message from his unit’s commanders say-
ing that there were no rules for interroga-
tions yet, and that top officers were “tired of
taking casualties and that the gloves were
coming off.” He said he never received
memorandums from Sept. 14 and Oct. 12,
which first authorized the use of “stress po-
sitions” but called for the prior approval of
Lt. Gen. Ricardo S. Sanchez, the top general
in Iraq at the time. 

As a result, Mr. Welshofer said he escalat-
ed his tactics over the course of several in-
terviews to frighten the general, who was
providing little useful information. Mr. Wel-

shofer and another interrogator designed
the sleeping bag technique as a last resort,
believing it would create a claustrophobic
effect on a prisoner, Mr. Spinner said in a
telephone interview on Sunday. A small hole
was cut in the bottom of the sleeping bag to
allow the detainee to breathe. 

General Mowhoush was considered a
prized intelligence prospect. He had been
commander of air defenses in western Iraq
under Saddam Hussein, and military intelli-
gence officials believed he was a suspected
leader and financier of the insurgency there,
providing money and housing for fighters
coming in from Syria. General Mowhoush
had surrendered to military authorities two
weeks before his death, saying he wanted to
secure the release of his four sons in Ameri-
can custody. 

But the military prosecutor, Maj. Tiernan
Dolan, said Mr. Welshofer abused General
Mowhoush, treating him “worse than you
would treat a dog,” The A.P. reported. 

An Army spokesman, Paul Boyce, said in
an e-mail message on Sunday that more
than 500 investigations had examined alle-
gations of detainee mistreatment. Thus far,
he said, allegations against at least 251 mil-
itary members have been addressed in
courts-martial, nonjudicial punishment and
other administrative penalties.

Army Interrogator Is Convicted of Negligent Homicide in 2003 Death of Iraqi General

Jerilee Bennett/The Gazette of Colorado Springs

Chief Warrant Officer Lewis E. Welshof-
er Jr.’s court-martial came after an Iraqi
general died during interrogation. 
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the same as in 2001. 
Because much of the information about

specific transactions is kept secret, it re-
mains unclear to what extent, if at all, the
weakness in royalty payments stems from
deliberate cheating or from issues with the
rules themselves.

But one major producer, Burlington Re-
sources, admitted to shareholders last year
that it might have underpaid about $76 mil-
lion in gas royalties in the 1990’s. And in Ala-
bama, a jury ruled in 2003 that Exxon had
cheated on $63.6 million worth of royalties
from gas wells in state-owned waters. The
jury awarded $11.9 billion in punitive dam-
ages, which a judge later reduced to $3.5 bil-
lion. Exxon disputes the charges and is ap-
pealing the verdict.

The possible losses to taxpayers in gas
could be even higher than the losses tied to
the scandals over oil royalties. For one
thing, natural gas production on federal
land is worth twice as much as oil.

Moreover, the Interior Department has
scaled back on full audits, pushed out a cou-
ple of its more aggressive auditors and been
criticized by its own inspector general for
the audits that it did pursue.

“We are talking about the same issues
and in many cases the same players as be-
fore,” said Danielle Brian, executive di-
rector of the Project on Government Over-
sight, a nonprofit watchdog group that ex-
posed many of the oil royalty scandals. 

“These companies had knowingly been
cheating on oil for years, if not decades,”
Ms. Brian continued. “To ignore the likeli-
hood that the same thing is happening on the
gas side is absurd.”

Johnnie M. Burton, director of the Interior
Department’s Minerals Management Serv-
ice, said the disparities were mostly the re-
sult of deductions that the regulations let
companies take, reducing the sale prices
they report to the government.

But Ms. Burton said she had not known
and could not explain why companies were
reporting higher sale prices to their share-
holders and to the Securities and Exchange
Commission than to her office. 

“I can’t answer because I don’t know,”
she said in an interview. “We don’t look at
S.E.C. filings. We don’t have enough staff to
do all of that. If we were to do that, then we
would have to have more staff and more
budget. You know, there is such a thing as

budget constraint, and it’s been real tough,
let me tell you.” The contrasts between what
companies are telling the government and
what they are telling shareholders is stark.

The Interior Department, using the num-
bers given by companies paying royalties,
said the average sale price of natural gas on
federal leases was $5.62 per thousand cubic
feet in fiscal 2005, which ended Sept. 30. 

By contrast, Exxon told shareholders that
it received about $6.88 per thousand cubic
feet in the nine months that ended Sept. 30.
Chevron said its average price in that peri-
od was $6.49. Kerr-McGee, which suffered
huge losses from hedging against a drop in
prices, nonetheless said it still received an
average price of $6.59. 

“There’s no reason why what the compa-
nies report to their shareholders should be
higher than what they report” to the Miner-
als Management Service, said Lee Helfrich,
a lawyer who has represented California in
many battles with the industry over roy-
alties. “The ultimate goals or mission of the
S.E.C. and the M.M.S. are different, but the
information reported to each should be the
same.”

In the scandals over oil royalties in the
1990’s, government investigators, aided by
industry whistle-blowers and investigation
by the Project on Government Oversight,
found that companies were using a host of
tricks to understate their sale prices.

These included buy-sell agreements in
which producers swapped oil with each oth-
er at artificially low prices and then resold
it at higher prices. Companies also sold oil
at below-market prices to their own affili-
ates, classified high-priced “sweet” oil as
much cheaper “sour” oil and padded their
deductions for transportation costs.

In the wake of the scandals, the outgoing
Clinton administration pushed through
tough new rules for valuing crude oil, which
relied on comparing company reports with
an index of spot market prices. 

A Pro-Industry Approach
But the Bush administration did not close

any loopholes for valuing natural gas. In-
deed, in March 2005 it expanded the list of
deductions and decided against valuing
sales at spot-market prices when companies
were selling to their own affiliates. 

The industry-friendly stance was inten-
tional. Mr. Bush and top White House offi-
cials also placed a top priority on promoting
domestic energy production. Vice President
Dick Cheney’s energy task force called for
giving lucrative new incentives to compa-
nies that drill in the Gulf of Mexico and oth-
er high-risk areas.

The Bush administration also took a
much more relaxed approach to auditing
and fraud prevention. In 2003, the Interior
Department’s inspector general declared
that the auditing process was “ineffective”
and “lacked accountability” and that many
of the auditors were unqualified. 

In one instance, inspectors discovered
that auditors had lost the working papers
for an important audit and tried to cover up
their blunder by creating and back-dating
false documents. Rather than punish any-
body, the inspector general recounted, the
minerals service gave the employee who
produced the new documents a financial bo-
nus for “creativity.” 

Administration officials said last week
that they had addressed most of the crit-
icisms and that the inspector general had
since said its corrective actions were “suffi-
cient.”

The Interior Department also fired two of
its most aggressive and successful auditors.
One of them was Bobby L. Maxwell, a vet-
eran auditor who had recovered hundreds of
millions of dollars in underpayments over a
22-year career and received an award for
meritorious service in 2003 from Interior
Secretary Gale A. Norton.

Mr. Maxwell was fired in early 2005 after
clashing with superiors over his belief that
Kerr-McGee had shortchanged the govern-
ment $12 million. Mr. Maxwell charged that
he had been wrongfully fired, and the gov-
ernment paid him an undisclosed amount of
money to settle out of court.

Mr. Maxwell is now pursuing Kerr-
McGee, which has denied any guilt, with his
own lawsuit under the False Claims Act,
which allows private citizens who prove
fraud to collect some of the money they help
recover.

Patrick Etchart, a spokesman for the
Minerals Management Service in Denver,
said that Mr. Maxwell lost his job because of
a reorganization and that he had declined an
offer to move to a different city.

But lawmakers who wrestled with the

government over previous royalty scandals
are dubious.

“It’s all gotten worse, not better,” said
Representative Carolyn B. Maloney, Demo-
crat of New York, who led Congressional in-
vestigations into cheating on oil royalties in
the 1990’s. “They make the process so com-
plicated that no one can really follow the
money.”

Ending Detailed Inspections
Perhaps the most striking example of

sluggish auditing is the government’s effort
to collect back royalties from companies
that blatantly ignored one of the govern-
ment’s basic rules.

Under current rules aimed at promoting
energy production in deep waters, compa-
nies can produce large volumes of oil and
gas without paying royalties at all. But the
rules also require companies to start paying
royalties if market prices climb above cer-
tain “threshold” levels.

As it happens, market prices have been
above those levels since the 2003 fiscal year.
But even though dozens of companies never
bothered to start paying, Ms. Burton said
earlier this month that the government had
yet to demand repayment three months into
the 2006 fiscal year.

“It’s more complicated than you might
think,” said Lucy Querques Dennett , associ-
ate director of the Minerals Management
Service in charge of the issue. 

But enforcing the rules about price
thresholds is easy compared with verifying
the actual sale value of natural gas.

Over the last four years, the Bush admin-
istration has ordered its auditors to move
away from detailed inspections in favor of a
more cursory approach of looking for anom-
alies in company reports. If a company in
Louisiana, say, reported prices that differed
from those of other companies in the same
region, it would attract closer scrutiny. 

Mr. Etchart, the agency’s spokesman,
said that the number of full-scale audits had
declined slightly over the past few years
and that the budget for compliance had fall-
en.

But he said the government still took a
“close look” at 71 percent of oil and gas pro-
duction. “Our strategy would obviously be to
focus on anomalies,” he said, “but it is also
to focus on large producing areas.” 

The agency’s strategy has drawn pro-
tests, however, from many states, which are
entitled to a share of federal royalties, and
from some of the Interior Department’s
most aggressive auditors.

One of those auditors was Kevin Gam-
brell, director of the Federal Indian Miner-
als Office in Farmington, N.M. Mr. Gam-
brell fought with his superiors over many is-
sues, one of which was their demand that he
do fewer audits and simply monitor posted
prices of companies in the same area.

“Where the M.M.S. approach falls short is
that there are so many different types of de-
ductions you can take in getting gas and oil
to the market, and there are so many premi-
ums and bonuses in the contracts,” Mr.
Gambrell said in a recent interview. “You
have to take a detailed look at the contracts
to know what’s going on.”

The Interior Department forced Mr.
Gambrell out in 2003, charging that he had
improperly destroyed office documents. Mr.
Gambrell sued for wrongful termination, ar-
guing that he had discarded only copies of
documents. He also presented evidence that
his office had recovered eight times as
much money as offices that used the admin-
istration’s preferred approach.

The government settled his case in 2004
by clearing him of any wrongdoing and pay-
ing him an undisclosed amount of money.

For practical purposes, the biggest cost to
taxpayers may have less to do with cheating
and fraud than with the government’s in-
scrutable rules.

Consider the case of Burlington Re-
sources, a Houston-based producer that
ConocoPhillips acquired in December for
$35.6 billion. Burlington paid $8.5 million in
2001 to settle charges of cheating related to
its oil royalties. Last March, Burlington dis-
closed that it might also have underpaid gas
royalties by about $76 million during the
1990’s. It set aside $81 million to cover pos-
sible litigation costs.

Unlike others, Burlington executives pro-
vided information to The Times on the roy-
alties it paid for natural gas and on the sale
prices that it has reported to the Interior
Department since 2002.

During those four years, Burlington said
it paid $627 million in gas royalties and that
its annual payment shot up from $89 million
in 2002 to $233 million in 2005.

That surge in royalties does track closely
with the rise in market prices. But Burling-
ton’s numbers also highlight the essential is-
sue raised by many critics: the rules let
companies understate the value of their gas
sales by taking scores of deductions. 

Those deductions include the cost of
transportation, processing, brokerage fees,
pipeline reservation fees and even certain
“theoretical losses” for companies that own
their own pipelines. 

In 2001, Burlington reported an average
price of $1.98 per thousand cubic feet to the
government but an average sale price of
$3.20 to its shareholders. In 2005, the compa-
ny reported an average sale price of $5.75 to
the government and $6.46 to shareholders.

Keeping Royalties Secret
James Bartlett, a spokesman for Burling-

ton, said part of the discrepancy resulted
from the fact that much of Burlington’s pro-
duction is in the Rocky Mountains, where
natural gas fetches lower prices. 

The federal government does not require
companies to divulge the amount of roy-
alties they pay or what they tell the govern-
ment about sale prices. And unlike Burling-
ton Resources, Exxon and most other major
oil companies refused to disclose the in-
formation when asked.

“It’s not required information,” said Mr.
Davis of Exxon, echoing responses from
Chevron, Royal Dutch/Shell and other big
producers. “We’re not going to publish it.”

Companies Pay U.S. Less 
For Valuable Gas Rights 

Michael Stravato for The New York Times

Energy companies pay royalties for gas and oil taken from federal lands and offshore fields like this one in the Gulf of Mexico.

The New York Times

Sources: Energy Information Administration; Minerals Management Service; company reports 

Coming Up Short?
In return for the right to extract natural gas from territory controlled by the federal govern-
ment, energy companies pay a royalty based on the amount and the value of the energy 
produced and sold. Over the last two years, the companies reported to the government 
that they received lower prices than what they disclosed to their shareholders. As a result, 
the government’s royalties have been lower than if the higher prices had been used. 
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After admitting their surprise that com-
panies were reporting much higher sales
prices for oil and gas to shareholders than to
the Interior Department, the Minerals Man-
agement service supplied The New York
Times with new statistics that seemed to
make the gap disappear.

In its new analysis, the agency said the
published statistics for each year included
scores of adjustments that companies had
made to reports from earlier years. It then
produced a markedly different new chart,
saying it had put those adjustments into the
proper years. 

In effect, the changes shifted about 15 per-
cent of gas production from 2004, a year of
high prices, to 2001, when prices were much
lower. As if waving a wand, the statisticians
declared that the government’s average
“sales value” for gas in 2004 and 2005 was
actually “very comparable” to the sales
prices that companies like Chevron had re-
ported to shareholders.

But the new statistics were wrong. They
showed big swings in annual gas production
that contradicted data compiled by the En-
ergy Information Administration.

Two days after being asked to clarify the
discrepancy, a spokesman for the Minerals
Management Service said the new numbers
contained a huge error: the statisticians
had erroneously shifted 800 billion cubic feet
of gas from 2004 to 2001, when they should
only have shifted about 8 million cubic feet.
The error invalidated all the other new num-
bers.

“It was the leaseholder’s mistake,” said
Patrick Etchart, a spokesman for the Min-
eral Management Service, adding that an
energy company had put down “more ze-
roes than they should have.”

EDMUND L. ANDREWS 

Shifting Numbers
On Price Reports

By ERIC SCHMITT
WASHINGTON, Jan. 22 — A senior Army

interrogator was convicted late Saturday of
negligent homicide in the death of an Iraqi
general after he shoved the general head-
first into a sleeping bag, sat on his chest and
put his hands over his mouth. 

A six-officer jury at Fort Carson, Colo.,
found the interrogator, Chief Warrant Offi-
cer Lewis E. Welshofer Jr., guilty of the
charge, which carries a maximum sentence
of three years in a military prison. He was
also found guilty of negligent dereliction of
duty. He was acquitted of murder and as-
sault charges. Sentencing is scheduled for
Monday. 

Army prosecutors contended that Mr.
Welshofer, 43, a chief interrogator with the
Third Armored Cavalry Regiment in Qaim,
Iraq, suffocated Maj. Gen. Abed Hamed
Mowhoush after wrapping him in the sleep-
ing bag and sitting on him during an in-
terrogation session on Nov. 26, 2003. Pros-
ecutors said Mr. Welshofer knew his in-
terrogation techniques were potentially le-
thal and against Army standards. 

Defense lawyers countered that Mr. Wel-
shofer, a 19-year Army veteran, did nothing
illegal and was using a technique that his
commander had approved for use on unco-

operative prisoners. They also said that
General Mowhoush, 57, whom the lawyers
said weighed more than 250 pounds, died
from an irregular heart rhythm caused by
heart disease and stress.

The widely publicized incident has drawn
attention from human rights groups as one
of the worst instances of abuse against de-
tainees in American custody in Iraq, and be-
cause General Mowhoush had been beaten
shortly before his death by a team that in-
cluded one or more C.I.A. contract workers.

The case also underscores the confusion
among military interrogators and their su-
periors over the use of aggressive interro-
gation techniques in the summer and fall of
2003, when the insurgency in Iraq was rap-
idly gaining momentum and ferocity, and
top Pentagon officials and commanders in
Iraq were demanding better intelligence
with which to attack the militants. 

Testimony at Mr. Welshofer’s court-mar-
tial last week confirmed that a team of
Iraqis had beaten the general two days be-
fore he died, but the C.I.A.’s involvement re-
mained largely unaddressed.

At one point, a defense lawyer, Frank
Spinner, questioned a witness whose identi-
ty was so secret that he was shielded from
reporters and others in the courtroom by a
green tarp suspended from the ceiling, The

Associated Press reported. The witness said
that when he spoke to Mr. Welshofer on the
day before General Mowhoush died, he was
alarmed when Mr. Welshofer told him he
thought the Army’s interrogation guidelines
were being broken every day.

“And you didn’t report it to the C.I.A.?”
Mr. Spinner asked. He then stopped himself
and quickly apologized to the judge.

Mr. Welshofer and his lawyers argued
that the Army had provided no guidance for
authorized and unauthorized techniques. “It
was not clear on what we were to do,” Mr.
Welshofer testified last Thursday, The
Rocky Mountain News reported. 

Mr. Welshofer said he received an e-mail
message from his unit’s commanders say-
ing that there were no rules for interroga-
tions yet, and that top officers were “tired of
taking casualties and that the gloves were
coming off.” He said he never received
memorandums from Sept. 14 and Oct. 12,
which first authorized the use of “stress po-
sitions” but called for the prior approval of
Lt. Gen. Ricardo S. Sanchez, the top general
in Iraq at the time. 

As a result, Mr. Welshofer said he escalat-
ed his tactics over the course of several in-
terviews to frighten the general, who was
providing little useful information. Mr. Wel-

shofer and another interrogator designed
the sleeping bag technique as a last resort,
believing it would create a claustrophobic
effect on a prisoner, Mr. Spinner said in a
telephone interview on Sunday. A small hole
was cut in the bottom of the sleeping bag to
allow the detainee to breathe. 

General Mowhoush was considered a
prized intelligence prospect. He had been
commander of air defenses in western Iraq
under Saddam Hussein, and military intelli-
gence officials believed he was a suspected
leader and financier of the insurgency there,
providing money and housing for fighters
coming in from Syria. General Mowhoush
had surrendered to military authorities two
weeks before his death, saying he wanted to
secure the release of his four sons in Ameri-
can custody. 

But the military prosecutor, Maj. Tiernan
Dolan, said Mr. Welshofer abused General
Mowhoush, treating him “worse than you
would treat a dog,” The A.P. reported. 

An Army spokesman, Paul Boyce, said in
an e-mail message on Sunday that more
than 500 investigations had examined alle-
gations of detainee mistreatment. Thus far,
he said, allegations against at least 251 mil-
itary members have been addressed in
courts-martial, nonjudicial punishment and
other administrative penalties.

Army Interrogator Is Convicted of Negligent Homicide in 2003 Death of Iraqi General

Jerilee Bennett/The Gazette of Colorado Springs

Chief Warrant Officer Lewis E. Welshof-
er Jr.’s court-martial came after an Iraqi
general died during interrogation. 
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the same as in 2001. 
Because much of the information about

specific transactions is kept secret, it re-
mains unclear to what extent, if at all, the
weakness in royalty payments stems from
deliberate cheating or from issues with the
rules themselves.

But one major producer, Burlington Re-
sources, admitted to shareholders last year
that it might have underpaid about $76 mil-
lion in gas royalties in the 1990’s. And in Ala-
bama, a jury ruled in 2003 that Exxon had
cheated on $63.6 million worth of royalties
from gas wells in state-owned waters. The
jury awarded $11.9 billion in punitive dam-
ages, which a judge later reduced to $3.5 bil-
lion. Exxon disputes the charges and is ap-
pealing the verdict.

The possible losses to taxpayers in gas
could be even higher than the losses tied to
the scandals over oil royalties. For one
thing, natural gas production on federal
land is worth twice as much as oil.

Moreover, the Interior Department has
scaled back on full audits, pushed out a cou-
ple of its more aggressive auditors and been
criticized by its own inspector general for
the audits that it did pursue.

“We are talking about the same issues
and in many cases the same players as be-
fore,” said Danielle Brian, executive di-
rector of the Project on Government Over-
sight, a nonprofit watchdog group that ex-
posed many of the oil royalty scandals. 

“These companies had knowingly been
cheating on oil for years, if not decades,”
Ms. Brian continued. “To ignore the likeli-
hood that the same thing is happening on the
gas side is absurd.”

Johnnie M. Burton, director of the Interior
Department’s Minerals Management Serv-
ice, said the disparities were mostly the re-
sult of deductions that the regulations let
companies take, reducing the sale prices
they report to the government.

But Ms. Burton said she had not known
and could not explain why companies were
reporting higher sale prices to their share-
holders and to the Securities and Exchange
Commission than to her office. 

“I can’t answer because I don’t know,”
she said in an interview. “We don’t look at
S.E.C. filings. We don’t have enough staff to
do all of that. If we were to do that, then we
would have to have more staff and more
budget. You know, there is such a thing as

budget constraint, and it’s been real tough,
let me tell you.” The contrasts between what
companies are telling the government and
what they are telling shareholders is stark.

The Interior Department, using the num-
bers given by companies paying royalties,
said the average sale price of natural gas on
federal leases was $5.62 per thousand cubic
feet in fiscal 2005, which ended Sept. 30. 

By contrast, Exxon told shareholders that
it received about $6.88 per thousand cubic
feet in the nine months that ended Sept. 30.
Chevron said its average price in that peri-
od was $6.49. Kerr-McGee, which suffered
huge losses from hedging against a drop in
prices, nonetheless said it still received an
average price of $6.59. 

“There’s no reason why what the compa-
nies report to their shareholders should be
higher than what they report” to the Miner-
als Management Service, said Lee Helfrich,
a lawyer who has represented California in
many battles with the industry over roy-
alties. “The ultimate goals or mission of the
S.E.C. and the M.M.S. are different, but the
information reported to each should be the
same.”

In the scandals over oil royalties in the
1990’s, government investigators, aided by
industry whistle-blowers and investigation
by the Project on Government Oversight,
found that companies were using a host of
tricks to understate their sale prices.

These included buy-sell agreements in
which producers swapped oil with each oth-
er at artificially low prices and then resold
it at higher prices. Companies also sold oil
at below-market prices to their own affili-
ates, classified high-priced “sweet” oil as
much cheaper “sour” oil and padded their
deductions for transportation costs.

In the wake of the scandals, the outgoing
Clinton administration pushed through
tough new rules for valuing crude oil, which
relied on comparing company reports with
an index of spot market prices. 

A Pro-Industry Approach
But the Bush administration did not close

any loopholes for valuing natural gas. In-
deed, in March 2005 it expanded the list of
deductions and decided against valuing
sales at spot-market prices when companies
were selling to their own affiliates. 

The industry-friendly stance was inten-
tional. Mr. Bush and top White House offi-
cials also placed a top priority on promoting
domestic energy production. Vice President
Dick Cheney’s energy task force called for
giving lucrative new incentives to compa-
nies that drill in the Gulf of Mexico and oth-
er high-risk areas.

The Bush administration also took a
much more relaxed approach to auditing
and fraud prevention. In 2003, the Interior
Department’s inspector general declared
that the auditing process was “ineffective”
and “lacked accountability” and that many
of the auditors were unqualified. 

In one instance, inspectors discovered
that auditors had lost the working papers
for an important audit and tried to cover up
their blunder by creating and back-dating
false documents. Rather than punish any-
body, the inspector general recounted, the
minerals service gave the employee who
produced the new documents a financial bo-
nus for “creativity.” 

Administration officials said last week
that they had addressed most of the crit-
icisms and that the inspector general had
since said its corrective actions were “suffi-
cient.”

The Interior Department also fired two of
its most aggressive and successful auditors.
One of them was Bobby L. Maxwell, a vet-
eran auditor who had recovered hundreds of
millions of dollars in underpayments over a
22-year career and received an award for
meritorious service in 2003 from Interior
Secretary Gale A. Norton.

Mr. Maxwell was fired in early 2005 after
clashing with superiors over his belief that
Kerr-McGee had shortchanged the govern-
ment $12 million. Mr. Maxwell charged that
he had been wrongfully fired, and the gov-
ernment paid him an undisclosed amount of
money to settle out of court.

Mr. Maxwell is now pursuing Kerr-
McGee, which has denied any guilt, with his
own lawsuit under the False Claims Act,
which allows private citizens who prove
fraud to collect some of the money they help
recover.

Patrick Etchart, a spokesman for the
Minerals Management Service in Denver,
said that Mr. Maxwell lost his job because of
a reorganization and that he had declined an
offer to move to a different city.

But lawmakers who wrestled with the

government over previous royalty scandals
are dubious.

“It’s all gotten worse, not better,” said
Representative Carolyn B. Maloney, Demo-
crat of New York, who led Congressional in-
vestigations into cheating on oil royalties in
the 1990’s. “They make the process so com-
plicated that no one can really follow the
money.”

Ending Detailed Inspections
Perhaps the most striking example of

sluggish auditing is the government’s effort
to collect back royalties from companies
that blatantly ignored one of the govern-
ment’s basic rules.

Under current rules aimed at promoting
energy production in deep waters, compa-
nies can produce large volumes of oil and
gas without paying royalties at all. But the
rules also require companies to start paying
royalties if market prices climb above cer-
tain “threshold” levels.

As it happens, market prices have been
above those levels since the 2003 fiscal year.
But even though dozens of companies never
bothered to start paying, Ms. Burton said
earlier this month that the government had
yet to demand repayment three months into
the 2006 fiscal year.

“It’s more complicated than you might
think,” said Lucy Querques Dennett , associ-
ate director of the Minerals Management
Service in charge of the issue. 

But enforcing the rules about price
thresholds is easy compared with verifying
the actual sale value of natural gas.

Over the last four years, the Bush admin-
istration has ordered its auditors to move
away from detailed inspections in favor of a
more cursory approach of looking for anom-
alies in company reports. If a company in
Louisiana, say, reported prices that differed
from those of other companies in the same
region, it would attract closer scrutiny. 

Mr. Etchart, the agency’s spokesman,
said that the number of full-scale audits had
declined slightly over the past few years
and that the budget for compliance had fall-
en.

But he said the government still took a
“close look” at 71 percent of oil and gas pro-
duction. “Our strategy would obviously be to
focus on anomalies,” he said, “but it is also
to focus on large producing areas.” 

The agency’s strategy has drawn pro-
tests, however, from many states, which are
entitled to a share of federal royalties, and
from some of the Interior Department’s
most aggressive auditors.

One of those auditors was Kevin Gam-
brell, director of the Federal Indian Miner-
als Office in Farmington, N.M. Mr. Gam-
brell fought with his superiors over many is-
sues, one of which was their demand that he
do fewer audits and simply monitor posted
prices of companies in the same area.

“Where the M.M.S. approach falls short is
that there are so many different types of de-
ductions you can take in getting gas and oil
to the market, and there are so many premi-
ums and bonuses in the contracts,” Mr.
Gambrell said in a recent interview. “You
have to take a detailed look at the contracts
to know what’s going on.”

The Interior Department forced Mr.
Gambrell out in 2003, charging that he had
improperly destroyed office documents. Mr.
Gambrell sued for wrongful termination, ar-
guing that he had discarded only copies of
documents. He also presented evidence that
his office had recovered eight times as
much money as offices that used the admin-
istration’s preferred approach.

The government settled his case in 2004
by clearing him of any wrongdoing and pay-
ing him an undisclosed amount of money.

For practical purposes, the biggest cost to
taxpayers may have less to do with cheating
and fraud than with the government’s in-
scrutable rules.

Consider the case of Burlington Re-
sources, a Houston-based producer that
ConocoPhillips acquired in December for
$35.6 billion. Burlington paid $8.5 million in
2001 to settle charges of cheating related to
its oil royalties. Last March, Burlington dis-
closed that it might also have underpaid gas
royalties by about $76 million during the
1990’s. It set aside $81 million to cover pos-
sible litigation costs.

Unlike others, Burlington executives pro-
vided information to The Times on the roy-
alties it paid for natural gas and on the sale
prices that it has reported to the Interior
Department since 2002.

During those four years, Burlington said
it paid $627 million in gas royalties and that
its annual payment shot up from $89 million
in 2002 to $233 million in 2005.

That surge in royalties does track closely
with the rise in market prices. But Burling-
ton’s numbers also highlight the essential is-
sue raised by many critics: the rules let
companies understate the value of their gas
sales by taking scores of deductions. 

Those deductions include the cost of
transportation, processing, brokerage fees,
pipeline reservation fees and even certain
“theoretical losses” for companies that own
their own pipelines. 

In 2001, Burlington reported an average
price of $1.98 per thousand cubic feet to the
government but an average sale price of
$3.20 to its shareholders. In 2005, the compa-
ny reported an average sale price of $5.75 to
the government and $6.46 to shareholders.

Keeping Royalties Secret
James Bartlett, a spokesman for Burling-

ton, said part of the discrepancy resulted
from the fact that much of Burlington’s pro-
duction is in the Rocky Mountains, where
natural gas fetches lower prices. 

The federal government does not require
companies to divulge the amount of roy-
alties they pay or what they tell the govern-
ment about sale prices. And unlike Burling-
ton Resources, Exxon and most other major
oil companies refused to disclose the in-
formation when asked.

“It’s not required information,” said Mr.
Davis of Exxon, echoing responses from
Chevron, Royal Dutch/Shell and other big
producers. “We’re not going to publish it.”

Companies Pay U.S. Less 
For Valuable Gas Rights 

Michael Stravato for The New York Times

Energy companies pay royalties for gas and oil taken from federal lands and offshore fields like this one in the Gulf of Mexico.

The New York Times

Sources: Energy Information Administration; Minerals Management Service; company reports 

Coming Up Short?
In return for the right to extract natural gas from territory controlled by the federal govern-
ment, energy companies pay a royalty based on the amount and the value of the energy 
produced and sold. Over the last two years, the companies reported to the government 
that they received lower prices than what they disclosed to their shareholders. As a result, 
the government’s royalties have been lower than if the higher prices had been used. 
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After admitting their surprise that com-
panies were reporting much higher sales
prices for oil and gas to shareholders than to
the Interior Department, the Minerals Man-
agement service supplied The New York
Times with new statistics that seemed to
make the gap disappear.

In its new analysis, the agency said the
published statistics for each year included
scores of adjustments that companies had
made to reports from earlier years. It then
produced a markedly different new chart,
saying it had put those adjustments into the
proper years. 

In effect, the changes shifted about 15 per-
cent of gas production from 2004, a year of
high prices, to 2001, when prices were much
lower. As if waving a wand, the statisticians
declared that the government’s average
“sales value” for gas in 2004 and 2005 was
actually “very comparable” to the sales
prices that companies like Chevron had re-
ported to shareholders.

But the new statistics were wrong. They
showed big swings in annual gas production
that contradicted data compiled by the En-
ergy Information Administration.

Two days after being asked to clarify the
discrepancy, a spokesman for the Minerals
Management Service said the new numbers
contained a huge error: the statisticians
had erroneously shifted 800 billion cubic feet
of gas from 2004 to 2001, when they should
only have shifted about 8 million cubic feet.
The error invalidated all the other new num-
bers.

“It was the leaseholder’s mistake,” said
Patrick Etchart, a spokesman for the Min-
eral Management Service, adding that an
energy company had put down “more ze-
roes than they should have.”

EDMUND L. ANDREWS 

Shifting Numbers
On Price Reports

By ERIC SCHMITT
WASHINGTON, Jan. 22 — A senior Army

interrogator was convicted late Saturday of
negligent homicide in the death of an Iraqi
general after he shoved the general head-
first into a sleeping bag, sat on his chest and
put his hands over his mouth. 

A six-officer jury at Fort Carson, Colo.,
found the interrogator, Chief Warrant Offi-
cer Lewis E. Welshofer Jr., guilty of the
charge, which carries a maximum sentence
of three years in a military prison. He was
also found guilty of negligent dereliction of
duty. He was acquitted of murder and as-
sault charges. Sentencing is scheduled for
Monday. 

Army prosecutors contended that Mr.
Welshofer, 43, a chief interrogator with the
Third Armored Cavalry Regiment in Qaim,
Iraq, suffocated Maj. Gen. Abed Hamed
Mowhoush after wrapping him in the sleep-
ing bag and sitting on him during an in-
terrogation session on Nov. 26, 2003. Pros-
ecutors said Mr. Welshofer knew his in-
terrogation techniques were potentially le-
thal and against Army standards. 

Defense lawyers countered that Mr. Wel-
shofer, a 19-year Army veteran, did nothing
illegal and was using a technique that his
commander had approved for use on unco-

operative prisoners. They also said that
General Mowhoush, 57, whom the lawyers
said weighed more than 250 pounds, died
from an irregular heart rhythm caused by
heart disease and stress.

The widely publicized incident has drawn
attention from human rights groups as one
of the worst instances of abuse against de-
tainees in American custody in Iraq, and be-
cause General Mowhoush had been beaten
shortly before his death by a team that in-
cluded one or more C.I.A. contract workers.

The case also underscores the confusion
among military interrogators and their su-
periors over the use of aggressive interro-
gation techniques in the summer and fall of
2003, when the insurgency in Iraq was rap-
idly gaining momentum and ferocity, and
top Pentagon officials and commanders in
Iraq were demanding better intelligence
with which to attack the militants. 

Testimony at Mr. Welshofer’s court-mar-
tial last week confirmed that a team of
Iraqis had beaten the general two days be-
fore he died, but the C.I.A.’s involvement re-
mained largely unaddressed.

At one point, a defense lawyer, Frank
Spinner, questioned a witness whose identi-
ty was so secret that he was shielded from
reporters and others in the courtroom by a
green tarp suspended from the ceiling, The

Associated Press reported. The witness said
that when he spoke to Mr. Welshofer on the
day before General Mowhoush died, he was
alarmed when Mr. Welshofer told him he
thought the Army’s interrogation guidelines
were being broken every day.

“And you didn’t report it to the C.I.A.?”
Mr. Spinner asked. He then stopped himself
and quickly apologized to the judge.

Mr. Welshofer and his lawyers argued
that the Army had provided no guidance for
authorized and unauthorized techniques. “It
was not clear on what we were to do,” Mr.
Welshofer testified last Thursday, The
Rocky Mountain News reported. 

Mr. Welshofer said he received an e-mail
message from his unit’s commanders say-
ing that there were no rules for interroga-
tions yet, and that top officers were “tired of
taking casualties and that the gloves were
coming off.” He said he never received
memorandums from Sept. 14 and Oct. 12,
which first authorized the use of “stress po-
sitions” but called for the prior approval of
Lt. Gen. Ricardo S. Sanchez, the top general
in Iraq at the time. 

As a result, Mr. Welshofer said he escalat-
ed his tactics over the course of several in-
terviews to frighten the general, who was
providing little useful information. Mr. Wel-

shofer and another interrogator designed
the sleeping bag technique as a last resort,
believing it would create a claustrophobic
effect on a prisoner, Mr. Spinner said in a
telephone interview on Sunday. A small hole
was cut in the bottom of the sleeping bag to
allow the detainee to breathe. 

General Mowhoush was considered a
prized intelligence prospect. He had been
commander of air defenses in western Iraq
under Saddam Hussein, and military intelli-
gence officials believed he was a suspected
leader and financier of the insurgency there,
providing money and housing for fighters
coming in from Syria. General Mowhoush
had surrendered to military authorities two
weeks before his death, saying he wanted to
secure the release of his four sons in Ameri-
can custody. 

But the military prosecutor, Maj. Tiernan
Dolan, said Mr. Welshofer abused General
Mowhoush, treating him “worse than you
would treat a dog,” The A.P. reported. 

An Army spokesman, Paul Boyce, said in
an e-mail message on Sunday that more
than 500 investigations had examined alle-
gations of detainee mistreatment. Thus far,
he said, allegations against at least 251 mil-
itary members have been addressed in
courts-martial, nonjudicial punishment and
other administrative penalties.

Army Interrogator Is Convicted of Negligent Homicide in 2003 Death of Iraqi General

Jerilee Bennett/The Gazette of Colorado Springs

Chief Warrant Officer Lewis E. Welshof-
er Jr.’s court-martial came after an Iraqi
general died during interrogation. 
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the same as in 2001. 
Because much of the information about

specific transactions is kept secret, it re-
mains unclear to what extent, if at all, the
weakness in royalty payments stems from
deliberate cheating or from issues with the
rules themselves.

But one major producer, Burlington Re-
sources, admitted to shareholders last year
that it might have underpaid about $76 mil-
lion in gas royalties in the 1990’s. And in Ala-
bama, a jury ruled in 2003 that Exxon had
cheated on $63.6 million worth of royalties
from gas wells in state-owned waters. The
jury awarded $11.9 billion in punitive dam-
ages, which a judge later reduced to $3.5 bil-
lion. Exxon disputes the charges and is ap-
pealing the verdict.

The possible losses to taxpayers in gas
could be even higher than the losses tied to
the scandals over oil royalties. For one
thing, natural gas production on federal
land is worth twice as much as oil.

Moreover, the Interior Department has
scaled back on full audits, pushed out a cou-
ple of its more aggressive auditors and been
criticized by its own inspector general for
the audits that it did pursue.

“We are talking about the same issues
and in many cases the same players as be-
fore,” said Danielle Brian, executive di-
rector of the Project on Government Over-
sight, a nonprofit watchdog group that ex-
posed many of the oil royalty scandals. 

“These companies had knowingly been
cheating on oil for years, if not decades,”
Ms. Brian continued. “To ignore the likeli-
hood that the same thing is happening on the
gas side is absurd.”

Johnnie M. Burton, director of the Interior
Department’s Minerals Management Serv-
ice, said the disparities were mostly the re-
sult of deductions that the regulations let
companies take, reducing the sale prices
they report to the government.

But Ms. Burton said she had not known
and could not explain why companies were
reporting higher sale prices to their share-
holders and to the Securities and Exchange
Commission than to her office. 

“I can’t answer because I don’t know,”
she said in an interview. “We don’t look at
S.E.C. filings. We don’t have enough staff to
do all of that. If we were to do that, then we
would have to have more staff and more
budget. You know, there is such a thing as

budget constraint, and it’s been real tough,
let me tell you.” The contrasts between what
companies are telling the government and
what they are telling shareholders is stark.

The Interior Department, using the num-
bers given by companies paying royalties,
said the average sale price of natural gas on
federal leases was $5.62 per thousand cubic
feet in fiscal 2005, which ended Sept. 30. 

By contrast, Exxon told shareholders that
it received about $6.88 per thousand cubic
feet in the nine months that ended Sept. 30.
Chevron said its average price in that peri-
od was $6.49. Kerr-McGee, which suffered
huge losses from hedging against a drop in
prices, nonetheless said it still received an
average price of $6.59. 

“There’s no reason why what the compa-
nies report to their shareholders should be
higher than what they report” to the Miner-
als Management Service, said Lee Helfrich,
a lawyer who has represented California in
many battles with the industry over roy-
alties. “The ultimate goals or mission of the
S.E.C. and the M.M.S. are different, but the
information reported to each should be the
same.”

In the scandals over oil royalties in the
1990’s, government investigators, aided by
industry whistle-blowers and investigation
by the Project on Government Oversight,
found that companies were using a host of
tricks to understate their sale prices.

These included buy-sell agreements in
which producers swapped oil with each oth-
er at artificially low prices and then resold
it at higher prices. Companies also sold oil
at below-market prices to their own affili-
ates, classified high-priced “sweet” oil as
much cheaper “sour” oil and padded their
deductions for transportation costs.

In the wake of the scandals, the outgoing
Clinton administration pushed through
tough new rules for valuing crude oil, which
relied on comparing company reports with
an index of spot market prices. 

A Pro-Industry Approach
But the Bush administration did not close

any loopholes for valuing natural gas. In-
deed, in March 2005 it expanded the list of
deductions and decided against valuing
sales at spot-market prices when companies
were selling to their own affiliates. 

The industry-friendly stance was inten-
tional. Mr. Bush and top White House offi-
cials also placed a top priority on promoting
domestic energy production. Vice President
Dick Cheney’s energy task force called for
giving lucrative new incentives to compa-
nies that drill in the Gulf of Mexico and oth-
er high-risk areas.

The Bush administration also took a
much more relaxed approach to auditing
and fraud prevention. In 2003, the Interior
Department’s inspector general declared
that the auditing process was “ineffective”
and “lacked accountability” and that many
of the auditors were unqualified. 

In one instance, inspectors discovered
that auditors had lost the working papers
for an important audit and tried to cover up
their blunder by creating and back-dating
false documents. Rather than punish any-
body, the inspector general recounted, the
minerals service gave the employee who
produced the new documents a financial bo-
nus for “creativity.” 

Administration officials said last week
that they had addressed most of the crit-
icisms and that the inspector general had
since said its corrective actions were “suffi-
cient.”

The Interior Department also fired two of
its most aggressive and successful auditors.
One of them was Bobby L. Maxwell, a vet-
eran auditor who had recovered hundreds of
millions of dollars in underpayments over a
22-year career and received an award for
meritorious service in 2003 from Interior
Secretary Gale A. Norton.

Mr. Maxwell was fired in early 2005 after
clashing with superiors over his belief that
Kerr-McGee had shortchanged the govern-
ment $12 million. Mr. Maxwell charged that
he had been wrongfully fired, and the gov-
ernment paid him an undisclosed amount of
money to settle out of court.

Mr. Maxwell is now pursuing Kerr-
McGee, which has denied any guilt, with his
own lawsuit under the False Claims Act,
which allows private citizens who prove
fraud to collect some of the money they help
recover.

Patrick Etchart, a spokesman for the
Minerals Management Service in Denver,
said that Mr. Maxwell lost his job because of
a reorganization and that he had declined an
offer to move to a different city.

But lawmakers who wrestled with the

government over previous royalty scandals
are dubious.

“It’s all gotten worse, not better,” said
Representative Carolyn B. Maloney, Demo-
crat of New York, who led Congressional in-
vestigations into cheating on oil royalties in
the 1990’s. “They make the process so com-
plicated that no one can really follow the
money.”

Ending Detailed Inspections
Perhaps the most striking example of

sluggish auditing is the government’s effort
to collect back royalties from companies
that blatantly ignored one of the govern-
ment’s basic rules.

Under current rules aimed at promoting
energy production in deep waters, compa-
nies can produce large volumes of oil and
gas without paying royalties at all. But the
rules also require companies to start paying
royalties if market prices climb above cer-
tain “threshold” levels.

As it happens, market prices have been
above those levels since the 2003 fiscal year.
But even though dozens of companies never
bothered to start paying, Ms. Burton said
earlier this month that the government had
yet to demand repayment three months into
the 2006 fiscal year.

“It’s more complicated than you might
think,” said Lucy Querques Dennett , associ-
ate director of the Minerals Management
Service in charge of the issue. 

But enforcing the rules about price
thresholds is easy compared with verifying
the actual sale value of natural gas.

Over the last four years, the Bush admin-
istration has ordered its auditors to move
away from detailed inspections in favor of a
more cursory approach of looking for anom-
alies in company reports. If a company in
Louisiana, say, reported prices that differed
from those of other companies in the same
region, it would attract closer scrutiny. 

Mr. Etchart, the agency’s spokesman,
said that the number of full-scale audits had
declined slightly over the past few years
and that the budget for compliance had fall-
en.

But he said the government still took a
“close look” at 71 percent of oil and gas pro-
duction. “Our strategy would obviously be to
focus on anomalies,” he said, “but it is also
to focus on large producing areas.” 

The agency’s strategy has drawn pro-
tests, however, from many states, which are
entitled to a share of federal royalties, and
from some of the Interior Department’s
most aggressive auditors.

One of those auditors was Kevin Gam-
brell, director of the Federal Indian Miner-
als Office in Farmington, N.M. Mr. Gam-
brell fought with his superiors over many is-
sues, one of which was their demand that he
do fewer audits and simply monitor posted
prices of companies in the same area.

“Where the M.M.S. approach falls short is
that there are so many different types of de-
ductions you can take in getting gas and oil
to the market, and there are so many premi-
ums and bonuses in the contracts,” Mr.
Gambrell said in a recent interview. “You
have to take a detailed look at the contracts
to know what’s going on.”

The Interior Department forced Mr.
Gambrell out in 2003, charging that he had
improperly destroyed office documents. Mr.
Gambrell sued for wrongful termination, ar-
guing that he had discarded only copies of
documents. He also presented evidence that
his office had recovered eight times as
much money as offices that used the admin-
istration’s preferred approach.

The government settled his case in 2004
by clearing him of any wrongdoing and pay-
ing him an undisclosed amount of money.

For practical purposes, the biggest cost to
taxpayers may have less to do with cheating
and fraud than with the government’s in-
scrutable rules.

Consider the case of Burlington Re-
sources, a Houston-based producer that
ConocoPhillips acquired in December for
$35.6 billion. Burlington paid $8.5 million in
2001 to settle charges of cheating related to
its oil royalties. Last March, Burlington dis-
closed that it might also have underpaid gas
royalties by about $76 million during the
1990’s. It set aside $81 million to cover pos-
sible litigation costs.

Unlike others, Burlington executives pro-
vided information to The Times on the roy-
alties it paid for natural gas and on the sale
prices that it has reported to the Interior
Department since 2002.

During those four years, Burlington said
it paid $627 million in gas royalties and that
its annual payment shot up from $89 million
in 2002 to $233 million in 2005.

That surge in royalties does track closely
with the rise in market prices. But Burling-
ton’s numbers also highlight the essential is-
sue raised by many critics: the rules let
companies understate the value of their gas
sales by taking scores of deductions. 

Those deductions include the cost of
transportation, processing, brokerage fees,
pipeline reservation fees and even certain
“theoretical losses” for companies that own
their own pipelines. 

In 2001, Burlington reported an average
price of $1.98 per thousand cubic feet to the
government but an average sale price of
$3.20 to its shareholders. In 2005, the compa-
ny reported an average sale price of $5.75 to
the government and $6.46 to shareholders.

Keeping Royalties Secret
James Bartlett, a spokesman for Burling-

ton, said part of the discrepancy resulted
from the fact that much of Burlington’s pro-
duction is in the Rocky Mountains, where
natural gas fetches lower prices. 

The federal government does not require
companies to divulge the amount of roy-
alties they pay or what they tell the govern-
ment about sale prices. And unlike Burling-
ton Resources, Exxon and most other major
oil companies refused to disclose the in-
formation when asked.

“It’s not required information,” said Mr.
Davis of Exxon, echoing responses from
Chevron, Royal Dutch/Shell and other big
producers. “We’re not going to publish it.”

Companies Pay U.S. Less 
For Valuable Gas Rights 

Michael Stravato for The New York Times

Energy companies pay royalties for gas and oil taken from federal lands and offshore fields like this one in the Gulf of Mexico.

The New York Times

Sources: Energy Information Administration; Minerals Management Service; company reports 

Coming Up Short?
In return for the right to extract natural gas from territory controlled by the federal govern-
ment, energy companies pay a royalty based on the amount and the value of the energy 
produced and sold. Over the last two years, the companies reported to the government 
that they received lower prices than what they disclosed to their shareholders. As a result, 
the government’s royalties have been lower than if the higher prices had been used. 
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After admitting their surprise that com-
panies were reporting much higher sales
prices for oil and gas to shareholders than to
the Interior Department, the Minerals Man-
agement service supplied The New York
Times with new statistics that seemed to
make the gap disappear.

In its new analysis, the agency said the
published statistics for each year included
scores of adjustments that companies had
made to reports from earlier years. It then
produced a markedly different new chart,
saying it had put those adjustments into the
proper years. 

In effect, the changes shifted about 15 per-
cent of gas production from 2004, a year of
high prices, to 2001, when prices were much
lower. As if waving a wand, the statisticians
declared that the government’s average
“sales value” for gas in 2004 and 2005 was
actually “very comparable” to the sales
prices that companies like Chevron had re-
ported to shareholders.

But the new statistics were wrong. They
showed big swings in annual gas production
that contradicted data compiled by the En-
ergy Information Administration.

Two days after being asked to clarify the
discrepancy, a spokesman for the Minerals
Management Service said the new numbers
contained a huge error: the statisticians
had erroneously shifted 800 billion cubic feet
of gas from 2004 to 2001, when they should
only have shifted about 8 million cubic feet.
The error invalidated all the other new num-
bers.

“It was the leaseholder’s mistake,” said
Patrick Etchart, a spokesman for the Min-
eral Management Service, adding that an
energy company had put down “more ze-
roes than they should have.”

EDMUND L. ANDREWS 

Shifting Numbers
On Price Reports

By ERIC SCHMITT
WASHINGTON, Jan. 22 — A senior Army

interrogator was convicted late Saturday of
negligent homicide in the death of an Iraqi
general after he shoved the general head-
first into a sleeping bag, sat on his chest and
put his hands over his mouth. 

A six-officer jury at Fort Carson, Colo.,
found the interrogator, Chief Warrant Offi-
cer Lewis E. Welshofer Jr., guilty of the
charge, which carries a maximum sentence
of three years in a military prison. He was
also found guilty of negligent dereliction of
duty. He was acquitted of murder and as-
sault charges. Sentencing is scheduled for
Monday. 

Army prosecutors contended that Mr.
Welshofer, 43, a chief interrogator with the
Third Armored Cavalry Regiment in Qaim,
Iraq, suffocated Maj. Gen. Abed Hamed
Mowhoush after wrapping him in the sleep-
ing bag and sitting on him during an in-
terrogation session on Nov. 26, 2003. Pros-
ecutors said Mr. Welshofer knew his in-
terrogation techniques were potentially le-
thal and against Army standards. 

Defense lawyers countered that Mr. Wel-
shofer, a 19-year Army veteran, did nothing
illegal and was using a technique that his
commander had approved for use on unco-

operative prisoners. They also said that
General Mowhoush, 57, whom the lawyers
said weighed more than 250 pounds, died
from an irregular heart rhythm caused by
heart disease and stress.

The widely publicized incident has drawn
attention from human rights groups as one
of the worst instances of abuse against de-
tainees in American custody in Iraq, and be-
cause General Mowhoush had been beaten
shortly before his death by a team that in-
cluded one or more C.I.A. contract workers.

The case also underscores the confusion
among military interrogators and their su-
periors over the use of aggressive interro-
gation techniques in the summer and fall of
2003, when the insurgency in Iraq was rap-
idly gaining momentum and ferocity, and
top Pentagon officials and commanders in
Iraq were demanding better intelligence
with which to attack the militants. 

Testimony at Mr. Welshofer’s court-mar-
tial last week confirmed that a team of
Iraqis had beaten the general two days be-
fore he died, but the C.I.A.’s involvement re-
mained largely unaddressed.

At one point, a defense lawyer, Frank
Spinner, questioned a witness whose identi-
ty was so secret that he was shielded from
reporters and others in the courtroom by a
green tarp suspended from the ceiling, The

Associated Press reported. The witness said
that when he spoke to Mr. Welshofer on the
day before General Mowhoush died, he was
alarmed when Mr. Welshofer told him he
thought the Army’s interrogation guidelines
were being broken every day.

“And you didn’t report it to the C.I.A.?”
Mr. Spinner asked. He then stopped himself
and quickly apologized to the judge.

Mr. Welshofer and his lawyers argued
that the Army had provided no guidance for
authorized and unauthorized techniques. “It
was not clear on what we were to do,” Mr.
Welshofer testified last Thursday, The
Rocky Mountain News reported. 

Mr. Welshofer said he received an e-mail
message from his unit’s commanders say-
ing that there were no rules for interroga-
tions yet, and that top officers were “tired of
taking casualties and that the gloves were
coming off.” He said he never received
memorandums from Sept. 14 and Oct. 12,
which first authorized the use of “stress po-
sitions” but called for the prior approval of
Lt. Gen. Ricardo S. Sanchez, the top general
in Iraq at the time. 

As a result, Mr. Welshofer said he escalat-
ed his tactics over the course of several in-
terviews to frighten the general, who was
providing little useful information. Mr. Wel-

shofer and another interrogator designed
the sleeping bag technique as a last resort,
believing it would create a claustrophobic
effect on a prisoner, Mr. Spinner said in a
telephone interview on Sunday. A small hole
was cut in the bottom of the sleeping bag to
allow the detainee to breathe. 

General Mowhoush was considered a
prized intelligence prospect. He had been
commander of air defenses in western Iraq
under Saddam Hussein, and military intelli-
gence officials believed he was a suspected
leader and financier of the insurgency there,
providing money and housing for fighters
coming in from Syria. General Mowhoush
had surrendered to military authorities two
weeks before his death, saying he wanted to
secure the release of his four sons in Ameri-
can custody. 

But the military prosecutor, Maj. Tiernan
Dolan, said Mr. Welshofer abused General
Mowhoush, treating him “worse than you
would treat a dog,” The A.P. reported. 

An Army spokesman, Paul Boyce, said in
an e-mail message on Sunday that more
than 500 investigations had examined alle-
gations of detainee mistreatment. Thus far,
he said, allegations against at least 251 mil-
itary members have been addressed in
courts-martial, nonjudicial punishment and
other administrative penalties.

Army Interrogator Is Convicted of Negligent Homicide in 2003 Death of Iraqi General

Jerilee Bennett/The Gazette of Colorado Springs

Chief Warrant Officer Lewis E. Welshof-
er Jr.’s court-martial came after an Iraqi
general died during interrogation. 
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the same as in 2001. 
Because much of the information about

specific transactions is kept secret, it re-
mains unclear to what extent, if at all, the
weakness in royalty payments stems from
deliberate cheating or from issues with the
rules themselves.

But one major producer, Burlington Re-
sources, admitted to shareholders last year
that it might have underpaid about $76 mil-
lion in gas royalties in the 1990’s. And in Ala-
bama, a jury ruled in 2003 that Exxon had
cheated on $63.6 million worth of royalties
from gas wells in state-owned waters. The
jury awarded $11.9 billion in punitive dam-
ages, which a judge later reduced to $3.5 bil-
lion. Exxon disputes the charges and is ap-
pealing the verdict.

The possible losses to taxpayers in gas
could be even higher than the losses tied to
the scandals over oil royalties. For one
thing, natural gas production on federal
land is worth twice as much as oil.

Moreover, the Interior Department has
scaled back on full audits, pushed out a cou-
ple of its more aggressive auditors and been
criticized by its own inspector general for
the audits that it did pursue.

“We are talking about the same issues
and in many cases the same players as be-
fore,” said Danielle Brian, executive di-
rector of the Project on Government Over-
sight, a nonprofit watchdog group that ex-
posed many of the oil royalty scandals. 

“These companies had knowingly been
cheating on oil for years, if not decades,”
Ms. Brian continued. “To ignore the likeli-
hood that the same thing is happening on the
gas side is absurd.”

Johnnie M. Burton, director of the Interior
Department’s Minerals Management Serv-
ice, said the disparities were mostly the re-
sult of deductions that the regulations let
companies take, reducing the sale prices
they report to the government.

But Ms. Burton said she had not known
and could not explain why companies were
reporting higher sale prices to their share-
holders and to the Securities and Exchange
Commission than to her office. 

“I can’t answer because I don’t know,”
she said in an interview. “We don’t look at
S.E.C. filings. We don’t have enough staff to
do all of that. If we were to do that, then we
would have to have more staff and more
budget. You know, there is such a thing as

budget constraint, and it’s been real tough,
let me tell you.” The contrasts between what
companies are telling the government and
what they are telling shareholders is stark.

The Interior Department, using the num-
bers given by companies paying royalties,
said the average sale price of natural gas on
federal leases was $5.62 per thousand cubic
feet in fiscal 2005, which ended Sept. 30. 

By contrast, Exxon told shareholders that
it received about $6.88 per thousand cubic
feet in the nine months that ended Sept. 30.
Chevron said its average price in that peri-
od was $6.49. Kerr-McGee, which suffered
huge losses from hedging against a drop in
prices, nonetheless said it still received an
average price of $6.59. 

“There’s no reason why what the compa-
nies report to their shareholders should be
higher than what they report” to the Miner-
als Management Service, said Lee Helfrich,
a lawyer who has represented California in
many battles with the industry over roy-
alties. “The ultimate goals or mission of the
S.E.C. and the M.M.S. are different, but the
information reported to each should be the
same.”

In the scandals over oil royalties in the
1990’s, government investigators, aided by
industry whistle-blowers and investigation
by the Project on Government Oversight,
found that companies were using a host of
tricks to understate their sale prices.

These included buy-sell agreements in
which producers swapped oil with each oth-
er at artificially low prices and then resold
it at higher prices. Companies also sold oil
at below-market prices to their own affili-
ates, classified high-priced “sweet” oil as
much cheaper “sour” oil and padded their
deductions for transportation costs.

In the wake of the scandals, the outgoing
Clinton administration pushed through
tough new rules for valuing crude oil, which
relied on comparing company reports with
an index of spot market prices. 

A Pro-Industry Approach
But the Bush administration did not close

any loopholes for valuing natural gas. In-
deed, in March 2005 it expanded the list of
deductions and decided against valuing
sales at spot-market prices when companies
were selling to their own affiliates. 

The industry-friendly stance was inten-
tional. Mr. Bush and top White House offi-
cials also placed a top priority on promoting
domestic energy production. Vice President
Dick Cheney’s energy task force called for
giving lucrative new incentives to compa-
nies that drill in the Gulf of Mexico and oth-
er high-risk areas.

The Bush administration also took a
much more relaxed approach to auditing
and fraud prevention. In 2003, the Interior
Department’s inspector general declared
that the auditing process was “ineffective”
and “lacked accountability” and that many
of the auditors were unqualified. 

In one instance, inspectors discovered
that auditors had lost the working papers
for an important audit and tried to cover up
their blunder by creating and back-dating
false documents. Rather than punish any-
body, the inspector general recounted, the
minerals service gave the employee who
produced the new documents a financial bo-
nus for “creativity.” 

Administration officials said last week
that they had addressed most of the crit-
icisms and that the inspector general had
since said its corrective actions were “suffi-
cient.”

The Interior Department also fired two of
its most aggressive and successful auditors.
One of them was Bobby L. Maxwell, a vet-
eran auditor who had recovered hundreds of
millions of dollars in underpayments over a
22-year career and received an award for
meritorious service in 2003 from Interior
Secretary Gale A. Norton.

Mr. Maxwell was fired in early 2005 after
clashing with superiors over his belief that
Kerr-McGee had shortchanged the govern-
ment $12 million. Mr. Maxwell charged that
he had been wrongfully fired, and the gov-
ernment paid him an undisclosed amount of
money to settle out of court.

Mr. Maxwell is now pursuing Kerr-
McGee, which has denied any guilt, with his
own lawsuit under the False Claims Act,
which allows private citizens who prove
fraud to collect some of the money they help
recover.

Patrick Etchart, a spokesman for the
Minerals Management Service in Denver,
said that Mr. Maxwell lost his job because of
a reorganization and that he had declined an
offer to move to a different city.

But lawmakers who wrestled with the

government over previous royalty scandals
are dubious.

“It’s all gotten worse, not better,” said
Representative Carolyn B. Maloney, Demo-
crat of New York, who led Congressional in-
vestigations into cheating on oil royalties in
the 1990’s. “They make the process so com-
plicated that no one can really follow the
money.”

Ending Detailed Inspections
Perhaps the most striking example of

sluggish auditing is the government’s effort
to collect back royalties from companies
that blatantly ignored one of the govern-
ment’s basic rules.

Under current rules aimed at promoting
energy production in deep waters, compa-
nies can produce large volumes of oil and
gas without paying royalties at all. But the
rules also require companies to start paying
royalties if market prices climb above cer-
tain “threshold” levels.

As it happens, market prices have been
above those levels since the 2003 fiscal year.
But even though dozens of companies never
bothered to start paying, Ms. Burton said
earlier this month that the government had
yet to demand repayment three months into
the 2006 fiscal year.

“It’s more complicated than you might
think,” said Lucy Querques Dennett , associ-
ate director of the Minerals Management
Service in charge of the issue. 

But enforcing the rules about price
thresholds is easy compared with verifying
the actual sale value of natural gas.

Over the last four years, the Bush admin-
istration has ordered its auditors to move
away from detailed inspections in favor of a
more cursory approach of looking for anom-
alies in company reports. If a company in
Louisiana, say, reported prices that differed
from those of other companies in the same
region, it would attract closer scrutiny. 

Mr. Etchart, the agency’s spokesman,
said that the number of full-scale audits had
declined slightly over the past few years
and that the budget for compliance had fall-
en.

But he said the government still took a
“close look” at 71 percent of oil and gas pro-
duction. “Our strategy would obviously be to
focus on anomalies,” he said, “but it is also
to focus on large producing areas.” 

The agency’s strategy has drawn pro-
tests, however, from many states, which are
entitled to a share of federal royalties, and
from some of the Interior Department’s
most aggressive auditors.

One of those auditors was Kevin Gam-
brell, director of the Federal Indian Miner-
als Office in Farmington, N.M. Mr. Gam-
brell fought with his superiors over many is-
sues, one of which was their demand that he
do fewer audits and simply monitor posted
prices of companies in the same area.

“Where the M.M.S. approach falls short is
that there are so many different types of de-
ductions you can take in getting gas and oil
to the market, and there are so many premi-
ums and bonuses in the contracts,” Mr.
Gambrell said in a recent interview. “You
have to take a detailed look at the contracts
to know what’s going on.”

The Interior Department forced Mr.
Gambrell out in 2003, charging that he had
improperly destroyed office documents. Mr.
Gambrell sued for wrongful termination, ar-
guing that he had discarded only copies of
documents. He also presented evidence that
his office had recovered eight times as
much money as offices that used the admin-
istration’s preferred approach.

The government settled his case in 2004
by clearing him of any wrongdoing and pay-
ing him an undisclosed amount of money.

For practical purposes, the biggest cost to
taxpayers may have less to do with cheating
and fraud than with the government’s in-
scrutable rules.

Consider the case of Burlington Re-
sources, a Houston-based producer that
ConocoPhillips acquired in December for
$35.6 billion. Burlington paid $8.5 million in
2001 to settle charges of cheating related to
its oil royalties. Last March, Burlington dis-
closed that it might also have underpaid gas
royalties by about $76 million during the
1990’s. It set aside $81 million to cover pos-
sible litigation costs.

Unlike others, Burlington executives pro-
vided information to The Times on the roy-
alties it paid for natural gas and on the sale
prices that it has reported to the Interior
Department since 2002.

During those four years, Burlington said
it paid $627 million in gas royalties and that
its annual payment shot up from $89 million
in 2002 to $233 million in 2005.

That surge in royalties does track closely
with the rise in market prices. But Burling-
ton’s numbers also highlight the essential is-
sue raised by many critics: the rules let
companies understate the value of their gas
sales by taking scores of deductions. 

Those deductions include the cost of
transportation, processing, brokerage fees,
pipeline reservation fees and even certain
“theoretical losses” for companies that own
their own pipelines. 

In 2001, Burlington reported an average
price of $1.98 per thousand cubic feet to the
government but an average sale price of
$3.20 to its shareholders. In 2005, the compa-
ny reported an average sale price of $5.75 to
the government and $6.46 to shareholders.

Keeping Royalties Secret
James Bartlett, a spokesman for Burling-

ton, said part of the discrepancy resulted
from the fact that much of Burlington’s pro-
duction is in the Rocky Mountains, where
natural gas fetches lower prices. 

The federal government does not require
companies to divulge the amount of roy-
alties they pay or what they tell the govern-
ment about sale prices. And unlike Burling-
ton Resources, Exxon and most other major
oil companies refused to disclose the in-
formation when asked.

“It’s not required information,” said Mr.
Davis of Exxon, echoing responses from
Chevron, Royal Dutch/Shell and other big
producers. “We’re not going to publish it.”

Companies Pay U.S. Less 
For Valuable Gas Rights 

Michael Stravato for The New York Times

Energy companies pay royalties for gas and oil taken from federal lands and offshore fields like this one in the Gulf of Mexico.

The New York Times

Sources: Energy Information Administration; Minerals Management Service; company reports 

Coming Up Short?
In return for the right to extract natural gas from territory controlled by the federal govern-
ment, energy companies pay a royalty based on the amount and the value of the energy 
produced and sold. Over the last two years, the companies reported to the government 
that they received lower prices than what they disclosed to their shareholders. As a result, 
the government’s royalties have been lower than if the higher prices had been used. 
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After admitting their surprise that com-
panies were reporting much higher sales
prices for oil and gas to shareholders than to
the Interior Department, the Minerals Man-
agement service supplied The New York
Times with new statistics that seemed to
make the gap disappear.

In its new analysis, the agency said the
published statistics for each year included
scores of adjustments that companies had
made to reports from earlier years. It then
produced a markedly different new chart,
saying it had put those adjustments into the
proper years. 

In effect, the changes shifted about 15 per-
cent of gas production from 2004, a year of
high prices, to 2001, when prices were much
lower. As if waving a wand, the statisticians
declared that the government’s average
“sales value” for gas in 2004 and 2005 was
actually “very comparable” to the sales
prices that companies like Chevron had re-
ported to shareholders.

But the new statistics were wrong. They
showed big swings in annual gas production
that contradicted data compiled by the En-
ergy Information Administration.

Two days after being asked to clarify the
discrepancy, a spokesman for the Minerals
Management Service said the new numbers
contained a huge error: the statisticians
had erroneously shifted 800 billion cubic feet
of gas from 2004 to 2001, when they should
only have shifted about 8 million cubic feet.
The error invalidated all the other new num-
bers.

“It was the leaseholder’s mistake,” said
Patrick Etchart, a spokesman for the Min-
eral Management Service, adding that an
energy company had put down “more ze-
roes than they should have.”

EDMUND L. ANDREWS 

Shifting Numbers
On Price Reports

By ERIC SCHMITT
WASHINGTON, Jan. 22 — A senior Army

interrogator was convicted late Saturday of
negligent homicide in the death of an Iraqi
general after he shoved the general head-
first into a sleeping bag, sat on his chest and
put his hands over his mouth. 

A six-officer jury at Fort Carson, Colo.,
found the interrogator, Chief Warrant Offi-
cer Lewis E. Welshofer Jr., guilty of the
charge, which carries a maximum sentence
of three years in a military prison. He was
also found guilty of negligent dereliction of
duty. He was acquitted of murder and as-
sault charges. Sentencing is scheduled for
Monday. 

Army prosecutors contended that Mr.
Welshofer, 43, a chief interrogator with the
Third Armored Cavalry Regiment in Qaim,
Iraq, suffocated Maj. Gen. Abed Hamed
Mowhoush after wrapping him in the sleep-
ing bag and sitting on him during an in-
terrogation session on Nov. 26, 2003. Pros-
ecutors said Mr. Welshofer knew his in-
terrogation techniques were potentially le-
thal and against Army standards. 

Defense lawyers countered that Mr. Wel-
shofer, a 19-year Army veteran, did nothing
illegal and was using a technique that his
commander had approved for use on unco-

operative prisoners. They also said that
General Mowhoush, 57, whom the lawyers
said weighed more than 250 pounds, died
from an irregular heart rhythm caused by
heart disease and stress.

The widely publicized incident has drawn
attention from human rights groups as one
of the worst instances of abuse against de-
tainees in American custody in Iraq, and be-
cause General Mowhoush had been beaten
shortly before his death by a team that in-
cluded one or more C.I.A. contract workers.

The case also underscores the confusion
among military interrogators and their su-
periors over the use of aggressive interro-
gation techniques in the summer and fall of
2003, when the insurgency in Iraq was rap-
idly gaining momentum and ferocity, and
top Pentagon officials and commanders in
Iraq were demanding better intelligence
with which to attack the militants. 

Testimony at Mr. Welshofer’s court-mar-
tial last week confirmed that a team of
Iraqis had beaten the general two days be-
fore he died, but the C.I.A.’s involvement re-
mained largely unaddressed.

At one point, a defense lawyer, Frank
Spinner, questioned a witness whose identi-
ty was so secret that he was shielded from
reporters and others in the courtroom by a
green tarp suspended from the ceiling, The

Associated Press reported. The witness said
that when he spoke to Mr. Welshofer on the
day before General Mowhoush died, he was
alarmed when Mr. Welshofer told him he
thought the Army’s interrogation guidelines
were being broken every day.

“And you didn’t report it to the C.I.A.?”
Mr. Spinner asked. He then stopped himself
and quickly apologized to the judge.

Mr. Welshofer and his lawyers argued
that the Army had provided no guidance for
authorized and unauthorized techniques. “It
was not clear on what we were to do,” Mr.
Welshofer testified last Thursday, The
Rocky Mountain News reported. 

Mr. Welshofer said he received an e-mail
message from his unit’s commanders say-
ing that there were no rules for interroga-
tions yet, and that top officers were “tired of
taking casualties and that the gloves were
coming off.” He said he never received
memorandums from Sept. 14 and Oct. 12,
which first authorized the use of “stress po-
sitions” but called for the prior approval of
Lt. Gen. Ricardo S. Sanchez, the top general
in Iraq at the time. 

As a result, Mr. Welshofer said he escalat-
ed his tactics over the course of several in-
terviews to frighten the general, who was
providing little useful information. Mr. Wel-

shofer and another interrogator designed
the sleeping bag technique as a last resort,
believing it would create a claustrophobic
effect on a prisoner, Mr. Spinner said in a
telephone interview on Sunday. A small hole
was cut in the bottom of the sleeping bag to
allow the detainee to breathe. 

General Mowhoush was considered a
prized intelligence prospect. He had been
commander of air defenses in western Iraq
under Saddam Hussein, and military intelli-
gence officials believed he was a suspected
leader and financier of the insurgency there,
providing money and housing for fighters
coming in from Syria. General Mowhoush
had surrendered to military authorities two
weeks before his death, saying he wanted to
secure the release of his four sons in Ameri-
can custody. 

But the military prosecutor, Maj. Tiernan
Dolan, said Mr. Welshofer abused General
Mowhoush, treating him “worse than you
would treat a dog,” The A.P. reported. 

An Army spokesman, Paul Boyce, said in
an e-mail message on Sunday that more
than 500 investigations had examined alle-
gations of detainee mistreatment. Thus far,
he said, allegations against at least 251 mil-
itary members have been addressed in
courts-martial, nonjudicial punishment and
other administrative penalties.

Army Interrogator Is Convicted of Negligent Homicide in 2003 Death of Iraqi General

Jerilee Bennett/The Gazette of Colorado Springs

Chief Warrant Officer Lewis E. Welshof-
er Jr.’s court-martial came after an Iraqi
general died during interrogation. 
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the same as in 2001. 
Because much of the information about

specific transactions is kept secret, it re-
mains unclear to what extent, if at all, the
weakness in royalty payments stems from
deliberate cheating or from issues with the
rules themselves.

But one major producer, Burlington Re-
sources, admitted to shareholders last year
that it might have underpaid about $76 mil-
lion in gas royalties in the 1990’s. And in Ala-
bama, a jury ruled in 2003 that Exxon had
cheated on $63.6 million worth of royalties
from gas wells in state-owned waters. The
jury awarded $11.9 billion in punitive dam-
ages, which a judge later reduced to $3.5 bil-
lion. Exxon disputes the charges and is ap-
pealing the verdict.

The possible losses to taxpayers in gas
could be even higher than the losses tied to
the scandals over oil royalties. For one
thing, natural gas production on federal
land is worth twice as much as oil.

Moreover, the Interior Department has
scaled back on full audits, pushed out a cou-
ple of its more aggressive auditors and been
criticized by its own inspector general for
the audits that it did pursue.

“We are talking about the same issues
and in many cases the same players as be-
fore,” said Danielle Brian, executive di-
rector of the Project on Government Over-
sight, a nonprofit watchdog group that ex-
posed many of the oil royalty scandals. 

“These companies had knowingly been
cheating on oil for years, if not decades,”
Ms. Brian continued. “To ignore the likeli-
hood that the same thing is happening on the
gas side is absurd.”

Johnnie M. Burton, director of the Interior
Department’s Minerals Management Serv-
ice, said the disparities were mostly the re-
sult of deductions that the regulations let
companies take, reducing the sale prices
they report to the government.

But Ms. Burton said she had not known
and could not explain why companies were
reporting higher sale prices to their share-
holders and to the Securities and Exchange
Commission than to her office. 

“I can’t answer because I don’t know,”
she said in an interview. “We don’t look at
S.E.C. filings. We don’t have enough staff to
do all of that. If we were to do that, then we
would have to have more staff and more
budget. You know, there is such a thing as

budget constraint, and it’s been real tough,
let me tell you.” The contrasts between what
companies are telling the government and
what they are telling shareholders is stark.

The Interior Department, using the num-
bers given by companies paying royalties,
said the average sale price of natural gas on
federal leases was $5.62 per thousand cubic
feet in fiscal 2005, which ended Sept. 30. 

By contrast, Exxon told shareholders that
it received about $6.88 per thousand cubic
feet in the nine months that ended Sept. 30.
Chevron said its average price in that peri-
od was $6.49. Kerr-McGee, which suffered
huge losses from hedging against a drop in
prices, nonetheless said it still received an
average price of $6.59. 

“There’s no reason why what the compa-
nies report to their shareholders should be
higher than what they report” to the Miner-
als Management Service, said Lee Helfrich,
a lawyer who has represented California in
many battles with the industry over roy-
alties. “The ultimate goals or mission of the
S.E.C. and the M.M.S. are different, but the
information reported to each should be the
same.”

In the scandals over oil royalties in the
1990’s, government investigators, aided by
industry whistle-blowers and investigation
by the Project on Government Oversight,
found that companies were using a host of
tricks to understate their sale prices.

These included buy-sell agreements in
which producers swapped oil with each oth-
er at artificially low prices and then resold
it at higher prices. Companies also sold oil
at below-market prices to their own affili-
ates, classified high-priced “sweet” oil as
much cheaper “sour” oil and padded their
deductions for transportation costs.

In the wake of the scandals, the outgoing
Clinton administration pushed through
tough new rules for valuing crude oil, which
relied on comparing company reports with
an index of spot market prices. 

A Pro-Industry Approach
But the Bush administration did not close

any loopholes for valuing natural gas. In-
deed, in March 2005 it expanded the list of
deductions and decided against valuing
sales at spot-market prices when companies
were selling to their own affiliates. 

The industry-friendly stance was inten-
tional. Mr. Bush and top White House offi-
cials also placed a top priority on promoting
domestic energy production. Vice President
Dick Cheney’s energy task force called for
giving lucrative new incentives to compa-
nies that drill in the Gulf of Mexico and oth-
er high-risk areas.

The Bush administration also took a
much more relaxed approach to auditing
and fraud prevention. In 2003, the Interior
Department’s inspector general declared
that the auditing process was “ineffective”
and “lacked accountability” and that many
of the auditors were unqualified. 

In one instance, inspectors discovered
that auditors had lost the working papers
for an important audit and tried to cover up
their blunder by creating and back-dating
false documents. Rather than punish any-
body, the inspector general recounted, the
minerals service gave the employee who
produced the new documents a financial bo-
nus for “creativity.” 

Administration officials said last week
that they had addressed most of the crit-
icisms and that the inspector general had
since said its corrective actions were “suffi-
cient.”

The Interior Department also fired two of
its most aggressive and successful auditors.
One of them was Bobby L. Maxwell, a vet-
eran auditor who had recovered hundreds of
millions of dollars in underpayments over a
22-year career and received an award for
meritorious service in 2003 from Interior
Secretary Gale A. Norton.

Mr. Maxwell was fired in early 2005 after
clashing with superiors over his belief that
Kerr-McGee had shortchanged the govern-
ment $12 million. Mr. Maxwell charged that
he had been wrongfully fired, and the gov-
ernment paid him an undisclosed amount of
money to settle out of court.

Mr. Maxwell is now pursuing Kerr-
McGee, which has denied any guilt, with his
own lawsuit under the False Claims Act,
which allows private citizens who prove
fraud to collect some of the money they help
recover.

Patrick Etchart, a spokesman for the
Minerals Management Service in Denver,
said that Mr. Maxwell lost his job because of
a reorganization and that he had declined an
offer to move to a different city.

But lawmakers who wrestled with the

government over previous royalty scandals
are dubious.

“It’s all gotten worse, not better,” said
Representative Carolyn B. Maloney, Demo-
crat of New York, who led Congressional in-
vestigations into cheating on oil royalties in
the 1990’s. “They make the process so com-
plicated that no one can really follow the
money.”

Ending Detailed Inspections
Perhaps the most striking example of

sluggish auditing is the government’s effort
to collect back royalties from companies
that blatantly ignored one of the govern-
ment’s basic rules.

Under current rules aimed at promoting
energy production in deep waters, compa-
nies can produce large volumes of oil and
gas without paying royalties at all. But the
rules also require companies to start paying
royalties if market prices climb above cer-
tain “threshold” levels.

As it happens, market prices have been
above those levels since the 2003 fiscal year.
But even though dozens of companies never
bothered to start paying, Ms. Burton said
earlier this month that the government had
yet to demand repayment three months into
the 2006 fiscal year.

“It’s more complicated than you might
think,” said Lucy Querques Dennett , associ-
ate director of the Minerals Management
Service in charge of the issue. 

But enforcing the rules about price
thresholds is easy compared with verifying
the actual sale value of natural gas.

Over the last four years, the Bush admin-
istration has ordered its auditors to move
away from detailed inspections in favor of a
more cursory approach of looking for anom-
alies in company reports. If a company in
Louisiana, say, reported prices that differed
from those of other companies in the same
region, it would attract closer scrutiny. 

Mr. Etchart, the agency’s spokesman,
said that the number of full-scale audits had
declined slightly over the past few years
and that the budget for compliance had fall-
en.

But he said the government still took a
“close look” at 71 percent of oil and gas pro-
duction. “Our strategy would obviously be to
focus on anomalies,” he said, “but it is also
to focus on large producing areas.” 

The agency’s strategy has drawn pro-
tests, however, from many states, which are
entitled to a share of federal royalties, and
from some of the Interior Department’s
most aggressive auditors.

One of those auditors was Kevin Gam-
brell, director of the Federal Indian Miner-
als Office in Farmington, N.M. Mr. Gam-
brell fought with his superiors over many is-
sues, one of which was their demand that he
do fewer audits and simply monitor posted
prices of companies in the same area.

“Where the M.M.S. approach falls short is
that there are so many different types of de-
ductions you can take in getting gas and oil
to the market, and there are so many premi-
ums and bonuses in the contracts,” Mr.
Gambrell said in a recent interview. “You
have to take a detailed look at the contracts
to know what’s going on.”

The Interior Department forced Mr.
Gambrell out in 2003, charging that he had
improperly destroyed office documents. Mr.
Gambrell sued for wrongful termination, ar-
guing that he had discarded only copies of
documents. He also presented evidence that
his office had recovered eight times as
much money as offices that used the admin-
istration’s preferred approach.

The government settled his case in 2004
by clearing him of any wrongdoing and pay-
ing him an undisclosed amount of money.

For practical purposes, the biggest cost to
taxpayers may have less to do with cheating
and fraud than with the government’s in-
scrutable rules.

Consider the case of Burlington Re-
sources, a Houston-based producer that
ConocoPhillips acquired in December for
$35.6 billion. Burlington paid $8.5 million in
2001 to settle charges of cheating related to
its oil royalties. Last March, Burlington dis-
closed that it might also have underpaid gas
royalties by about $76 million during the
1990’s. It set aside $81 million to cover pos-
sible litigation costs.

Unlike others, Burlington executives pro-
vided information to The Times on the roy-
alties it paid for natural gas and on the sale
prices that it has reported to the Interior
Department since 2002.

During those four years, Burlington said
it paid $627 million in gas royalties and that
its annual payment shot up from $89 million
in 2002 to $233 million in 2005.

That surge in royalties does track closely
with the rise in market prices. But Burling-
ton’s numbers also highlight the essential is-
sue raised by many critics: the rules let
companies understate the value of their gas
sales by taking scores of deductions. 

Those deductions include the cost of
transportation, processing, brokerage fees,
pipeline reservation fees and even certain
“theoretical losses” for companies that own
their own pipelines. 

In 2001, Burlington reported an average
price of $1.98 per thousand cubic feet to the
government but an average sale price of
$3.20 to its shareholders. In 2005, the compa-
ny reported an average sale price of $5.75 to
the government and $6.46 to shareholders.

Keeping Royalties Secret
James Bartlett, a spokesman for Burling-

ton, said part of the discrepancy resulted
from the fact that much of Burlington’s pro-
duction is in the Rocky Mountains, where
natural gas fetches lower prices. 

The federal government does not require
companies to divulge the amount of roy-
alties they pay or what they tell the govern-
ment about sale prices. And unlike Burling-
ton Resources, Exxon and most other major
oil companies refused to disclose the in-
formation when asked.

“It’s not required information,” said Mr.
Davis of Exxon, echoing responses from
Chevron, Royal Dutch/Shell and other big
producers. “We’re not going to publish it.”

Companies Pay U.S. Less 
For Valuable Gas Rights 

Michael Stravato for The New York Times

Energy companies pay royalties for gas and oil taken from federal lands and offshore fields like this one in the Gulf of Mexico.

The New York Times

Sources: Energy Information Administration; Minerals Management Service; company reports 

Coming Up Short?
In return for the right to extract natural gas from territory controlled by the federal govern-
ment, energy companies pay a royalty based on the amount and the value of the energy 
produced and sold. Over the last two years, the companies reported to the government 
that they received lower prices than what they disclosed to their shareholders. As a result, 
the government’s royalties have been lower than if the higher prices had been used. 

Marathon

Devon

Anadarko

ConocoPhillips

Burlington Resources

Chevron

Kerr-McGee

ExxonMobil

McMoRan Exploration

$5.76

6.23

6.36

6.40

6.46

6.49

6.59

6.88

8.26

2005 PRICES REPORTED TO . . .  
SHAREHOLDERS*
Per thousand cubic feet

NATURAL GAS PRICES
For years ended Sept. 30
Per thousand cubic feet

*First nine months  †Avg., for year ended Sept. 30

GOVERNMENT†
$5.62

$6

5

4

3

2

1

0

’01 ’02 ’03 ’04 ’05

ACTUAL 
Weighted average from 
around the country

REPORTED
Sales price 
reported by
companies to 
the government

Continued From Page A1

After admitting their surprise that com-
panies were reporting much higher sales
prices for oil and gas to shareholders than to
the Interior Department, the Minerals Man-
agement service supplied The New York
Times with new statistics that seemed to
make the gap disappear.

In its new analysis, the agency said the
published statistics for each year included
scores of adjustments that companies had
made to reports from earlier years. It then
produced a markedly different new chart,
saying it had put those adjustments into the
proper years. 

In effect, the changes shifted about 15 per-
cent of gas production from 2004, a year of
high prices, to 2001, when prices were much
lower. As if waving a wand, the statisticians
declared that the government’s average
“sales value” for gas in 2004 and 2005 was
actually “very comparable” to the sales
prices that companies like Chevron had re-
ported to shareholders.

But the new statistics were wrong. They
showed big swings in annual gas production
that contradicted data compiled by the En-
ergy Information Administration.

Two days after being asked to clarify the
discrepancy, a spokesman for the Minerals
Management Service said the new numbers
contained a huge error: the statisticians
had erroneously shifted 800 billion cubic feet
of gas from 2004 to 2001, when they should
only have shifted about 8 million cubic feet.
The error invalidated all the other new num-
bers.

“It was the leaseholder’s mistake,” said
Patrick Etchart, a spokesman for the Min-
eral Management Service, adding that an
energy company had put down “more ze-
roes than they should have.”

EDMUND L. ANDREWS 

Shifting Numbers
On Price Reports

By ERIC SCHMITT
WASHINGTON, Jan. 22 — A senior Army

interrogator was convicted late Saturday of
negligent homicide in the death of an Iraqi
general after he shoved the general head-
first into a sleeping bag, sat on his chest and
put his hands over his mouth. 

A six-officer jury at Fort Carson, Colo.,
found the interrogator, Chief Warrant Offi-
cer Lewis E. Welshofer Jr., guilty of the
charge, which carries a maximum sentence
of three years in a military prison. He was
also found guilty of negligent dereliction of
duty. He was acquitted of murder and as-
sault charges. Sentencing is scheduled for
Monday. 

Army prosecutors contended that Mr.
Welshofer, 43, a chief interrogator with the
Third Armored Cavalry Regiment in Qaim,
Iraq, suffocated Maj. Gen. Abed Hamed
Mowhoush after wrapping him in the sleep-
ing bag and sitting on him during an in-
terrogation session on Nov. 26, 2003. Pros-
ecutors said Mr. Welshofer knew his in-
terrogation techniques were potentially le-
thal and against Army standards. 

Defense lawyers countered that Mr. Wel-
shofer, a 19-year Army veteran, did nothing
illegal and was using a technique that his
commander had approved for use on unco-

operative prisoners. They also said that
General Mowhoush, 57, whom the lawyers
said weighed more than 250 pounds, died
from an irregular heart rhythm caused by
heart disease and stress.

The widely publicized incident has drawn
attention from human rights groups as one
of the worst instances of abuse against de-
tainees in American custody in Iraq, and be-
cause General Mowhoush had been beaten
shortly before his death by a team that in-
cluded one or more C.I.A. contract workers.

The case also underscores the confusion
among military interrogators and their su-
periors over the use of aggressive interro-
gation techniques in the summer and fall of
2003, when the insurgency in Iraq was rap-
idly gaining momentum and ferocity, and
top Pentagon officials and commanders in
Iraq were demanding better intelligence
with which to attack the militants. 

Testimony at Mr. Welshofer’s court-mar-
tial last week confirmed that a team of
Iraqis had beaten the general two days be-
fore he died, but the C.I.A.’s involvement re-
mained largely unaddressed.

At one point, a defense lawyer, Frank
Spinner, questioned a witness whose identi-
ty was so secret that he was shielded from
reporters and others in the courtroom by a
green tarp suspended from the ceiling, The

Associated Press reported. The witness said
that when he spoke to Mr. Welshofer on the
day before General Mowhoush died, he was
alarmed when Mr. Welshofer told him he
thought the Army’s interrogation guidelines
were being broken every day.

“And you didn’t report it to the C.I.A.?”
Mr. Spinner asked. He then stopped himself
and quickly apologized to the judge.

Mr. Welshofer and his lawyers argued
that the Army had provided no guidance for
authorized and unauthorized techniques. “It
was not clear on what we were to do,” Mr.
Welshofer testified last Thursday, The
Rocky Mountain News reported. 

Mr. Welshofer said he received an e-mail
message from his unit’s commanders say-
ing that there were no rules for interroga-
tions yet, and that top officers were “tired of
taking casualties and that the gloves were
coming off.” He said he never received
memorandums from Sept. 14 and Oct. 12,
which first authorized the use of “stress po-
sitions” but called for the prior approval of
Lt. Gen. Ricardo S. Sanchez, the top general
in Iraq at the time. 

As a result, Mr. Welshofer said he escalat-
ed his tactics over the course of several in-
terviews to frighten the general, who was
providing little useful information. Mr. Wel-

shofer and another interrogator designed
the sleeping bag technique as a last resort,
believing it would create a claustrophobic
effect on a prisoner, Mr. Spinner said in a
telephone interview on Sunday. A small hole
was cut in the bottom of the sleeping bag to
allow the detainee to breathe. 

General Mowhoush was considered a
prized intelligence prospect. He had been
commander of air defenses in western Iraq
under Saddam Hussein, and military intelli-
gence officials believed he was a suspected
leader and financier of the insurgency there,
providing money and housing for fighters
coming in from Syria. General Mowhoush
had surrendered to military authorities two
weeks before his death, saying he wanted to
secure the release of his four sons in Ameri-
can custody. 

But the military prosecutor, Maj. Tiernan
Dolan, said Mr. Welshofer abused General
Mowhoush, treating him “worse than you
would treat a dog,” The A.P. reported. 

An Army spokesman, Paul Boyce, said in
an e-mail message on Sunday that more
than 500 investigations had examined alle-
gations of detainee mistreatment. Thus far,
he said, allegations against at least 251 mil-
itary members have been addressed in
courts-martial, nonjudicial punishment and
other administrative penalties.

Army Interrogator Is Convicted of Negligent Homicide in 2003 Death of Iraqi General

Jerilee Bennett/The Gazette of Colorado Springs

Chief Warrant Officer Lewis E. Welshof-
er Jr.’s court-martial came after an Iraqi
general died during interrogation. 
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the same as in 2001. 
Because much of the information about

specific transactions is kept secret, it re-
mains unclear to what extent, if at all, the
weakness in royalty payments stems from
deliberate cheating or from issues with the
rules themselves.

But one major producer, Burlington Re-
sources, admitted to shareholders last year
that it might have underpaid about $76 mil-
lion in gas royalties in the 1990’s. And in Ala-
bama, a jury ruled in 2003 that Exxon had
cheated on $63.6 million worth of royalties
from gas wells in state-owned waters. The
jury awarded $11.9 billion in punitive dam-
ages, which a judge later reduced to $3.5 bil-
lion. Exxon disputes the charges and is ap-
pealing the verdict.

The possible losses to taxpayers in gas
could be even higher than the losses tied to
the scandals over oil royalties. For one
thing, natural gas production on federal
land is worth twice as much as oil.

Moreover, the Interior Department has
scaled back on full audits, pushed out a cou-
ple of its more aggressive auditors and been
criticized by its own inspector general for
the audits that it did pursue.

“We are talking about the same issues
and in many cases the same players as be-
fore,” said Danielle Brian, executive di-
rector of the Project on Government Over-
sight, a nonprofit watchdog group that ex-
posed many of the oil royalty scandals. 

“These companies had knowingly been
cheating on oil for years, if not decades,”
Ms. Brian continued. “To ignore the likeli-
hood that the same thing is happening on the
gas side is absurd.”

Johnnie M. Burton, director of the Interior
Department’s Minerals Management Serv-
ice, said the disparities were mostly the re-
sult of deductions that the regulations let
companies take, reducing the sale prices
they report to the government.

But Ms. Burton said she had not known
and could not explain why companies were
reporting higher sale prices to their share-
holders and to the Securities and Exchange
Commission than to her office. 

“I can’t answer because I don’t know,”
she said in an interview. “We don’t look at
S.E.C. filings. We don’t have enough staff to
do all of that. If we were to do that, then we
would have to have more staff and more
budget. You know, there is such a thing as

budget constraint, and it’s been real tough,
let me tell you.” The contrasts between what
companies are telling the government and
what they are telling shareholders is stark.

The Interior Department, using the num-
bers given by companies paying royalties,
said the average sale price of natural gas on
federal leases was $5.62 per thousand cubic
feet in fiscal 2005, which ended Sept. 30. 

By contrast, Exxon told shareholders that
it received about $6.88 per thousand cubic
feet in the nine months that ended Sept. 30.
Chevron said its average price in that peri-
od was $6.49. Kerr-McGee, which suffered
huge losses from hedging against a drop in
prices, nonetheless said it still received an
average price of $6.59. 

“There’s no reason why what the compa-
nies report to their shareholders should be
higher than what they report” to the Miner-
als Management Service, said Lee Helfrich,
a lawyer who has represented California in
many battles with the industry over roy-
alties. “The ultimate goals or mission of the
S.E.C. and the M.M.S. are different, but the
information reported to each should be the
same.”

In the scandals over oil royalties in the
1990’s, government investigators, aided by
industry whistle-blowers and investigation
by the Project on Government Oversight,
found that companies were using a host of
tricks to understate their sale prices.

These included buy-sell agreements in
which producers swapped oil with each oth-
er at artificially low prices and then resold
it at higher prices. Companies also sold oil
at below-market prices to their own affili-
ates, classified high-priced “sweet” oil as
much cheaper “sour” oil and padded their
deductions for transportation costs.

In the wake of the scandals, the outgoing
Clinton administration pushed through
tough new rules for valuing crude oil, which
relied on comparing company reports with
an index of spot market prices. 

A Pro-Industry Approach
But the Bush administration did not close

any loopholes for valuing natural gas. In-
deed, in March 2005 it expanded the list of
deductions and decided against valuing
sales at spot-market prices when companies
were selling to their own affiliates. 

The industry-friendly stance was inten-
tional. Mr. Bush and top White House offi-
cials also placed a top priority on promoting
domestic energy production. Vice President
Dick Cheney’s energy task force called for
giving lucrative new incentives to compa-
nies that drill in the Gulf of Mexico and oth-
er high-risk areas.

The Bush administration also took a
much more relaxed approach to auditing
and fraud prevention. In 2003, the Interior
Department’s inspector general declared
that the auditing process was “ineffective”
and “lacked accountability” and that many
of the auditors were unqualified. 

In one instance, inspectors discovered
that auditors had lost the working papers
for an important audit and tried to cover up
their blunder by creating and back-dating
false documents. Rather than punish any-
body, the inspector general recounted, the
minerals service gave the employee who
produced the new documents a financial bo-
nus for “creativity.” 

Administration officials said last week
that they had addressed most of the crit-
icisms and that the inspector general had
since said its corrective actions were “suffi-
cient.”

The Interior Department also fired two of
its most aggressive and successful auditors.
One of them was Bobby L. Maxwell, a vet-
eran auditor who had recovered hundreds of
millions of dollars in underpayments over a
22-year career and received an award for
meritorious service in 2003 from Interior
Secretary Gale A. Norton.

Mr. Maxwell was fired in early 2005 after
clashing with superiors over his belief that
Kerr-McGee had shortchanged the govern-
ment $12 million. Mr. Maxwell charged that
he had been wrongfully fired, and the gov-
ernment paid him an undisclosed amount of
money to settle out of court.

Mr. Maxwell is now pursuing Kerr-
McGee, which has denied any guilt, with his
own lawsuit under the False Claims Act,
which allows private citizens who prove
fraud to collect some of the money they help
recover.

Patrick Etchart, a spokesman for the
Minerals Management Service in Denver,
said that Mr. Maxwell lost his job because of
a reorganization and that he had declined an
offer to move to a different city.

But lawmakers who wrestled with the

government over previous royalty scandals
are dubious.

“It’s all gotten worse, not better,” said
Representative Carolyn B. Maloney, Demo-
crat of New York, who led Congressional in-
vestigations into cheating on oil royalties in
the 1990’s. “They make the process so com-
plicated that no one can really follow the
money.”

Ending Detailed Inspections
Perhaps the most striking example of

sluggish auditing is the government’s effort
to collect back royalties from companies
that blatantly ignored one of the govern-
ment’s basic rules.

Under current rules aimed at promoting
energy production in deep waters, compa-
nies can produce large volumes of oil and
gas without paying royalties at all. But the
rules also require companies to start paying
royalties if market prices climb above cer-
tain “threshold” levels.

As it happens, market prices have been
above those levels since the 2003 fiscal year.
But even though dozens of companies never
bothered to start paying, Ms. Burton said
earlier this month that the government had
yet to demand repayment three months into
the 2006 fiscal year.

“It’s more complicated than you might
think,” said Lucy Querques Dennett , associ-
ate director of the Minerals Management
Service in charge of the issue. 

But enforcing the rules about price
thresholds is easy compared with verifying
the actual sale value of natural gas.

Over the last four years, the Bush admin-
istration has ordered its auditors to move
away from detailed inspections in favor of a
more cursory approach of looking for anom-
alies in company reports. If a company in
Louisiana, say, reported prices that differed
from those of other companies in the same
region, it would attract closer scrutiny. 

Mr. Etchart, the agency’s spokesman,
said that the number of full-scale audits had
declined slightly over the past few years
and that the budget for compliance had fall-
en.

But he said the government still took a
“close look” at 71 percent of oil and gas pro-
duction. “Our strategy would obviously be to
focus on anomalies,” he said, “but it is also
to focus on large producing areas.” 

The agency’s strategy has drawn pro-
tests, however, from many states, which are
entitled to a share of federal royalties, and
from some of the Interior Department’s
most aggressive auditors.

One of those auditors was Kevin Gam-
brell, director of the Federal Indian Miner-
als Office in Farmington, N.M. Mr. Gam-
brell fought with his superiors over many is-
sues, one of which was their demand that he
do fewer audits and simply monitor posted
prices of companies in the same area.

“Where the M.M.S. approach falls short is
that there are so many different types of de-
ductions you can take in getting gas and oil
to the market, and there are so many premi-
ums and bonuses in the contracts,” Mr.
Gambrell said in a recent interview. “You
have to take a detailed look at the contracts
to know what’s going on.”

The Interior Department forced Mr.
Gambrell out in 2003, charging that he had
improperly destroyed office documents. Mr.
Gambrell sued for wrongful termination, ar-
guing that he had discarded only copies of
documents. He also presented evidence that
his office had recovered eight times as
much money as offices that used the admin-
istration’s preferred approach.

The government settled his case in 2004
by clearing him of any wrongdoing and pay-
ing him an undisclosed amount of money.

For practical purposes, the biggest cost to
taxpayers may have less to do with cheating
and fraud than with the government’s in-
scrutable rules.

Consider the case of Burlington Re-
sources, a Houston-based producer that
ConocoPhillips acquired in December for
$35.6 billion. Burlington paid $8.5 million in
2001 to settle charges of cheating related to
its oil royalties. Last March, Burlington dis-
closed that it might also have underpaid gas
royalties by about $76 million during the
1990’s. It set aside $81 million to cover pos-
sible litigation costs.

Unlike others, Burlington executives pro-
vided information to The Times on the roy-
alties it paid for natural gas and on the sale
prices that it has reported to the Interior
Department since 2002.

During those four years, Burlington said
it paid $627 million in gas royalties and that
its annual payment shot up from $89 million
in 2002 to $233 million in 2005.

That surge in royalties does track closely
with the rise in market prices. But Burling-
ton’s numbers also highlight the essential is-
sue raised by many critics: the rules let
companies understate the value of their gas
sales by taking scores of deductions. 

Those deductions include the cost of
transportation, processing, brokerage fees,
pipeline reservation fees and even certain
“theoretical losses” for companies that own
their own pipelines. 

In 2001, Burlington reported an average
price of $1.98 per thousand cubic feet to the
government but an average sale price of
$3.20 to its shareholders. In 2005, the compa-
ny reported an average sale price of $5.75 to
the government and $6.46 to shareholders.

Keeping Royalties Secret
James Bartlett, a spokesman for Burling-

ton, said part of the discrepancy resulted
from the fact that much of Burlington’s pro-
duction is in the Rocky Mountains, where
natural gas fetches lower prices. 

The federal government does not require
companies to divulge the amount of roy-
alties they pay or what they tell the govern-
ment about sale prices. And unlike Burling-
ton Resources, Exxon and most other major
oil companies refused to disclose the in-
formation when asked.

“It’s not required information,” said Mr.
Davis of Exxon, echoing responses from
Chevron, Royal Dutch/Shell and other big
producers. “We’re not going to publish it.”

Companies Pay U.S. Less 
For Valuable Gas Rights 

Michael Stravato for The New York Times

Energy companies pay royalties for gas and oil taken from federal lands and offshore fields like this one in the Gulf of Mexico.

The New York Times

Sources: Energy Information Administration; Minerals Management Service; company reports 

Coming Up Short?
In return for the right to extract natural gas from territory controlled by the federal govern-
ment, energy companies pay a royalty based on the amount and the value of the energy 
produced and sold. Over the last two years, the companies reported to the government 
that they received lower prices than what they disclosed to their shareholders. As a result, 
the government’s royalties have been lower than if the higher prices had been used. 
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After admitting their surprise that com-
panies were reporting much higher sales
prices for oil and gas to shareholders than to
the Interior Department, the Minerals Man-
agement service supplied The New York
Times with new statistics that seemed to
make the gap disappear.

In its new analysis, the agency said the
published statistics for each year included
scores of adjustments that companies had
made to reports from earlier years. It then
produced a markedly different new chart,
saying it had put those adjustments into the
proper years. 

In effect, the changes shifted about 15 per-
cent of gas production from 2004, a year of
high prices, to 2001, when prices were much
lower. As if waving a wand, the statisticians
declared that the government’s average
“sales value” for gas in 2004 and 2005 was
actually “very comparable” to the sales
prices that companies like Chevron had re-
ported to shareholders.

But the new statistics were wrong. They
showed big swings in annual gas production
that contradicted data compiled by the En-
ergy Information Administration.

Two days after being asked to clarify the
discrepancy, a spokesman for the Minerals
Management Service said the new numbers
contained a huge error: the statisticians
had erroneously shifted 800 billion cubic feet
of gas from 2004 to 2001, when they should
only have shifted about 8 million cubic feet.
The error invalidated all the other new num-
bers.

“It was the leaseholder’s mistake,” said
Patrick Etchart, a spokesman for the Min-
eral Management Service, adding that an
energy company had put down “more ze-
roes than they should have.”

EDMUND L. ANDREWS 

Shifting Numbers
On Price Reports

By ERIC SCHMITT
WASHINGTON, Jan. 22 — A senior Army

interrogator was convicted late Saturday of
negligent homicide in the death of an Iraqi
general after he shoved the general head-
first into a sleeping bag, sat on his chest and
put his hands over his mouth. 

A six-officer jury at Fort Carson, Colo.,
found the interrogator, Chief Warrant Offi-
cer Lewis E. Welshofer Jr., guilty of the
charge, which carries a maximum sentence
of three years in a military prison. He was
also found guilty of negligent dereliction of
duty. He was acquitted of murder and as-
sault charges. Sentencing is scheduled for
Monday. 

Army prosecutors contended that Mr.
Welshofer, 43, a chief interrogator with the
Third Armored Cavalry Regiment in Qaim,
Iraq, suffocated Maj. Gen. Abed Hamed
Mowhoush after wrapping him in the sleep-
ing bag and sitting on him during an in-
terrogation session on Nov. 26, 2003. Pros-
ecutors said Mr. Welshofer knew his in-
terrogation techniques were potentially le-
thal and against Army standards. 

Defense lawyers countered that Mr. Wel-
shofer, a 19-year Army veteran, did nothing
illegal and was using a technique that his
commander had approved for use on unco-

operative prisoners. They also said that
General Mowhoush, 57, whom the lawyers
said weighed more than 250 pounds, died
from an irregular heart rhythm caused by
heart disease and stress.

The widely publicized incident has drawn
attention from human rights groups as one
of the worst instances of abuse against de-
tainees in American custody in Iraq, and be-
cause General Mowhoush had been beaten
shortly before his death by a team that in-
cluded one or more C.I.A. contract workers.

The case also underscores the confusion
among military interrogators and their su-
periors over the use of aggressive interro-
gation techniques in the summer and fall of
2003, when the insurgency in Iraq was rap-
idly gaining momentum and ferocity, and
top Pentagon officials and commanders in
Iraq were demanding better intelligence
with which to attack the militants. 

Testimony at Mr. Welshofer’s court-mar-
tial last week confirmed that a team of
Iraqis had beaten the general two days be-
fore he died, but the C.I.A.’s involvement re-
mained largely unaddressed.

At one point, a defense lawyer, Frank
Spinner, questioned a witness whose identi-
ty was so secret that he was shielded from
reporters and others in the courtroom by a
green tarp suspended from the ceiling, The

Associated Press reported. The witness said
that when he spoke to Mr. Welshofer on the
day before General Mowhoush died, he was
alarmed when Mr. Welshofer told him he
thought the Army’s interrogation guidelines
were being broken every day.

“And you didn’t report it to the C.I.A.?”
Mr. Spinner asked. He then stopped himself
and quickly apologized to the judge.

Mr. Welshofer and his lawyers argued
that the Army had provided no guidance for
authorized and unauthorized techniques. “It
was not clear on what we were to do,” Mr.
Welshofer testified last Thursday, The
Rocky Mountain News reported. 

Mr. Welshofer said he received an e-mail
message from his unit’s commanders say-
ing that there were no rules for interroga-
tions yet, and that top officers were “tired of
taking casualties and that the gloves were
coming off.” He said he never received
memorandums from Sept. 14 and Oct. 12,
which first authorized the use of “stress po-
sitions” but called for the prior approval of
Lt. Gen. Ricardo S. Sanchez, the top general
in Iraq at the time. 

As a result, Mr. Welshofer said he escalat-
ed his tactics over the course of several in-
terviews to frighten the general, who was
providing little useful information. Mr. Wel-

shofer and another interrogator designed
the sleeping bag technique as a last resort,
believing it would create a claustrophobic
effect on a prisoner, Mr. Spinner said in a
telephone interview on Sunday. A small hole
was cut in the bottom of the sleeping bag to
allow the detainee to breathe. 

General Mowhoush was considered a
prized intelligence prospect. He had been
commander of air defenses in western Iraq
under Saddam Hussein, and military intelli-
gence officials believed he was a suspected
leader and financier of the insurgency there,
providing money and housing for fighters
coming in from Syria. General Mowhoush
had surrendered to military authorities two
weeks before his death, saying he wanted to
secure the release of his four sons in Ameri-
can custody. 

But the military prosecutor, Maj. Tiernan
Dolan, said Mr. Welshofer abused General
Mowhoush, treating him “worse than you
would treat a dog,” The A.P. reported. 

An Army spokesman, Paul Boyce, said in
an e-mail message on Sunday that more
than 500 investigations had examined alle-
gations of detainee mistreatment. Thus far,
he said, allegations against at least 251 mil-
itary members have been addressed in
courts-martial, nonjudicial punishment and
other administrative penalties.

Army Interrogator Is Convicted of Negligent Homicide in 2003 Death of Iraqi General

Jerilee Bennett/The Gazette of Colorado Springs

Chief Warrant Officer Lewis E. Welshof-
er Jr.’s court-martial came after an Iraqi
general died during interrogation. 
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the same as in 2001. 
Because much of the information about

specific transactions is kept secret, it re-
mains unclear to what extent, if at all, the
weakness in royalty payments stems from
deliberate cheating or from issues with the
rules themselves.

But one major producer, Burlington Re-
sources, admitted to shareholders last year
that it might have underpaid about $76 mil-
lion in gas royalties in the 1990’s. And in Ala-
bama, a jury ruled in 2003 that Exxon had
cheated on $63.6 million worth of royalties
from gas wells in state-owned waters. The
jury awarded $11.9 billion in punitive dam-
ages, which a judge later reduced to $3.5 bil-
lion. Exxon disputes the charges and is ap-
pealing the verdict.

The possible losses to taxpayers in gas
could be even higher than the losses tied to
the scandals over oil royalties. For one
thing, natural gas production on federal
land is worth twice as much as oil.

Moreover, the Interior Department has
scaled back on full audits, pushed out a cou-
ple of its more aggressive auditors and been
criticized by its own inspector general for
the audits that it did pursue.

“We are talking about the same issues
and in many cases the same players as be-
fore,” said Danielle Brian, executive di-
rector of the Project on Government Over-
sight, a nonprofit watchdog group that ex-
posed many of the oil royalty scandals. 

“These companies had knowingly been
cheating on oil for years, if not decades,”
Ms. Brian continued. “To ignore the likeli-
hood that the same thing is happening on the
gas side is absurd.”

Johnnie M. Burton, director of the Interior
Department’s Minerals Management Serv-
ice, said the disparities were mostly the re-
sult of deductions that the regulations let
companies take, reducing the sale prices
they report to the government.

But Ms. Burton said she had not known
and could not explain why companies were
reporting higher sale prices to their share-
holders and to the Securities and Exchange
Commission than to her office. 

“I can’t answer because I don’t know,”
she said in an interview. “We don’t look at
S.E.C. filings. We don’t have enough staff to
do all of that. If we were to do that, then we
would have to have more staff and more
budget. You know, there is such a thing as

budget constraint, and it’s been real tough,
let me tell you.” The contrasts between what
companies are telling the government and
what they are telling shareholders is stark.

The Interior Department, using the num-
bers given by companies paying royalties,
said the average sale price of natural gas on
federal leases was $5.62 per thousand cubic
feet in fiscal 2005, which ended Sept. 30. 

By contrast, Exxon told shareholders that
it received about $6.88 per thousand cubic
feet in the nine months that ended Sept. 30.
Chevron said its average price in that peri-
od was $6.49. Kerr-McGee, which suffered
huge losses from hedging against a drop in
prices, nonetheless said it still received an
average price of $6.59. 

“There’s no reason why what the compa-
nies report to their shareholders should be
higher than what they report” to the Miner-
als Management Service, said Lee Helfrich,
a lawyer who has represented California in
many battles with the industry over roy-
alties. “The ultimate goals or mission of the
S.E.C. and the M.M.S. are different, but the
information reported to each should be the
same.”

In the scandals over oil royalties in the
1990’s, government investigators, aided by
industry whistle-blowers and investigation
by the Project on Government Oversight,
found that companies were using a host of
tricks to understate their sale prices.

These included buy-sell agreements in
which producers swapped oil with each oth-
er at artificially low prices and then resold
it at higher prices. Companies also sold oil
at below-market prices to their own affili-
ates, classified high-priced “sweet” oil as
much cheaper “sour” oil and padded their
deductions for transportation costs.

In the wake of the scandals, the outgoing
Clinton administration pushed through
tough new rules for valuing crude oil, which
relied on comparing company reports with
an index of spot market prices. 

A Pro-Industry Approach
But the Bush administration did not close

any loopholes for valuing natural gas. In-
deed, in March 2005 it expanded the list of
deductions and decided against valuing
sales at spot-market prices when companies
were selling to their own affiliates. 

The industry-friendly stance was inten-
tional. Mr. Bush and top White House offi-
cials also placed a top priority on promoting
domestic energy production. Vice President
Dick Cheney’s energy task force called for
giving lucrative new incentives to compa-
nies that drill in the Gulf of Mexico and oth-
er high-risk areas.

The Bush administration also took a
much more relaxed approach to auditing
and fraud prevention. In 2003, the Interior
Department’s inspector general declared
that the auditing process was “ineffective”
and “lacked accountability” and that many
of the auditors were unqualified. 

In one instance, inspectors discovered
that auditors had lost the working papers
for an important audit and tried to cover up
their blunder by creating and back-dating
false documents. Rather than punish any-
body, the inspector general recounted, the
minerals service gave the employee who
produced the new documents a financial bo-
nus for “creativity.” 

Administration officials said last week
that they had addressed most of the crit-
icisms and that the inspector general had
since said its corrective actions were “suffi-
cient.”

The Interior Department also fired two of
its most aggressive and successful auditors.
One of them was Bobby L. Maxwell, a vet-
eran auditor who had recovered hundreds of
millions of dollars in underpayments over a
22-year career and received an award for
meritorious service in 2003 from Interior
Secretary Gale A. Norton.

Mr. Maxwell was fired in early 2005 after
clashing with superiors over his belief that
Kerr-McGee had shortchanged the govern-
ment $12 million. Mr. Maxwell charged that
he had been wrongfully fired, and the gov-
ernment paid him an undisclosed amount of
money to settle out of court.

Mr. Maxwell is now pursuing Kerr-
McGee, which has denied any guilt, with his
own lawsuit under the False Claims Act,
which allows private citizens who prove
fraud to collect some of the money they help
recover.

Patrick Etchart, a spokesman for the
Minerals Management Service in Denver,
said that Mr. Maxwell lost his job because of
a reorganization and that he had declined an
offer to move to a different city.

But lawmakers who wrestled with the

government over previous royalty scandals
are dubious.

“It’s all gotten worse, not better,” said
Representative Carolyn B. Maloney, Demo-
crat of New York, who led Congressional in-
vestigations into cheating on oil royalties in
the 1990’s. “They make the process so com-
plicated that no one can really follow the
money.”

Ending Detailed Inspections
Perhaps the most striking example of

sluggish auditing is the government’s effort
to collect back royalties from companies
that blatantly ignored one of the govern-
ment’s basic rules.

Under current rules aimed at promoting
energy production in deep waters, compa-
nies can produce large volumes of oil and
gas without paying royalties at all. But the
rules also require companies to start paying
royalties if market prices climb above cer-
tain “threshold” levels.

As it happens, market prices have been
above those levels since the 2003 fiscal year.
But even though dozens of companies never
bothered to start paying, Ms. Burton said
earlier this month that the government had
yet to demand repayment three months into
the 2006 fiscal year.

“It’s more complicated than you might
think,” said Lucy Querques Dennett , associ-
ate director of the Minerals Management
Service in charge of the issue. 

But enforcing the rules about price
thresholds is easy compared with verifying
the actual sale value of natural gas.

Over the last four years, the Bush admin-
istration has ordered its auditors to move
away from detailed inspections in favor of a
more cursory approach of looking for anom-
alies in company reports. If a company in
Louisiana, say, reported prices that differed
from those of other companies in the same
region, it would attract closer scrutiny. 

Mr. Etchart, the agency’s spokesman,
said that the number of full-scale audits had
declined slightly over the past few years
and that the budget for compliance had fall-
en.

But he said the government still took a
“close look” at 71 percent of oil and gas pro-
duction. “Our strategy would obviously be to
focus on anomalies,” he said, “but it is also
to focus on large producing areas.” 

The agency’s strategy has drawn pro-
tests, however, from many states, which are
entitled to a share of federal royalties, and
from some of the Interior Department’s
most aggressive auditors.

One of those auditors was Kevin Gam-
brell, director of the Federal Indian Miner-
als Office in Farmington, N.M. Mr. Gam-
brell fought with his superiors over many is-
sues, one of which was their demand that he
do fewer audits and simply monitor posted
prices of companies in the same area.

“Where the M.M.S. approach falls short is
that there are so many different types of de-
ductions you can take in getting gas and oil
to the market, and there are so many premi-
ums and bonuses in the contracts,” Mr.
Gambrell said in a recent interview. “You
have to take a detailed look at the contracts
to know what’s going on.”

The Interior Department forced Mr.
Gambrell out in 2003, charging that he had
improperly destroyed office documents. Mr.
Gambrell sued for wrongful termination, ar-
guing that he had discarded only copies of
documents. He also presented evidence that
his office had recovered eight times as
much money as offices that used the admin-
istration’s preferred approach.

The government settled his case in 2004
by clearing him of any wrongdoing and pay-
ing him an undisclosed amount of money.

For practical purposes, the biggest cost to
taxpayers may have less to do with cheating
and fraud than with the government’s in-
scrutable rules.

Consider the case of Burlington Re-
sources, a Houston-based producer that
ConocoPhillips acquired in December for
$35.6 billion. Burlington paid $8.5 million in
2001 to settle charges of cheating related to
its oil royalties. Last March, Burlington dis-
closed that it might also have underpaid gas
royalties by about $76 million during the
1990’s. It set aside $81 million to cover pos-
sible litigation costs.

Unlike others, Burlington executives pro-
vided information to The Times on the roy-
alties it paid for natural gas and on the sale
prices that it has reported to the Interior
Department since 2002.

During those four years, Burlington said
it paid $627 million in gas royalties and that
its annual payment shot up from $89 million
in 2002 to $233 million in 2005.

That surge in royalties does track closely
with the rise in market prices. But Burling-
ton’s numbers also highlight the essential is-
sue raised by many critics: the rules let
companies understate the value of their gas
sales by taking scores of deductions. 

Those deductions include the cost of
transportation, processing, brokerage fees,
pipeline reservation fees and even certain
“theoretical losses” for companies that own
their own pipelines. 

In 2001, Burlington reported an average
price of $1.98 per thousand cubic feet to the
government but an average sale price of
$3.20 to its shareholders. In 2005, the compa-
ny reported an average sale price of $5.75 to
the government and $6.46 to shareholders.

Keeping Royalties Secret
James Bartlett, a spokesman for Burling-

ton, said part of the discrepancy resulted
from the fact that much of Burlington’s pro-
duction is in the Rocky Mountains, where
natural gas fetches lower prices. 

The federal government does not require
companies to divulge the amount of roy-
alties they pay or what they tell the govern-
ment about sale prices. And unlike Burling-
ton Resources, Exxon and most other major
oil companies refused to disclose the in-
formation when asked.

“It’s not required information,” said Mr.
Davis of Exxon, echoing responses from
Chevron, Royal Dutch/Shell and other big
producers. “We’re not going to publish it.”

Companies Pay U.S. Less 
For Valuable Gas Rights 

Michael Stravato for The New York Times

Energy companies pay royalties for gas and oil taken from federal lands and offshore fields like this one in the Gulf of Mexico.

The New York Times

Sources: Energy Information Administration; Minerals Management Service; company reports 

Coming Up Short?
In return for the right to extract natural gas from territory controlled by the federal govern-
ment, energy companies pay a royalty based on the amount and the value of the energy 
produced and sold. Over the last two years, the companies reported to the government 
that they received lower prices than what they disclosed to their shareholders. As a result, 
the government’s royalties have been lower than if the higher prices had been used. 
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After admitting their surprise that com-
panies were reporting much higher sales
prices for oil and gas to shareholders than to
the Interior Department, the Minerals Man-
agement service supplied The New York
Times with new statistics that seemed to
make the gap disappear.

In its new analysis, the agency said the
published statistics for each year included
scores of adjustments that companies had
made to reports from earlier years. It then
produced a markedly different new chart,
saying it had put those adjustments into the
proper years. 

In effect, the changes shifted about 15 per-
cent of gas production from 2004, a year of
high prices, to 2001, when prices were much
lower. As if waving a wand, the statisticians
declared that the government’s average
“sales value” for gas in 2004 and 2005 was
actually “very comparable” to the sales
prices that companies like Chevron had re-
ported to shareholders.

But the new statistics were wrong. They
showed big swings in annual gas production
that contradicted data compiled by the En-
ergy Information Administration.

Two days after being asked to clarify the
discrepancy, a spokesman for the Minerals
Management Service said the new numbers
contained a huge error: the statisticians
had erroneously shifted 800 billion cubic feet
of gas from 2004 to 2001, when they should
only have shifted about 8 million cubic feet.
The error invalidated all the other new num-
bers.

“It was the leaseholder’s mistake,” said
Patrick Etchart, a spokesman for the Min-
eral Management Service, adding that an
energy company had put down “more ze-
roes than they should have.”

EDMUND L. ANDREWS 

Shifting Numbers
On Price Reports

By ERIC SCHMITT
WASHINGTON, Jan. 22 — A senior Army

interrogator was convicted late Saturday of
negligent homicide in the death of an Iraqi
general after he shoved the general head-
first into a sleeping bag, sat on his chest and
put his hands over his mouth. 

A six-officer jury at Fort Carson, Colo.,
found the interrogator, Chief Warrant Offi-
cer Lewis E. Welshofer Jr., guilty of the
charge, which carries a maximum sentence
of three years in a military prison. He was
also found guilty of negligent dereliction of
duty. He was acquitted of murder and as-
sault charges. Sentencing is scheduled for
Monday. 

Army prosecutors contended that Mr.
Welshofer, 43, a chief interrogator with the
Third Armored Cavalry Regiment in Qaim,
Iraq, suffocated Maj. Gen. Abed Hamed
Mowhoush after wrapping him in the sleep-
ing bag and sitting on him during an in-
terrogation session on Nov. 26, 2003. Pros-
ecutors said Mr. Welshofer knew his in-
terrogation techniques were potentially le-
thal and against Army standards. 

Defense lawyers countered that Mr. Wel-
shofer, a 19-year Army veteran, did nothing
illegal and was using a technique that his
commander had approved for use on unco-

operative prisoners. They also said that
General Mowhoush, 57, whom the lawyers
said weighed more than 250 pounds, died
from an irregular heart rhythm caused by
heart disease and stress.

The widely publicized incident has drawn
attention from human rights groups as one
of the worst instances of abuse against de-
tainees in American custody in Iraq, and be-
cause General Mowhoush had been beaten
shortly before his death by a team that in-
cluded one or more C.I.A. contract workers.

The case also underscores the confusion
among military interrogators and their su-
periors over the use of aggressive interro-
gation techniques in the summer and fall of
2003, when the insurgency in Iraq was rap-
idly gaining momentum and ferocity, and
top Pentagon officials and commanders in
Iraq were demanding better intelligence
with which to attack the militants. 

Testimony at Mr. Welshofer’s court-mar-
tial last week confirmed that a team of
Iraqis had beaten the general two days be-
fore he died, but the C.I.A.’s involvement re-
mained largely unaddressed.

At one point, a defense lawyer, Frank
Spinner, questioned a witness whose identi-
ty was so secret that he was shielded from
reporters and others in the courtroom by a
green tarp suspended from the ceiling, The

Associated Press reported. The witness said
that when he spoke to Mr. Welshofer on the
day before General Mowhoush died, he was
alarmed when Mr. Welshofer told him he
thought the Army’s interrogation guidelines
were being broken every day.

“And you didn’t report it to the C.I.A.?”
Mr. Spinner asked. He then stopped himself
and quickly apologized to the judge.

Mr. Welshofer and his lawyers argued
that the Army had provided no guidance for
authorized and unauthorized techniques. “It
was not clear on what we were to do,” Mr.
Welshofer testified last Thursday, The
Rocky Mountain News reported. 

Mr. Welshofer said he received an e-mail
message from his unit’s commanders say-
ing that there were no rules for interroga-
tions yet, and that top officers were “tired of
taking casualties and that the gloves were
coming off.” He said he never received
memorandums from Sept. 14 and Oct. 12,
which first authorized the use of “stress po-
sitions” but called for the prior approval of
Lt. Gen. Ricardo S. Sanchez, the top general
in Iraq at the time. 

As a result, Mr. Welshofer said he escalat-
ed his tactics over the course of several in-
terviews to frighten the general, who was
providing little useful information. Mr. Wel-

shofer and another interrogator designed
the sleeping bag technique as a last resort,
believing it would create a claustrophobic
effect on a prisoner, Mr. Spinner said in a
telephone interview on Sunday. A small hole
was cut in the bottom of the sleeping bag to
allow the detainee to breathe. 

General Mowhoush was considered a
prized intelligence prospect. He had been
commander of air defenses in western Iraq
under Saddam Hussein, and military intelli-
gence officials believed he was a suspected
leader and financier of the insurgency there,
providing money and housing for fighters
coming in from Syria. General Mowhoush
had surrendered to military authorities two
weeks before his death, saying he wanted to
secure the release of his four sons in Ameri-
can custody. 

But the military prosecutor, Maj. Tiernan
Dolan, said Mr. Welshofer abused General
Mowhoush, treating him “worse than you
would treat a dog,” The A.P. reported. 

An Army spokesman, Paul Boyce, said in
an e-mail message on Sunday that more
than 500 investigations had examined alle-
gations of detainee mistreatment. Thus far,
he said, allegations against at least 251 mil-
itary members have been addressed in
courts-martial, nonjudicial punishment and
other administrative penalties.

Army Interrogator Is Convicted of Negligent Homicide in 2003 Death of Iraqi General

Jerilee Bennett/The Gazette of Colorado Springs

Chief Warrant Officer Lewis E. Welshof-
er Jr.’s court-martial came after an Iraqi
general died during interrogation. 
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the same as in 2001. 
Because much of the information about

specific transactions is kept secret, it re-
mains unclear to what extent, if at all, the
weakness in royalty payments stems from
deliberate cheating or from issues with the
rules themselves.

But one major producer, Burlington Re-
sources, admitted to shareholders last year
that it might have underpaid about $76 mil-
lion in gas royalties in the 1990’s. And in Ala-
bama, a jury ruled in 2003 that Exxon had
cheated on $63.6 million worth of royalties
from gas wells in state-owned waters. The
jury awarded $11.9 billion in punitive dam-
ages, which a judge later reduced to $3.5 bil-
lion. Exxon disputes the charges and is ap-
pealing the verdict.

The possible losses to taxpayers in gas
could be even higher than the losses tied to
the scandals over oil royalties. For one
thing, natural gas production on federal
land is worth twice as much as oil.

Moreover, the Interior Department has
scaled back on full audits, pushed out a cou-
ple of its more aggressive auditors and been
criticized by its own inspector general for
the audits that it did pursue.

“We are talking about the same issues
and in many cases the same players as be-
fore,” said Danielle Brian, executive di-
rector of the Project on Government Over-
sight, a nonprofit watchdog group that ex-
posed many of the oil royalty scandals. 

“These companies had knowingly been
cheating on oil for years, if not decades,”
Ms. Brian continued. “To ignore the likeli-
hood that the same thing is happening on the
gas side is absurd.”

Johnnie M. Burton, director of the Interior
Department’s Minerals Management Serv-
ice, said the disparities were mostly the re-
sult of deductions that the regulations let
companies take, reducing the sale prices
they report to the government.

But Ms. Burton said she had not known
and could not explain why companies were
reporting higher sale prices to their share-
holders and to the Securities and Exchange
Commission than to her office. 

“I can’t answer because I don’t know,”
she said in an interview. “We don’t look at
S.E.C. filings. We don’t have enough staff to
do all of that. If we were to do that, then we
would have to have more staff and more
budget. You know, there is such a thing as

budget constraint, and it’s been real tough,
let me tell you.” The contrasts between what
companies are telling the government and
what they are telling shareholders is stark.

The Interior Department, using the num-
bers given by companies paying royalties,
said the average sale price of natural gas on
federal leases was $5.62 per thousand cubic
feet in fiscal 2005, which ended Sept. 30. 

By contrast, Exxon told shareholders that
it received about $6.88 per thousand cubic
feet in the nine months that ended Sept. 30.
Chevron said its average price in that peri-
od was $6.49. Kerr-McGee, which suffered
huge losses from hedging against a drop in
prices, nonetheless said it still received an
average price of $6.59. 

“There’s no reason why what the compa-
nies report to their shareholders should be
higher than what they report” to the Miner-
als Management Service, said Lee Helfrich,
a lawyer who has represented California in
many battles with the industry over roy-
alties. “The ultimate goals or mission of the
S.E.C. and the M.M.S. are different, but the
information reported to each should be the
same.”

In the scandals over oil royalties in the
1990’s, government investigators, aided by
industry whistle-blowers and investigation
by the Project on Government Oversight,
found that companies were using a host of
tricks to understate their sale prices.

These included buy-sell agreements in
which producers swapped oil with each oth-
er at artificially low prices and then resold
it at higher prices. Companies also sold oil
at below-market prices to their own affili-
ates, classified high-priced “sweet” oil as
much cheaper “sour” oil and padded their
deductions for transportation costs.

In the wake of the scandals, the outgoing
Clinton administration pushed through
tough new rules for valuing crude oil, which
relied on comparing company reports with
an index of spot market prices. 

A Pro-Industry Approach
But the Bush administration did not close

any loopholes for valuing natural gas. In-
deed, in March 2005 it expanded the list of
deductions and decided against valuing
sales at spot-market prices when companies
were selling to their own affiliates. 

The industry-friendly stance was inten-
tional. Mr. Bush and top White House offi-
cials also placed a top priority on promoting
domestic energy production. Vice President
Dick Cheney’s energy task force called for
giving lucrative new incentives to compa-
nies that drill in the Gulf of Mexico and oth-
er high-risk areas.

The Bush administration also took a
much more relaxed approach to auditing
and fraud prevention. In 2003, the Interior
Department’s inspector general declared
that the auditing process was “ineffective”
and “lacked accountability” and that many
of the auditors were unqualified. 

In one instance, inspectors discovered
that auditors had lost the working papers
for an important audit and tried to cover up
their blunder by creating and back-dating
false documents. Rather than punish any-
body, the inspector general recounted, the
minerals service gave the employee who
produced the new documents a financial bo-
nus for “creativity.” 

Administration officials said last week
that they had addressed most of the crit-
icisms and that the inspector general had
since said its corrective actions were “suffi-
cient.”

The Interior Department also fired two of
its most aggressive and successful auditors.
One of them was Bobby L. Maxwell, a vet-
eran auditor who had recovered hundreds of
millions of dollars in underpayments over a
22-year career and received an award for
meritorious service in 2003 from Interior
Secretary Gale A. Norton.

Mr. Maxwell was fired in early 2005 after
clashing with superiors over his belief that
Kerr-McGee had shortchanged the govern-
ment $12 million. Mr. Maxwell charged that
he had been wrongfully fired, and the gov-
ernment paid him an undisclosed amount of
money to settle out of court.

Mr. Maxwell is now pursuing Kerr-
McGee, which has denied any guilt, with his
own lawsuit under the False Claims Act,
which allows private citizens who prove
fraud to collect some of the money they help
recover.

Patrick Etchart, a spokesman for the
Minerals Management Service in Denver,
said that Mr. Maxwell lost his job because of
a reorganization and that he had declined an
offer to move to a different city.

But lawmakers who wrestled with the

government over previous royalty scandals
are dubious.

“It’s all gotten worse, not better,” said
Representative Carolyn B. Maloney, Demo-
crat of New York, who led Congressional in-
vestigations into cheating on oil royalties in
the 1990’s. “They make the process so com-
plicated that no one can really follow the
money.”

Ending Detailed Inspections
Perhaps the most striking example of

sluggish auditing is the government’s effort
to collect back royalties from companies
that blatantly ignored one of the govern-
ment’s basic rules.

Under current rules aimed at promoting
energy production in deep waters, compa-
nies can produce large volumes of oil and
gas without paying royalties at all. But the
rules also require companies to start paying
royalties if market prices climb above cer-
tain “threshold” levels.

As it happens, market prices have been
above those levels since the 2003 fiscal year.
But even though dozens of companies never
bothered to start paying, Ms. Burton said
earlier this month that the government had
yet to demand repayment three months into
the 2006 fiscal year.

“It’s more complicated than you might
think,” said Lucy Querques Dennett , associ-
ate director of the Minerals Management
Service in charge of the issue. 

But enforcing the rules about price
thresholds is easy compared with verifying
the actual sale value of natural gas.

Over the last four years, the Bush admin-
istration has ordered its auditors to move
away from detailed inspections in favor of a
more cursory approach of looking for anom-
alies in company reports. If a company in
Louisiana, say, reported prices that differed
from those of other companies in the same
region, it would attract closer scrutiny. 

Mr. Etchart, the agency’s spokesman,
said that the number of full-scale audits had
declined slightly over the past few years
and that the budget for compliance had fall-
en.

But he said the government still took a
“close look” at 71 percent of oil and gas pro-
duction. “Our strategy would obviously be to
focus on anomalies,” he said, “but it is also
to focus on large producing areas.” 

The agency’s strategy has drawn pro-
tests, however, from many states, which are
entitled to a share of federal royalties, and
from some of the Interior Department’s
most aggressive auditors.

One of those auditors was Kevin Gam-
brell, director of the Federal Indian Miner-
als Office in Farmington, N.M. Mr. Gam-
brell fought with his superiors over many is-
sues, one of which was their demand that he
do fewer audits and simply monitor posted
prices of companies in the same area.

“Where the M.M.S. approach falls short is
that there are so many different types of de-
ductions you can take in getting gas and oil
to the market, and there are so many premi-
ums and bonuses in the contracts,” Mr.
Gambrell said in a recent interview. “You
have to take a detailed look at the contracts
to know what’s going on.”

The Interior Department forced Mr.
Gambrell out in 2003, charging that he had
improperly destroyed office documents. Mr.
Gambrell sued for wrongful termination, ar-
guing that he had discarded only copies of
documents. He also presented evidence that
his office had recovered eight times as
much money as offices that used the admin-
istration’s preferred approach.

The government settled his case in 2004
by clearing him of any wrongdoing and pay-
ing him an undisclosed amount of money.

For practical purposes, the biggest cost to
taxpayers may have less to do with cheating
and fraud than with the government’s in-
scrutable rules.

Consider the case of Burlington Re-
sources, a Houston-based producer that
ConocoPhillips acquired in December for
$35.6 billion. Burlington paid $8.5 million in
2001 to settle charges of cheating related to
its oil royalties. Last March, Burlington dis-
closed that it might also have underpaid gas
royalties by about $76 million during the
1990’s. It set aside $81 million to cover pos-
sible litigation costs.

Unlike others, Burlington executives pro-
vided information to The Times on the roy-
alties it paid for natural gas and on the sale
prices that it has reported to the Interior
Department since 2002.

During those four years, Burlington said
it paid $627 million in gas royalties and that
its annual payment shot up from $89 million
in 2002 to $233 million in 2005.

That surge in royalties does track closely
with the rise in market prices. But Burling-
ton’s numbers also highlight the essential is-
sue raised by many critics: the rules let
companies understate the value of their gas
sales by taking scores of deductions. 

Those deductions include the cost of
transportation, processing, brokerage fees,
pipeline reservation fees and even certain
“theoretical losses” for companies that own
their own pipelines. 

In 2001, Burlington reported an average
price of $1.98 per thousand cubic feet to the
government but an average sale price of
$3.20 to its shareholders. In 2005, the compa-
ny reported an average sale price of $5.75 to
the government and $6.46 to shareholders.

Keeping Royalties Secret
James Bartlett, a spokesman for Burling-

ton, said part of the discrepancy resulted
from the fact that much of Burlington’s pro-
duction is in the Rocky Mountains, where
natural gas fetches lower prices. 

The federal government does not require
companies to divulge the amount of roy-
alties they pay or what they tell the govern-
ment about sale prices. And unlike Burling-
ton Resources, Exxon and most other major
oil companies refused to disclose the in-
formation when asked.

“It’s not required information,” said Mr.
Davis of Exxon, echoing responses from
Chevron, Royal Dutch/Shell and other big
producers. “We’re not going to publish it.”

Companies Pay U.S. Less 
For Valuable Gas Rights 

Michael Stravato for The New York Times

Energy companies pay royalties for gas and oil taken from federal lands and offshore fields like this one in the Gulf of Mexico.

The New York Times

Sources: Energy Information Administration; Minerals Management Service; company reports 

Coming Up Short?
In return for the right to extract natural gas from territory controlled by the federal govern-
ment, energy companies pay a royalty based on the amount and the value of the energy 
produced and sold. Over the last two years, the companies reported to the government 
that they received lower prices than what they disclosed to their shareholders. As a result, 
the government’s royalties have been lower than if the higher prices had been used. 
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After admitting their surprise that com-
panies were reporting much higher sales
prices for oil and gas to shareholders than to
the Interior Department, the Minerals Man-
agement service supplied The New York
Times with new statistics that seemed to
make the gap disappear.

In its new analysis, the agency said the
published statistics for each year included
scores of adjustments that companies had
made to reports from earlier years. It then
produced a markedly different new chart,
saying it had put those adjustments into the
proper years. 

In effect, the changes shifted about 15 per-
cent of gas production from 2004, a year of
high prices, to 2001, when prices were much
lower. As if waving a wand, the statisticians
declared that the government’s average
“sales value” for gas in 2004 and 2005 was
actually “very comparable” to the sales
prices that companies like Chevron had re-
ported to shareholders.

But the new statistics were wrong. They
showed big swings in annual gas production
that contradicted data compiled by the En-
ergy Information Administration.

Two days after being asked to clarify the
discrepancy, a spokesman for the Minerals
Management Service said the new numbers
contained a huge error: the statisticians
had erroneously shifted 800 billion cubic feet
of gas from 2004 to 2001, when they should
only have shifted about 8 million cubic feet.
The error invalidated all the other new num-
bers.

“It was the leaseholder’s mistake,” said
Patrick Etchart, a spokesman for the Min-
eral Management Service, adding that an
energy company had put down “more ze-
roes than they should have.”

EDMUND L. ANDREWS 

Shifting Numbers
On Price Reports

By ERIC SCHMITT
WASHINGTON, Jan. 22 — A senior Army

interrogator was convicted late Saturday of
negligent homicide in the death of an Iraqi
general after he shoved the general head-
first into a sleeping bag, sat on his chest and
put his hands over his mouth. 

A six-officer jury at Fort Carson, Colo.,
found the interrogator, Chief Warrant Offi-
cer Lewis E. Welshofer Jr., guilty of the
charge, which carries a maximum sentence
of three years in a military prison. He was
also found guilty of negligent dereliction of
duty. He was acquitted of murder and as-
sault charges. Sentencing is scheduled for
Monday. 

Army prosecutors contended that Mr.
Welshofer, 43, a chief interrogator with the
Third Armored Cavalry Regiment in Qaim,
Iraq, suffocated Maj. Gen. Abed Hamed
Mowhoush after wrapping him in the sleep-
ing bag and sitting on him during an in-
terrogation session on Nov. 26, 2003. Pros-
ecutors said Mr. Welshofer knew his in-
terrogation techniques were potentially le-
thal and against Army standards. 

Defense lawyers countered that Mr. Wel-
shofer, a 19-year Army veteran, did nothing
illegal and was using a technique that his
commander had approved for use on unco-

operative prisoners. They also said that
General Mowhoush, 57, whom the lawyers
said weighed more than 250 pounds, died
from an irregular heart rhythm caused by
heart disease and stress.

The widely publicized incident has drawn
attention from human rights groups as one
of the worst instances of abuse against de-
tainees in American custody in Iraq, and be-
cause General Mowhoush had been beaten
shortly before his death by a team that in-
cluded one or more C.I.A. contract workers.

The case also underscores the confusion
among military interrogators and their su-
periors over the use of aggressive interro-
gation techniques in the summer and fall of
2003, when the insurgency in Iraq was rap-
idly gaining momentum and ferocity, and
top Pentagon officials and commanders in
Iraq were demanding better intelligence
with which to attack the militants. 

Testimony at Mr. Welshofer’s court-mar-
tial last week confirmed that a team of
Iraqis had beaten the general two days be-
fore he died, but the C.I.A.’s involvement re-
mained largely unaddressed.

At one point, a defense lawyer, Frank
Spinner, questioned a witness whose identi-
ty was so secret that he was shielded from
reporters and others in the courtroom by a
green tarp suspended from the ceiling, The

Associated Press reported. The witness said
that when he spoke to Mr. Welshofer on the
day before General Mowhoush died, he was
alarmed when Mr. Welshofer told him he
thought the Army’s interrogation guidelines
were being broken every day.

“And you didn’t report it to the C.I.A.?”
Mr. Spinner asked. He then stopped himself
and quickly apologized to the judge.

Mr. Welshofer and his lawyers argued
that the Army had provided no guidance for
authorized and unauthorized techniques. “It
was not clear on what we were to do,” Mr.
Welshofer testified last Thursday, The
Rocky Mountain News reported. 

Mr. Welshofer said he received an e-mail
message from his unit’s commanders say-
ing that there were no rules for interroga-
tions yet, and that top officers were “tired of
taking casualties and that the gloves were
coming off.” He said he never received
memorandums from Sept. 14 and Oct. 12,
which first authorized the use of “stress po-
sitions” but called for the prior approval of
Lt. Gen. Ricardo S. Sanchez, the top general
in Iraq at the time. 

As a result, Mr. Welshofer said he escalat-
ed his tactics over the course of several in-
terviews to frighten the general, who was
providing little useful information. Mr. Wel-

shofer and another interrogator designed
the sleeping bag technique as a last resort,
believing it would create a claustrophobic
effect on a prisoner, Mr. Spinner said in a
telephone interview on Sunday. A small hole
was cut in the bottom of the sleeping bag to
allow the detainee to breathe. 

General Mowhoush was considered a
prized intelligence prospect. He had been
commander of air defenses in western Iraq
under Saddam Hussein, and military intelli-
gence officials believed he was a suspected
leader and financier of the insurgency there,
providing money and housing for fighters
coming in from Syria. General Mowhoush
had surrendered to military authorities two
weeks before his death, saying he wanted to
secure the release of his four sons in Ameri-
can custody. 

But the military prosecutor, Maj. Tiernan
Dolan, said Mr. Welshofer abused General
Mowhoush, treating him “worse than you
would treat a dog,” The A.P. reported. 

An Army spokesman, Paul Boyce, said in
an e-mail message on Sunday that more
than 500 investigations had examined alle-
gations of detainee mistreatment. Thus far,
he said, allegations against at least 251 mil-
itary members have been addressed in
courts-martial, nonjudicial punishment and
other administrative penalties.

Army Interrogator Is Convicted of Negligent Homicide in 2003 Death of Iraqi General

Jerilee Bennett/The Gazette of Colorado Springs

Chief Warrant Officer Lewis E. Welshof-
er Jr.’s court-martial came after an Iraqi
general died during interrogation. 
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the same as in 2001. 
Because much of the information about

specific transactions is kept secret, it re-
mains unclear to what extent, if at all, the
weakness in royalty payments stems from
deliberate cheating or from issues with the
rules themselves.

But one major producer, Burlington Re-
sources, admitted to shareholders last year
that it might have underpaid about $76 mil-
lion in gas royalties in the 1990’s. And in Ala-
bama, a jury ruled in 2003 that Exxon had
cheated on $63.6 million worth of royalties
from gas wells in state-owned waters. The
jury awarded $11.9 billion in punitive dam-
ages, which a judge later reduced to $3.5 bil-
lion. Exxon disputes the charges and is ap-
pealing the verdict.

The possible losses to taxpayers in gas
could be even higher than the losses tied to
the scandals over oil royalties. For one
thing, natural gas production on federal
land is worth twice as much as oil.

Moreover, the Interior Department has
scaled back on full audits, pushed out a cou-
ple of its more aggressive auditors and been
criticized by its own inspector general for
the audits that it did pursue.

“We are talking about the same issues
and in many cases the same players as be-
fore,” said Danielle Brian, executive di-
rector of the Project on Government Over-
sight, a nonprofit watchdog group that ex-
posed many of the oil royalty scandals. 

“These companies had knowingly been
cheating on oil for years, if not decades,”
Ms. Brian continued. “To ignore the likeli-
hood that the same thing is happening on the
gas side is absurd.”

Johnnie M. Burton, director of the Interior
Department’s Minerals Management Serv-
ice, said the disparities were mostly the re-
sult of deductions that the regulations let
companies take, reducing the sale prices
they report to the government.

But Ms. Burton said she had not known
and could not explain why companies were
reporting higher sale prices to their share-
holders and to the Securities and Exchange
Commission than to her office. 

“I can’t answer because I don’t know,”
she said in an interview. “We don’t look at
S.E.C. filings. We don’t have enough staff to
do all of that. If we were to do that, then we
would have to have more staff and more
budget. You know, there is such a thing as

budget constraint, and it’s been real tough,
let me tell you.” The contrasts between what
companies are telling the government and
what they are telling shareholders is stark.

The Interior Department, using the num-
bers given by companies paying royalties,
said the average sale price of natural gas on
federal leases was $5.62 per thousand cubic
feet in fiscal 2005, which ended Sept. 30. 

By contrast, Exxon told shareholders that
it received about $6.88 per thousand cubic
feet in the nine months that ended Sept. 30.
Chevron said its average price in that peri-
od was $6.49. Kerr-McGee, which suffered
huge losses from hedging against a drop in
prices, nonetheless said it still received an
average price of $6.59. 

“There’s no reason why what the compa-
nies report to their shareholders should be
higher than what they report” to the Miner-
als Management Service, said Lee Helfrich,
a lawyer who has represented California in
many battles with the industry over roy-
alties. “The ultimate goals or mission of the
S.E.C. and the M.M.S. are different, but the
information reported to each should be the
same.”

In the scandals over oil royalties in the
1990’s, government investigators, aided by
industry whistle-blowers and investigation
by the Project on Government Oversight,
found that companies were using a host of
tricks to understate their sale prices.

These included buy-sell agreements in
which producers swapped oil with each oth-
er at artificially low prices and then resold
it at higher prices. Companies also sold oil
at below-market prices to their own affili-
ates, classified high-priced “sweet” oil as
much cheaper “sour” oil and padded their
deductions for transportation costs.

In the wake of the scandals, the outgoing
Clinton administration pushed through
tough new rules for valuing crude oil, which
relied on comparing company reports with
an index of spot market prices. 

A Pro-Industry Approach
But the Bush administration did not close

any loopholes for valuing natural gas. In-
deed, in March 2005 it expanded the list of
deductions and decided against valuing
sales at spot-market prices when companies
were selling to their own affiliates. 

The industry-friendly stance was inten-
tional. Mr. Bush and top White House offi-
cials also placed a top priority on promoting
domestic energy production. Vice President
Dick Cheney’s energy task force called for
giving lucrative new incentives to compa-
nies that drill in the Gulf of Mexico and oth-
er high-risk areas.

The Bush administration also took a
much more relaxed approach to auditing
and fraud prevention. In 2003, the Interior
Department’s inspector general declared
that the auditing process was “ineffective”
and “lacked accountability” and that many
of the auditors were unqualified. 

In one instance, inspectors discovered
that auditors had lost the working papers
for an important audit and tried to cover up
their blunder by creating and back-dating
false documents. Rather than punish any-
body, the inspector general recounted, the
minerals service gave the employee who
produced the new documents a financial bo-
nus for “creativity.” 

Administration officials said last week
that they had addressed most of the crit-
icisms and that the inspector general had
since said its corrective actions were “suffi-
cient.”

The Interior Department also fired two of
its most aggressive and successful auditors.
One of them was Bobby L. Maxwell, a vet-
eran auditor who had recovered hundreds of
millions of dollars in underpayments over a
22-year career and received an award for
meritorious service in 2003 from Interior
Secretary Gale A. Norton.

Mr. Maxwell was fired in early 2005 after
clashing with superiors over his belief that
Kerr-McGee had shortchanged the govern-
ment $12 million. Mr. Maxwell charged that
he had been wrongfully fired, and the gov-
ernment paid him an undisclosed amount of
money to settle out of court.

Mr. Maxwell is now pursuing Kerr-
McGee, which has denied any guilt, with his
own lawsuit under the False Claims Act,
which allows private citizens who prove
fraud to collect some of the money they help
recover.

Patrick Etchart, a spokesman for the
Minerals Management Service in Denver,
said that Mr. Maxwell lost his job because of
a reorganization and that he had declined an
offer to move to a different city.

But lawmakers who wrestled with the

government over previous royalty scandals
are dubious.

“It’s all gotten worse, not better,” said
Representative Carolyn B. Maloney, Demo-
crat of New York, who led Congressional in-
vestigations into cheating on oil royalties in
the 1990’s. “They make the process so com-
plicated that no one can really follow the
money.”

Ending Detailed Inspections
Perhaps the most striking example of

sluggish auditing is the government’s effort
to collect back royalties from companies
that blatantly ignored one of the govern-
ment’s basic rules.

Under current rules aimed at promoting
energy production in deep waters, compa-
nies can produce large volumes of oil and
gas without paying royalties at all. But the
rules also require companies to start paying
royalties if market prices climb above cer-
tain “threshold” levels.

As it happens, market prices have been
above those levels since the 2003 fiscal year.
But even though dozens of companies never
bothered to start paying, Ms. Burton said
earlier this month that the government had
yet to demand repayment three months into
the 2006 fiscal year.

“It’s more complicated than you might
think,” said Lucy Querques Dennett , associ-
ate director of the Minerals Management
Service in charge of the issue. 

But enforcing the rules about price
thresholds is easy compared with verifying
the actual sale value of natural gas.

Over the last four years, the Bush admin-
istration has ordered its auditors to move
away from detailed inspections in favor of a
more cursory approach of looking for anom-
alies in company reports. If a company in
Louisiana, say, reported prices that differed
from those of other companies in the same
region, it would attract closer scrutiny. 

Mr. Etchart, the agency’s spokesman,
said that the number of full-scale audits had
declined slightly over the past few years
and that the budget for compliance had fall-
en.

But he said the government still took a
“close look” at 71 percent of oil and gas pro-
duction. “Our strategy would obviously be to
focus on anomalies,” he said, “but it is also
to focus on large producing areas.” 

The agency’s strategy has drawn pro-
tests, however, from many states, which are
entitled to a share of federal royalties, and
from some of the Interior Department’s
most aggressive auditors.

One of those auditors was Kevin Gam-
brell, director of the Federal Indian Miner-
als Office in Farmington, N.M. Mr. Gam-
brell fought with his superiors over many is-
sues, one of which was their demand that he
do fewer audits and simply monitor posted
prices of companies in the same area.

“Where the M.M.S. approach falls short is
that there are so many different types of de-
ductions you can take in getting gas and oil
to the market, and there are so many premi-
ums and bonuses in the contracts,” Mr.
Gambrell said in a recent interview. “You
have to take a detailed look at the contracts
to know what’s going on.”

The Interior Department forced Mr.
Gambrell out in 2003, charging that he had
improperly destroyed office documents. Mr.
Gambrell sued for wrongful termination, ar-
guing that he had discarded only copies of
documents. He also presented evidence that
his office had recovered eight times as
much money as offices that used the admin-
istration’s preferred approach.

The government settled his case in 2004
by clearing him of any wrongdoing and pay-
ing him an undisclosed amount of money.

For practical purposes, the biggest cost to
taxpayers may have less to do with cheating
and fraud than with the government’s in-
scrutable rules.

Consider the case of Burlington Re-
sources, a Houston-based producer that
ConocoPhillips acquired in December for
$35.6 billion. Burlington paid $8.5 million in
2001 to settle charges of cheating related to
its oil royalties. Last March, Burlington dis-
closed that it might also have underpaid gas
royalties by about $76 million during the
1990’s. It set aside $81 million to cover pos-
sible litigation costs.

Unlike others, Burlington executives pro-
vided information to The Times on the roy-
alties it paid for natural gas and on the sale
prices that it has reported to the Interior
Department since 2002.

During those four years, Burlington said
it paid $627 million in gas royalties and that
its annual payment shot up from $89 million
in 2002 to $233 million in 2005.

That surge in royalties does track closely
with the rise in market prices. But Burling-
ton’s numbers also highlight the essential is-
sue raised by many critics: the rules let
companies understate the value of their gas
sales by taking scores of deductions. 

Those deductions include the cost of
transportation, processing, brokerage fees,
pipeline reservation fees and even certain
“theoretical losses” for companies that own
their own pipelines. 

In 2001, Burlington reported an average
price of $1.98 per thousand cubic feet to the
government but an average sale price of
$3.20 to its shareholders. In 2005, the compa-
ny reported an average sale price of $5.75 to
the government and $6.46 to shareholders.

Keeping Royalties Secret
James Bartlett, a spokesman for Burling-

ton, said part of the discrepancy resulted
from the fact that much of Burlington’s pro-
duction is in the Rocky Mountains, where
natural gas fetches lower prices. 

The federal government does not require
companies to divulge the amount of roy-
alties they pay or what they tell the govern-
ment about sale prices. And unlike Burling-
ton Resources, Exxon and most other major
oil companies refused to disclose the in-
formation when asked.

“It’s not required information,” said Mr.
Davis of Exxon, echoing responses from
Chevron, Royal Dutch/Shell and other big
producers. “We’re not going to publish it.”

Companies Pay U.S. Less 
For Valuable Gas Rights 

Michael Stravato for The New York Times

Energy companies pay royalties for gas and oil taken from federal lands and offshore fields like this one in the Gulf of Mexico.

The New York Times

Sources: Energy Information Administration; Minerals Management Service; company reports 

Coming Up Short?
In return for the right to extract natural gas from territory controlled by the federal govern-
ment, energy companies pay a royalty based on the amount and the value of the energy 
produced and sold. Over the last two years, the companies reported to the government 
that they received lower prices than what they disclosed to their shareholders. As a result, 
the government’s royalties have been lower than if the higher prices had been used. 
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After admitting their surprise that com-
panies were reporting much higher sales
prices for oil and gas to shareholders than to
the Interior Department, the Minerals Man-
agement service supplied The New York
Times with new statistics that seemed to
make the gap disappear.

In its new analysis, the agency said the
published statistics for each year included
scores of adjustments that companies had
made to reports from earlier years. It then
produced a markedly different new chart,
saying it had put those adjustments into the
proper years. 

In effect, the changes shifted about 15 per-
cent of gas production from 2004, a year of
high prices, to 2001, when prices were much
lower. As if waving a wand, the statisticians
declared that the government’s average
“sales value” for gas in 2004 and 2005 was
actually “very comparable” to the sales
prices that companies like Chevron had re-
ported to shareholders.

But the new statistics were wrong. They
showed big swings in annual gas production
that contradicted data compiled by the En-
ergy Information Administration.

Two days after being asked to clarify the
discrepancy, a spokesman for the Minerals
Management Service said the new numbers
contained a huge error: the statisticians
had erroneously shifted 800 billion cubic feet
of gas from 2004 to 2001, when they should
only have shifted about 8 million cubic feet.
The error invalidated all the other new num-
bers.

“It was the leaseholder’s mistake,” said
Patrick Etchart, a spokesman for the Min-
eral Management Service, adding that an
energy company had put down “more ze-
roes than they should have.”

EDMUND L. ANDREWS 

Shifting Numbers
On Price Reports

By ERIC SCHMITT
WASHINGTON, Jan. 22 — A senior Army

interrogator was convicted late Saturday of
negligent homicide in the death of an Iraqi
general after he shoved the general head-
first into a sleeping bag, sat on his chest and
put his hands over his mouth. 

A six-officer jury at Fort Carson, Colo.,
found the interrogator, Chief Warrant Offi-
cer Lewis E. Welshofer Jr., guilty of the
charge, which carries a maximum sentence
of three years in a military prison. He was
also found guilty of negligent dereliction of
duty. He was acquitted of murder and as-
sault charges. Sentencing is scheduled for
Monday. 

Army prosecutors contended that Mr.
Welshofer, 43, a chief interrogator with the
Third Armored Cavalry Regiment in Qaim,
Iraq, suffocated Maj. Gen. Abed Hamed
Mowhoush after wrapping him in the sleep-
ing bag and sitting on him during an in-
terrogation session on Nov. 26, 2003. Pros-
ecutors said Mr. Welshofer knew his in-
terrogation techniques were potentially le-
thal and against Army standards. 

Defense lawyers countered that Mr. Wel-
shofer, a 19-year Army veteran, did nothing
illegal and was using a technique that his
commander had approved for use on unco-

operative prisoners. They also said that
General Mowhoush, 57, whom the lawyers
said weighed more than 250 pounds, died
from an irregular heart rhythm caused by
heart disease and stress.

The widely publicized incident has drawn
attention from human rights groups as one
of the worst instances of abuse against de-
tainees in American custody in Iraq, and be-
cause General Mowhoush had been beaten
shortly before his death by a team that in-
cluded one or more C.I.A. contract workers.

The case also underscores the confusion
among military interrogators and their su-
periors over the use of aggressive interro-
gation techniques in the summer and fall of
2003, when the insurgency in Iraq was rap-
idly gaining momentum and ferocity, and
top Pentagon officials and commanders in
Iraq were demanding better intelligence
with which to attack the militants. 

Testimony at Mr. Welshofer’s court-mar-
tial last week confirmed that a team of
Iraqis had beaten the general two days be-
fore he died, but the C.I.A.’s involvement re-
mained largely unaddressed.

At one point, a defense lawyer, Frank
Spinner, questioned a witness whose identi-
ty was so secret that he was shielded from
reporters and others in the courtroom by a
green tarp suspended from the ceiling, The

Associated Press reported. The witness said
that when he spoke to Mr. Welshofer on the
day before General Mowhoush died, he was
alarmed when Mr. Welshofer told him he
thought the Army’s interrogation guidelines
were being broken every day.

“And you didn’t report it to the C.I.A.?”
Mr. Spinner asked. He then stopped himself
and quickly apologized to the judge.

Mr. Welshofer and his lawyers argued
that the Army had provided no guidance for
authorized and unauthorized techniques. “It
was not clear on what we were to do,” Mr.
Welshofer testified last Thursday, The
Rocky Mountain News reported. 

Mr. Welshofer said he received an e-mail
message from his unit’s commanders say-
ing that there were no rules for interroga-
tions yet, and that top officers were “tired of
taking casualties and that the gloves were
coming off.” He said he never received
memorandums from Sept. 14 and Oct. 12,
which first authorized the use of “stress po-
sitions” but called for the prior approval of
Lt. Gen. Ricardo S. Sanchez, the top general
in Iraq at the time. 

As a result, Mr. Welshofer said he escalat-
ed his tactics over the course of several in-
terviews to frighten the general, who was
providing little useful information. Mr. Wel-

shofer and another interrogator designed
the sleeping bag technique as a last resort,
believing it would create a claustrophobic
effect on a prisoner, Mr. Spinner said in a
telephone interview on Sunday. A small hole
was cut in the bottom of the sleeping bag to
allow the detainee to breathe. 

General Mowhoush was considered a
prized intelligence prospect. He had been
commander of air defenses in western Iraq
under Saddam Hussein, and military intelli-
gence officials believed he was a suspected
leader and financier of the insurgency there,
providing money and housing for fighters
coming in from Syria. General Mowhoush
had surrendered to military authorities two
weeks before his death, saying he wanted to
secure the release of his four sons in Ameri-
can custody. 

But the military prosecutor, Maj. Tiernan
Dolan, said Mr. Welshofer abused General
Mowhoush, treating him “worse than you
would treat a dog,” The A.P. reported. 

An Army spokesman, Paul Boyce, said in
an e-mail message on Sunday that more
than 500 investigations had examined alle-
gations of detainee mistreatment. Thus far,
he said, allegations against at least 251 mil-
itary members have been addressed in
courts-martial, nonjudicial punishment and
other administrative penalties.

Army Interrogator Is Convicted of Negligent Homicide in 2003 Death of Iraqi General

Jerilee Bennett/The Gazette of Colorado Springs

Chief Warrant Officer Lewis E. Welshof-
er Jr.’s court-martial came after an Iraqi
general died during interrogation. 
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the same as in 2001. 
Because much of the information about

specific transactions is kept secret, it re-
mains unclear to what extent, if at all, the
weakness in royalty payments stems from
deliberate cheating or from issues with the
rules themselves.

But one major producer, Burlington Re-
sources, admitted to shareholders last year
that it might have underpaid about $76 mil-
lion in gas royalties in the 1990’s. And in Ala-
bama, a jury ruled in 2003 that Exxon had
cheated on $63.6 million worth of royalties
from gas wells in state-owned waters. The
jury awarded $11.9 billion in punitive dam-
ages, which a judge later reduced to $3.5 bil-
lion. Exxon disputes the charges and is ap-
pealing the verdict.

The possible losses to taxpayers in gas
could be even higher than the losses tied to
the scandals over oil royalties. For one
thing, natural gas production on federal
land is worth twice as much as oil.

Moreover, the Interior Department has
scaled back on full audits, pushed out a cou-
ple of its more aggressive auditors and been
criticized by its own inspector general for
the audits that it did pursue.

“We are talking about the same issues
and in many cases the same players as be-
fore,” said Danielle Brian, executive di-
rector of the Project on Government Over-
sight, a nonprofit watchdog group that ex-
posed many of the oil royalty scandals. 

“These companies had knowingly been
cheating on oil for years, if not decades,”
Ms. Brian continued. “To ignore the likeli-
hood that the same thing is happening on the
gas side is absurd.”

Johnnie M. Burton, director of the Interior
Department’s Minerals Management Serv-
ice, said the disparities were mostly the re-
sult of deductions that the regulations let
companies take, reducing the sale prices
they report to the government.

But Ms. Burton said she had not known
and could not explain why companies were
reporting higher sale prices to their share-
holders and to the Securities and Exchange
Commission than to her office. 

“I can’t answer because I don’t know,”
she said in an interview. “We don’t look at
S.E.C. filings. We don’t have enough staff to
do all of that. If we were to do that, then we
would have to have more staff and more
budget. You know, there is such a thing as

budget constraint, and it’s been real tough,
let me tell you.” The contrasts between what
companies are telling the government and
what they are telling shareholders is stark.

The Interior Department, using the num-
bers given by companies paying royalties,
said the average sale price of natural gas on
federal leases was $5.62 per thousand cubic
feet in fiscal 2005, which ended Sept. 30. 

By contrast, Exxon told shareholders that
it received about $6.88 per thousand cubic
feet in the nine months that ended Sept. 30.
Chevron said its average price in that peri-
od was $6.49. Kerr-McGee, which suffered
huge losses from hedging against a drop in
prices, nonetheless said it still received an
average price of $6.59. 

“There’s no reason why what the compa-
nies report to their shareholders should be
higher than what they report” to the Miner-
als Management Service, said Lee Helfrich,
a lawyer who has represented California in
many battles with the industry over roy-
alties. “The ultimate goals or mission of the
S.E.C. and the M.M.S. are different, but the
information reported to each should be the
same.”

In the scandals over oil royalties in the
1990’s, government investigators, aided by
industry whistle-blowers and investigation
by the Project on Government Oversight,
found that companies were using a host of
tricks to understate their sale prices.

These included buy-sell agreements in
which producers swapped oil with each oth-
er at artificially low prices and then resold
it at higher prices. Companies also sold oil
at below-market prices to their own affili-
ates, classified high-priced “sweet” oil as
much cheaper “sour” oil and padded their
deductions for transportation costs.

In the wake of the scandals, the outgoing
Clinton administration pushed through
tough new rules for valuing crude oil, which
relied on comparing company reports with
an index of spot market prices. 

A Pro-Industry Approach
But the Bush administration did not close

any loopholes for valuing natural gas. In-
deed, in March 2005 it expanded the list of
deductions and decided against valuing
sales at spot-market prices when companies
were selling to their own affiliates. 

The industry-friendly stance was inten-
tional. Mr. Bush and top White House offi-
cials also placed a top priority on promoting
domestic energy production. Vice President
Dick Cheney’s energy task force called for
giving lucrative new incentives to compa-
nies that drill in the Gulf of Mexico and oth-
er high-risk areas.

The Bush administration also took a
much more relaxed approach to auditing
and fraud prevention. In 2003, the Interior
Department’s inspector general declared
that the auditing process was “ineffective”
and “lacked accountability” and that many
of the auditors were unqualified. 

In one instance, inspectors discovered
that auditors had lost the working papers
for an important audit and tried to cover up
their blunder by creating and back-dating
false documents. Rather than punish any-
body, the inspector general recounted, the
minerals service gave the employee who
produced the new documents a financial bo-
nus for “creativity.” 

Administration officials said last week
that they had addressed most of the crit-
icisms and that the inspector general had
since said its corrective actions were “suffi-
cient.”

The Interior Department also fired two of
its most aggressive and successful auditors.
One of them was Bobby L. Maxwell, a vet-
eran auditor who had recovered hundreds of
millions of dollars in underpayments over a
22-year career and received an award for
meritorious service in 2003 from Interior
Secretary Gale A. Norton.

Mr. Maxwell was fired in early 2005 after
clashing with superiors over his belief that
Kerr-McGee had shortchanged the govern-
ment $12 million. Mr. Maxwell charged that
he had been wrongfully fired, and the gov-
ernment paid him an undisclosed amount of
money to settle out of court.

Mr. Maxwell is now pursuing Kerr-
McGee, which has denied any guilt, with his
own lawsuit under the False Claims Act,
which allows private citizens who prove
fraud to collect some of the money they help
recover.

Patrick Etchart, a spokesman for the
Minerals Management Service in Denver,
said that Mr. Maxwell lost his job because of
a reorganization and that he had declined an
offer to move to a different city.

But lawmakers who wrestled with the

government over previous royalty scandals
are dubious.

“It’s all gotten worse, not better,” said
Representative Carolyn B. Maloney, Demo-
crat of New York, who led Congressional in-
vestigations into cheating on oil royalties in
the 1990’s. “They make the process so com-
plicated that no one can really follow the
money.”

Ending Detailed Inspections
Perhaps the most striking example of

sluggish auditing is the government’s effort
to collect back royalties from companies
that blatantly ignored one of the govern-
ment’s basic rules.

Under current rules aimed at promoting
energy production in deep waters, compa-
nies can produce large volumes of oil and
gas without paying royalties at all. But the
rules also require companies to start paying
royalties if market prices climb above cer-
tain “threshold” levels.

As it happens, market prices have been
above those levels since the 2003 fiscal year.
But even though dozens of companies never
bothered to start paying, Ms. Burton said
earlier this month that the government had
yet to demand repayment three months into
the 2006 fiscal year.

“It’s more complicated than you might
think,” said Lucy Querques Dennett , associ-
ate director of the Minerals Management
Service in charge of the issue. 

But enforcing the rules about price
thresholds is easy compared with verifying
the actual sale value of natural gas.

Over the last four years, the Bush admin-
istration has ordered its auditors to move
away from detailed inspections in favor of a
more cursory approach of looking for anom-
alies in company reports. If a company in
Louisiana, say, reported prices that differed
from those of other companies in the same
region, it would attract closer scrutiny. 

Mr. Etchart, the agency’s spokesman,
said that the number of full-scale audits had
declined slightly over the past few years
and that the budget for compliance had fall-
en.

But he said the government still took a
“close look” at 71 percent of oil and gas pro-
duction. “Our strategy would obviously be to
focus on anomalies,” he said, “but it is also
to focus on large producing areas.” 

The agency’s strategy has drawn pro-
tests, however, from many states, which are
entitled to a share of federal royalties, and
from some of the Interior Department’s
most aggressive auditors.

One of those auditors was Kevin Gam-
brell, director of the Federal Indian Miner-
als Office in Farmington, N.M. Mr. Gam-
brell fought with his superiors over many is-
sues, one of which was their demand that he
do fewer audits and simply monitor posted
prices of companies in the same area.

“Where the M.M.S. approach falls short is
that there are so many different types of de-
ductions you can take in getting gas and oil
to the market, and there are so many premi-
ums and bonuses in the contracts,” Mr.
Gambrell said in a recent interview. “You
have to take a detailed look at the contracts
to know what’s going on.”

The Interior Department forced Mr.
Gambrell out in 2003, charging that he had
improperly destroyed office documents. Mr.
Gambrell sued for wrongful termination, ar-
guing that he had discarded only copies of
documents. He also presented evidence that
his office had recovered eight times as
much money as offices that used the admin-
istration’s preferred approach.

The government settled his case in 2004
by clearing him of any wrongdoing and pay-
ing him an undisclosed amount of money.

For practical purposes, the biggest cost to
taxpayers may have less to do with cheating
and fraud than with the government’s in-
scrutable rules.

Consider the case of Burlington Re-
sources, a Houston-based producer that
ConocoPhillips acquired in December for
$35.6 billion. Burlington paid $8.5 million in
2001 to settle charges of cheating related to
its oil royalties. Last March, Burlington dis-
closed that it might also have underpaid gas
royalties by about $76 million during the
1990’s. It set aside $81 million to cover pos-
sible litigation costs.

Unlike others, Burlington executives pro-
vided information to The Times on the roy-
alties it paid for natural gas and on the sale
prices that it has reported to the Interior
Department since 2002.

During those four years, Burlington said
it paid $627 million in gas royalties and that
its annual payment shot up from $89 million
in 2002 to $233 million in 2005.

That surge in royalties does track closely
with the rise in market prices. But Burling-
ton’s numbers also highlight the essential is-
sue raised by many critics: the rules let
companies understate the value of their gas
sales by taking scores of deductions. 

Those deductions include the cost of
transportation, processing, brokerage fees,
pipeline reservation fees and even certain
“theoretical losses” for companies that own
their own pipelines. 

In 2001, Burlington reported an average
price of $1.98 per thousand cubic feet to the
government but an average sale price of
$3.20 to its shareholders. In 2005, the compa-
ny reported an average sale price of $5.75 to
the government and $6.46 to shareholders.

Keeping Royalties Secret
James Bartlett, a spokesman for Burling-

ton, said part of the discrepancy resulted
from the fact that much of Burlington’s pro-
duction is in the Rocky Mountains, where
natural gas fetches lower prices. 

The federal government does not require
companies to divulge the amount of roy-
alties they pay or what they tell the govern-
ment about sale prices. And unlike Burling-
ton Resources, Exxon and most other major
oil companies refused to disclose the in-
formation when asked.

“It’s not required information,” said Mr.
Davis of Exxon, echoing responses from
Chevron, Royal Dutch/Shell and other big
producers. “We’re not going to publish it.”

Companies Pay U.S. Less 
For Valuable Gas Rights 

Michael Stravato for The New York Times

Energy companies pay royalties for gas and oil taken from federal lands and offshore fields like this one in the Gulf of Mexico.

The New York Times

Sources: Energy Information Administration; Minerals Management Service; company reports 

Coming Up Short?
In return for the right to extract natural gas from territory controlled by the federal govern-
ment, energy companies pay a royalty based on the amount and the value of the energy 
produced and sold. Over the last two years, the companies reported to the government 
that they received lower prices than what they disclosed to their shareholders. As a result, 
the government’s royalties have been lower than if the higher prices had been used. 
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After admitting their surprise that com-
panies were reporting much higher sales
prices for oil and gas to shareholders than to
the Interior Department, the Minerals Man-
agement service supplied The New York
Times with new statistics that seemed to
make the gap disappear.

In its new analysis, the agency said the
published statistics for each year included
scores of adjustments that companies had
made to reports from earlier years. It then
produced a markedly different new chart,
saying it had put those adjustments into the
proper years. 

In effect, the changes shifted about 15 per-
cent of gas production from 2004, a year of
high prices, to 2001, when prices were much
lower. As if waving a wand, the statisticians
declared that the government’s average
“sales value” for gas in 2004 and 2005 was
actually “very comparable” to the sales
prices that companies like Chevron had re-
ported to shareholders.

But the new statistics were wrong. They
showed big swings in annual gas production
that contradicted data compiled by the En-
ergy Information Administration.

Two days after being asked to clarify the
discrepancy, a spokesman for the Minerals
Management Service said the new numbers
contained a huge error: the statisticians
had erroneously shifted 800 billion cubic feet
of gas from 2004 to 2001, when they should
only have shifted about 8 million cubic feet.
The error invalidated all the other new num-
bers.

“It was the leaseholder’s mistake,” said
Patrick Etchart, a spokesman for the Min-
eral Management Service, adding that an
energy company had put down “more ze-
roes than they should have.”

EDMUND L. ANDREWS 

Shifting Numbers
On Price Reports

By ERIC SCHMITT
WASHINGTON, Jan. 22 — A senior Army

interrogator was convicted late Saturday of
negligent homicide in the death of an Iraqi
general after he shoved the general head-
first into a sleeping bag, sat on his chest and
put his hands over his mouth. 

A six-officer jury at Fort Carson, Colo.,
found the interrogator, Chief Warrant Offi-
cer Lewis E. Welshofer Jr., guilty of the
charge, which carries a maximum sentence
of three years in a military prison. He was
also found guilty of negligent dereliction of
duty. He was acquitted of murder and as-
sault charges. Sentencing is scheduled for
Monday. 

Army prosecutors contended that Mr.
Welshofer, 43, a chief interrogator with the
Third Armored Cavalry Regiment in Qaim,
Iraq, suffocated Maj. Gen. Abed Hamed
Mowhoush after wrapping him in the sleep-
ing bag and sitting on him during an in-
terrogation session on Nov. 26, 2003. Pros-
ecutors said Mr. Welshofer knew his in-
terrogation techniques were potentially le-
thal and against Army standards. 

Defense lawyers countered that Mr. Wel-
shofer, a 19-year Army veteran, did nothing
illegal and was using a technique that his
commander had approved for use on unco-

operative prisoners. They also said that
General Mowhoush, 57, whom the lawyers
said weighed more than 250 pounds, died
from an irregular heart rhythm caused by
heart disease and stress.

The widely publicized incident has drawn
attention from human rights groups as one
of the worst instances of abuse against de-
tainees in American custody in Iraq, and be-
cause General Mowhoush had been beaten
shortly before his death by a team that in-
cluded one or more C.I.A. contract workers.

The case also underscores the confusion
among military interrogators and their su-
periors over the use of aggressive interro-
gation techniques in the summer and fall of
2003, when the insurgency in Iraq was rap-
idly gaining momentum and ferocity, and
top Pentagon officials and commanders in
Iraq were demanding better intelligence
with which to attack the militants. 

Testimony at Mr. Welshofer’s court-mar-
tial last week confirmed that a team of
Iraqis had beaten the general two days be-
fore he died, but the C.I.A.’s involvement re-
mained largely unaddressed.

At one point, a defense lawyer, Frank
Spinner, questioned a witness whose identi-
ty was so secret that he was shielded from
reporters and others in the courtroom by a
green tarp suspended from the ceiling, The

Associated Press reported. The witness said
that when he spoke to Mr. Welshofer on the
day before General Mowhoush died, he was
alarmed when Mr. Welshofer told him he
thought the Army’s interrogation guidelines
were being broken every day.

“And you didn’t report it to the C.I.A.?”
Mr. Spinner asked. He then stopped himself
and quickly apologized to the judge.

Mr. Welshofer and his lawyers argued
that the Army had provided no guidance for
authorized and unauthorized techniques. “It
was not clear on what we were to do,” Mr.
Welshofer testified last Thursday, The
Rocky Mountain News reported. 

Mr. Welshofer said he received an e-mail
message from his unit’s commanders say-
ing that there were no rules for interroga-
tions yet, and that top officers were “tired of
taking casualties and that the gloves were
coming off.” He said he never received
memorandums from Sept. 14 and Oct. 12,
which first authorized the use of “stress po-
sitions” but called for the prior approval of
Lt. Gen. Ricardo S. Sanchez, the top general
in Iraq at the time. 

As a result, Mr. Welshofer said he escalat-
ed his tactics over the course of several in-
terviews to frighten the general, who was
providing little useful information. Mr. Wel-

shofer and another interrogator designed
the sleeping bag technique as a last resort,
believing it would create a claustrophobic
effect on a prisoner, Mr. Spinner said in a
telephone interview on Sunday. A small hole
was cut in the bottom of the sleeping bag to
allow the detainee to breathe. 

General Mowhoush was considered a
prized intelligence prospect. He had been
commander of air defenses in western Iraq
under Saddam Hussein, and military intelli-
gence officials believed he was a suspected
leader and financier of the insurgency there,
providing money and housing for fighters
coming in from Syria. General Mowhoush
had surrendered to military authorities two
weeks before his death, saying he wanted to
secure the release of his four sons in Ameri-
can custody. 

But the military prosecutor, Maj. Tiernan
Dolan, said Mr. Welshofer abused General
Mowhoush, treating him “worse than you
would treat a dog,” The A.P. reported. 

An Army spokesman, Paul Boyce, said in
an e-mail message on Sunday that more
than 500 investigations had examined alle-
gations of detainee mistreatment. Thus far,
he said, allegations against at least 251 mil-
itary members have been addressed in
courts-martial, nonjudicial punishment and
other administrative penalties.

Army Interrogator Is Convicted of Negligent Homicide in 2003 Death of Iraqi General

Jerilee Bennett/The Gazette of Colorado Springs

Chief Warrant Officer Lewis E. Welshof-
er Jr.’s court-martial came after an Iraqi
general died during interrogation. 
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the same as in 2001. 
Because much of the information about

specific transactions is kept secret, it re-
mains unclear to what extent, if at all, the
weakness in royalty payments stems from
deliberate cheating or from issues with the
rules themselves.

But one major producer, Burlington Re-
sources, admitted to shareholders last year
that it might have underpaid about $76 mil-
lion in gas royalties in the 1990’s. And in Ala-
bama, a jury ruled in 2003 that Exxon had
cheated on $63.6 million worth of royalties
from gas wells in state-owned waters. The
jury awarded $11.9 billion in punitive dam-
ages, which a judge later reduced to $3.5 bil-
lion. Exxon disputes the charges and is ap-
pealing the verdict.

The possible losses to taxpayers in gas
could be even higher than the losses tied to
the scandals over oil royalties. For one
thing, natural gas production on federal
land is worth twice as much as oil.

Moreover, the Interior Department has
scaled back on full audits, pushed out a cou-
ple of its more aggressive auditors and been
criticized by its own inspector general for
the audits that it did pursue.

“We are talking about the same issues
and in many cases the same players as be-
fore,” said Danielle Brian, executive di-
rector of the Project on Government Over-
sight, a nonprofit watchdog group that ex-
posed many of the oil royalty scandals. 

“These companies had knowingly been
cheating on oil for years, if not decades,”
Ms. Brian continued. “To ignore the likeli-
hood that the same thing is happening on the
gas side is absurd.”

Johnnie M. Burton, director of the Interior
Department’s Minerals Management Serv-
ice, said the disparities were mostly the re-
sult of deductions that the regulations let
companies take, reducing the sale prices
they report to the government.

But Ms. Burton said she had not known
and could not explain why companies were
reporting higher sale prices to their share-
holders and to the Securities and Exchange
Commission than to her office. 

“I can’t answer because I don’t know,”
she said in an interview. “We don’t look at
S.E.C. filings. We don’t have enough staff to
do all of that. If we were to do that, then we
would have to have more staff and more
budget. You know, there is such a thing as

budget constraint, and it’s been real tough,
let me tell you.” The contrasts between what
companies are telling the government and
what they are telling shareholders is stark.

The Interior Department, using the num-
bers given by companies paying royalties,
said the average sale price of natural gas on
federal leases was $5.62 per thousand cubic
feet in fiscal 2005, which ended Sept. 30. 

By contrast, Exxon told shareholders that
it received about $6.88 per thousand cubic
feet in the nine months that ended Sept. 30.
Chevron said its average price in that peri-
od was $6.49. Kerr-McGee, which suffered
huge losses from hedging against a drop in
prices, nonetheless said it still received an
average price of $6.59. 

“There’s no reason why what the compa-
nies report to their shareholders should be
higher than what they report” to the Miner-
als Management Service, said Lee Helfrich,
a lawyer who has represented California in
many battles with the industry over roy-
alties. “The ultimate goals or mission of the
S.E.C. and the M.M.S. are different, but the
information reported to each should be the
same.”

In the scandals over oil royalties in the
1990’s, government investigators, aided by
industry whistle-blowers and investigation
by the Project on Government Oversight,
found that companies were using a host of
tricks to understate their sale prices.

These included buy-sell agreements in
which producers swapped oil with each oth-
er at artificially low prices and then resold
it at higher prices. Companies also sold oil
at below-market prices to their own affili-
ates, classified high-priced “sweet” oil as
much cheaper “sour” oil and padded their
deductions for transportation costs.

In the wake of the scandals, the outgoing
Clinton administration pushed through
tough new rules for valuing crude oil, which
relied on comparing company reports with
an index of spot market prices. 

A Pro-Industry Approach
But the Bush administration did not close

any loopholes for valuing natural gas. In-
deed, in March 2005 it expanded the list of
deductions and decided against valuing
sales at spot-market prices when companies
were selling to their own affiliates. 

The industry-friendly stance was inten-
tional. Mr. Bush and top White House offi-
cials also placed a top priority on promoting
domestic energy production. Vice President
Dick Cheney’s energy task force called for
giving lucrative new incentives to compa-
nies that drill in the Gulf of Mexico and oth-
er high-risk areas.

The Bush administration also took a
much more relaxed approach to auditing
and fraud prevention. In 2003, the Interior
Department’s inspector general declared
that the auditing process was “ineffective”
and “lacked accountability” and that many
of the auditors were unqualified. 

In one instance, inspectors discovered
that auditors had lost the working papers
for an important audit and tried to cover up
their blunder by creating and back-dating
false documents. Rather than punish any-
body, the inspector general recounted, the
minerals service gave the employee who
produced the new documents a financial bo-
nus for “creativity.” 

Administration officials said last week
that they had addressed most of the crit-
icisms and that the inspector general had
since said its corrective actions were “suffi-
cient.”

The Interior Department also fired two of
its most aggressive and successful auditors.
One of them was Bobby L. Maxwell, a vet-
eran auditor who had recovered hundreds of
millions of dollars in underpayments over a
22-year career and received an award for
meritorious service in 2003 from Interior
Secretary Gale A. Norton.

Mr. Maxwell was fired in early 2005 after
clashing with superiors over his belief that
Kerr-McGee had shortchanged the govern-
ment $12 million. Mr. Maxwell charged that
he had been wrongfully fired, and the gov-
ernment paid him an undisclosed amount of
money to settle out of court.

Mr. Maxwell is now pursuing Kerr-
McGee, which has denied any guilt, with his
own lawsuit under the False Claims Act,
which allows private citizens who prove
fraud to collect some of the money they help
recover.

Patrick Etchart, a spokesman for the
Minerals Management Service in Denver,
said that Mr. Maxwell lost his job because of
a reorganization and that he had declined an
offer to move to a different city.

But lawmakers who wrestled with the

government over previous royalty scandals
are dubious.

“It’s all gotten worse, not better,” said
Representative Carolyn B. Maloney, Demo-
crat of New York, who led Congressional in-
vestigations into cheating on oil royalties in
the 1990’s. “They make the process so com-
plicated that no one can really follow the
money.”

Ending Detailed Inspections
Perhaps the most striking example of

sluggish auditing is the government’s effort
to collect back royalties from companies
that blatantly ignored one of the govern-
ment’s basic rules.

Under current rules aimed at promoting
energy production in deep waters, compa-
nies can produce large volumes of oil and
gas without paying royalties at all. But the
rules also require companies to start paying
royalties if market prices climb above cer-
tain “threshold” levels.

As it happens, market prices have been
above those levels since the 2003 fiscal year.
But even though dozens of companies never
bothered to start paying, Ms. Burton said
earlier this month that the government had
yet to demand repayment three months into
the 2006 fiscal year.

“It’s more complicated than you might
think,” said Lucy Querques Dennett , associ-
ate director of the Minerals Management
Service in charge of the issue. 

But enforcing the rules about price
thresholds is easy compared with verifying
the actual sale value of natural gas.

Over the last four years, the Bush admin-
istration has ordered its auditors to move
away from detailed inspections in favor of a
more cursory approach of looking for anom-
alies in company reports. If a company in
Louisiana, say, reported prices that differed
from those of other companies in the same
region, it would attract closer scrutiny. 

Mr. Etchart, the agency’s spokesman,
said that the number of full-scale audits had
declined slightly over the past few years
and that the budget for compliance had fall-
en.

But he said the government still took a
“close look” at 71 percent of oil and gas pro-
duction. “Our strategy would obviously be to
focus on anomalies,” he said, “but it is also
to focus on large producing areas.” 

The agency’s strategy has drawn pro-
tests, however, from many states, which are
entitled to a share of federal royalties, and
from some of the Interior Department’s
most aggressive auditors.

One of those auditors was Kevin Gam-
brell, director of the Federal Indian Miner-
als Office in Farmington, N.M. Mr. Gam-
brell fought with his superiors over many is-
sues, one of which was their demand that he
do fewer audits and simply monitor posted
prices of companies in the same area.

“Where the M.M.S. approach falls short is
that there are so many different types of de-
ductions you can take in getting gas and oil
to the market, and there are so many premi-
ums and bonuses in the contracts,” Mr.
Gambrell said in a recent interview. “You
have to take a detailed look at the contracts
to know what’s going on.”

The Interior Department forced Mr.
Gambrell out in 2003, charging that he had
improperly destroyed office documents. Mr.
Gambrell sued for wrongful termination, ar-
guing that he had discarded only copies of
documents. He also presented evidence that
his office had recovered eight times as
much money as offices that used the admin-
istration’s preferred approach.

The government settled his case in 2004
by clearing him of any wrongdoing and pay-
ing him an undisclosed amount of money.

For practical purposes, the biggest cost to
taxpayers may have less to do with cheating
and fraud than with the government’s in-
scrutable rules.

Consider the case of Burlington Re-
sources, a Houston-based producer that
ConocoPhillips acquired in December for
$35.6 billion. Burlington paid $8.5 million in
2001 to settle charges of cheating related to
its oil royalties. Last March, Burlington dis-
closed that it might also have underpaid gas
royalties by about $76 million during the
1990’s. It set aside $81 million to cover pos-
sible litigation costs.

Unlike others, Burlington executives pro-
vided information to The Times on the roy-
alties it paid for natural gas and on the sale
prices that it has reported to the Interior
Department since 2002.

During those four years, Burlington said
it paid $627 million in gas royalties and that
its annual payment shot up from $89 million
in 2002 to $233 million in 2005.

That surge in royalties does track closely
with the rise in market prices. But Burling-
ton’s numbers also highlight the essential is-
sue raised by many critics: the rules let
companies understate the value of their gas
sales by taking scores of deductions. 

Those deductions include the cost of
transportation, processing, brokerage fees,
pipeline reservation fees and even certain
“theoretical losses” for companies that own
their own pipelines. 

In 2001, Burlington reported an average
price of $1.98 per thousand cubic feet to the
government but an average sale price of
$3.20 to its shareholders. In 2005, the compa-
ny reported an average sale price of $5.75 to
the government and $6.46 to shareholders.

Keeping Royalties Secret
James Bartlett, a spokesman for Burling-

ton, said part of the discrepancy resulted
from the fact that much of Burlington’s pro-
duction is in the Rocky Mountains, where
natural gas fetches lower prices. 

The federal government does not require
companies to divulge the amount of roy-
alties they pay or what they tell the govern-
ment about sale prices. And unlike Burling-
ton Resources, Exxon and most other major
oil companies refused to disclose the in-
formation when asked.

“It’s not required information,” said Mr.
Davis of Exxon, echoing responses from
Chevron, Royal Dutch/Shell and other big
producers. “We’re not going to publish it.”

Companies Pay U.S. Less 
For Valuable Gas Rights 

Michael Stravato for The New York Times

Energy companies pay royalties for gas and oil taken from federal lands and offshore fields like this one in the Gulf of Mexico.

The New York Times

Sources: Energy Information Administration; Minerals Management Service; company reports 

Coming Up Short?
In return for the right to extract natural gas from territory controlled by the federal govern-
ment, energy companies pay a royalty based on the amount and the value of the energy 
produced and sold. Over the last two years, the companies reported to the government 
that they received lower prices than what they disclosed to their shareholders. As a result, 
the government’s royalties have been lower than if the higher prices had been used. 
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After admitting their surprise that com-
panies were reporting much higher sales
prices for oil and gas to shareholders than to
the Interior Department, the Minerals Man-
agement service supplied The New York
Times with new statistics that seemed to
make the gap disappear.

In its new analysis, the agency said the
published statistics for each year included
scores of adjustments that companies had
made to reports from earlier years. It then
produced a markedly different new chart,
saying it had put those adjustments into the
proper years. 

In effect, the changes shifted about 15 per-
cent of gas production from 2004, a year of
high prices, to 2001, when prices were much
lower. As if waving a wand, the statisticians
declared that the government’s average
“sales value” for gas in 2004 and 2005 was
actually “very comparable” to the sales
prices that companies like Chevron had re-
ported to shareholders.

But the new statistics were wrong. They
showed big swings in annual gas production
that contradicted data compiled by the En-
ergy Information Administration.

Two days after being asked to clarify the
discrepancy, a spokesman for the Minerals
Management Service said the new numbers
contained a huge error: the statisticians
had erroneously shifted 800 billion cubic feet
of gas from 2004 to 2001, when they should
only have shifted about 8 million cubic feet.
The error invalidated all the other new num-
bers.

“It was the leaseholder’s mistake,” said
Patrick Etchart, a spokesman for the Min-
eral Management Service, adding that an
energy company had put down “more ze-
roes than they should have.”

EDMUND L. ANDREWS 

Shifting Numbers
On Price Reports

By ERIC SCHMITT
WASHINGTON, Jan. 22 — A senior Army

interrogator was convicted late Saturday of
negligent homicide in the death of an Iraqi
general after he shoved the general head-
first into a sleeping bag, sat on his chest and
put his hands over his mouth. 

A six-officer jury at Fort Carson, Colo.,
found the interrogator, Chief Warrant Offi-
cer Lewis E. Welshofer Jr., guilty of the
charge, which carries a maximum sentence
of three years in a military prison. He was
also found guilty of negligent dereliction of
duty. He was acquitted of murder and as-
sault charges. Sentencing is scheduled for
Monday. 

Army prosecutors contended that Mr.
Welshofer, 43, a chief interrogator with the
Third Armored Cavalry Regiment in Qaim,
Iraq, suffocated Maj. Gen. Abed Hamed
Mowhoush after wrapping him in the sleep-
ing bag and sitting on him during an in-
terrogation session on Nov. 26, 2003. Pros-
ecutors said Mr. Welshofer knew his in-
terrogation techniques were potentially le-
thal and against Army standards. 

Defense lawyers countered that Mr. Wel-
shofer, a 19-year Army veteran, did nothing
illegal and was using a technique that his
commander had approved for use on unco-

operative prisoners. They also said that
General Mowhoush, 57, whom the lawyers
said weighed more than 250 pounds, died
from an irregular heart rhythm caused by
heart disease and stress.

The widely publicized incident has drawn
attention from human rights groups as one
of the worst instances of abuse against de-
tainees in American custody in Iraq, and be-
cause General Mowhoush had been beaten
shortly before his death by a team that in-
cluded one or more C.I.A. contract workers.

The case also underscores the confusion
among military interrogators and their su-
periors over the use of aggressive interro-
gation techniques in the summer and fall of
2003, when the insurgency in Iraq was rap-
idly gaining momentum and ferocity, and
top Pentagon officials and commanders in
Iraq were demanding better intelligence
with which to attack the militants. 

Testimony at Mr. Welshofer’s court-mar-
tial last week confirmed that a team of
Iraqis had beaten the general two days be-
fore he died, but the C.I.A.’s involvement re-
mained largely unaddressed.

At one point, a defense lawyer, Frank
Spinner, questioned a witness whose identi-
ty was so secret that he was shielded from
reporters and others in the courtroom by a
green tarp suspended from the ceiling, The

Associated Press reported. The witness said
that when he spoke to Mr. Welshofer on the
day before General Mowhoush died, he was
alarmed when Mr. Welshofer told him he
thought the Army’s interrogation guidelines
were being broken every day.

“And you didn’t report it to the C.I.A.?”
Mr. Spinner asked. He then stopped himself
and quickly apologized to the judge.

Mr. Welshofer and his lawyers argued
that the Army had provided no guidance for
authorized and unauthorized techniques. “It
was not clear on what we were to do,” Mr.
Welshofer testified last Thursday, The
Rocky Mountain News reported. 

Mr. Welshofer said he received an e-mail
message from his unit’s commanders say-
ing that there were no rules for interroga-
tions yet, and that top officers were “tired of
taking casualties and that the gloves were
coming off.” He said he never received
memorandums from Sept. 14 and Oct. 12,
which first authorized the use of “stress po-
sitions” but called for the prior approval of
Lt. Gen. Ricardo S. Sanchez, the top general
in Iraq at the time. 

As a result, Mr. Welshofer said he escalat-
ed his tactics over the course of several in-
terviews to frighten the general, who was
providing little useful information. Mr. Wel-

shofer and another interrogator designed
the sleeping bag technique as a last resort,
believing it would create a claustrophobic
effect on a prisoner, Mr. Spinner said in a
telephone interview on Sunday. A small hole
was cut in the bottom of the sleeping bag to
allow the detainee to breathe. 

General Mowhoush was considered a
prized intelligence prospect. He had been
commander of air defenses in western Iraq
under Saddam Hussein, and military intelli-
gence officials believed he was a suspected
leader and financier of the insurgency there,
providing money and housing for fighters
coming in from Syria. General Mowhoush
had surrendered to military authorities two
weeks before his death, saying he wanted to
secure the release of his four sons in Ameri-
can custody. 

But the military prosecutor, Maj. Tiernan
Dolan, said Mr. Welshofer abused General
Mowhoush, treating him “worse than you
would treat a dog,” The A.P. reported. 

An Army spokesman, Paul Boyce, said in
an e-mail message on Sunday that more
than 500 investigations had examined alle-
gations of detainee mistreatment. Thus far,
he said, allegations against at least 251 mil-
itary members have been addressed in
courts-martial, nonjudicial punishment and
other administrative penalties.

Army Interrogator Is Convicted of Negligent Homicide in 2003 Death of Iraqi General

Jerilee Bennett/The Gazette of Colorado Springs

Chief Warrant Officer Lewis E. Welshof-
er Jr.’s court-martial came after an Iraqi
general died during interrogation. 



C M Y K
ID NAME: Nxxx,2006-02-14,A,001,Bs-BK,E3 YELO MAG CYAN BLK 3 7 15 25 50 75 85 93 97

VOL. CLV . . No. 53,490 Copyright © 2006 The New York Times NEW YORK, TUESDAY, FEBRUARY 14, 2006

0 3 5 4 6 1 3 9 0 8 2 0 6

   FOR HOME DELIVERY CALL 1-800-NYTIMES

By EDMUND L. ANDREWS
WASHINGTON, Feb. 13 — The fed-

eral government is on the verge of
one of the biggest giveaways of oil
and gas in American history, worth
an estimated $7 billion over five
years.

New projections, buried in the In-
terior Department’s just-published
budget plan, anticipate that the gov-
ernment will let companies pump
about $65 billion worth of oil and nat-
ural gas from federal territory over
the next five years without paying
any royalties to the government.

Based on the administration fig-
ures, the government will give up
more than $7 billion in payments be-
tween now and 2011. The companies
are expected to get the largess,
known as royalty relief, even though
the administration assumes that oil
prices will remain above $50 a barrel
throughout that period. 

Administration officials say that
the benefits are dictated by laws and
regulations that date back to 1996,
when energy prices were relatively
low and Congress wanted to encour-
age more exploration and drilling in
the high-cost, high-risk deep waters
of the Gulf of Mexico. 

“We need to remember the prima-
ry reason that incentives are given,”
said Johnnie M. Burton, director of
the federal Minerals Management
Service. “It’s not to make more
money, necessarily. It’s to make
more oil, more gas, because produc-
tion of fuel for our nation is essential
to our economy and essential to our
people.”

But what seemed like modest in-
centives 10 years ago have ballooned
to levels that have alarmed even ar-
dent supporters of the oil and gas in-
dustry, partly because of added
sweeteners approved during the
Clinton administration but also be-
cause of ambiguities in the law that
energy companies have successfully
exploited in court.

Short of imposing new taxes on the
industry, there may be little Con-
gress can do to reverse its earlier 

U.S. ROYALTY PLAN
TO GIVE WINDFALL
TO OIL COMPANIES

$7 BILLION OVER 5 YEARS

Incentives for Exploration
Are Backfiring in Time

of Higher Prices

Continued on Page C2

By STEVEN ERLANGER
JERUSALEM, Feb. 13 — The Unit-

ed States and Israel are discussing
ways to destabilize the Palestinian
government so that newly elected
Hamas officials will fail and elec-
tions will be called again, according
to Israeli officials and Western diplo-
mats.

The intention is to starve the Pal-
estinian Authority of money and in-
ternational connections to the point
where, some months from now, its
president, Mahmoud Abbas, is com-
pelled to call a new election. The
hope is that Palestinians will be so
unhappy with life under Hamas that
they will return to office a reformed
and chastened Fatah movement.

The officials also argue that a
close look at the election results
shows that Hamas won a smaller
mandate than previously under-
stood.

The officials and diplomats, who
said this approach was being dis-
cussed at the highest levels of the
State Department and the Israeli
government, spoke on condition of
anonymity because they are not au-
thorized to speak publicly on the is-
sue. 

They say Hamas will be given a
choice: recognize Israel’s right to
exist, forswear violence and accept
previous Palestinian-Israeli agree-
ments — as called for by the United
Nations and the West — or face isola-
tion and collapse. 

Opinion polls show that Hamas’s
promise to better the lives of the Pal-
estinian people was the main reason
it won. But the United States and Is-
rael say Palestinian life will only get
harder if Hamas does not meet those
three demands. They say Hamas
plans to build up its militias and in-
crease violence and must be starved
out of power.

The officials drafting the plan
know that Hamas leaders have re-
peatedly rejected demands to
change and do not expect Hamas to
meet them. “The point is to put this
choice on Hamas’s shoulders,” a sen-
ior Western diplomat said. “If they
make the wrong choice, all the op-
tions lead in a bad direction.”

The strategy has many risks, espe-
cially given that Hamas will try to
secure needed support from the larg-

U.S. AND ISRAELIS
ARE SAID TO TALK
OF HAMAS OUSTER

CUTOFF OF AID AND TAXES

Effort to Force New Vote if
Group Refuses to Alter

Its Current Stances

Continued on Page A10

Tyler Hicks/The New York Times

Violence Flares in Haiti as Top Candidate Slips in Vote Count
Protesters at a barricade of burning tires in Port-au-Prince, Haiti’s capital. Supporters of René Préval, the front-runner in the election last week for
president, took to the streets yesterday as results suggested that he lacked the required majority to win the election and avoid a runoff. Page A3.

Doug Mills/The New York Times

Hannah Teter won the women’s halfpipe gold medal. The American men took gold and silver on Sunday.

By LEE JENKINS

TURIN, Italy, Feb. 13 — The first
family of snowboarding arrived in
style Monday night.

Hannah Teter was in an Alfa Ro-
meo sedan with a wailing police es-
cort. Her parents and brothers fol-
lowed in a two-story bus with room
for 50 passengers. They could have
been headed to the Academy Awards
instead of an Olympic medals cere-
mony.

“This,” said Pat Teter, Hannah’s
mother, looking out the window at
the Alps, “is the ultimate ride.” She
was referring not just to the double-
decker bus or to her daughter’s gold-
medal-winning run, but everything
combined. It is a ride that started
about 30 years ago — when Pat Teter

began giving birth to babies who
would grow up to become profession-
al snowboarders — and it reached
top speed Monday night on the 90-
minute drive from the women’s half-
pipe competition in Bardonecchia, It-
aly, to the medals ceremony in down-
town Turin.

“If you told me back then that I
could choose for my child to win a
gold medal in the Olympics, I prob-
ably would have turned it down,” Pat
Teter said. “I didn’t like sports. I
thought they produced conflict. But
I’ve learned that sports can be a
wonderful thing.”

She could draw no other conclusion
after watching her only daughter, 19-
year-old Hannah, make a 900-degree
spin in midair, elegantly grabbing
her snowboard in the process. That
move, and that grab, won over the

judges and distinguished Teter from
the silver medalist, her teammate
Gretchen Bleiler.

“Now I just want to go to the beach
and relax,” Teter said. “I will see you
in Hawaii.”

The United States Olympic Com-
mittee may want to keep her around
Turin a little longer. With so many
American competitors crashing at
these Olympics, snowboarding has
become an early flag bearer for the
United States.

The American men took the gold
and the silver in the halfpipe, and
now the women have duplicated the
feat, accounting for four of the six
medals won by Americans. The Unit-
ed States has evidently been saved
by an event that was not even includ-

U.S. Snowboarders Rule Again at Winter Games

Continued on Page D6

By ANNE E. KORNBLUT
and RALPH BLUMENTHAL

WASHINGTON, Feb. 13 — The
White House sought with little suc-
cess on Monday to quell an uproar
over why it took the better part of a
day to disclose that Vice President
Dick Cheney had accidentally
wounded a fellow hunter in Texas on
Saturday and why even President
Bush initially got an incomplete re-
port on the shooting.

The victim, Harry Whittington, a
78-year-old lawyer, was transferred
from the intensive care unit to a pri-
vate room in a Corpus Christi hospi-
tal on Monday. He was listed as sta-
ble, with wounds to his face, neck,
chest and rib cage from the pellets
sprayed at him from 30 yards away
by Mr. Cheney’s shotgun.

Calls to Mr. Whittington’s room
were routed to the hospital’s market-
ing department, which said it was

taking messages for him, but he did
not return a call.

Texas officials said on Monday
night that Mr. Cheney would be is-
sued a warning citation for hunting
without a proper game stamp on his
license. The local sheriff said an in-
vestigation had concluded that the
episode was “no more than an acci-
dent.”

At the White House, Mr. Cheney
made no statement on Monday and
remained out of public view. At the
beginning of a meeting with Secre-
tary General Kofi Annan of the Unit-
ed Nations, Mr. Bush laughingly told
Mr. Cheney that reporters would lat-

er enter the room; the vice president
left before the journalists arrived.

Scott McClellan, the White House
press secretary, was battered at his
daily news briefing by journalists de-
manding answers to why Mr. Cheney
had not been faster to make public
what happened and why he had cho-
sen a local newspaper in Texas as his
vehicle for doing so.

The pressure came in part from
questions about whether Mr. Cheney
— who is already known for his incli-
nation to keep his business, profes-
sional and political dealings behind
closed doors — might have been try-
ing to play down the incident, a sug-
gestion rejected by those who were
with Mr. Cheney over the weekend.

Among the people with him at the
Armstrong Ranch in South Texas
was his host Katharine Armstrong, a
lobbyist and longtime friend of Mr.
Cheney. Her lobbying clients include
several that do business with the fed-
eral government, though Ms. Arm-
strong said she did not believe that
she had ever lobbied Mr. Cheney.

In an interview, Ms. Armstrong
said that it did not occur to anyone in
the hunting party to make news of
the shooting public immediately, but
that no one, including Mr. Cheney,
had called for holding it back. She
said Mr. Cheney participated in dis-
cussions on Sunday morning about
disclosing the incident, agreeing that
it should be made public but de-
ferring to the Armstrong family on
how to do so.

On Sunday morning, Ms. Arm-
strong tipped off her local newspa-
per, the Corpus Christi Caller-Times,
to the story. It was later picked up by
national wire services and con-

No End to Questions in Cheney Hunting Accident

Continued on Page A16

White House Tries to
Explain Time Lag in
Report of Shooting

By MICHAEL SLACKMAN
CAIRO, Feb. 13 — President Hosni

Mubarak has moved to postpone for
two years local elections that were
scheduled for April, turning away
from a promise made during his re-
cent presidential race to promote
democratic practices, Egyptian ana-
lysts and political leaders said Mon-
day. Thousands of local council posi-
tions were to be on the ballot.

The move, which raised some con-
cerns in the American administra-
tion, was widely seen as an effort to
preserve the governing National
Democratic Party’s monopoly on
power at a time when its grip has be-
gun to falter. 

It was also seen as an effort to
block the banned Muslim Brother-
hood, which made unprecedented
gains in recent parliamentary elec-
tions, from promoting an independ-
ent candidate for president in 2011.

Mr. Mubarak’s allies in the upper
house of Parliament and in his party
said the planned postponement was,
in fact, a step toward greater democ-
racy because it would allow time to
put in place a new law for greater de-
centralization.

“According to the current constitu-
tion, the local governments have no
power and depend fully on the cen-
tral government,” said Muhammad
Kamal, a leading member of the gov-
erning party’s secretariat and a
member of the upper house. “The
concept is to move local councils 

Egypt Pushes 
2-Year Delay
In Local Vote 

Continued on Page A11

By ANDY NEWMAN
No one disputes it: The weekend

snowstorm was the biggest since
record-keeping began in 1869, deliv-
ering 26.9 inches to New York City in
24 hours. That’s a half-inch more
than the old record, set in 1947 by a
swirling blizzard still described in
awed tones by those who lived
through it. This one will go down in
the history books.

And yet.
Even as the snow fell, and fell and

fell, late Saturday and throughout
Sunday, it never felt like the end of
the world. Almost no one lost power.
No one died from the storm. Hospi-
tals were not swamped with shov-
eling-related heart attacks. No state,
county, city or borough of emergency
was declared.

By yesterday, life in the city felt
amazingly normal, especially once
the sun came out. Every single street
was plowed and salted by morning in
New York City, according to the San-
itation Department, so school was
open and commuters could com-
mute, if slowly. The snowscape had
already become an inconvenience
rather than a monument. Whither
the sense (except, of course, at the
airports) of having survived an Or-
deal, the we’re-all-in-this-together
camaraderie that New Yorkers are
periodically famous for? 

Old-timers still speak reverently
of the chaos and death wrought by
the great blizzard of 1947 and the
hardy resourcefulness it necessitat-
ed. New Yorkers of many ages can
recall the blizzard of Jan. 7-8, 1996,
when Mayor Rudolph W. Giuliani
closed the streets to nonemergency
traffic, ordered New Yorkers to stay 

As Monsters Go,
This Storm Had

A Lighter Tread

Continued on Page B9
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A new book,
“How to Survive
a Robot Upris-
ing,” offers de-
tailed, deadpan
advice on evad-
ing swarms of
robot insects, es-
caping un-
manned ground
vehicles and
surviving hand-
to-hand combat

with a humanoid. (If all else fails, try
reasoning.) SCIENCE TIMES, PAGE F1 

File Under Humor (We Hope)
The education board in Ohio, the

first state to single out evolution for
“critical analysis” in class, is now ex-
pected to challenge a lesson plan con-
sidered by opponents to be a stand-in
for intelligent design. PAGE A12

Reversal on Evolution

Edna Lewis, whose cookbooks re-
vived the nearly forgotten genre of
refined Southern cooking while offer-
ing a glimpse into African-American
farm life in the early 20th century,
was 89. PAGE A19

A Southern Legend Dies 

For 12,000 families of evacuees from Hurricane Katrina, including 4,400 in
New Orleans, it was the last day the government paid for their hotel rooms. In
Arkansas, mobile homes worth hundreds of millions of dollars are deteriorat-
ing in a muddy field and may never be used to house hurricane victims, fed-
eral officials acknowledged. PAGE A18 

Hurricane Evacuees Begin Leaving Hotel Rooms

New York: Today, more sun than
clouds, high 38. Tonight, a few clouds
linger, low 33. Tomorrow, mild, ample
sunshine, high 50. Yesterday, high 36,
low 19. Weather map is on Page B12.
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Iran put off talks on having Russia
enrich its uranium, which Russia had
offered to do to resolve disputes over
Iran’s nuclear ambitions. PAGE A8

Iran Delays Uranium Talks 
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By EDMUND L. ANDREWS
WASHINGTON, Feb. 13 — The fed-

eral government is on the verge of
one of the biggest giveaways of oil
and gas in American history, worth
an estimated $7 billion over five
years.

New projections, buried in the In-
terior Department’s just-published
budget plan, anticipate that the gov-
ernment will let companies pump
about $65 billion worth of oil and nat-
ural gas from federal territory over
the next five years without paying
any royalties to the government.

Based on the administration fig-
ures, the government will give up
more than $7 billion in payments be-
tween now and 2011. The companies
are expected to get the largess,
known as royalty relief, even though
the administration assumes that oil
prices will remain above $50 a barrel
throughout that period. 

Administration officials say that
the benefits are dictated by laws and
regulations that date back to 1996,
when energy prices were relatively
low and Congress wanted to encour-
age more exploration and drilling in
the high-cost, high-risk deep waters
of the Gulf of Mexico. 

“We need to remember the prima-
ry reason that incentives are given,”
said Johnnie M. Burton, director of
the federal Minerals Management
Service. “It’s not to make more
money, necessarily. It’s to make
more oil, more gas, because produc-
tion of fuel for our nation is essential
to our economy and essential to our
people.”

But what seemed like modest in-
centives 10 years ago have ballooned
to levels that have alarmed even ar-
dent supporters of the oil and gas in-
dustry, partly because of added
sweeteners approved during the
Clinton administration but also be-
cause of ambiguities in the law that
energy companies have successfully
exploited in court.

Short of imposing new taxes on the
industry, there may be little Con-
gress can do to reverse its earlier 
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$7 BILLION OVER 5 YEARS

Incentives for Exploration
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By STEVEN ERLANGER
JERUSALEM, Feb. 13 — The Unit-

ed States and Israel are discussing
ways to destabilize the Palestinian
government so that newly elected
Hamas officials will fail and elec-
tions will be called again, according
to Israeli officials and Western diplo-
mats.

The intention is to starve the Pal-
estinian Authority of money and in-
ternational connections to the point
where, some months from now, its
president, Mahmoud Abbas, is com-
pelled to call a new election. The
hope is that Palestinians will be so
unhappy with life under Hamas that
they will return to office a reformed
and chastened Fatah movement.

The officials also argue that a
close look at the election results
shows that Hamas won a smaller
mandate than previously under-
stood.

The officials and diplomats, who
said this approach was being dis-
cussed at the highest levels of the
State Department and the Israeli
government, spoke on condition of
anonymity because they are not au-
thorized to speak publicly on the is-
sue. 

They say Hamas will be given a
choice: recognize Israel’s right to
exist, forswear violence and accept
previous Palestinian-Israeli agree-
ments — as called for by the United
Nations and the West — or face isola-
tion and collapse. 

Opinion polls show that Hamas’s
promise to better the lives of the Pal-
estinian people was the main reason
it won. But the United States and Is-
rael say Palestinian life will only get
harder if Hamas does not meet those
three demands. They say Hamas
plans to build up its militias and in-
crease violence and must be starved
out of power.

The officials drafting the plan
know that Hamas leaders have re-
peatedly rejected demands to
change and do not expect Hamas to
meet them. “The point is to put this
choice on Hamas’s shoulders,” a sen-
ior Western diplomat said. “If they
make the wrong choice, all the op-
tions lead in a bad direction.”

The strategy has many risks, espe-
cially given that Hamas will try to
secure needed support from the larg-

U.S. AND ISRAELIS
ARE SAID TO TALK
OF HAMAS OUSTER

CUTOFF OF AID AND TAXES

Effort to Force New Vote if
Group Refuses to Alter

Its Current Stances

Continued on Page A10

Tyler Hicks/The New York Times

Violence Flares in Haiti as Top Candidate Slips in Vote Count
Protesters at a barricade of burning tires in Port-au-Prince, Haiti’s capital. Supporters of René Préval, the front-runner in the election last week for
president, took to the streets yesterday as results suggested that he lacked the required majority to win the election and avoid a runoff. Page A3.
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Hannah Teter won the women’s halfpipe gold medal. The American men took gold and silver on Sunday.

By LEE JENKINS

TURIN, Italy, Feb. 13 — The first
family of snowboarding arrived in
style Monday night.

Hannah Teter was in an Alfa Ro-
meo sedan with a wailing police es-
cort. Her parents and brothers fol-
lowed in a two-story bus with room
for 50 passengers. They could have
been headed to the Academy Awards
instead of an Olympic medals cere-
mony.

“This,” said Pat Teter, Hannah’s
mother, looking out the window at
the Alps, “is the ultimate ride.” She
was referring not just to the double-
decker bus or to her daughter’s gold-
medal-winning run, but everything
combined. It is a ride that started
about 30 years ago — when Pat Teter

began giving birth to babies who
would grow up to become profession-
al snowboarders — and it reached
top speed Monday night on the 90-
minute drive from the women’s half-
pipe competition in Bardonecchia, It-
aly, to the medals ceremony in down-
town Turin.

“If you told me back then that I
could choose for my child to win a
gold medal in the Olympics, I prob-
ably would have turned it down,” Pat
Teter said. “I didn’t like sports. I
thought they produced conflict. But
I’ve learned that sports can be a
wonderful thing.”

She could draw no other conclusion
after watching her only daughter, 19-
year-old Hannah, make a 900-degree
spin in midair, elegantly grabbing
her snowboard in the process. That
move, and that grab, won over the

judges and distinguished Teter from
the silver medalist, her teammate
Gretchen Bleiler.

“Now I just want to go to the beach
and relax,” Teter said. “I will see you
in Hawaii.”

The United States Olympic Com-
mittee may want to keep her around
Turin a little longer. With so many
American competitors crashing at
these Olympics, snowboarding has
become an early flag bearer for the
United States.

The American men took the gold
and the silver in the halfpipe, and
now the women have duplicated the
feat, accounting for four of the six
medals won by Americans. The Unit-
ed States has evidently been saved
by an event that was not even includ-

U.S. Snowboarders Rule Again at Winter Games

Continued on Page D6

By ANNE E. KORNBLUT
and RALPH BLUMENTHAL

WASHINGTON, Feb. 13 — The
White House sought with little suc-
cess on Monday to quell an uproar
over why it took the better part of a
day to disclose that Vice President
Dick Cheney had accidentally
wounded a fellow hunter in Texas on
Saturday and why even President
Bush initially got an incomplete re-
port on the shooting.

The victim, Harry Whittington, a
78-year-old lawyer, was transferred
from the intensive care unit to a pri-
vate room in a Corpus Christi hospi-
tal on Monday. He was listed as sta-
ble, with wounds to his face, neck,
chest and rib cage from the pellets
sprayed at him from 30 yards away
by Mr. Cheney’s shotgun.

Calls to Mr. Whittington’s room
were routed to the hospital’s market-
ing department, which said it was

taking messages for him, but he did
not return a call.

Texas officials said on Monday
night that Mr. Cheney would be is-
sued a warning citation for hunting
without a proper game stamp on his
license. The local sheriff said an in-
vestigation had concluded that the
episode was “no more than an acci-
dent.”

At the White House, Mr. Cheney
made no statement on Monday and
remained out of public view. At the
beginning of a meeting with Secre-
tary General Kofi Annan of the Unit-
ed Nations, Mr. Bush laughingly told
Mr. Cheney that reporters would lat-

er enter the room; the vice president
left before the journalists arrived.

Scott McClellan, the White House
press secretary, was battered at his
daily news briefing by journalists de-
manding answers to why Mr. Cheney
had not been faster to make public
what happened and why he had cho-
sen a local newspaper in Texas as his
vehicle for doing so.

The pressure came in part from
questions about whether Mr. Cheney
— who is already known for his incli-
nation to keep his business, profes-
sional and political dealings behind
closed doors — might have been try-
ing to play down the incident, a sug-
gestion rejected by those who were
with Mr. Cheney over the weekend.

Among the people with him at the
Armstrong Ranch in South Texas
was his host Katharine Armstrong, a
lobbyist and longtime friend of Mr.
Cheney. Her lobbying clients include
several that do business with the fed-
eral government, though Ms. Arm-
strong said she did not believe that
she had ever lobbied Mr. Cheney.

In an interview, Ms. Armstrong
said that it did not occur to anyone in
the hunting party to make news of
the shooting public immediately, but
that no one, including Mr. Cheney,
had called for holding it back. She
said Mr. Cheney participated in dis-
cussions on Sunday morning about
disclosing the incident, agreeing that
it should be made public but de-
ferring to the Armstrong family on
how to do so.

On Sunday morning, Ms. Arm-
strong tipped off her local newspa-
per, the Corpus Christi Caller-Times,
to the story. It was later picked up by
national wire services and con-

No End to Questions in Cheney Hunting Accident

Continued on Page A16

White House Tries to
Explain Time Lag in
Report of Shooting

By MICHAEL SLACKMAN
CAIRO, Feb. 13 — President Hosni

Mubarak has moved to postpone for
two years local elections that were
scheduled for April, turning away
from a promise made during his re-
cent presidential race to promote
democratic practices, Egyptian ana-
lysts and political leaders said Mon-
day. Thousands of local council posi-
tions were to be on the ballot.

The move, which raised some con-
cerns in the American administra-
tion, was widely seen as an effort to
preserve the governing National
Democratic Party’s monopoly on
power at a time when its grip has be-
gun to falter. 

It was also seen as an effort to
block the banned Muslim Brother-
hood, which made unprecedented
gains in recent parliamentary elec-
tions, from promoting an independ-
ent candidate for president in 2011.

Mr. Mubarak’s allies in the upper
house of Parliament and in his party
said the planned postponement was,
in fact, a step toward greater democ-
racy because it would allow time to
put in place a new law for greater de-
centralization.

“According to the current constitu-
tion, the local governments have no
power and depend fully on the cen-
tral government,” said Muhammad
Kamal, a leading member of the gov-
erning party’s secretariat and a
member of the upper house. “The
concept is to move local councils 

Egypt Pushes 
2-Year Delay
In Local Vote 

Continued on Page A11

By ANDY NEWMAN
No one disputes it: The weekend

snowstorm was the biggest since
record-keeping began in 1869, deliv-
ering 26.9 inches to New York City in
24 hours. That’s a half-inch more
than the old record, set in 1947 by a
swirling blizzard still described in
awed tones by those who lived
through it. This one will go down in
the history books.

And yet.
Even as the snow fell, and fell and

fell, late Saturday and throughout
Sunday, it never felt like the end of
the world. Almost no one lost power.
No one died from the storm. Hospi-
tals were not swamped with shov-
eling-related heart attacks. No state,
county, city or borough of emergency
was declared.

By yesterday, life in the city felt
amazingly normal, especially once
the sun came out. Every single street
was plowed and salted by morning in
New York City, according to the San-
itation Department, so school was
open and commuters could com-
mute, if slowly. The snowscape had
already become an inconvenience
rather than a monument. Whither
the sense (except, of course, at the
airports) of having survived an Or-
deal, the we’re-all-in-this-together
camaraderie that New Yorkers are
periodically famous for? 

Old-timers still speak reverently
of the chaos and death wrought by
the great blizzard of 1947 and the
hardy resourcefulness it necessitat-
ed. New Yorkers of many ages can
recall the blizzard of Jan. 7-8, 1996,
when Mayor Rudolph W. Giuliani
closed the streets to nonemergency
traffic, ordered New Yorkers to stay 

As Monsters Go,
This Storm Had

A Lighter Tread

Continued on Page B9

INSIDE

A new book,
“How to Survive
a Robot Upris-
ing,” offers de-
tailed, deadpan
advice on evad-
ing swarms of
robot insects, es-
caping un-
manned ground
vehicles and
surviving hand-
to-hand combat

with a humanoid. (If all else fails, try
reasoning.) SCIENCE TIMES, PAGE F1 

File Under Humor (We Hope)
The education board in Ohio, the

first state to single out evolution for
“critical analysis” in class, is now ex-
pected to challenge a lesson plan con-
sidered by opponents to be a stand-in
for intelligent design. PAGE A12

Reversal on Evolution

Edna Lewis, whose cookbooks re-
vived the nearly forgotten genre of
refined Southern cooking while offer-
ing a glimpse into African-American
farm life in the early 20th century,
was 89. PAGE A19

A Southern Legend Dies 

For 12,000 families of evacuees from Hurricane Katrina, including 4,400 in
New Orleans, it was the last day the government paid for their hotel rooms. In
Arkansas, mobile homes worth hundreds of millions of dollars are deteriorat-
ing in a muddy field and may never be used to house hurricane victims, fed-
eral officials acknowledged. PAGE A18 

Hurricane Evacuees Begin Leaving Hotel Rooms

New York: Today, more sun than
clouds, high 38. Tonight, a few clouds
linger, low 33. Tomorrow, mild, ample
sunshine, high 50. Yesterday, high 36,
low 19. Weather map is on Page B12.
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By EDMUND L. ANDREWS
WASHINGTON, Feb. 13 — The fed-

eral government is on the verge of
one of the biggest giveaways of oil
and gas in American history, worth
an estimated $7 billion over five
years.

New projections, buried in the In-
terior Department’s just-published
budget plan, anticipate that the gov-
ernment will let companies pump
about $65 billion worth of oil and nat-
ural gas from federal territory over
the next five years without paying
any royalties to the government.

Based on the administration fig-
ures, the government will give up
more than $7 billion in payments be-
tween now and 2011. The companies
are expected to get the largess,
known as royalty relief, even though
the administration assumes that oil
prices will remain above $50 a barrel
throughout that period. 

Administration officials say that
the benefits are dictated by laws and
regulations that date back to 1996,
when energy prices were relatively
low and Congress wanted to encour-
age more exploration and drilling in
the high-cost, high-risk deep waters
of the Gulf of Mexico. 

“We need to remember the prima-
ry reason that incentives are given,”
said Johnnie M. Burton, director of
the federal Minerals Management
Service. “It’s not to make more
money, necessarily. It’s to make
more oil, more gas, because produc-
tion of fuel for our nation is essential
to our economy and essential to our
people.”

But what seemed like modest in-
centives 10 years ago have ballooned
to levels that have alarmed even ar-
dent supporters of the oil and gas in-
dustry, partly because of added
sweeteners approved during the
Clinton administration but also be-
cause of ambiguities in the law that
energy companies have successfully
exploited in court.

Short of imposing new taxes on the
industry, there may be little Con-
gress can do to reverse its earlier 

U.S. ROYALTY PLAN
TO GIVE WINDFALL
TO OIL COMPANIES

$7 BILLION OVER 5 YEARS

Incentives for Exploration
Are Backfiring in Time

of Higher Prices
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By STEVEN ERLANGER
JERUSALEM, Feb. 13 — The Unit-

ed States and Israel are discussing
ways to destabilize the Palestinian
government so that newly elected
Hamas officials will fail and elec-
tions will be called again, according
to Israeli officials and Western diplo-
mats.

The intention is to starve the Pal-
estinian Authority of money and in-
ternational connections to the point
where, some months from now, its
president, Mahmoud Abbas, is com-
pelled to call a new election. The
hope is that Palestinians will be so
unhappy with life under Hamas that
they will return to office a reformed
and chastened Fatah movement.

The officials also argue that a
close look at the election results
shows that Hamas won a smaller
mandate than previously under-
stood.

The officials and diplomats, who
said this approach was being dis-
cussed at the highest levels of the
State Department and the Israeli
government, spoke on condition of
anonymity because they are not au-
thorized to speak publicly on the is-
sue. 

They say Hamas will be given a
choice: recognize Israel’s right to
exist, forswear violence and accept
previous Palestinian-Israeli agree-
ments — as called for by the United
Nations and the West — or face isola-
tion and collapse. 

Opinion polls show that Hamas’s
promise to better the lives of the Pal-
estinian people was the main reason
it won. But the United States and Is-
rael say Palestinian life will only get
harder if Hamas does not meet those
three demands. They say Hamas
plans to build up its militias and in-
crease violence and must be starved
out of power.

The officials drafting the plan
know that Hamas leaders have re-
peatedly rejected demands to
change and do not expect Hamas to
meet them. “The point is to put this
choice on Hamas’s shoulders,” a sen-
ior Western diplomat said. “If they
make the wrong choice, all the op-
tions lead in a bad direction.”

The strategy has many risks, espe-
cially given that Hamas will try to
secure needed support from the larg-

U.S. AND ISRAELIS
ARE SAID TO TALK
OF HAMAS OUSTER

CUTOFF OF AID AND TAXES

Effort to Force New Vote if
Group Refuses to Alter
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Violence Flares in Haiti as Top Candidate Slips in Vote Count
Protesters at a barricade of burning tires in Port-au-Prince, Haiti’s capital. Supporters of René Préval, the front-runner in the election last week for
president, took to the streets yesterday as results suggested that he lacked the required majority to win the election and avoid a runoff. Page A3.
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Hannah Teter won the women’s halfpipe gold medal. The American men took gold and silver on Sunday.

By LEE JENKINS

TURIN, Italy, Feb. 13 — The first
family of snowboarding arrived in
style Monday night.

Hannah Teter was in an Alfa Ro-
meo sedan with a wailing police es-
cort. Her parents and brothers fol-
lowed in a two-story bus with room
for 50 passengers. They could have
been headed to the Academy Awards
instead of an Olympic medals cere-
mony.

“This,” said Pat Teter, Hannah’s
mother, looking out the window at
the Alps, “is the ultimate ride.” She
was referring not just to the double-
decker bus or to her daughter’s gold-
medal-winning run, but everything
combined. It is a ride that started
about 30 years ago — when Pat Teter

began giving birth to babies who
would grow up to become profession-
al snowboarders — and it reached
top speed Monday night on the 90-
minute drive from the women’s half-
pipe competition in Bardonecchia, It-
aly, to the medals ceremony in down-
town Turin.

“If you told me back then that I
could choose for my child to win a
gold medal in the Olympics, I prob-
ably would have turned it down,” Pat
Teter said. “I didn’t like sports. I
thought they produced conflict. But
I’ve learned that sports can be a
wonderful thing.”

She could draw no other conclusion
after watching her only daughter, 19-
year-old Hannah, make a 900-degree
spin in midair, elegantly grabbing
her snowboard in the process. That
move, and that grab, won over the

judges and distinguished Teter from
the silver medalist, her teammate
Gretchen Bleiler.

“Now I just want to go to the beach
and relax,” Teter said. “I will see you
in Hawaii.”

The United States Olympic Com-
mittee may want to keep her around
Turin a little longer. With so many
American competitors crashing at
these Olympics, snowboarding has
become an early flag bearer for the
United States.

The American men took the gold
and the silver in the halfpipe, and
now the women have duplicated the
feat, accounting for four of the six
medals won by Americans. The Unit-
ed States has evidently been saved
by an event that was not even includ-

U.S. Snowboarders Rule Again at Winter Games

Continued on Page D6

By ANNE E. KORNBLUT
and RALPH BLUMENTHAL

WASHINGTON, Feb. 13 — The
White House sought with little suc-
cess on Monday to quell an uproar
over why it took the better part of a
day to disclose that Vice President
Dick Cheney had accidentally
wounded a fellow hunter in Texas on
Saturday and why even President
Bush initially got an incomplete re-
port on the shooting.

The victim, Harry Whittington, a
78-year-old lawyer, was transferred
from the intensive care unit to a pri-
vate room in a Corpus Christi hospi-
tal on Monday. He was listed as sta-
ble, with wounds to his face, neck,
chest and rib cage from the pellets
sprayed at him from 30 yards away
by Mr. Cheney’s shotgun.

Calls to Mr. Whittington’s room
were routed to the hospital’s market-
ing department, which said it was

taking messages for him, but he did
not return a call.

Texas officials said on Monday
night that Mr. Cheney would be is-
sued a warning citation for hunting
without a proper game stamp on his
license. The local sheriff said an in-
vestigation had concluded that the
episode was “no more than an acci-
dent.”

At the White House, Mr. Cheney
made no statement on Monday and
remained out of public view. At the
beginning of a meeting with Secre-
tary General Kofi Annan of the Unit-
ed Nations, Mr. Bush laughingly told
Mr. Cheney that reporters would lat-

er enter the room; the vice president
left before the journalists arrived.

Scott McClellan, the White House
press secretary, was battered at his
daily news briefing by journalists de-
manding answers to why Mr. Cheney
had not been faster to make public
what happened and why he had cho-
sen a local newspaper in Texas as his
vehicle for doing so.

The pressure came in part from
questions about whether Mr. Cheney
— who is already known for his incli-
nation to keep his business, profes-
sional and political dealings behind
closed doors — might have been try-
ing to play down the incident, a sug-
gestion rejected by those who were
with Mr. Cheney over the weekend.

Among the people with him at the
Armstrong Ranch in South Texas
was his host Katharine Armstrong, a
lobbyist and longtime friend of Mr.
Cheney. Her lobbying clients include
several that do business with the fed-
eral government, though Ms. Arm-
strong said she did not believe that
she had ever lobbied Mr. Cheney.

In an interview, Ms. Armstrong
said that it did not occur to anyone in
the hunting party to make news of
the shooting public immediately, but
that no one, including Mr. Cheney,
had called for holding it back. She
said Mr. Cheney participated in dis-
cussions on Sunday morning about
disclosing the incident, agreeing that
it should be made public but de-
ferring to the Armstrong family on
how to do so.

On Sunday morning, Ms. Arm-
strong tipped off her local newspa-
per, the Corpus Christi Caller-Times,
to the story. It was later picked up by
national wire services and con-

No End to Questions in Cheney Hunting Accident

Continued on Page A16

White House Tries to
Explain Time Lag in
Report of Shooting

By MICHAEL SLACKMAN
CAIRO, Feb. 13 — President Hosni

Mubarak has moved to postpone for
two years local elections that were
scheduled for April, turning away
from a promise made during his re-
cent presidential race to promote
democratic practices, Egyptian ana-
lysts and political leaders said Mon-
day. Thousands of local council posi-
tions were to be on the ballot.

The move, which raised some con-
cerns in the American administra-
tion, was widely seen as an effort to
preserve the governing National
Democratic Party’s monopoly on
power at a time when its grip has be-
gun to falter. 

It was also seen as an effort to
block the banned Muslim Brother-
hood, which made unprecedented
gains in recent parliamentary elec-
tions, from promoting an independ-
ent candidate for president in 2011.

Mr. Mubarak’s allies in the upper
house of Parliament and in his party
said the planned postponement was,
in fact, a step toward greater democ-
racy because it would allow time to
put in place a new law for greater de-
centralization.

“According to the current constitu-
tion, the local governments have no
power and depend fully on the cen-
tral government,” said Muhammad
Kamal, a leading member of the gov-
erning party’s secretariat and a
member of the upper house. “The
concept is to move local councils 

Egypt Pushes 
2-Year Delay
In Local Vote 

Continued on Page A11

By ANDY NEWMAN
No one disputes it: The weekend

snowstorm was the biggest since
record-keeping began in 1869, deliv-
ering 26.9 inches to New York City in
24 hours. That’s a half-inch more
than the old record, set in 1947 by a
swirling blizzard still described in
awed tones by those who lived
through it. This one will go down in
the history books.

And yet.
Even as the snow fell, and fell and

fell, late Saturday and throughout
Sunday, it never felt like the end of
the world. Almost no one lost power.
No one died from the storm. Hospi-
tals were not swamped with shov-
eling-related heart attacks. No state,
county, city or borough of emergency
was declared.

By yesterday, life in the city felt
amazingly normal, especially once
the sun came out. Every single street
was plowed and salted by morning in
New York City, according to the San-
itation Department, so school was
open and commuters could com-
mute, if slowly. The snowscape had
already become an inconvenience
rather than a monument. Whither
the sense (except, of course, at the
airports) of having survived an Or-
deal, the we’re-all-in-this-together
camaraderie that New Yorkers are
periodically famous for? 

Old-timers still speak reverently
of the chaos and death wrought by
the great blizzard of 1947 and the
hardy resourcefulness it necessitat-
ed. New Yorkers of many ages can
recall the blizzard of Jan. 7-8, 1996,
when Mayor Rudolph W. Giuliani
closed the streets to nonemergency
traffic, ordered New Yorkers to stay 

As Monsters Go,
This Storm Had

A Lighter Tread

Continued on Page B9

INSIDE

A new book,
“How to Survive
a Robot Upris-
ing,” offers de-
tailed, deadpan
advice on evad-
ing swarms of
robot insects, es-
caping un-
manned ground
vehicles and
surviving hand-
to-hand combat

with a humanoid. (If all else fails, try
reasoning.) SCIENCE TIMES, PAGE F1 

File Under Humor (We Hope)
The education board in Ohio, the

first state to single out evolution for
“critical analysis” in class, is now ex-
pected to challenge a lesson plan con-
sidered by opponents to be a stand-in
for intelligent design. PAGE A12

Reversal on Evolution

Edna Lewis, whose cookbooks re-
vived the nearly forgotten genre of
refined Southern cooking while offer-
ing a glimpse into African-American
farm life in the early 20th century,
was 89. PAGE A19

A Southern Legend Dies 

For 12,000 families of evacuees from Hurricane Katrina, including 4,400 in
New Orleans, it was the last day the government paid for their hotel rooms. In
Arkansas, mobile homes worth hundreds of millions of dollars are deteriorat-
ing in a muddy field and may never be used to house hurricane victims, fed-
eral officials acknowledged. PAGE A18 

Hurricane Evacuees Begin Leaving Hotel Rooms

New York: Today, more sun than
clouds, high 38. Tonight, a few clouds
linger, low 33. Tomorrow, mild, ample
sunshine, high 50. Yesterday, high 36,
low 19. Weather map is on Page B12.
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Iran put off talks on having Russia
enrich its uranium, which Russia had
offered to do to resolve disputes over
Iran’s nuclear ambitions. PAGE A8
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Interior Department Plan Forgoes $7 Billion
In Royalties for Domestic Oil Drilling
The federal government is on the verge of one of the biggest giveaways of oil
and gas in American history, an estimated $7 billion over five years. New pro-
jections, buried in the Interior Department’s just-published budget plan, an-
ticipate that the government will let companies pump about $65 billion worth
of oil and natural gas from federal territory over the next five years without
paying any royalties to the government. [Page A1.]

An Opening for the Defense in Early Enron Testimony
After seven days on the stand in the Enron fraud trial, Mark E. Koenig, who
ran investor relations and was a polished performer on Wall Street, may have
served to advance the defense’s argument as much, if not more, than the gov-
ernment’s in its prosecution of Jeffrey K. Skilling and Kenneth L. Lay. [C1.]

Business-Backed Group Takes Aim at Organized Labor
A new business-backed group is mounting a highly visible attack against or-
ganized labor, just as unions are trying to pick themselves up after suffering
a schism and years of decline. The group, the Center for Union Facts, ran full-
page advertisements in national newspapers yesterday and started a Web
site, UnionFacts.com, asserting that many unions are corrupt and have hurt
the airlines, steelmakers and auto makers. [C1.]

I.R.S. Offers Leniency in Questionable Tax Shelter Cases
The Internal Revenue Service is making an unusual offer of leniency to firms
that made and sold questionable tax shelters: come forward, pay penalties
and turn over information and you may avoid criminal prosecution. [C1.]

The Slow Rise of Genetic Engineering in Crops
At the dawn of the era of genetically engineered crops, scientists envisioned
all sorts of healthier and tastier foods. But so far, most of the genetically mod-
ified crops have provided benefits mainly to farmers, by making it easier for
them to control weeds and insects. Now, the next generation of biotech crops
— the first with direct benefits for consumers — is finally on the horizon. But
the list does not include many of the products once envisioned. [C1.]

U.S. Export Tax Breaks Set Back in Europe
The World Trade Organization ruled
that tax breaks the United States gives
to some of its largest companies are il-
legal and the European Union said it
would impose new trade sanctions in
three months unless the tax breaks
are abolished. Peter Mandelson, left,
the union’s top trade official, reiter-
ated his concerns about the tax

breaks, saying the change in the laws had failed to rectify the situation. [C6.]

Test of Cancer Drug Set Back by Deaths
The biotechnology giant Genentech and its majority stockholder, Roche Hold-
ing, said they had temporarily stopped recruiting volunteers for a large test
of the cancer drug Avastin after more patients than expected died. [C4.]

Data on Nuclear Waste Site in Nevada Prove Elusive
The Energy Department no longer has an estimate of when it can open the nu-
clear waste repository that it wants to build at Yucca Mountain, 90 miles
northwest of Las Vegas, and it may never have an accurate prediction of the
cost, the energy secretary said. [C4.]

Securities Charges in Internet Company Case in Japan
Takafumi Horie, the founder of the Internet company Livedoor whose brash
tactics challenged Japan’s business establishment, was charged with violat-
ing securities law. [C6.]

German TV Company No Longer For Sale
Haim Saban, the Los Angeles investor
who controls ProSiebenSat.1 Media,
the commercial television group, said
that he and his partners had decided
not to seek a buyer for the company.
The announcement ended speculation
that a new sale might be in the works
after the cartel office in Germany
blocked the broadcaster’s sale to Axel

Springer, Germany’s largest newspaper publisher, in January. Axel Spring-
er, which owns Germany’s top-selling newspaper, Bild, had offered 4.2 billion
euros ($5 billion) for ProSiebenSat.1. The acquisition would have joined one of
the country’s largest broadcasters with its No. 1 publisher. [C6.]

Stocks End Lower Awaiting New Economic Data
Stocks ended a lethargic session lower as a lack of economic news returned
investors’ focus to interest rates and inflation in advance of testimony from
the new Federal Reserve chairman, Ben S. Bernanke. The Dow Jones indus-
trial average declined 26.73 points, to 10,892.32. The Standard & Poor’s 500-ell
4.13 points, to 1,262.86. The Nasdaq dropped 22.07 points, to 2,239.81. [C9.]
The stock prices of Black Rock and Merrill Lynch both rose as Wall Street
weighed the outlook for the companies if they complete a reported proposal to
combine their fund operations. [C4.]

A New Service Offers Movies to a Set-Top Box
MovieBeam, being introduced by the Walt Disney Company, will begin offer-
ing a service that lets consumers download movies through a device with a
hard drive. The service initially costs more than $200 and movies cost $1.99 to
$3.99 each. [C5.]

The Marketing Ripples When a Gold Medal Dream Dies
Michelle Kwan’s early departure from the Olympics not only affects her gold
medal dreams, it also affects the marketing strategy of companies that fea-
tured her in ads, including the broadcaster, NBC. Advertising. [C1.]

Jan.

21.05

  16.24 euros          

ProSiebenSat.1 Media Daily closes

Feb.

BUSINESS DIGEST

giveaways. The new projections
come at a moment when President
Bush and Republican leaders are on
the defensive about record-high en-
ergy prices, soaring profits at major
oil companies and big cuts in domes-
tic spending.

Indeed, Mr. Bush and House Re-
publicans are trying to kill a one-
year, $5 billion windfall profits tax
for oil companies that the Senate
passed last fall.

Moreover, the projected largess
could be just the start. Last week,
Kerr-McGee Exploration and Devel-
opment, a major industry player, be-
gan a brash but utterly serious court
challenge that could, if it succeeds,
cost the government another $28 bil-
lion in royalties over the next five
years. 

In what administration officials
and industry executives alike view
as a major test case, Kerr-McGee
told the Interior Department last
week that it planned to challenge one
of the government’s biggest limita-
tions on royalty relief if it could not
work out an acceptable deal in its fa-
vor. If Kerr-McGee is successful, ad-
ministration projections indicate
that about 80 percent of all oil and
gas from federal waters in the Gulf
of Mexico would be royalty-free. 

“It’s one of the greatest train rob-
beries in the history of the world,”
said Representative George Miller, a
California Democrat who has fought
royalty concessions on oil and gas for
more than a decade. “It’s the gift
that keeps on giving.”

Republican lawmakers are also
concerned about how the royalty re-
lief program is working out.

“I don’t think there is a single
member of Congress who thinks you
should get royalty relief at $70 a bar-
rel’’ for oil, said Representative
Richard W. Pombo, Republican of
California and chairman of the
House Resources Committee.

“It was Congress’s intent,’’ Mr.
Pombo said in an interview on Fri-
day, “that if oil was at $10 a barrel,
there should be royalty relief so com-
panies could have some kind of in-
centive to invest capital. But at $70 a
barrel, don’t expect royalty relief.’’

Tina Kreisher, a spokeswoman for
the Interior Department, said Mon-
day that the giveaways might turn
out to be less than the basic forecasts
indicate because of “certain vari-
ables.” 

The government does not disclose
how much individual companies ben-
efit from the incentives, and most
companies refuse to disclose either

how much they pay in royalties or
how much they are allowed to avoid.

But the benefits are almost en-
tirely for gas and oil produced in the
Gulf of Mexico.

The biggest producers include
Shell, BP, Chevron and Exxon Mobil
as well as smaller independent com-
panies like Anadarko and Devon En-
ergy.

Executives at some companies, in-
cluding Exxon Mobil, said they had
already stopped claiming royalty re-
lief because they knew market
prices had exceeded the govern-
ment’s price triggers.

About one-quarter of all oil and gas
produced in the United States comes
from federal lands and federal wa-
ters in the Gulf of Mexico.

As it happens, oil and gas royalties
to the government have climbed
much more slowly than market
prices over the last five years. 

The New York Times reported last
month that one major reason for the
lag appeared to be a widening gap
between the average sales prices
that companies are reporting to the

government when paying royalties
and average spot market prices on
the open market. 

Industry executives and adminis-
tration officials contend that the dis-
parity mainly reflects different rules
for defining sales prices. Adminis-
tration officials also contend that the
disparity is illusory, because the gov-
ernment’s annual statistics are mud-
dled up with big corrections from
previous years.

Both House and Senate lawmakers
are now investigating the issue, as is
the Government Accountability Of-
fice, Congress’s watchdog arm.

But the much bigger issue for the
years ahead is royalty relief for
deepwater drilling. 

The original law, known as the
Deep Water Royalty Relief Act, had
bipartisan support and was intended
to promote exploration and produc-
tion in deep waters of the outer conti-
nental shelf. 

At the time, oil and gas prices were
comparatively low and few compa-
nies were interested in the high costs
and high risks of drilling in water
thousands of feet deep.

The law authorized the Interior
Department, which leases out tens of
millions of acres in the Gulf of Mex-
ico, to forgo its normal 12 percent
royalty for much of the oil and gas
produced in very deep waters.

Because it take years to explore
and then build the huge offshore plat-
forms, most of the oil and gas from
the new leases is just beginning to
flow. 

The Minerals Management Serv-
ice of the Interior Department,
which oversees the leases and col-
lects the royalties, estimates that the
amount of royalty-free oil will quad-
ruple by 2011, to 112 million barrels.
The volume of royalty-free natural
gas is expected to climb by almost
half, to about 1.2 trillion cubic feet.

Based on the government’s as-
sumptions about future prices — that
oil will hover at about $50 a barrel
and natural gas will average about
$7 per thousand cubic feet — the total
value of the free oil and gas over the
next five years would be about $65
billion and the forgone royalties
would total more than $7 billion.

Administration officials say the is-
sue is out of their hands, adding that
they opposed provisions in last
year’s energy bill that added new
royalty relief for deep drilling in
shallow waters.

“We did not think we needed any
more legislation, because we already
have incentives, but we obviously did
not prevail,” said Ms. Burton, di-
rector of the Minerals Management
Service.

But the Bush administration did
not put up a big fight. It strongly sup-
ported the overall energy bill, and
merely noted its opposition to addi-
tional royalty relief in its official
statement on the bill.

By contrast, the White House
bluntly promised to veto the Senate’s
$60 billion tax cut bill because it con-
tained a one-year tax of $5 billion on
profits of major oil companies. 

The House and Senate have yet to
agree on a final tax bill. 

The big issue going forward is
whether companies should be ex-
empted from paying royalties even
when energy prices are at historic
highs.

In general, the Interior Depart-
ment has always insisted that com-
panies would not be entitled to roy-
alty relief if market prices for oil and
gas climbed above certain trigger
points.

Those trigger points — currently
about $35 a barrel for oil and $4 per
thousand cubic feet of natural gas —
have been exceeded for the last sev-
eral years and are likely to stay that
way for the rest of the decade.

So why is the amount of royalty-
free gas and oil expected to double
over the next five years? 

The biggest reason is that the Clin-
ton administration, apparently wor-
ried about the continued lack of in-
terest in new drilling, waived the
price triggers for all leases awarded
in 1998 and 1999.

At the same time, many oil and gas
companies contend that Congress
never authorized the Interior De-
partment to set price thresholds for
any deepwater leases awarded be-
tween 1996 and 2000.

The dispute has been simmering
for months, with some industry exec-
utives warning the Bush administra-
tion that they would sue the govern-
ment if it tried to demand royalties.

Last week, the fight broke out into
the open. The Interior Department
announced that 41 oil companies had
improperly claimed more than $500
million in royalty relief for 2004. 

Most of the companies agreed to
pay up in January, but Kerr-McGee
said it would fight the issue in court. 

The fight is not simply about one
company. Interior officials said last
week that Kerr-McGee presented it-
self in December as a “test case” for
the entire industry. It also offered a
“compromise,” but Interior officials
rejected it and issued a formal order
in January demanding that Kerr-
McGee pay its back royalties.

On Feb. 6, according to adminis-
tration officials, Kerr-McGee for-
mally notified the Minerals Manage-
ment Service that it would challenge
its order in court. 

Industry lawyers contend they
have a strong case, because Con-
gress never mentioned price thresh-
olds when it authorized royalty relief
for all deepwater leases awarded
from 1996 through 2000. 

“Congress offered those deepwa-
ter leases with royalty relief as an in-
centive,” said Jonathan Hunter, a
lawyer in New Orleans who repre-
sented oil companies in a similar
lawsuit two years ago that knocked
out another major federal restriction
on royalty relief.

“The M.M.S. only has the authority
that Congress gives it,’’ Mr. Hunter
said. “The legislation said that roy-
alty relief for these leases is auto-
matic.”

If that view prevails, the govern-
ment said it would lose a total of
nearly $35 billion in royalties to tax-
payers by 2011 — about the same
amount that Mr. Bush is proposing to
cut from Medicare, Medicaid and
child support enforcement programs
over the same period.

U.S. Royalty Plan to Give Windfall to Oil Companies
Royalty-Free Oil and Gas
Interior Department projections indicate that the federal government will let 
companies pump about $65 billion worth of oil and gas from federal lands 
over the next five years without paying royalties to the government.

The New York Times

Source: Minerals Management Service 

Value of oil pumped royalty-free*

Value of gas pumped royalty-free*

FISCAL YEAR

$1.6
billion

$1.7 $1.9$1.6 $3.0 $5.7

2006 2007 2008 2009 2010 2011 TOTAL

$15.4

FISCAL YEAR

$7.9
billion

$9.1 $8.7$8.8 $8.1 $7.9

2006 2007 2008 2009 2010 2011 TOTAL

$50.4

2

4

$6 billion

3

6

$9 billion

 *Data are estimates for the Gulf of Mexico

Continued From Page A1

A modest incentive
from 10 years ago
balloons into billions.
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Interior Department Plan Forgoes $7 Billion
In Royalties for Domestic Oil Drilling
The federal government is on the verge of one of the biggest giveaways of oil
and gas in American history, an estimated $7 billion over five years. New pro-
jections, buried in the Interior Department’s just-published budget plan, an-
ticipate that the government will let companies pump about $65 billion worth
of oil and natural gas from federal territory over the next five years without
paying any royalties to the government. [Page A1.]

An Opening for the Defense in Early Enron Testimony
After seven days on the stand in the Enron fraud trial, Mark E. Koenig, who
ran investor relations and was a polished performer on Wall Street, may have
served to advance the defense’s argument as much, if not more, than the gov-
ernment’s in its prosecution of Jeffrey K. Skilling and Kenneth L. Lay. [C1.]

Business-Backed Group Takes Aim at Organized Labor
A new business-backed group is mounting a highly visible attack against or-
ganized labor, just as unions are trying to pick themselves up after suffering
a schism and years of decline. The group, the Center for Union Facts, ran full-
page advertisements in national newspapers yesterday and started a Web
site, UnionFacts.com, asserting that many unions are corrupt and have hurt
the airlines, steelmakers and auto makers. [C1.]

I.R.S. Offers Leniency in Questionable Tax Shelter Cases
The Internal Revenue Service is making an unusual offer of leniency to firms
that made and sold questionable tax shelters: come forward, pay penalties
and turn over information and you may avoid criminal prosecution. [C1.]

The Slow Rise of Genetic Engineering in Crops
At the dawn of the era of genetically engineered crops, scientists envisioned
all sorts of healthier and tastier foods. But so far, most of the genetically mod-
ified crops have provided benefits mainly to farmers, by making it easier for
them to control weeds and insects. Now, the next generation of biotech crops
— the first with direct benefits for consumers — is finally on the horizon. But
the list does not include many of the products once envisioned. [C1.]

U.S. Export Tax Breaks Set Back in Europe
The World Trade Organization ruled
that tax breaks the United States gives
to some of its largest companies are il-
legal and the European Union said it
would impose new trade sanctions in
three months unless the tax breaks
are abolished. Peter Mandelson, left,
the union’s top trade official, reiter-
ated his concerns about the tax

breaks, saying the change in the laws had failed to rectify the situation. [C6.]

Test of Cancer Drug Set Back by Deaths
The biotechnology giant Genentech and its majority stockholder, Roche Hold-
ing, said they had temporarily stopped recruiting volunteers for a large test
of the cancer drug Avastin after more patients than expected died. [C4.]

Data on Nuclear Waste Site in Nevada Prove Elusive
The Energy Department no longer has an estimate of when it can open the nu-
clear waste repository that it wants to build at Yucca Mountain, 90 miles
northwest of Las Vegas, and it may never have an accurate prediction of the
cost, the energy secretary said. [C4.]

Securities Charges in Internet Company Case in Japan
Takafumi Horie, the founder of the Internet company Livedoor whose brash
tactics challenged Japan’s business establishment, was charged with violat-
ing securities law. [C6.]

German TV Company No Longer For Sale
Haim Saban, the Los Angeles investor
who controls ProSiebenSat.1 Media,
the commercial television group, said
that he and his partners had decided
not to seek a buyer for the company.
The announcement ended speculation
that a new sale might be in the works
after the cartel office in Germany
blocked the broadcaster’s sale to Axel

Springer, Germany’s largest newspaper publisher, in January. Axel Spring-
er, which owns Germany’s top-selling newspaper, Bild, had offered 4.2 billion
euros ($5 billion) for ProSiebenSat.1. The acquisition would have joined one of
the country’s largest broadcasters with its No. 1 publisher. [C6.]

Stocks End Lower Awaiting New Economic Data
Stocks ended a lethargic session lower as a lack of economic news returned
investors’ focus to interest rates and inflation in advance of testimony from
the new Federal Reserve chairman, Ben S. Bernanke. The Dow Jones indus-
trial average declined 26.73 points, to 10,892.32. The Standard & Poor’s 500-ell
4.13 points, to 1,262.86. The Nasdaq dropped 22.07 points, to 2,239.81. [C9.]
The stock prices of Black Rock and Merrill Lynch both rose as Wall Street
weighed the outlook for the companies if they complete a reported proposal to
combine their fund operations. [C4.]

A New Service Offers Movies to a Set-Top Box
MovieBeam, being introduced by the Walt Disney Company, will begin offer-
ing a service that lets consumers download movies through a device with a
hard drive. The service initially costs more than $200 and movies cost $1.99 to
$3.99 each. [C5.]

The Marketing Ripples When a Gold Medal Dream Dies
Michelle Kwan’s early departure from the Olympics not only affects her gold
medal dreams, it also affects the marketing strategy of companies that fea-
tured her in ads, including the broadcaster, NBC. Advertising. [C1.]
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giveaways. The new projections
come at a moment when President
Bush and Republican leaders are on
the defensive about record-high en-
ergy prices, soaring profits at major
oil companies and big cuts in domes-
tic spending.

Indeed, Mr. Bush and House Re-
publicans are trying to kill a one-
year, $5 billion windfall profits tax
for oil companies that the Senate
passed last fall.

Moreover, the projected largess
could be just the start. Last week,
Kerr-McGee Exploration and Devel-
opment, a major industry player, be-
gan a brash but utterly serious court
challenge that could, if it succeeds,
cost the government another $28 bil-
lion in royalties over the next five
years. 

In what administration officials
and industry executives alike view
as a major test case, Kerr-McGee
told the Interior Department last
week that it planned to challenge one
of the government’s biggest limita-
tions on royalty relief if it could not
work out an acceptable deal in its fa-
vor. If Kerr-McGee is successful, ad-
ministration projections indicate
that about 80 percent of all oil and
gas from federal waters in the Gulf
of Mexico would be royalty-free. 

“It’s one of the greatest train rob-
beries in the history of the world,”
said Representative George Miller, a
California Democrat who has fought
royalty concessions on oil and gas for
more than a decade. “It’s the gift
that keeps on giving.”

Republican lawmakers are also
concerned about how the royalty re-
lief program is working out.

“I don’t think there is a single
member of Congress who thinks you
should get royalty relief at $70 a bar-
rel’’ for oil, said Representative
Richard W. Pombo, Republican of
California and chairman of the
House Resources Committee.

“It was Congress’s intent,’’ Mr.
Pombo said in an interview on Fri-
day, “that if oil was at $10 a barrel,
there should be royalty relief so com-
panies could have some kind of in-
centive to invest capital. But at $70 a
barrel, don’t expect royalty relief.’’

Tina Kreisher, a spokeswoman for
the Interior Department, said Mon-
day that the giveaways might turn
out to be less than the basic forecasts
indicate because of “certain vari-
ables.” 

The government does not disclose
how much individual companies ben-
efit from the incentives, and most
companies refuse to disclose either

how much they pay in royalties or
how much they are allowed to avoid.

But the benefits are almost en-
tirely for gas and oil produced in the
Gulf of Mexico.

The biggest producers include
Shell, BP, Chevron and Exxon Mobil
as well as smaller independent com-
panies like Anadarko and Devon En-
ergy.

Executives at some companies, in-
cluding Exxon Mobil, said they had
already stopped claiming royalty re-
lief because they knew market
prices had exceeded the govern-
ment’s price triggers.

About one-quarter of all oil and gas
produced in the United States comes
from federal lands and federal wa-
ters in the Gulf of Mexico.

As it happens, oil and gas royalties
to the government have climbed
much more slowly than market
prices over the last five years. 

The New York Times reported last
month that one major reason for the
lag appeared to be a widening gap
between the average sales prices
that companies are reporting to the

government when paying royalties
and average spot market prices on
the open market. 

Industry executives and adminis-
tration officials contend that the dis-
parity mainly reflects different rules
for defining sales prices. Adminis-
tration officials also contend that the
disparity is illusory, because the gov-
ernment’s annual statistics are mud-
dled up with big corrections from
previous years.

Both House and Senate lawmakers
are now investigating the issue, as is
the Government Accountability Of-
fice, Congress’s watchdog arm.

But the much bigger issue for the
years ahead is royalty relief for
deepwater drilling. 

The original law, known as the
Deep Water Royalty Relief Act, had
bipartisan support and was intended
to promote exploration and produc-
tion in deep waters of the outer conti-
nental shelf. 

At the time, oil and gas prices were
comparatively low and few compa-
nies were interested in the high costs
and high risks of drilling in water
thousands of feet deep.

The law authorized the Interior
Department, which leases out tens of
millions of acres in the Gulf of Mex-
ico, to forgo its normal 12 percent
royalty for much of the oil and gas
produced in very deep waters.

Because it take years to explore
and then build the huge offshore plat-
forms, most of the oil and gas from
the new leases is just beginning to
flow. 

The Minerals Management Serv-
ice of the Interior Department,
which oversees the leases and col-
lects the royalties, estimates that the
amount of royalty-free oil will quad-
ruple by 2011, to 112 million barrels.
The volume of royalty-free natural
gas is expected to climb by almost
half, to about 1.2 trillion cubic feet.

Based on the government’s as-
sumptions about future prices — that
oil will hover at about $50 a barrel
and natural gas will average about
$7 per thousand cubic feet — the total
value of the free oil and gas over the
next five years would be about $65
billion and the forgone royalties
would total more than $7 billion.

Administration officials say the is-
sue is out of their hands, adding that
they opposed provisions in last
year’s energy bill that added new
royalty relief for deep drilling in
shallow waters.

“We did not think we needed any
more legislation, because we already
have incentives, but we obviously did
not prevail,” said Ms. Burton, di-
rector of the Minerals Management
Service.

But the Bush administration did
not put up a big fight. It strongly sup-
ported the overall energy bill, and
merely noted its opposition to addi-
tional royalty relief in its official
statement on the bill.

By contrast, the White House
bluntly promised to veto the Senate’s
$60 billion tax cut bill because it con-
tained a one-year tax of $5 billion on
profits of major oil companies. 

The House and Senate have yet to
agree on a final tax bill. 

The big issue going forward is
whether companies should be ex-
empted from paying royalties even
when energy prices are at historic
highs.

In general, the Interior Depart-
ment has always insisted that com-
panies would not be entitled to roy-
alty relief if market prices for oil and
gas climbed above certain trigger
points.

Those trigger points — currently
about $35 a barrel for oil and $4 per
thousand cubic feet of natural gas —
have been exceeded for the last sev-
eral years and are likely to stay that
way for the rest of the decade.

So why is the amount of royalty-
free gas and oil expected to double
over the next five years? 

The biggest reason is that the Clin-
ton administration, apparently wor-
ried about the continued lack of in-
terest in new drilling, waived the
price triggers for all leases awarded
in 1998 and 1999.

At the same time, many oil and gas
companies contend that Congress
never authorized the Interior De-
partment to set price thresholds for
any deepwater leases awarded be-
tween 1996 and 2000.

The dispute has been simmering
for months, with some industry exec-
utives warning the Bush administra-
tion that they would sue the govern-
ment if it tried to demand royalties.

Last week, the fight broke out into
the open. The Interior Department
announced that 41 oil companies had
improperly claimed more than $500
million in royalty relief for 2004. 

Most of the companies agreed to
pay up in January, but Kerr-McGee
said it would fight the issue in court. 

The fight is not simply about one
company. Interior officials said last
week that Kerr-McGee presented it-
self in December as a “test case” for
the entire industry. It also offered a
“compromise,” but Interior officials
rejected it and issued a formal order
in January demanding that Kerr-
McGee pay its back royalties.

On Feb. 6, according to adminis-
tration officials, Kerr-McGee for-
mally notified the Minerals Manage-
ment Service that it would challenge
its order in court. 

Industry lawyers contend they
have a strong case, because Con-
gress never mentioned price thresh-
olds when it authorized royalty relief
for all deepwater leases awarded
from 1996 through 2000. 

“Congress offered those deepwa-
ter leases with royalty relief as an in-
centive,” said Jonathan Hunter, a
lawyer in New Orleans who repre-
sented oil companies in a similar
lawsuit two years ago that knocked
out another major federal restriction
on royalty relief.

“The M.M.S. only has the authority
that Congress gives it,’’ Mr. Hunter
said. “The legislation said that roy-
alty relief for these leases is auto-
matic.”

If that view prevails, the govern-
ment said it would lose a total of
nearly $35 billion in royalties to tax-
payers by 2011 — about the same
amount that Mr. Bush is proposing to
cut from Medicare, Medicaid and
child support enforcement programs
over the same period.

U.S. Royalty Plan to Give Windfall to Oil Companies
Royalty-Free Oil and Gas
Interior Department projections indicate that the federal government will let 
companies pump about $65 billion worth of oil and gas from federal lands 
over the next five years without paying royalties to the government.

The New York Times

Source: Minerals Management Service 

Value of oil pumped royalty-free*

Value of gas pumped royalty-free*

FISCAL YEAR

$1.6
billion

$1.7 $1.9$1.6 $3.0 $5.7

2006 2007 2008 2009 2010 2011 TOTAL

$15.4

FISCAL YEAR

$7.9
billion

$9.1 $8.7$8.8 $8.1 $7.9

2006 2007 2008 2009 2010 2011 TOTAL

$50.4

2

4

$6 billion

3

6

$9 billion

 *Data are estimates for the Gulf of Mexico

Continued From Page A1

A modest incentive
from 10 years ago
balloons into billions.

ID NAME: Nxxx,2006-02-14,C,002,Bs-BW,E2 3 7 15 25 50 75 85 93 97

C2 Ø N THE NEW YORK TIMES, TUESDAY, FEBRUARY 14, 2006

A
Agilent Technologies..................C9
American International ............C5
AMR.................................................C4
Apple Computer ...........................C9

B
BlackRock................................C4,C9

C
Cendant...........................................C7
Coca-Cola........................................C1
Coventry Health Care ..............A17
Criterion Collection ....................E3
CSX Transportation..................A18

D
Disney (Walt) ...............................C5
DuPont ............................................C1

E
Eni ....................................................C6

F
Ford Motor.....................................C4

G
Genentech ......................................C4
General Motors.............................C4
Google..............................................C9

H
Hertz ................................................C9
Hilton Hotels .................................C8

I
Independence Blue Cross .......A17

K
Kellogg............................................C1
Knopf (Alfred A.)........................E8
Kyivstar..........................................C6

L
Livedoor..........................................C6
Longs Drug Stores.....................A17

M
Marriott...........................................C8
Merrill Lynch..........................C4,C9
Microsoft ........................................C9
Monsanto........................................C1
Morgan Stanley ............................C5

N
New York Times...........................C5

P
PNC Financial..............................C4

ProSiebenSat.1 Media................C6

R
Roche Holding ..............................C4
Russian Alfa..................................C6

S
Shenzhen Development Bank..C6
Sony...........................................C5,E3
Statoil ..............................................C6
Symantec........................................C4

T
Telenor ............................................C6
ThyssenKrupp ..............................C6

V
Viacom ...........................................E3
Vimpel-Communications..........C6
Visa ..................................................C1
Volkswagen ...................................C6

W
Walgreen ......................................A17

Y
Yahoo...............................................C9

This index lists businesses mentioned in The New York Times today or their parent
companies. It omits companies mentioned in passing and it does not cover statistical
tables. Page numbers refer to the beginnings of articles. 

COMPANY NAMES

Interior Department Plan Forgoes $7 Billion
In Royalties for Domestic Oil Drilling
The federal government is on the verge of one of the biggest giveaways of oil
and gas in American history, an estimated $7 billion over five years. New pro-
jections, buried in the Interior Department’s just-published budget plan, an-
ticipate that the government will let companies pump about $65 billion worth
of oil and natural gas from federal territory over the next five years without
paying any royalties to the government. [Page A1.]

An Opening for the Defense in Early Enron Testimony
After seven days on the stand in the Enron fraud trial, Mark E. Koenig, who
ran investor relations and was a polished performer on Wall Street, may have
served to advance the defense’s argument as much, if not more, than the gov-
ernment’s in its prosecution of Jeffrey K. Skilling and Kenneth L. Lay. [C1.]

Business-Backed Group Takes Aim at Organized Labor
A new business-backed group is mounting a highly visible attack against or-
ganized labor, just as unions are trying to pick themselves up after suffering
a schism and years of decline. The group, the Center for Union Facts, ran full-
page advertisements in national newspapers yesterday and started a Web
site, UnionFacts.com, asserting that many unions are corrupt and have hurt
the airlines, steelmakers and auto makers. [C1.]

I.R.S. Offers Leniency in Questionable Tax Shelter Cases
The Internal Revenue Service is making an unusual offer of leniency to firms
that made and sold questionable tax shelters: come forward, pay penalties
and turn over information and you may avoid criminal prosecution. [C1.]

The Slow Rise of Genetic Engineering in Crops
At the dawn of the era of genetically engineered crops, scientists envisioned
all sorts of healthier and tastier foods. But so far, most of the genetically mod-
ified crops have provided benefits mainly to farmers, by making it easier for
them to control weeds and insects. Now, the next generation of biotech crops
— the first with direct benefits for consumers — is finally on the horizon. But
the list does not include many of the products once envisioned. [C1.]

U.S. Export Tax Breaks Set Back in Europe
The World Trade Organization ruled
that tax breaks the United States gives
to some of its largest companies are il-
legal and the European Union said it
would impose new trade sanctions in
three months unless the tax breaks
are abolished. Peter Mandelson, left,
the union’s top trade official, reiter-
ated his concerns about the tax

breaks, saying the change in the laws had failed to rectify the situation. [C6.]

Test of Cancer Drug Set Back by Deaths
The biotechnology giant Genentech and its majority stockholder, Roche Hold-
ing, said they had temporarily stopped recruiting volunteers for a large test
of the cancer drug Avastin after more patients than expected died. [C4.]

Data on Nuclear Waste Site in Nevada Prove Elusive
The Energy Department no longer has an estimate of when it can open the nu-
clear waste repository that it wants to build at Yucca Mountain, 90 miles
northwest of Las Vegas, and it may never have an accurate prediction of the
cost, the energy secretary said. [C4.]

Securities Charges in Internet Company Case in Japan
Takafumi Horie, the founder of the Internet company Livedoor whose brash
tactics challenged Japan’s business establishment, was charged with violat-
ing securities law. [C6.]

German TV Company No Longer For Sale
Haim Saban, the Los Angeles investor
who controls ProSiebenSat.1 Media,
the commercial television group, said
that he and his partners had decided
not to seek a buyer for the company.
The announcement ended speculation
that a new sale might be in the works
after the cartel office in Germany
blocked the broadcaster’s sale to Axel

Springer, Germany’s largest newspaper publisher, in January. Axel Spring-
er, which owns Germany’s top-selling newspaper, Bild, had offered 4.2 billion
euros ($5 billion) for ProSiebenSat.1. The acquisition would have joined one of
the country’s largest broadcasters with its No. 1 publisher. [C6.]

Stocks End Lower Awaiting New Economic Data
Stocks ended a lethargic session lower as a lack of economic news returned
investors’ focus to interest rates and inflation in advance of testimony from
the new Federal Reserve chairman, Ben S. Bernanke. The Dow Jones indus-
trial average declined 26.73 points, to 10,892.32. The Standard & Poor’s 500-ell
4.13 points, to 1,262.86. The Nasdaq dropped 22.07 points, to 2,239.81. [C9.]
The stock prices of Black Rock and Merrill Lynch both rose as Wall Street
weighed the outlook for the companies if they complete a reported proposal to
combine their fund operations. [C4.]

A New Service Offers Movies to a Set-Top Box
MovieBeam, being introduced by the Walt Disney Company, will begin offer-
ing a service that lets consumers download movies through a device with a
hard drive. The service initially costs more than $200 and movies cost $1.99 to
$3.99 each. [C5.]

The Marketing Ripples When a Gold Medal Dream Dies
Michelle Kwan’s early departure from the Olympics not only affects her gold
medal dreams, it also affects the marketing strategy of companies that fea-
tured her in ads, including the broadcaster, NBC. Advertising. [C1.]
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giveaways. The new projections
come at a moment when President
Bush and Republican leaders are on
the defensive about record-high en-
ergy prices, soaring profits at major
oil companies and big cuts in domes-
tic spending.

Indeed, Mr. Bush and House Re-
publicans are trying to kill a one-
year, $5 billion windfall profits tax
for oil companies that the Senate
passed last fall.

Moreover, the projected largess
could be just the start. Last week,
Kerr-McGee Exploration and Devel-
opment, a major industry player, be-
gan a brash but utterly serious court
challenge that could, if it succeeds,
cost the government another $28 bil-
lion in royalties over the next five
years. 

In what administration officials
and industry executives alike view
as a major test case, Kerr-McGee
told the Interior Department last
week that it planned to challenge one
of the government’s biggest limita-
tions on royalty relief if it could not
work out an acceptable deal in its fa-
vor. If Kerr-McGee is successful, ad-
ministration projections indicate
that about 80 percent of all oil and
gas from federal waters in the Gulf
of Mexico would be royalty-free. 

“It’s one of the greatest train rob-
beries in the history of the world,”
said Representative George Miller, a
California Democrat who has fought
royalty concessions on oil and gas for
more than a decade. “It’s the gift
that keeps on giving.”

Republican lawmakers are also
concerned about how the royalty re-
lief program is working out.

“I don’t think there is a single
member of Congress who thinks you
should get royalty relief at $70 a bar-
rel’’ for oil, said Representative
Richard W. Pombo, Republican of
California and chairman of the
House Resources Committee.

“It was Congress’s intent,’’ Mr.
Pombo said in an interview on Fri-
day, “that if oil was at $10 a barrel,
there should be royalty relief so com-
panies could have some kind of in-
centive to invest capital. But at $70 a
barrel, don’t expect royalty relief.’’

Tina Kreisher, a spokeswoman for
the Interior Department, said Mon-
day that the giveaways might turn
out to be less than the basic forecasts
indicate because of “certain vari-
ables.” 

The government does not disclose
how much individual companies ben-
efit from the incentives, and most
companies refuse to disclose either

how much they pay in royalties or
how much they are allowed to avoid.

But the benefits are almost en-
tirely for gas and oil produced in the
Gulf of Mexico.

The biggest producers include
Shell, BP, Chevron and Exxon Mobil
as well as smaller independent com-
panies like Anadarko and Devon En-
ergy.

Executives at some companies, in-
cluding Exxon Mobil, said they had
already stopped claiming royalty re-
lief because they knew market
prices had exceeded the govern-
ment’s price triggers.

About one-quarter of all oil and gas
produced in the United States comes
from federal lands and federal wa-
ters in the Gulf of Mexico.

As it happens, oil and gas royalties
to the government have climbed
much more slowly than market
prices over the last five years. 

The New York Times reported last
month that one major reason for the
lag appeared to be a widening gap
between the average sales prices
that companies are reporting to the

government when paying royalties
and average spot market prices on
the open market. 

Industry executives and adminis-
tration officials contend that the dis-
parity mainly reflects different rules
for defining sales prices. Adminis-
tration officials also contend that the
disparity is illusory, because the gov-
ernment’s annual statistics are mud-
dled up with big corrections from
previous years.

Both House and Senate lawmakers
are now investigating the issue, as is
the Government Accountability Of-
fice, Congress’s watchdog arm.

But the much bigger issue for the
years ahead is royalty relief for
deepwater drilling. 

The original law, known as the
Deep Water Royalty Relief Act, had
bipartisan support and was intended
to promote exploration and produc-
tion in deep waters of the outer conti-
nental shelf. 

At the time, oil and gas prices were
comparatively low and few compa-
nies were interested in the high costs
and high risks of drilling in water
thousands of feet deep.

The law authorized the Interior
Department, which leases out tens of
millions of acres in the Gulf of Mex-
ico, to forgo its normal 12 percent
royalty for much of the oil and gas
produced in very deep waters.

Because it take years to explore
and then build the huge offshore plat-
forms, most of the oil and gas from
the new leases is just beginning to
flow. 

The Minerals Management Serv-
ice of the Interior Department,
which oversees the leases and col-
lects the royalties, estimates that the
amount of royalty-free oil will quad-
ruple by 2011, to 112 million barrels.
The volume of royalty-free natural
gas is expected to climb by almost
half, to about 1.2 trillion cubic feet.

Based on the government’s as-
sumptions about future prices — that
oil will hover at about $50 a barrel
and natural gas will average about
$7 per thousand cubic feet — the total
value of the free oil and gas over the
next five years would be about $65
billion and the forgone royalties
would total more than $7 billion.

Administration officials say the is-
sue is out of their hands, adding that
they opposed provisions in last
year’s energy bill that added new
royalty relief for deep drilling in
shallow waters.

“We did not think we needed any
more legislation, because we already
have incentives, but we obviously did
not prevail,” said Ms. Burton, di-
rector of the Minerals Management
Service.

But the Bush administration did
not put up a big fight. It strongly sup-
ported the overall energy bill, and
merely noted its opposition to addi-
tional royalty relief in its official
statement on the bill.

By contrast, the White House
bluntly promised to veto the Senate’s
$60 billion tax cut bill because it con-
tained a one-year tax of $5 billion on
profits of major oil companies. 

The House and Senate have yet to
agree on a final tax bill. 

The big issue going forward is
whether companies should be ex-
empted from paying royalties even
when energy prices are at historic
highs.

In general, the Interior Depart-
ment has always insisted that com-
panies would not be entitled to roy-
alty relief if market prices for oil and
gas climbed above certain trigger
points.

Those trigger points — currently
about $35 a barrel for oil and $4 per
thousand cubic feet of natural gas —
have been exceeded for the last sev-
eral years and are likely to stay that
way for the rest of the decade.

So why is the amount of royalty-
free gas and oil expected to double
over the next five years? 

The biggest reason is that the Clin-
ton administration, apparently wor-
ried about the continued lack of in-
terest in new drilling, waived the
price triggers for all leases awarded
in 1998 and 1999.

At the same time, many oil and gas
companies contend that Congress
never authorized the Interior De-
partment to set price thresholds for
any deepwater leases awarded be-
tween 1996 and 2000.

The dispute has been simmering
for months, with some industry exec-
utives warning the Bush administra-
tion that they would sue the govern-
ment if it tried to demand royalties.

Last week, the fight broke out into
the open. The Interior Department
announced that 41 oil companies had
improperly claimed more than $500
million in royalty relief for 2004. 

Most of the companies agreed to
pay up in January, but Kerr-McGee
said it would fight the issue in court. 

The fight is not simply about one
company. Interior officials said last
week that Kerr-McGee presented it-
self in December as a “test case” for
the entire industry. It also offered a
“compromise,” but Interior officials
rejected it and issued a formal order
in January demanding that Kerr-
McGee pay its back royalties.

On Feb. 6, according to adminis-
tration officials, Kerr-McGee for-
mally notified the Minerals Manage-
ment Service that it would challenge
its order in court. 

Industry lawyers contend they
have a strong case, because Con-
gress never mentioned price thresh-
olds when it authorized royalty relief
for all deepwater leases awarded
from 1996 through 2000. 

“Congress offered those deepwa-
ter leases with royalty relief as an in-
centive,” said Jonathan Hunter, a
lawyer in New Orleans who repre-
sented oil companies in a similar
lawsuit two years ago that knocked
out another major federal restriction
on royalty relief.

“The M.M.S. only has the authority
that Congress gives it,’’ Mr. Hunter
said. “The legislation said that roy-
alty relief for these leases is auto-
matic.”

If that view prevails, the govern-
ment said it would lose a total of
nearly $35 billion in royalties to tax-
payers by 2011 — about the same
amount that Mr. Bush is proposing to
cut from Medicare, Medicaid and
child support enforcement programs
over the same period.

U.S. Royalty Plan to Give Windfall to Oil Companies
Royalty-Free Oil and Gas
Interior Department projections indicate that the federal government will let 
companies pump about $65 billion worth of oil and gas from federal lands 
over the next five years without paying royalties to the government.

The New York Times

Source: Minerals Management Service 

Value of oil pumped royalty-free*

Value of gas pumped royalty-free*

FISCAL YEAR

$1.6
billion

$1.7 $1.9$1.6 $3.0 $5.7

2006 2007 2008 2009 2010 2011 TOTAL

$15.4

FISCAL YEAR

$7.9
billion

$9.1 $8.7$8.8 $8.1 $7.9

2006 2007 2008 2009 2010 2011 TOTAL

$50.4

2

4

$6 billion

3

6

$9 billion

 *Data are estimates for the Gulf of Mexico

Continued From Page A1

A modest incentive
from 10 years ago
balloons into billions.



7

ID NAME: Nxxx,2006-02-14,C,002,Bs-BW,E2 3 7 15 25 50 75 85 93 97

C2 Ø N THE NEW YORK TIMES, TUESDAY, FEBRUARY 14, 2006

A
Agilent Technologies..................C9
American International ............C5
AMR.................................................C4
Apple Computer ...........................C9

B
BlackRock................................C4,C9

C
Cendant...........................................C7
Coca-Cola........................................C1
Coventry Health Care ..............A17
Criterion Collection ....................E3
CSX Transportation..................A18

D
Disney (Walt) ...............................C5
DuPont ............................................C1

E
Eni ....................................................C6

F
Ford Motor.....................................C4

G
Genentech ......................................C4
General Motors.............................C4
Google..............................................C9

H
Hertz ................................................C9
Hilton Hotels .................................C8

I
Independence Blue Cross .......A17

K
Kellogg............................................C1
Knopf (Alfred A.)........................E8
Kyivstar..........................................C6

L
Livedoor..........................................C6
Longs Drug Stores.....................A17

M
Marriott...........................................C8
Merrill Lynch..........................C4,C9
Microsoft ........................................C9
Monsanto........................................C1
Morgan Stanley ............................C5

N
New York Times...........................C5

P
PNC Financial..............................C4

ProSiebenSat.1 Media................C6

R
Roche Holding ..............................C4
Russian Alfa..................................C6

S
Shenzhen Development Bank..C6
Sony...........................................C5,E3
Statoil ..............................................C6
Symantec........................................C4

T
Telenor ............................................C6
ThyssenKrupp ..............................C6

V
Viacom ...........................................E3
Vimpel-Communications..........C6
Visa ..................................................C1
Volkswagen ...................................C6

W
Walgreen ......................................A17

Y
Yahoo...............................................C9

This index lists businesses mentioned in The New York Times today or their parent
companies. It omits companies mentioned in passing and it does not cover statistical
tables. Page numbers refer to the beginnings of articles. 

COMPANY NAMES

Interior Department Plan Forgoes $7 Billion
In Royalties for Domestic Oil Drilling
The federal government is on the verge of one of the biggest giveaways of oil
and gas in American history, an estimated $7 billion over five years. New pro-
jections, buried in the Interior Department’s just-published budget plan, an-
ticipate that the government will let companies pump about $65 billion worth
of oil and natural gas from federal territory over the next five years without
paying any royalties to the government. [Page A1.]

An Opening for the Defense in Early Enron Testimony
After seven days on the stand in the Enron fraud trial, Mark E. Koenig, who
ran investor relations and was a polished performer on Wall Street, may have
served to advance the defense’s argument as much, if not more, than the gov-
ernment’s in its prosecution of Jeffrey K. Skilling and Kenneth L. Lay. [C1.]

Business-Backed Group Takes Aim at Organized Labor
A new business-backed group is mounting a highly visible attack against or-
ganized labor, just as unions are trying to pick themselves up after suffering
a schism and years of decline. The group, the Center for Union Facts, ran full-
page advertisements in national newspapers yesterday and started a Web
site, UnionFacts.com, asserting that many unions are corrupt and have hurt
the airlines, steelmakers and auto makers. [C1.]

I.R.S. Offers Leniency in Questionable Tax Shelter Cases
The Internal Revenue Service is making an unusual offer of leniency to firms
that made and sold questionable tax shelters: come forward, pay penalties
and turn over information and you may avoid criminal prosecution. [C1.]

The Slow Rise of Genetic Engineering in Crops
At the dawn of the era of genetically engineered crops, scientists envisioned
all sorts of healthier and tastier foods. But so far, most of the genetically mod-
ified crops have provided benefits mainly to farmers, by making it easier for
them to control weeds and insects. Now, the next generation of biotech crops
— the first with direct benefits for consumers — is finally on the horizon. But
the list does not include many of the products once envisioned. [C1.]

U.S. Export Tax Breaks Set Back in Europe
The World Trade Organization ruled
that tax breaks the United States gives
to some of its largest companies are il-
legal and the European Union said it
would impose new trade sanctions in
three months unless the tax breaks
are abolished. Peter Mandelson, left,
the union’s top trade official, reiter-
ated his concerns about the tax

breaks, saying the change in the laws had failed to rectify the situation. [C6.]

Test of Cancer Drug Set Back by Deaths
The biotechnology giant Genentech and its majority stockholder, Roche Hold-
ing, said they had temporarily stopped recruiting volunteers for a large test
of the cancer drug Avastin after more patients than expected died. [C4.]

Data on Nuclear Waste Site in Nevada Prove Elusive
The Energy Department no longer has an estimate of when it can open the nu-
clear waste repository that it wants to build at Yucca Mountain, 90 miles
northwest of Las Vegas, and it may never have an accurate prediction of the
cost, the energy secretary said. [C4.]

Securities Charges in Internet Company Case in Japan
Takafumi Horie, the founder of the Internet company Livedoor whose brash
tactics challenged Japan’s business establishment, was charged with violat-
ing securities law. [C6.]

German TV Company No Longer For Sale
Haim Saban, the Los Angeles investor
who controls ProSiebenSat.1 Media,
the commercial television group, said
that he and his partners had decided
not to seek a buyer for the company.
The announcement ended speculation
that a new sale might be in the works
after the cartel office in Germany
blocked the broadcaster’s sale to Axel

Springer, Germany’s largest newspaper publisher, in January. Axel Spring-
er, which owns Germany’s top-selling newspaper, Bild, had offered 4.2 billion
euros ($5 billion) for ProSiebenSat.1. The acquisition would have joined one of
the country’s largest broadcasters with its No. 1 publisher. [C6.]

Stocks End Lower Awaiting New Economic Data
Stocks ended a lethargic session lower as a lack of economic news returned
investors’ focus to interest rates and inflation in advance of testimony from
the new Federal Reserve chairman, Ben S. Bernanke. The Dow Jones indus-
trial average declined 26.73 points, to 10,892.32. The Standard & Poor’s 500-ell
4.13 points, to 1,262.86. The Nasdaq dropped 22.07 points, to 2,239.81. [C9.]
The stock prices of Black Rock and Merrill Lynch both rose as Wall Street
weighed the outlook for the companies if they complete a reported proposal to
combine their fund operations. [C4.]

A New Service Offers Movies to a Set-Top Box
MovieBeam, being introduced by the Walt Disney Company, will begin offer-
ing a service that lets consumers download movies through a device with a
hard drive. The service initially costs more than $200 and movies cost $1.99 to
$3.99 each. [C5.]

The Marketing Ripples When a Gold Medal Dream Dies
Michelle Kwan’s early departure from the Olympics not only affects her gold
medal dreams, it also affects the marketing strategy of companies that fea-
tured her in ads, including the broadcaster, NBC. Advertising. [C1.]
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giveaways. The new projections
come at a moment when President
Bush and Republican leaders are on
the defensive about record-high en-
ergy prices, soaring profits at major
oil companies and big cuts in domes-
tic spending.

Indeed, Mr. Bush and House Re-
publicans are trying to kill a one-
year, $5 billion windfall profits tax
for oil companies that the Senate
passed last fall.

Moreover, the projected largess
could be just the start. Last week,
Kerr-McGee Exploration and Devel-
opment, a major industry player, be-
gan a brash but utterly serious court
challenge that could, if it succeeds,
cost the government another $28 bil-
lion in royalties over the next five
years. 

In what administration officials
and industry executives alike view
as a major test case, Kerr-McGee
told the Interior Department last
week that it planned to challenge one
of the government’s biggest limita-
tions on royalty relief if it could not
work out an acceptable deal in its fa-
vor. If Kerr-McGee is successful, ad-
ministration projections indicate
that about 80 percent of all oil and
gas from federal waters in the Gulf
of Mexico would be royalty-free. 

“It’s one of the greatest train rob-
beries in the history of the world,”
said Representative George Miller, a
California Democrat who has fought
royalty concessions on oil and gas for
more than a decade. “It’s the gift
that keeps on giving.”

Republican lawmakers are also
concerned about how the royalty re-
lief program is working out.

“I don’t think there is a single
member of Congress who thinks you
should get royalty relief at $70 a bar-
rel’’ for oil, said Representative
Richard W. Pombo, Republican of
California and chairman of the
House Resources Committee.

“It was Congress’s intent,’’ Mr.
Pombo said in an interview on Fri-
day, “that if oil was at $10 a barrel,
there should be royalty relief so com-
panies could have some kind of in-
centive to invest capital. But at $70 a
barrel, don’t expect royalty relief.’’

Tina Kreisher, a spokeswoman for
the Interior Department, said Mon-
day that the giveaways might turn
out to be less than the basic forecasts
indicate because of “certain vari-
ables.” 

The government does not disclose
how much individual companies ben-
efit from the incentives, and most
companies refuse to disclose either

how much they pay in royalties or
how much they are allowed to avoid.

But the benefits are almost en-
tirely for gas and oil produced in the
Gulf of Mexico.

The biggest producers include
Shell, BP, Chevron and Exxon Mobil
as well as smaller independent com-
panies like Anadarko and Devon En-
ergy.

Executives at some companies, in-
cluding Exxon Mobil, said they had
already stopped claiming royalty re-
lief because they knew market
prices had exceeded the govern-
ment’s price triggers.

About one-quarter of all oil and gas
produced in the United States comes
from federal lands and federal wa-
ters in the Gulf of Mexico.

As it happens, oil and gas royalties
to the government have climbed
much more slowly than market
prices over the last five years. 

The New York Times reported last
month that one major reason for the
lag appeared to be a widening gap
between the average sales prices
that companies are reporting to the

government when paying royalties
and average spot market prices on
the open market. 

Industry executives and adminis-
tration officials contend that the dis-
parity mainly reflects different rules
for defining sales prices. Adminis-
tration officials also contend that the
disparity is illusory, because the gov-
ernment’s annual statistics are mud-
dled up with big corrections from
previous years.

Both House and Senate lawmakers
are now investigating the issue, as is
the Government Accountability Of-
fice, Congress’s watchdog arm.

But the much bigger issue for the
years ahead is royalty relief for
deepwater drilling. 

The original law, known as the
Deep Water Royalty Relief Act, had
bipartisan support and was intended
to promote exploration and produc-
tion in deep waters of the outer conti-
nental shelf. 

At the time, oil and gas prices were
comparatively low and few compa-
nies were interested in the high costs
and high risks of drilling in water
thousands of feet deep.

The law authorized the Interior
Department, which leases out tens of
millions of acres in the Gulf of Mex-
ico, to forgo its normal 12 percent
royalty for much of the oil and gas
produced in very deep waters.

Because it take years to explore
and then build the huge offshore plat-
forms, most of the oil and gas from
the new leases is just beginning to
flow. 

The Minerals Management Serv-
ice of the Interior Department,
which oversees the leases and col-
lects the royalties, estimates that the
amount of royalty-free oil will quad-
ruple by 2011, to 112 million barrels.
The volume of royalty-free natural
gas is expected to climb by almost
half, to about 1.2 trillion cubic feet.

Based on the government’s as-
sumptions about future prices — that
oil will hover at about $50 a barrel
and natural gas will average about
$7 per thousand cubic feet — the total
value of the free oil and gas over the
next five years would be about $65
billion and the forgone royalties
would total more than $7 billion.

Administration officials say the is-
sue is out of their hands, adding that
they opposed provisions in last
year’s energy bill that added new
royalty relief for deep drilling in
shallow waters.

“We did not think we needed any
more legislation, because we already
have incentives, but we obviously did
not prevail,” said Ms. Burton, di-
rector of the Minerals Management
Service.

But the Bush administration did
not put up a big fight. It strongly sup-
ported the overall energy bill, and
merely noted its opposition to addi-
tional royalty relief in its official
statement on the bill.

By contrast, the White House
bluntly promised to veto the Senate’s
$60 billion tax cut bill because it con-
tained a one-year tax of $5 billion on
profits of major oil companies. 

The House and Senate have yet to
agree on a final tax bill. 

The big issue going forward is
whether companies should be ex-
empted from paying royalties even
when energy prices are at historic
highs.

In general, the Interior Depart-
ment has always insisted that com-
panies would not be entitled to roy-
alty relief if market prices for oil and
gas climbed above certain trigger
points.

Those trigger points — currently
about $35 a barrel for oil and $4 per
thousand cubic feet of natural gas —
have been exceeded for the last sev-
eral years and are likely to stay that
way for the rest of the decade.

So why is the amount of royalty-
free gas and oil expected to double
over the next five years? 

The biggest reason is that the Clin-
ton administration, apparently wor-
ried about the continued lack of in-
terest in new drilling, waived the
price triggers for all leases awarded
in 1998 and 1999.

At the same time, many oil and gas
companies contend that Congress
never authorized the Interior De-
partment to set price thresholds for
any deepwater leases awarded be-
tween 1996 and 2000.

The dispute has been simmering
for months, with some industry exec-
utives warning the Bush administra-
tion that they would sue the govern-
ment if it tried to demand royalties.

Last week, the fight broke out into
the open. The Interior Department
announced that 41 oil companies had
improperly claimed more than $500
million in royalty relief for 2004. 

Most of the companies agreed to
pay up in January, but Kerr-McGee
said it would fight the issue in court. 

The fight is not simply about one
company. Interior officials said last
week that Kerr-McGee presented it-
self in December as a “test case” for
the entire industry. It also offered a
“compromise,” but Interior officials
rejected it and issued a formal order
in January demanding that Kerr-
McGee pay its back royalties.

On Feb. 6, according to adminis-
tration officials, Kerr-McGee for-
mally notified the Minerals Manage-
ment Service that it would challenge
its order in court. 

Industry lawyers contend they
have a strong case, because Con-
gress never mentioned price thresh-
olds when it authorized royalty relief
for all deepwater leases awarded
from 1996 through 2000. 

“Congress offered those deepwa-
ter leases with royalty relief as an in-
centive,” said Jonathan Hunter, a
lawyer in New Orleans who repre-
sented oil companies in a similar
lawsuit two years ago that knocked
out another major federal restriction
on royalty relief.

“The M.M.S. only has the authority
that Congress gives it,’’ Mr. Hunter
said. “The legislation said that roy-
alty relief for these leases is auto-
matic.”

If that view prevails, the govern-
ment said it would lose a total of
nearly $35 billion in royalties to tax-
payers by 2011 — about the same
amount that Mr. Bush is proposing to
cut from Medicare, Medicaid and
child support enforcement programs
over the same period.

U.S. Royalty Plan to Give Windfall to Oil Companies
Royalty-Free Oil and Gas
Interior Department projections indicate that the federal government will let 
companies pump about $65 billion worth of oil and gas from federal lands 
over the next five years without paying royalties to the government.

The New York Times

Source: Minerals Management Service 
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Interior Department Plan Forgoes $7 Billion
In Royalties for Domestic Oil Drilling
The federal government is on the verge of one of the biggest giveaways of oil
and gas in American history, an estimated $7 billion over five years. New pro-
jections, buried in the Interior Department’s just-published budget plan, an-
ticipate that the government will let companies pump about $65 billion worth
of oil and natural gas from federal territory over the next five years without
paying any royalties to the government. [Page A1.]

An Opening for the Defense in Early Enron Testimony
After seven days on the stand in the Enron fraud trial, Mark E. Koenig, who
ran investor relations and was a polished performer on Wall Street, may have
served to advance the defense’s argument as much, if not more, than the gov-
ernment’s in its prosecution of Jeffrey K. Skilling and Kenneth L. Lay. [C1.]

Business-Backed Group Takes Aim at Organized Labor
A new business-backed group is mounting a highly visible attack against or-
ganized labor, just as unions are trying to pick themselves up after suffering
a schism and years of decline. The group, the Center for Union Facts, ran full-
page advertisements in national newspapers yesterday and started a Web
site, UnionFacts.com, asserting that many unions are corrupt and have hurt
the airlines, steelmakers and auto makers. [C1.]

I.R.S. Offers Leniency in Questionable Tax Shelter Cases
The Internal Revenue Service is making an unusual offer of leniency to firms
that made and sold questionable tax shelters: come forward, pay penalties
and turn over information and you may avoid criminal prosecution. [C1.]

The Slow Rise of Genetic Engineering in Crops
At the dawn of the era of genetically engineered crops, scientists envisioned
all sorts of healthier and tastier foods. But so far, most of the genetically mod-
ified crops have provided benefits mainly to farmers, by making it easier for
them to control weeds and insects. Now, the next generation of biotech crops
— the first with direct benefits for consumers — is finally on the horizon. But
the list does not include many of the products once envisioned. [C1.]

U.S. Export Tax Breaks Set Back in Europe
The World Trade Organization ruled
that tax breaks the United States gives
to some of its largest companies are il-
legal and the European Union said it
would impose new trade sanctions in
three months unless the tax breaks
are abolished. Peter Mandelson, left,
the union’s top trade official, reiter-
ated his concerns about the tax

breaks, saying the change in the laws had failed to rectify the situation. [C6.]

Test of Cancer Drug Set Back by Deaths
The biotechnology giant Genentech and its majority stockholder, Roche Hold-
ing, said they had temporarily stopped recruiting volunteers for a large test
of the cancer drug Avastin after more patients than expected died. [C4.]

Data on Nuclear Waste Site in Nevada Prove Elusive
The Energy Department no longer has an estimate of when it can open the nu-
clear waste repository that it wants to build at Yucca Mountain, 90 miles
northwest of Las Vegas, and it may never have an accurate prediction of the
cost, the energy secretary said. [C4.]

Securities Charges in Internet Company Case in Japan
Takafumi Horie, the founder of the Internet company Livedoor whose brash
tactics challenged Japan’s business establishment, was charged with violat-
ing securities law. [C6.]

German TV Company No Longer For Sale
Haim Saban, the Los Angeles investor
who controls ProSiebenSat.1 Media,
the commercial television group, said
that he and his partners had decided
not to seek a buyer for the company.
The announcement ended speculation
that a new sale might be in the works
after the cartel office in Germany
blocked the broadcaster’s sale to Axel

Springer, Germany’s largest newspaper publisher, in January. Axel Spring-
er, which owns Germany’s top-selling newspaper, Bild, had offered 4.2 billion
euros ($5 billion) for ProSiebenSat.1. The acquisition would have joined one of
the country’s largest broadcasters with its No. 1 publisher. [C6.]

Stocks End Lower Awaiting New Economic Data
Stocks ended a lethargic session lower as a lack of economic news returned
investors’ focus to interest rates and inflation in advance of testimony from
the new Federal Reserve chairman, Ben S. Bernanke. The Dow Jones indus-
trial average declined 26.73 points, to 10,892.32. The Standard & Poor’s 500-ell
4.13 points, to 1,262.86. The Nasdaq dropped 22.07 points, to 2,239.81. [C9.]
The stock prices of Black Rock and Merrill Lynch both rose as Wall Street
weighed the outlook for the companies if they complete a reported proposal to
combine their fund operations. [C4.]

A New Service Offers Movies to a Set-Top Box
MovieBeam, being introduced by the Walt Disney Company, will begin offer-
ing a service that lets consumers download movies through a device with a
hard drive. The service initially costs more than $200 and movies cost $1.99 to
$3.99 each. [C5.]

The Marketing Ripples When a Gold Medal Dream Dies
Michelle Kwan’s early departure from the Olympics not only affects her gold
medal dreams, it also affects the marketing strategy of companies that fea-
tured her in ads, including the broadcaster, NBC. Advertising. [C1.]
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giveaways. The new projections
come at a moment when President
Bush and Republican leaders are on
the defensive about record-high en-
ergy prices, soaring profits at major
oil companies and big cuts in domes-
tic spending.

Indeed, Mr. Bush and House Re-
publicans are trying to kill a one-
year, $5 billion windfall profits tax
for oil companies that the Senate
passed last fall.

Moreover, the projected largess
could be just the start. Last week,
Kerr-McGee Exploration and Devel-
opment, a major industry player, be-
gan a brash but utterly serious court
challenge that could, if it succeeds,
cost the government another $28 bil-
lion in royalties over the next five
years. 

In what administration officials
and industry executives alike view
as a major test case, Kerr-McGee
told the Interior Department last
week that it planned to challenge one
of the government’s biggest limita-
tions on royalty relief if it could not
work out an acceptable deal in its fa-
vor. If Kerr-McGee is successful, ad-
ministration projections indicate
that about 80 percent of all oil and
gas from federal waters in the Gulf
of Mexico would be royalty-free. 

“It’s one of the greatest train rob-
beries in the history of the world,”
said Representative George Miller, a
California Democrat who has fought
royalty concessions on oil and gas for
more than a decade. “It’s the gift
that keeps on giving.”

Republican lawmakers are also
concerned about how the royalty re-
lief program is working out.

“I don’t think there is a single
member of Congress who thinks you
should get royalty relief at $70 a bar-
rel’’ for oil, said Representative
Richard W. Pombo, Republican of
California and chairman of the
House Resources Committee.

“It was Congress’s intent,’’ Mr.
Pombo said in an interview on Fri-
day, “that if oil was at $10 a barrel,
there should be royalty relief so com-
panies could have some kind of in-
centive to invest capital. But at $70 a
barrel, don’t expect royalty relief.’’

Tina Kreisher, a spokeswoman for
the Interior Department, said Mon-
day that the giveaways might turn
out to be less than the basic forecasts
indicate because of “certain vari-
ables.” 

The government does not disclose
how much individual companies ben-
efit from the incentives, and most
companies refuse to disclose either

how much they pay in royalties or
how much they are allowed to avoid.

But the benefits are almost en-
tirely for gas and oil produced in the
Gulf of Mexico.

The biggest producers include
Shell, BP, Chevron and Exxon Mobil
as well as smaller independent com-
panies like Anadarko and Devon En-
ergy.

Executives at some companies, in-
cluding Exxon Mobil, said they had
already stopped claiming royalty re-
lief because they knew market
prices had exceeded the govern-
ment’s price triggers.

About one-quarter of all oil and gas
produced in the United States comes
from federal lands and federal wa-
ters in the Gulf of Mexico.

As it happens, oil and gas royalties
to the government have climbed
much more slowly than market
prices over the last five years. 

The New York Times reported last
month that one major reason for the
lag appeared to be a widening gap
between the average sales prices
that companies are reporting to the

government when paying royalties
and average spot market prices on
the open market. 

Industry executives and adminis-
tration officials contend that the dis-
parity mainly reflects different rules
for defining sales prices. Adminis-
tration officials also contend that the
disparity is illusory, because the gov-
ernment’s annual statistics are mud-
dled up with big corrections from
previous years.

Both House and Senate lawmakers
are now investigating the issue, as is
the Government Accountability Of-
fice, Congress’s watchdog arm.

But the much bigger issue for the
years ahead is royalty relief for
deepwater drilling. 

The original law, known as the
Deep Water Royalty Relief Act, had
bipartisan support and was intended
to promote exploration and produc-
tion in deep waters of the outer conti-
nental shelf. 

At the time, oil and gas prices were
comparatively low and few compa-
nies were interested in the high costs
and high risks of drilling in water
thousands of feet deep.

The law authorized the Interior
Department, which leases out tens of
millions of acres in the Gulf of Mex-
ico, to forgo its normal 12 percent
royalty for much of the oil and gas
produced in very deep waters.

Because it take years to explore
and then build the huge offshore plat-
forms, most of the oil and gas from
the new leases is just beginning to
flow. 

The Minerals Management Serv-
ice of the Interior Department,
which oversees the leases and col-
lects the royalties, estimates that the
amount of royalty-free oil will quad-
ruple by 2011, to 112 million barrels.
The volume of royalty-free natural
gas is expected to climb by almost
half, to about 1.2 trillion cubic feet.

Based on the government’s as-
sumptions about future prices — that
oil will hover at about $50 a barrel
and natural gas will average about
$7 per thousand cubic feet — the total
value of the free oil and gas over the
next five years would be about $65
billion and the forgone royalties
would total more than $7 billion.

Administration officials say the is-
sue is out of their hands, adding that
they opposed provisions in last
year’s energy bill that added new
royalty relief for deep drilling in
shallow waters.

“We did not think we needed any
more legislation, because we already
have incentives, but we obviously did
not prevail,” said Ms. Burton, di-
rector of the Minerals Management
Service.

But the Bush administration did
not put up a big fight. It strongly sup-
ported the overall energy bill, and
merely noted its opposition to addi-
tional royalty relief in its official
statement on the bill.

By contrast, the White House
bluntly promised to veto the Senate’s
$60 billion tax cut bill because it con-
tained a one-year tax of $5 billion on
profits of major oil companies. 

The House and Senate have yet to
agree on a final tax bill. 

The big issue going forward is
whether companies should be ex-
empted from paying royalties even
when energy prices are at historic
highs.

In general, the Interior Depart-
ment has always insisted that com-
panies would not be entitled to roy-
alty relief if market prices for oil and
gas climbed above certain trigger
points.

Those trigger points — currently
about $35 a barrel for oil and $4 per
thousand cubic feet of natural gas —
have been exceeded for the last sev-
eral years and are likely to stay that
way for the rest of the decade.

So why is the amount of royalty-
free gas and oil expected to double
over the next five years? 

The biggest reason is that the Clin-
ton administration, apparently wor-
ried about the continued lack of in-
terest in new drilling, waived the
price triggers for all leases awarded
in 1998 and 1999.

At the same time, many oil and gas
companies contend that Congress
never authorized the Interior De-
partment to set price thresholds for
any deepwater leases awarded be-
tween 1996 and 2000.

The dispute has been simmering
for months, with some industry exec-
utives warning the Bush administra-
tion that they would sue the govern-
ment if it tried to demand royalties.

Last week, the fight broke out into
the open. The Interior Department
announced that 41 oil companies had
improperly claimed more than $500
million in royalty relief for 2004. 

Most of the companies agreed to
pay up in January, but Kerr-McGee
said it would fight the issue in court. 

The fight is not simply about one
company. Interior officials said last
week that Kerr-McGee presented it-
self in December as a “test case” for
the entire industry. It also offered a
“compromise,” but Interior officials
rejected it and issued a formal order
in January demanding that Kerr-
McGee pay its back royalties.

On Feb. 6, according to adminis-
tration officials, Kerr-McGee for-
mally notified the Minerals Manage-
ment Service that it would challenge
its order in court. 

Industry lawyers contend they
have a strong case, because Con-
gress never mentioned price thresh-
olds when it authorized royalty relief
for all deepwater leases awarded
from 1996 through 2000. 

“Congress offered those deepwa-
ter leases with royalty relief as an in-
centive,” said Jonathan Hunter, a
lawyer in New Orleans who repre-
sented oil companies in a similar
lawsuit two years ago that knocked
out another major federal restriction
on royalty relief.

“The M.M.S. only has the authority
that Congress gives it,’’ Mr. Hunter
said. “The legislation said that roy-
alty relief for these leases is auto-
matic.”

If that view prevails, the govern-
ment said it would lose a total of
nearly $35 billion in royalties to tax-
payers by 2011 — about the same
amount that Mr. Bush is proposing to
cut from Medicare, Medicaid and
child support enforcement programs
over the same period.

U.S. Royalty Plan to Give Windfall to Oil Companies
Royalty-Free Oil and Gas
Interior Department projections indicate that the federal government will let 
companies pump about $65 billion worth of oil and gas from federal lands 
over the next five years without paying royalties to the government.

The New York Times

Source: Minerals Management Service 
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Interior Department Plan Forgoes $7 Billion
In Royalties for Domestic Oil Drilling
The federal government is on the verge of one of the biggest giveaways of oil
and gas in American history, an estimated $7 billion over five years. New pro-
jections, buried in the Interior Department’s just-published budget plan, an-
ticipate that the government will let companies pump about $65 billion worth
of oil and natural gas from federal territory over the next five years without
paying any royalties to the government. [Page A1.]

An Opening for the Defense in Early Enron Testimony
After seven days on the stand in the Enron fraud trial, Mark E. Koenig, who
ran investor relations and was a polished performer on Wall Street, may have
served to advance the defense’s argument as much, if not more, than the gov-
ernment’s in its prosecution of Jeffrey K. Skilling and Kenneth L. Lay. [C1.]

Business-Backed Group Takes Aim at Organized Labor
A new business-backed group is mounting a highly visible attack against or-
ganized labor, just as unions are trying to pick themselves up after suffering
a schism and years of decline. The group, the Center for Union Facts, ran full-
page advertisements in national newspapers yesterday and started a Web
site, UnionFacts.com, asserting that many unions are corrupt and have hurt
the airlines, steelmakers and auto makers. [C1.]

I.R.S. Offers Leniency in Questionable Tax Shelter Cases
The Internal Revenue Service is making an unusual offer of leniency to firms
that made and sold questionable tax shelters: come forward, pay penalties
and turn over information and you may avoid criminal prosecution. [C1.]

The Slow Rise of Genetic Engineering in Crops
At the dawn of the era of genetically engineered crops, scientists envisioned
all sorts of healthier and tastier foods. But so far, most of the genetically mod-
ified crops have provided benefits mainly to farmers, by making it easier for
them to control weeds and insects. Now, the next generation of biotech crops
— the first with direct benefits for consumers — is finally on the horizon. But
the list does not include many of the products once envisioned. [C1.]

U.S. Export Tax Breaks Set Back in Europe
The World Trade Organization ruled
that tax breaks the United States gives
to some of its largest companies are il-
legal and the European Union said it
would impose new trade sanctions in
three months unless the tax breaks
are abolished. Peter Mandelson, left,
the union’s top trade official, reiter-
ated his concerns about the tax

breaks, saying the change in the laws had failed to rectify the situation. [C6.]

Test of Cancer Drug Set Back by Deaths
The biotechnology giant Genentech and its majority stockholder, Roche Hold-
ing, said they had temporarily stopped recruiting volunteers for a large test
of the cancer drug Avastin after more patients than expected died. [C4.]

Data on Nuclear Waste Site in Nevada Prove Elusive
The Energy Department no longer has an estimate of when it can open the nu-
clear waste repository that it wants to build at Yucca Mountain, 90 miles
northwest of Las Vegas, and it may never have an accurate prediction of the
cost, the energy secretary said. [C4.]

Securities Charges in Internet Company Case in Japan
Takafumi Horie, the founder of the Internet company Livedoor whose brash
tactics challenged Japan’s business establishment, was charged with violat-
ing securities law. [C6.]

German TV Company No Longer For Sale
Haim Saban, the Los Angeles investor
who controls ProSiebenSat.1 Media,
the commercial television group, said
that he and his partners had decided
not to seek a buyer for the company.
The announcement ended speculation
that a new sale might be in the works
after the cartel office in Germany
blocked the broadcaster’s sale to Axel

Springer, Germany’s largest newspaper publisher, in January. Axel Spring-
er, which owns Germany’s top-selling newspaper, Bild, had offered 4.2 billion
euros ($5 billion) for ProSiebenSat.1. The acquisition would have joined one of
the country’s largest broadcasters with its No. 1 publisher. [C6.]

Stocks End Lower Awaiting New Economic Data
Stocks ended a lethargic session lower as a lack of economic news returned
investors’ focus to interest rates and inflation in advance of testimony from
the new Federal Reserve chairman, Ben S. Bernanke. The Dow Jones indus-
trial average declined 26.73 points, to 10,892.32. The Standard & Poor’s 500-ell
4.13 points, to 1,262.86. The Nasdaq dropped 22.07 points, to 2,239.81. [C9.]
The stock prices of Black Rock and Merrill Lynch both rose as Wall Street
weighed the outlook for the companies if they complete a reported proposal to
combine their fund operations. [C4.]

A New Service Offers Movies to a Set-Top Box
MovieBeam, being introduced by the Walt Disney Company, will begin offer-
ing a service that lets consumers download movies through a device with a
hard drive. The service initially costs more than $200 and movies cost $1.99 to
$3.99 each. [C5.]

The Marketing Ripples When a Gold Medal Dream Dies
Michelle Kwan’s early departure from the Olympics not only affects her gold
medal dreams, it also affects the marketing strategy of companies that fea-
tured her in ads, including the broadcaster, NBC. Advertising. [C1.]
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giveaways. The new projections
come at a moment when President
Bush and Republican leaders are on
the defensive about record-high en-
ergy prices, soaring profits at major
oil companies and big cuts in domes-
tic spending.

Indeed, Mr. Bush and House Re-
publicans are trying to kill a one-
year, $5 billion windfall profits tax
for oil companies that the Senate
passed last fall.

Moreover, the projected largess
could be just the start. Last week,
Kerr-McGee Exploration and Devel-
opment, a major industry player, be-
gan a brash but utterly serious court
challenge that could, if it succeeds,
cost the government another $28 bil-
lion in royalties over the next five
years. 

In what administration officials
and industry executives alike view
as a major test case, Kerr-McGee
told the Interior Department last
week that it planned to challenge one
of the government’s biggest limita-
tions on royalty relief if it could not
work out an acceptable deal in its fa-
vor. If Kerr-McGee is successful, ad-
ministration projections indicate
that about 80 percent of all oil and
gas from federal waters in the Gulf
of Mexico would be royalty-free. 

“It’s one of the greatest train rob-
beries in the history of the world,”
said Representative George Miller, a
California Democrat who has fought
royalty concessions on oil and gas for
more than a decade. “It’s the gift
that keeps on giving.”

Republican lawmakers are also
concerned about how the royalty re-
lief program is working out.

“I don’t think there is a single
member of Congress who thinks you
should get royalty relief at $70 a bar-
rel’’ for oil, said Representative
Richard W. Pombo, Republican of
California and chairman of the
House Resources Committee.

“It was Congress’s intent,’’ Mr.
Pombo said in an interview on Fri-
day, “that if oil was at $10 a barrel,
there should be royalty relief so com-
panies could have some kind of in-
centive to invest capital. But at $70 a
barrel, don’t expect royalty relief.’’

Tina Kreisher, a spokeswoman for
the Interior Department, said Mon-
day that the giveaways might turn
out to be less than the basic forecasts
indicate because of “certain vari-
ables.” 

The government does not disclose
how much individual companies ben-
efit from the incentives, and most
companies refuse to disclose either

how much they pay in royalties or
how much they are allowed to avoid.

But the benefits are almost en-
tirely for gas and oil produced in the
Gulf of Mexico.

The biggest producers include
Shell, BP, Chevron and Exxon Mobil
as well as smaller independent com-
panies like Anadarko and Devon En-
ergy.

Executives at some companies, in-
cluding Exxon Mobil, said they had
already stopped claiming royalty re-
lief because they knew market
prices had exceeded the govern-
ment’s price triggers.

About one-quarter of all oil and gas
produced in the United States comes
from federal lands and federal wa-
ters in the Gulf of Mexico.

As it happens, oil and gas royalties
to the government have climbed
much more slowly than market
prices over the last five years. 

The New York Times reported last
month that one major reason for the
lag appeared to be a widening gap
between the average sales prices
that companies are reporting to the

government when paying royalties
and average spot market prices on
the open market. 

Industry executives and adminis-
tration officials contend that the dis-
parity mainly reflects different rules
for defining sales prices. Adminis-
tration officials also contend that the
disparity is illusory, because the gov-
ernment’s annual statistics are mud-
dled up with big corrections from
previous years.

Both House and Senate lawmakers
are now investigating the issue, as is
the Government Accountability Of-
fice, Congress’s watchdog arm.

But the much bigger issue for the
years ahead is royalty relief for
deepwater drilling. 

The original law, known as the
Deep Water Royalty Relief Act, had
bipartisan support and was intended
to promote exploration and produc-
tion in deep waters of the outer conti-
nental shelf. 

At the time, oil and gas prices were
comparatively low and few compa-
nies were interested in the high costs
and high risks of drilling in water
thousands of feet deep.

The law authorized the Interior
Department, which leases out tens of
millions of acres in the Gulf of Mex-
ico, to forgo its normal 12 percent
royalty for much of the oil and gas
produced in very deep waters.

Because it take years to explore
and then build the huge offshore plat-
forms, most of the oil and gas from
the new leases is just beginning to
flow. 

The Minerals Management Serv-
ice of the Interior Department,
which oversees the leases and col-
lects the royalties, estimates that the
amount of royalty-free oil will quad-
ruple by 2011, to 112 million barrels.
The volume of royalty-free natural
gas is expected to climb by almost
half, to about 1.2 trillion cubic feet.

Based on the government’s as-
sumptions about future prices — that
oil will hover at about $50 a barrel
and natural gas will average about
$7 per thousand cubic feet — the total
value of the free oil and gas over the
next five years would be about $65
billion and the forgone royalties
would total more than $7 billion.

Administration officials say the is-
sue is out of their hands, adding that
they opposed provisions in last
year’s energy bill that added new
royalty relief for deep drilling in
shallow waters.

“We did not think we needed any
more legislation, because we already
have incentives, but we obviously did
not prevail,” said Ms. Burton, di-
rector of the Minerals Management
Service.

But the Bush administration did
not put up a big fight. It strongly sup-
ported the overall energy bill, and
merely noted its opposition to addi-
tional royalty relief in its official
statement on the bill.

By contrast, the White House
bluntly promised to veto the Senate’s
$60 billion tax cut bill because it con-
tained a one-year tax of $5 billion on
profits of major oil companies. 

The House and Senate have yet to
agree on a final tax bill. 

The big issue going forward is
whether companies should be ex-
empted from paying royalties even
when energy prices are at historic
highs.

In general, the Interior Depart-
ment has always insisted that com-
panies would not be entitled to roy-
alty relief if market prices for oil and
gas climbed above certain trigger
points.

Those trigger points — currently
about $35 a barrel for oil and $4 per
thousand cubic feet of natural gas —
have been exceeded for the last sev-
eral years and are likely to stay that
way for the rest of the decade.

So why is the amount of royalty-
free gas and oil expected to double
over the next five years? 

The biggest reason is that the Clin-
ton administration, apparently wor-
ried about the continued lack of in-
terest in new drilling, waived the
price triggers for all leases awarded
in 1998 and 1999.

At the same time, many oil and gas
companies contend that Congress
never authorized the Interior De-
partment to set price thresholds for
any deepwater leases awarded be-
tween 1996 and 2000.

The dispute has been simmering
for months, with some industry exec-
utives warning the Bush administra-
tion that they would sue the govern-
ment if it tried to demand royalties.

Last week, the fight broke out into
the open. The Interior Department
announced that 41 oil companies had
improperly claimed more than $500
million in royalty relief for 2004. 

Most of the companies agreed to
pay up in January, but Kerr-McGee
said it would fight the issue in court. 

The fight is not simply about one
company. Interior officials said last
week that Kerr-McGee presented it-
self in December as a “test case” for
the entire industry. It also offered a
“compromise,” but Interior officials
rejected it and issued a formal order
in January demanding that Kerr-
McGee pay its back royalties.

On Feb. 6, according to adminis-
tration officials, Kerr-McGee for-
mally notified the Minerals Manage-
ment Service that it would challenge
its order in court. 

Industry lawyers contend they
have a strong case, because Con-
gress never mentioned price thresh-
olds when it authorized royalty relief
for all deepwater leases awarded
from 1996 through 2000. 

“Congress offered those deepwa-
ter leases with royalty relief as an in-
centive,” said Jonathan Hunter, a
lawyer in New Orleans who repre-
sented oil companies in a similar
lawsuit two years ago that knocked
out another major federal restriction
on royalty relief.

“The M.M.S. only has the authority
that Congress gives it,’’ Mr. Hunter
said. “The legislation said that roy-
alty relief for these leases is auto-
matic.”

If that view prevails, the govern-
ment said it would lose a total of
nearly $35 billion in royalties to tax-
payers by 2011 — about the same
amount that Mr. Bush is proposing to
cut from Medicare, Medicaid and
child support enforcement programs
over the same period.

U.S. Royalty Plan to Give Windfall to Oil Companies
Royalty-Free Oil and Gas
Interior Department projections indicate that the federal government will let 
companies pump about $65 billion worth of oil and gas from federal lands 
over the next five years without paying royalties to the government.

The New York Times

Source: Minerals Management Service 
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Interior Department Plan Forgoes $7 Billion
In Royalties for Domestic Oil Drilling
The federal government is on the verge of one of the biggest giveaways of oil
and gas in American history, an estimated $7 billion over five years. New pro-
jections, buried in the Interior Department’s just-published budget plan, an-
ticipate that the government will let companies pump about $65 billion worth
of oil and natural gas from federal territory over the next five years without
paying any royalties to the government. [Page A1.]

An Opening for the Defense in Early Enron Testimony
After seven days on the stand in the Enron fraud trial, Mark E. Koenig, who
ran investor relations and was a polished performer on Wall Street, may have
served to advance the defense’s argument as much, if not more, than the gov-
ernment’s in its prosecution of Jeffrey K. Skilling and Kenneth L. Lay. [C1.]

Business-Backed Group Takes Aim at Organized Labor
A new business-backed group is mounting a highly visible attack against or-
ganized labor, just as unions are trying to pick themselves up after suffering
a schism and years of decline. The group, the Center for Union Facts, ran full-
page advertisements in national newspapers yesterday and started a Web
site, UnionFacts.com, asserting that many unions are corrupt and have hurt
the airlines, steelmakers and auto makers. [C1.]

I.R.S. Offers Leniency in Questionable Tax Shelter Cases
The Internal Revenue Service is making an unusual offer of leniency to firms
that made and sold questionable tax shelters: come forward, pay penalties
and turn over information and you may avoid criminal prosecution. [C1.]

The Slow Rise of Genetic Engineering in Crops
At the dawn of the era of genetically engineered crops, scientists envisioned
all sorts of healthier and tastier foods. But so far, most of the genetically mod-
ified crops have provided benefits mainly to farmers, by making it easier for
them to control weeds and insects. Now, the next generation of biotech crops
— the first with direct benefits for consumers — is finally on the horizon. But
the list does not include many of the products once envisioned. [C1.]

U.S. Export Tax Breaks Set Back in Europe
The World Trade Organization ruled
that tax breaks the United States gives
to some of its largest companies are il-
legal and the European Union said it
would impose new trade sanctions in
three months unless the tax breaks
are abolished. Peter Mandelson, left,
the union’s top trade official, reiter-
ated his concerns about the tax

breaks, saying the change in the laws had failed to rectify the situation. [C6.]

Test of Cancer Drug Set Back by Deaths
The biotechnology giant Genentech and its majority stockholder, Roche Hold-
ing, said they had temporarily stopped recruiting volunteers for a large test
of the cancer drug Avastin after more patients than expected died. [C4.]

Data on Nuclear Waste Site in Nevada Prove Elusive
The Energy Department no longer has an estimate of when it can open the nu-
clear waste repository that it wants to build at Yucca Mountain, 90 miles
northwest of Las Vegas, and it may never have an accurate prediction of the
cost, the energy secretary said. [C4.]

Securities Charges in Internet Company Case in Japan
Takafumi Horie, the founder of the Internet company Livedoor whose brash
tactics challenged Japan’s business establishment, was charged with violat-
ing securities law. [C6.]

German TV Company No Longer For Sale
Haim Saban, the Los Angeles investor
who controls ProSiebenSat.1 Media,
the commercial television group, said
that he and his partners had decided
not to seek a buyer for the company.
The announcement ended speculation
that a new sale might be in the works
after the cartel office in Germany
blocked the broadcaster’s sale to Axel

Springer, Germany’s largest newspaper publisher, in January. Axel Spring-
er, which owns Germany’s top-selling newspaper, Bild, had offered 4.2 billion
euros ($5 billion) for ProSiebenSat.1. The acquisition would have joined one of
the country’s largest broadcasters with its No. 1 publisher. [C6.]

Stocks End Lower Awaiting New Economic Data
Stocks ended a lethargic session lower as a lack of economic news returned
investors’ focus to interest rates and inflation in advance of testimony from
the new Federal Reserve chairman, Ben S. Bernanke. The Dow Jones indus-
trial average declined 26.73 points, to 10,892.32. The Standard & Poor’s 500-ell
4.13 points, to 1,262.86. The Nasdaq dropped 22.07 points, to 2,239.81. [C9.]
The stock prices of Black Rock and Merrill Lynch both rose as Wall Street
weighed the outlook for the companies if they complete a reported proposal to
combine their fund operations. [C4.]

A New Service Offers Movies to a Set-Top Box
MovieBeam, being introduced by the Walt Disney Company, will begin offer-
ing a service that lets consumers download movies through a device with a
hard drive. The service initially costs more than $200 and movies cost $1.99 to
$3.99 each. [C5.]

The Marketing Ripples When a Gold Medal Dream Dies
Michelle Kwan’s early departure from the Olympics not only affects her gold
medal dreams, it also affects the marketing strategy of companies that fea-
tured her in ads, including the broadcaster, NBC. Advertising. [C1.]
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giveaways. The new projections
come at a moment when President
Bush and Republican leaders are on
the defensive about record-high en-
ergy prices, soaring profits at major
oil companies and big cuts in domes-
tic spending.

Indeed, Mr. Bush and House Re-
publicans are trying to kill a one-
year, $5 billion windfall profits tax
for oil companies that the Senate
passed last fall.

Moreover, the projected largess
could be just the start. Last week,
Kerr-McGee Exploration and Devel-
opment, a major industry player, be-
gan a brash but utterly serious court
challenge that could, if it succeeds,
cost the government another $28 bil-
lion in royalties over the next five
years. 

In what administration officials
and industry executives alike view
as a major test case, Kerr-McGee
told the Interior Department last
week that it planned to challenge one
of the government’s biggest limita-
tions on royalty relief if it could not
work out an acceptable deal in its fa-
vor. If Kerr-McGee is successful, ad-
ministration projections indicate
that about 80 percent of all oil and
gas from federal waters in the Gulf
of Mexico would be royalty-free. 

“It’s one of the greatest train rob-
beries in the history of the world,”
said Representative George Miller, a
California Democrat who has fought
royalty concessions on oil and gas for
more than a decade. “It’s the gift
that keeps on giving.”

Republican lawmakers are also
concerned about how the royalty re-
lief program is working out.

“I don’t think there is a single
member of Congress who thinks you
should get royalty relief at $70 a bar-
rel’’ for oil, said Representative
Richard W. Pombo, Republican of
California and chairman of the
House Resources Committee.

“It was Congress’s intent,’’ Mr.
Pombo said in an interview on Fri-
day, “that if oil was at $10 a barrel,
there should be royalty relief so com-
panies could have some kind of in-
centive to invest capital. But at $70 a
barrel, don’t expect royalty relief.’’

Tina Kreisher, a spokeswoman for
the Interior Department, said Mon-
day that the giveaways might turn
out to be less than the basic forecasts
indicate because of “certain vari-
ables.” 

The government does not disclose
how much individual companies ben-
efit from the incentives, and most
companies refuse to disclose either

how much they pay in royalties or
how much they are allowed to avoid.

But the benefits are almost en-
tirely for gas and oil produced in the
Gulf of Mexico.

The biggest producers include
Shell, BP, Chevron and Exxon Mobil
as well as smaller independent com-
panies like Anadarko and Devon En-
ergy.

Executives at some companies, in-
cluding Exxon Mobil, said they had
already stopped claiming royalty re-
lief because they knew market
prices had exceeded the govern-
ment’s price triggers.

About one-quarter of all oil and gas
produced in the United States comes
from federal lands and federal wa-
ters in the Gulf of Mexico.

As it happens, oil and gas royalties
to the government have climbed
much more slowly than market
prices over the last five years. 

The New York Times reported last
month that one major reason for the
lag appeared to be a widening gap
between the average sales prices
that companies are reporting to the

government when paying royalties
and average spot market prices on
the open market. 

Industry executives and adminis-
tration officials contend that the dis-
parity mainly reflects different rules
for defining sales prices. Adminis-
tration officials also contend that the
disparity is illusory, because the gov-
ernment’s annual statistics are mud-
dled up with big corrections from
previous years.

Both House and Senate lawmakers
are now investigating the issue, as is
the Government Accountability Of-
fice, Congress’s watchdog arm.

But the much bigger issue for the
years ahead is royalty relief for
deepwater drilling. 

The original law, known as the
Deep Water Royalty Relief Act, had
bipartisan support and was intended
to promote exploration and produc-
tion in deep waters of the outer conti-
nental shelf. 

At the time, oil and gas prices were
comparatively low and few compa-
nies were interested in the high costs
and high risks of drilling in water
thousands of feet deep.

The law authorized the Interior
Department, which leases out tens of
millions of acres in the Gulf of Mex-
ico, to forgo its normal 12 percent
royalty for much of the oil and gas
produced in very deep waters.

Because it take years to explore
and then build the huge offshore plat-
forms, most of the oil and gas from
the new leases is just beginning to
flow. 

The Minerals Management Serv-
ice of the Interior Department,
which oversees the leases and col-
lects the royalties, estimates that the
amount of royalty-free oil will quad-
ruple by 2011, to 112 million barrels.
The volume of royalty-free natural
gas is expected to climb by almost
half, to about 1.2 trillion cubic feet.

Based on the government’s as-
sumptions about future prices — that
oil will hover at about $50 a barrel
and natural gas will average about
$7 per thousand cubic feet — the total
value of the free oil and gas over the
next five years would be about $65
billion and the forgone royalties
would total more than $7 billion.

Administration officials say the is-
sue is out of their hands, adding that
they opposed provisions in last
year’s energy bill that added new
royalty relief for deep drilling in
shallow waters.

“We did not think we needed any
more legislation, because we already
have incentives, but we obviously did
not prevail,” said Ms. Burton, di-
rector of the Minerals Management
Service.

But the Bush administration did
not put up a big fight. It strongly sup-
ported the overall energy bill, and
merely noted its opposition to addi-
tional royalty relief in its official
statement on the bill.

By contrast, the White House
bluntly promised to veto the Senate’s
$60 billion tax cut bill because it con-
tained a one-year tax of $5 billion on
profits of major oil companies. 

The House and Senate have yet to
agree on a final tax bill. 

The big issue going forward is
whether companies should be ex-
empted from paying royalties even
when energy prices are at historic
highs.

In general, the Interior Depart-
ment has always insisted that com-
panies would not be entitled to roy-
alty relief if market prices for oil and
gas climbed above certain trigger
points.

Those trigger points — currently
about $35 a barrel for oil and $4 per
thousand cubic feet of natural gas —
have been exceeded for the last sev-
eral years and are likely to stay that
way for the rest of the decade.

So why is the amount of royalty-
free gas and oil expected to double
over the next five years? 

The biggest reason is that the Clin-
ton administration, apparently wor-
ried about the continued lack of in-
terest in new drilling, waived the
price triggers for all leases awarded
in 1998 and 1999.

At the same time, many oil and gas
companies contend that Congress
never authorized the Interior De-
partment to set price thresholds for
any deepwater leases awarded be-
tween 1996 and 2000.

The dispute has been simmering
for months, with some industry exec-
utives warning the Bush administra-
tion that they would sue the govern-
ment if it tried to demand royalties.

Last week, the fight broke out into
the open. The Interior Department
announced that 41 oil companies had
improperly claimed more than $500
million in royalty relief for 2004. 

Most of the companies agreed to
pay up in January, but Kerr-McGee
said it would fight the issue in court. 

The fight is not simply about one
company. Interior officials said last
week that Kerr-McGee presented it-
self in December as a “test case” for
the entire industry. It also offered a
“compromise,” but Interior officials
rejected it and issued a formal order
in January demanding that Kerr-
McGee pay its back royalties.

On Feb. 6, according to adminis-
tration officials, Kerr-McGee for-
mally notified the Minerals Manage-
ment Service that it would challenge
its order in court. 

Industry lawyers contend they
have a strong case, because Con-
gress never mentioned price thresh-
olds when it authorized royalty relief
for all deepwater leases awarded
from 1996 through 2000. 

“Congress offered those deepwa-
ter leases with royalty relief as an in-
centive,” said Jonathan Hunter, a
lawyer in New Orleans who repre-
sented oil companies in a similar
lawsuit two years ago that knocked
out another major federal restriction
on royalty relief.

“The M.M.S. only has the authority
that Congress gives it,’’ Mr. Hunter
said. “The legislation said that roy-
alty relief for these leases is auto-
matic.”

If that view prevails, the govern-
ment said it would lose a total of
nearly $35 billion in royalties to tax-
payers by 2011 — about the same
amount that Mr. Bush is proposing to
cut from Medicare, Medicaid and
child support enforcement programs
over the same period.

U.S. Royalty Plan to Give Windfall to Oil Companies
Royalty-Free Oil and Gas
Interior Department projections indicate that the federal government will let 
companies pump about $65 billion worth of oil and gas from federal lands 
over the next five years without paying royalties to the government.

The New York Times

Source: Minerals Management Service 
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Interior Department Plan Forgoes $7 Billion
In Royalties for Domestic Oil Drilling
The federal government is on the verge of one of the biggest giveaways of oil
and gas in American history, an estimated $7 billion over five years. New pro-
jections, buried in the Interior Department’s just-published budget plan, an-
ticipate that the government will let companies pump about $65 billion worth
of oil and natural gas from federal territory over the next five years without
paying any royalties to the government. [Page A1.]

An Opening for the Defense in Early Enron Testimony
After seven days on the stand in the Enron fraud trial, Mark E. Koenig, who
ran investor relations and was a polished performer on Wall Street, may have
served to advance the defense’s argument as much, if not more, than the gov-
ernment’s in its prosecution of Jeffrey K. Skilling and Kenneth L. Lay. [C1.]

Business-Backed Group Takes Aim at Organized Labor
A new business-backed group is mounting a highly visible attack against or-
ganized labor, just as unions are trying to pick themselves up after suffering
a schism and years of decline. The group, the Center for Union Facts, ran full-
page advertisements in national newspapers yesterday and started a Web
site, UnionFacts.com, asserting that many unions are corrupt and have hurt
the airlines, steelmakers and auto makers. [C1.]

I.R.S. Offers Leniency in Questionable Tax Shelter Cases
The Internal Revenue Service is making an unusual offer of leniency to firms
that made and sold questionable tax shelters: come forward, pay penalties
and turn over information and you may avoid criminal prosecution. [C1.]

The Slow Rise of Genetic Engineering in Crops
At the dawn of the era of genetically engineered crops, scientists envisioned
all sorts of healthier and tastier foods. But so far, most of the genetically mod-
ified crops have provided benefits mainly to farmers, by making it easier for
them to control weeds and insects. Now, the next generation of biotech crops
— the first with direct benefits for consumers — is finally on the horizon. But
the list does not include many of the products once envisioned. [C1.]

U.S. Export Tax Breaks Set Back in Europe
The World Trade Organization ruled
that tax breaks the United States gives
to some of its largest companies are il-
legal and the European Union said it
would impose new trade sanctions in
three months unless the tax breaks
are abolished. Peter Mandelson, left,
the union’s top trade official, reiter-
ated his concerns about the tax

breaks, saying the change in the laws had failed to rectify the situation. [C6.]

Test of Cancer Drug Set Back by Deaths
The biotechnology giant Genentech and its majority stockholder, Roche Hold-
ing, said they had temporarily stopped recruiting volunteers for a large test
of the cancer drug Avastin after more patients than expected died. [C4.]

Data on Nuclear Waste Site in Nevada Prove Elusive
The Energy Department no longer has an estimate of when it can open the nu-
clear waste repository that it wants to build at Yucca Mountain, 90 miles
northwest of Las Vegas, and it may never have an accurate prediction of the
cost, the energy secretary said. [C4.]

Securities Charges in Internet Company Case in Japan
Takafumi Horie, the founder of the Internet company Livedoor whose brash
tactics challenged Japan’s business establishment, was charged with violat-
ing securities law. [C6.]

German TV Company No Longer For Sale
Haim Saban, the Los Angeles investor
who controls ProSiebenSat.1 Media,
the commercial television group, said
that he and his partners had decided
not to seek a buyer for the company.
The announcement ended speculation
that a new sale might be in the works
after the cartel office in Germany
blocked the broadcaster’s sale to Axel

Springer, Germany’s largest newspaper publisher, in January. Axel Spring-
er, which owns Germany’s top-selling newspaper, Bild, had offered 4.2 billion
euros ($5 billion) for ProSiebenSat.1. The acquisition would have joined one of
the country’s largest broadcasters with its No. 1 publisher. [C6.]

Stocks End Lower Awaiting New Economic Data
Stocks ended a lethargic session lower as a lack of economic news returned
investors’ focus to interest rates and inflation in advance of testimony from
the new Federal Reserve chairman, Ben S. Bernanke. The Dow Jones indus-
trial average declined 26.73 points, to 10,892.32. The Standard & Poor’s 500-ell
4.13 points, to 1,262.86. The Nasdaq dropped 22.07 points, to 2,239.81. [C9.]
The stock prices of Black Rock and Merrill Lynch both rose as Wall Street
weighed the outlook for the companies if they complete a reported proposal to
combine their fund operations. [C4.]

A New Service Offers Movies to a Set-Top Box
MovieBeam, being introduced by the Walt Disney Company, will begin offer-
ing a service that lets consumers download movies through a device with a
hard drive. The service initially costs more than $200 and movies cost $1.99 to
$3.99 each. [C5.]

The Marketing Ripples When a Gold Medal Dream Dies
Michelle Kwan’s early departure from the Olympics not only affects her gold
medal dreams, it also affects the marketing strategy of companies that fea-
tured her in ads, including the broadcaster, NBC. Advertising. [C1.]
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giveaways. The new projections
come at a moment when President
Bush and Republican leaders are on
the defensive about record-high en-
ergy prices, soaring profits at major
oil companies and big cuts in domes-
tic spending.

Indeed, Mr. Bush and House Re-
publicans are trying to kill a one-
year, $5 billion windfall profits tax
for oil companies that the Senate
passed last fall.

Moreover, the projected largess
could be just the start. Last week,
Kerr-McGee Exploration and Devel-
opment, a major industry player, be-
gan a brash but utterly serious court
challenge that could, if it succeeds,
cost the government another $28 bil-
lion in royalties over the next five
years. 

In what administration officials
and industry executives alike view
as a major test case, Kerr-McGee
told the Interior Department last
week that it planned to challenge one
of the government’s biggest limita-
tions on royalty relief if it could not
work out an acceptable deal in its fa-
vor. If Kerr-McGee is successful, ad-
ministration projections indicate
that about 80 percent of all oil and
gas from federal waters in the Gulf
of Mexico would be royalty-free. 

“It’s one of the greatest train rob-
beries in the history of the world,”
said Representative George Miller, a
California Democrat who has fought
royalty concessions on oil and gas for
more than a decade. “It’s the gift
that keeps on giving.”

Republican lawmakers are also
concerned about how the royalty re-
lief program is working out.

“I don’t think there is a single
member of Congress who thinks you
should get royalty relief at $70 a bar-
rel’’ for oil, said Representative
Richard W. Pombo, Republican of
California and chairman of the
House Resources Committee.

“It was Congress’s intent,’’ Mr.
Pombo said in an interview on Fri-
day, “that if oil was at $10 a barrel,
there should be royalty relief so com-
panies could have some kind of in-
centive to invest capital. But at $70 a
barrel, don’t expect royalty relief.’’

Tina Kreisher, a spokeswoman for
the Interior Department, said Mon-
day that the giveaways might turn
out to be less than the basic forecasts
indicate because of “certain vari-
ables.” 

The government does not disclose
how much individual companies ben-
efit from the incentives, and most
companies refuse to disclose either

how much they pay in royalties or
how much they are allowed to avoid.

But the benefits are almost en-
tirely for gas and oil produced in the
Gulf of Mexico.

The biggest producers include
Shell, BP, Chevron and Exxon Mobil
as well as smaller independent com-
panies like Anadarko and Devon En-
ergy.

Executives at some companies, in-
cluding Exxon Mobil, said they had
already stopped claiming royalty re-
lief because they knew market
prices had exceeded the govern-
ment’s price triggers.

About one-quarter of all oil and gas
produced in the United States comes
from federal lands and federal wa-
ters in the Gulf of Mexico.

As it happens, oil and gas royalties
to the government have climbed
much more slowly than market
prices over the last five years. 

The New York Times reported last
month that one major reason for the
lag appeared to be a widening gap
between the average sales prices
that companies are reporting to the

government when paying royalties
and average spot market prices on
the open market. 

Industry executives and adminis-
tration officials contend that the dis-
parity mainly reflects different rules
for defining sales prices. Adminis-
tration officials also contend that the
disparity is illusory, because the gov-
ernment’s annual statistics are mud-
dled up with big corrections from
previous years.

Both House and Senate lawmakers
are now investigating the issue, as is
the Government Accountability Of-
fice, Congress’s watchdog arm.

But the much bigger issue for the
years ahead is royalty relief for
deepwater drilling. 

The original law, known as the
Deep Water Royalty Relief Act, had
bipartisan support and was intended
to promote exploration and produc-
tion in deep waters of the outer conti-
nental shelf. 

At the time, oil and gas prices were
comparatively low and few compa-
nies were interested in the high costs
and high risks of drilling in water
thousands of feet deep.

The law authorized the Interior
Department, which leases out tens of
millions of acres in the Gulf of Mex-
ico, to forgo its normal 12 percent
royalty for much of the oil and gas
produced in very deep waters.

Because it take years to explore
and then build the huge offshore plat-
forms, most of the oil and gas from
the new leases is just beginning to
flow. 

The Minerals Management Serv-
ice of the Interior Department,
which oversees the leases and col-
lects the royalties, estimates that the
amount of royalty-free oil will quad-
ruple by 2011, to 112 million barrels.
The volume of royalty-free natural
gas is expected to climb by almost
half, to about 1.2 trillion cubic feet.

Based on the government’s as-
sumptions about future prices — that
oil will hover at about $50 a barrel
and natural gas will average about
$7 per thousand cubic feet — the total
value of the free oil and gas over the
next five years would be about $65
billion and the forgone royalties
would total more than $7 billion.

Administration officials say the is-
sue is out of their hands, adding that
they opposed provisions in last
year’s energy bill that added new
royalty relief for deep drilling in
shallow waters.

“We did not think we needed any
more legislation, because we already
have incentives, but we obviously did
not prevail,” said Ms. Burton, di-
rector of the Minerals Management
Service.

But the Bush administration did
not put up a big fight. It strongly sup-
ported the overall energy bill, and
merely noted its opposition to addi-
tional royalty relief in its official
statement on the bill.

By contrast, the White House
bluntly promised to veto the Senate’s
$60 billion tax cut bill because it con-
tained a one-year tax of $5 billion on
profits of major oil companies. 

The House and Senate have yet to
agree on a final tax bill. 

The big issue going forward is
whether companies should be ex-
empted from paying royalties even
when energy prices are at historic
highs.

In general, the Interior Depart-
ment has always insisted that com-
panies would not be entitled to roy-
alty relief if market prices for oil and
gas climbed above certain trigger
points.

Those trigger points — currently
about $35 a barrel for oil and $4 per
thousand cubic feet of natural gas —
have been exceeded for the last sev-
eral years and are likely to stay that
way for the rest of the decade.

So why is the amount of royalty-
free gas and oil expected to double
over the next five years? 

The biggest reason is that the Clin-
ton administration, apparently wor-
ried about the continued lack of in-
terest in new drilling, waived the
price triggers for all leases awarded
in 1998 and 1999.

At the same time, many oil and gas
companies contend that Congress
never authorized the Interior De-
partment to set price thresholds for
any deepwater leases awarded be-
tween 1996 and 2000.

The dispute has been simmering
for months, with some industry exec-
utives warning the Bush administra-
tion that they would sue the govern-
ment if it tried to demand royalties.

Last week, the fight broke out into
the open. The Interior Department
announced that 41 oil companies had
improperly claimed more than $500
million in royalty relief for 2004. 

Most of the companies agreed to
pay up in January, but Kerr-McGee
said it would fight the issue in court. 

The fight is not simply about one
company. Interior officials said last
week that Kerr-McGee presented it-
self in December as a “test case” for
the entire industry. It also offered a
“compromise,” but Interior officials
rejected it and issued a formal order
in January demanding that Kerr-
McGee pay its back royalties.

On Feb. 6, according to adminis-
tration officials, Kerr-McGee for-
mally notified the Minerals Manage-
ment Service that it would challenge
its order in court. 

Industry lawyers contend they
have a strong case, because Con-
gress never mentioned price thresh-
olds when it authorized royalty relief
for all deepwater leases awarded
from 1996 through 2000. 

“Congress offered those deepwa-
ter leases with royalty relief as an in-
centive,” said Jonathan Hunter, a
lawyer in New Orleans who repre-
sented oil companies in a similar
lawsuit two years ago that knocked
out another major federal restriction
on royalty relief.

“The M.M.S. only has the authority
that Congress gives it,’’ Mr. Hunter
said. “The legislation said that roy-
alty relief for these leases is auto-
matic.”

If that view prevails, the govern-
ment said it would lose a total of
nearly $35 billion in royalties to tax-
payers by 2011 — about the same
amount that Mr. Bush is proposing to
cut from Medicare, Medicaid and
child support enforcement programs
over the same period.

U.S. Royalty Plan to Give Windfall to Oil Companies
Royalty-Free Oil and Gas
Interior Department projections indicate that the federal government will let 
companies pump about $65 billion worth of oil and gas from federal lands 
over the next five years without paying royalties to the government.

The New York Times

Source: Minerals Management Service 

Value of oil pumped royalty-free*

Value of gas pumped royalty-free*

FISCAL YEAR

$1.6
billion

$1.7 $1.9$1.6 $3.0 $5.7

2006 2007 2008 2009 2010 2011 TOTAL

$15.4

FISCAL YEAR

$7.9
billion

$9.1 $8.7$8.8 $8.1 $7.9

2006 2007 2008 2009 2010 2011 TOTAL

$50.4

2

4

$6 billion

3

6

$9 billion

 *Data are estimates for the Gulf of Mexico
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A modest incentive
from 10 years ago
balloons into billions.
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Interior Department Plan Forgoes $7 Billion
In Royalties for Domestic Oil Drilling
The federal government is on the verge of one of the biggest giveaways of oil
and gas in American history, an estimated $7 billion over five years. New pro-
jections, buried in the Interior Department’s just-published budget plan, an-
ticipate that the government will let companies pump about $65 billion worth
of oil and natural gas from federal territory over the next five years without
paying any royalties to the government. [Page A1.]

An Opening for the Defense in Early Enron Testimony
After seven days on the stand in the Enron fraud trial, Mark E. Koenig, who
ran investor relations and was a polished performer on Wall Street, may have
served to advance the defense’s argument as much, if not more, than the gov-
ernment’s in its prosecution of Jeffrey K. Skilling and Kenneth L. Lay. [C1.]

Business-Backed Group Takes Aim at Organized Labor
A new business-backed group is mounting a highly visible attack against or-
ganized labor, just as unions are trying to pick themselves up after suffering
a schism and years of decline. The group, the Center for Union Facts, ran full-
page advertisements in national newspapers yesterday and started a Web
site, UnionFacts.com, asserting that many unions are corrupt and have hurt
the airlines, steelmakers and auto makers. [C1.]

I.R.S. Offers Leniency in Questionable Tax Shelter Cases
The Internal Revenue Service is making an unusual offer of leniency to firms
that made and sold questionable tax shelters: come forward, pay penalties
and turn over information and you may avoid criminal prosecution. [C1.]

The Slow Rise of Genetic Engineering in Crops
At the dawn of the era of genetically engineered crops, scientists envisioned
all sorts of healthier and tastier foods. But so far, most of the genetically mod-
ified crops have provided benefits mainly to farmers, by making it easier for
them to control weeds and insects. Now, the next generation of biotech crops
— the first with direct benefits for consumers — is finally on the horizon. But
the list does not include many of the products once envisioned. [C1.]

U.S. Export Tax Breaks Set Back in Europe
The World Trade Organization ruled
that tax breaks the United States gives
to some of its largest companies are il-
legal and the European Union said it
would impose new trade sanctions in
three months unless the tax breaks
are abolished. Peter Mandelson, left,
the union’s top trade official, reiter-
ated his concerns about the tax

breaks, saying the change in the laws had failed to rectify the situation. [C6.]

Test of Cancer Drug Set Back by Deaths
The biotechnology giant Genentech and its majority stockholder, Roche Hold-
ing, said they had temporarily stopped recruiting volunteers for a large test
of the cancer drug Avastin after more patients than expected died. [C4.]

Data on Nuclear Waste Site in Nevada Prove Elusive
The Energy Department no longer has an estimate of when it can open the nu-
clear waste repository that it wants to build at Yucca Mountain, 90 miles
northwest of Las Vegas, and it may never have an accurate prediction of the
cost, the energy secretary said. [C4.]

Securities Charges in Internet Company Case in Japan
Takafumi Horie, the founder of the Internet company Livedoor whose brash
tactics challenged Japan’s business establishment, was charged with violat-
ing securities law. [C6.]

German TV Company No Longer For Sale
Haim Saban, the Los Angeles investor
who controls ProSiebenSat.1 Media,
the commercial television group, said
that he and his partners had decided
not to seek a buyer for the company.
The announcement ended speculation
that a new sale might be in the works
after the cartel office in Germany
blocked the broadcaster’s sale to Axel

Springer, Germany’s largest newspaper publisher, in January. Axel Spring-
er, which owns Germany’s top-selling newspaper, Bild, had offered 4.2 billion
euros ($5 billion) for ProSiebenSat.1. The acquisition would have joined one of
the country’s largest broadcasters with its No. 1 publisher. [C6.]

Stocks End Lower Awaiting New Economic Data
Stocks ended a lethargic session lower as a lack of economic news returned
investors’ focus to interest rates and inflation in advance of testimony from
the new Federal Reserve chairman, Ben S. Bernanke. The Dow Jones indus-
trial average declined 26.73 points, to 10,892.32. The Standard & Poor’s 500-ell
4.13 points, to 1,262.86. The Nasdaq dropped 22.07 points, to 2,239.81. [C9.]
The stock prices of Black Rock and Merrill Lynch both rose as Wall Street
weighed the outlook for the companies if they complete a reported proposal to
combine their fund operations. [C4.]

A New Service Offers Movies to a Set-Top Box
MovieBeam, being introduced by the Walt Disney Company, will begin offer-
ing a service that lets consumers download movies through a device with a
hard drive. The service initially costs more than $200 and movies cost $1.99 to
$3.99 each. [C5.]

The Marketing Ripples When a Gold Medal Dream Dies
Michelle Kwan’s early departure from the Olympics not only affects her gold
medal dreams, it also affects the marketing strategy of companies that fea-
tured her in ads, including the broadcaster, NBC. Advertising. [C1.]
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giveaways. The new projections
come at a moment when President
Bush and Republican leaders are on
the defensive about record-high en-
ergy prices, soaring profits at major
oil companies and big cuts in domes-
tic spending.

Indeed, Mr. Bush and House Re-
publicans are trying to kill a one-
year, $5 billion windfall profits tax
for oil companies that the Senate
passed last fall.

Moreover, the projected largess
could be just the start. Last week,
Kerr-McGee Exploration and Devel-
opment, a major industry player, be-
gan a brash but utterly serious court
challenge that could, if it succeeds,
cost the government another $28 bil-
lion in royalties over the next five
years. 

In what administration officials
and industry executives alike view
as a major test case, Kerr-McGee
told the Interior Department last
week that it planned to challenge one
of the government’s biggest limita-
tions on royalty relief if it could not
work out an acceptable deal in its fa-
vor. If Kerr-McGee is successful, ad-
ministration projections indicate
that about 80 percent of all oil and
gas from federal waters in the Gulf
of Mexico would be royalty-free. 

“It’s one of the greatest train rob-
beries in the history of the world,”
said Representative George Miller, a
California Democrat who has fought
royalty concessions on oil and gas for
more than a decade. “It’s the gift
that keeps on giving.”

Republican lawmakers are also
concerned about how the royalty re-
lief program is working out.

“I don’t think there is a single
member of Congress who thinks you
should get royalty relief at $70 a bar-
rel’’ for oil, said Representative
Richard W. Pombo, Republican of
California and chairman of the
House Resources Committee.

“It was Congress’s intent,’’ Mr.
Pombo said in an interview on Fri-
day, “that if oil was at $10 a barrel,
there should be royalty relief so com-
panies could have some kind of in-
centive to invest capital. But at $70 a
barrel, don’t expect royalty relief.’’

Tina Kreisher, a spokeswoman for
the Interior Department, said Mon-
day that the giveaways might turn
out to be less than the basic forecasts
indicate because of “certain vari-
ables.” 

The government does not disclose
how much individual companies ben-
efit from the incentives, and most
companies refuse to disclose either

how much they pay in royalties or
how much they are allowed to avoid.

But the benefits are almost en-
tirely for gas and oil produced in the
Gulf of Mexico.

The biggest producers include
Shell, BP, Chevron and Exxon Mobil
as well as smaller independent com-
panies like Anadarko and Devon En-
ergy.

Executives at some companies, in-
cluding Exxon Mobil, said they had
already stopped claiming royalty re-
lief because they knew market
prices had exceeded the govern-
ment’s price triggers.

About one-quarter of all oil and gas
produced in the United States comes
from federal lands and federal wa-
ters in the Gulf of Mexico.

As it happens, oil and gas royalties
to the government have climbed
much more slowly than market
prices over the last five years. 

The New York Times reported last
month that one major reason for the
lag appeared to be a widening gap
between the average sales prices
that companies are reporting to the

government when paying royalties
and average spot market prices on
the open market. 

Industry executives and adminis-
tration officials contend that the dis-
parity mainly reflects different rules
for defining sales prices. Adminis-
tration officials also contend that the
disparity is illusory, because the gov-
ernment’s annual statistics are mud-
dled up with big corrections from
previous years.

Both House and Senate lawmakers
are now investigating the issue, as is
the Government Accountability Of-
fice, Congress’s watchdog arm.

But the much bigger issue for the
years ahead is royalty relief for
deepwater drilling. 

The original law, known as the
Deep Water Royalty Relief Act, had
bipartisan support and was intended
to promote exploration and produc-
tion in deep waters of the outer conti-
nental shelf. 

At the time, oil and gas prices were
comparatively low and few compa-
nies were interested in the high costs
and high risks of drilling in water
thousands of feet deep.

The law authorized the Interior
Department, which leases out tens of
millions of acres in the Gulf of Mex-
ico, to forgo its normal 12 percent
royalty for much of the oil and gas
produced in very deep waters.

Because it take years to explore
and then build the huge offshore plat-
forms, most of the oil and gas from
the new leases is just beginning to
flow. 

The Minerals Management Serv-
ice of the Interior Department,
which oversees the leases and col-
lects the royalties, estimates that the
amount of royalty-free oil will quad-
ruple by 2011, to 112 million barrels.
The volume of royalty-free natural
gas is expected to climb by almost
half, to about 1.2 trillion cubic feet.

Based on the government’s as-
sumptions about future prices — that
oil will hover at about $50 a barrel
and natural gas will average about
$7 per thousand cubic feet — the total
value of the free oil and gas over the
next five years would be about $65
billion and the forgone royalties
would total more than $7 billion.

Administration officials say the is-
sue is out of their hands, adding that
they opposed provisions in last
year’s energy bill that added new
royalty relief for deep drilling in
shallow waters.

“We did not think we needed any
more legislation, because we already
have incentives, but we obviously did
not prevail,” said Ms. Burton, di-
rector of the Minerals Management
Service.

But the Bush administration did
not put up a big fight. It strongly sup-
ported the overall energy bill, and
merely noted its opposition to addi-
tional royalty relief in its official
statement on the bill.

By contrast, the White House
bluntly promised to veto the Senate’s
$60 billion tax cut bill because it con-
tained a one-year tax of $5 billion on
profits of major oil companies. 

The House and Senate have yet to
agree on a final tax bill. 

The big issue going forward is
whether companies should be ex-
empted from paying royalties even
when energy prices are at historic
highs.

In general, the Interior Depart-
ment has always insisted that com-
panies would not be entitled to roy-
alty relief if market prices for oil and
gas climbed above certain trigger
points.

Those trigger points — currently
about $35 a barrel for oil and $4 per
thousand cubic feet of natural gas —
have been exceeded for the last sev-
eral years and are likely to stay that
way for the rest of the decade.

So why is the amount of royalty-
free gas and oil expected to double
over the next five years? 

The biggest reason is that the Clin-
ton administration, apparently wor-
ried about the continued lack of in-
terest in new drilling, waived the
price triggers for all leases awarded
in 1998 and 1999.

At the same time, many oil and gas
companies contend that Congress
never authorized the Interior De-
partment to set price thresholds for
any deepwater leases awarded be-
tween 1996 and 2000.

The dispute has been simmering
for months, with some industry exec-
utives warning the Bush administra-
tion that they would sue the govern-
ment if it tried to demand royalties.

Last week, the fight broke out into
the open. The Interior Department
announced that 41 oil companies had
improperly claimed more than $500
million in royalty relief for 2004. 

Most of the companies agreed to
pay up in January, but Kerr-McGee
said it would fight the issue in court. 

The fight is not simply about one
company. Interior officials said last
week that Kerr-McGee presented it-
self in December as a “test case” for
the entire industry. It also offered a
“compromise,” but Interior officials
rejected it and issued a formal order
in January demanding that Kerr-
McGee pay its back royalties.

On Feb. 6, according to adminis-
tration officials, Kerr-McGee for-
mally notified the Minerals Manage-
ment Service that it would challenge
its order in court. 

Industry lawyers contend they
have a strong case, because Con-
gress never mentioned price thresh-
olds when it authorized royalty relief
for all deepwater leases awarded
from 1996 through 2000. 

“Congress offered those deepwa-
ter leases with royalty relief as an in-
centive,” said Jonathan Hunter, a
lawyer in New Orleans who repre-
sented oil companies in a similar
lawsuit two years ago that knocked
out another major federal restriction
on royalty relief.

“The M.M.S. only has the authority
that Congress gives it,’’ Mr. Hunter
said. “The legislation said that roy-
alty relief for these leases is auto-
matic.”

If that view prevails, the govern-
ment said it would lose a total of
nearly $35 billion in royalties to tax-
payers by 2011 — about the same
amount that Mr. Bush is proposing to
cut from Medicare, Medicaid and
child support enforcement programs
over the same period.

U.S. Royalty Plan to Give Windfall to Oil Companies
Royalty-Free Oil and Gas
Interior Department projections indicate that the federal government will let 
companies pump about $65 billion worth of oil and gas from federal lands 
over the next five years without paying royalties to the government.

The New York Times

Source: Minerals Management Service 

Value of oil pumped royalty-free*

Value of gas pumped royalty-free*

FISCAL YEAR

$1.6
billion

$1.7 $1.9$1.6 $3.0 $5.7

2006 2007 2008 2009 2010 2011 TOTAL

$15.4

FISCAL YEAR

$7.9
billion

$9.1 $8.7$8.8 $8.1 $7.9

2006 2007 2008 2009 2010 2011 TOTAL

$50.4

2

4

$6 billion

3

6

$9 billion

 *Data are estimates for the Gulf of Mexico

Continued From Page A1

A modest incentive
from 10 years ago
balloons into billions.
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By JEFFREY GETTLEMAN
BAGHDAD, Iraq, March 26 —

American and Iraqi government
forces clashed with Shiite militiamen
in Baghdad on Sunday night in the
most serious confrontation in
months, and Iraqi security officials
said 17 people had been killed in a
mosque, including its 80-year-old
imam. 

The American military, clearly
worried about exacerbating a com-
bustible situation that many Iraqis
are already describing as civil war,
denied that American forces had en-
tered the mosque. But it said in a
statement that 16 insurgents had
been killed and 15 captured in a near-
by combat operation against a ter-
rorist cell.

The differing versions of what hap-
pened seemed to raise a broader
question about who is in control of
Iraq’s security at a time when Iraqi
politicians still have not formed a
unified government, sectarian ten-
sions are higher than ever and muti-
lated bodies keep surfacing on the
streets. On Sunday, Iraqi authorities
found 10 bodies in Baghdad and said
they were investigating a report that
30 men were beheaded near Baquba. 

American officials are now saying
that Shiite militias are the No. 1
problem in Iraq, more dangerous
than the Sunni-led insurgents who for
nearly the past three years have
been branded the gravest security
threat.

Shiite militias have been accused
of running death squads that kidnap
and brutalize Sunni men, and on Sun-
day the American militay said the
cell its forces raided had kidnapped
Iraq civilians. 

But the deadly clash could reopen
an old wound. The Iraqis who were
killed had apparently worked for
Moktada al-Sadr, a young radical
Shiite cleric with ties to Iran who has
led several bloody rebellions against
American forces. 

Mr. Sadr has recently become
much more politically aggressive
and he is considered a pivotal force
in the maneuvering over the delayed
formation of a new government. 

Earlier on Sunday, a mortar shell
nearly hit Mr. Sadr’s home in the
southern holy city of Najaf. Immedi-
ately he accused the Americans of
trying to kill him.

American officials have been
more overt in the past week than
ever in blaming Mr. Sadr’s militia
for a wave of sectarian bloodshed
that seems to have no end. 

On Sunday night, American and
Iraqi Army forces surrounded a
mosque in northeast Baghdad used
by Mr. Sadr’s troops as a headquar-

SHIITE FIGHTERS
CLASH WITH G.I.’S
AND IRAQI FORCES

U.S. SAYS 16 KILLED IN RAID

In Day of Violence, Scores
of Bodies Are Found,

Many Beheaded

Continued on Page A10
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The Supreme Court’s hearing to-
morrow on the validity of the mili-
tary commission that would try Osa-
ma bin Laden’s former driver may
mark a resumption of a struggle for
supremacy between the court and
the White House. PAGE A12

Delicate Question for Justices

The case of an Afghan man facing
the death penalty for converting to
Christianity was returned to pros-
ecutors because of “investigative
gaps,” a move that will delay, if not
scuttle, the inquiry. PAGE A11

Delay in Afghan Convert Case

Immigrant rallies around the country have attracted numbers that aston-
ished even their organizers: more than half a million in Los Angeles, as many
as 300,000 in Chicago and tens of thousands in smaller cities. PAGE A14 

Groundswell of Protests Backing Illegal Immigrants

Anna Umanskaya, 18, a high
school student who works to pay the
rent, is one of the 19 newest New
York Times Scholars. PAGE B1

Grit, Pluck and Scholarships

Sheer size is holding back Micro-
soft’s new Windows Vista operating
system. BUSINESS DAY, PAGE C1

Microsoft’s Mountain of Code

Tyler Hicks/The New York Times

Sister Mary Elizabeth, left, and Sister Immaculata skated in Lower Manhattan yesterday, despite the weather.
On a Roll in the Rain

By DON VAN NATTA Jr.
LONDON — In the weeks before

the United States-led invasion of
Iraq, as the United States and Brit-
ain pressed for a second United Na-
tions resolution condemning Iraq,
President Bush’s public ultimatum
to Saddam Hussein was blunt: Dis-
arm or face war.

But behind closed doors, the presi-
dent was certain that war was inev-
itable. During a private two-hour
meeting in the Oval Office on Jan. 31,
2003, he made clear to Prime Min-
ister Tony Blair of Britain that he
was determined to invade Iraq with-
out the second resolution, or even if
international arms inspectors failed
to find unconventional weapons, said
a confidential memo about the meet-
ing written by Mr. Blair’s top foreign
policy adviser and reviewed by The
New York Times.

“Our diplomatic strategy had to be
arranged around the military plan-
ning,” David Manning, Mr. Blair’s
chief foreign policy adviser at the
time, wrote in the memo that sum-
marized the discussion between Mr.
Bush, Mr. Blair and six of their top
aides.

“The start date for the military
campaign was now penciled in for 10
March,” Mr. Manning wrote, para-
phrasing the president. “This was
when the bombing would begin.”

The timetable came at an impor-
tant diplomatic moment. Five days
after the Bush-Blair meeting, Secre-
tary of State Colin L. Powell was
scheduled to appear before the Unit-
ed Nations to present the American
evidence that Iraq posed a threat to
world security by hiding unconven-
tional weapons.

Although the United States and
Britain aggressively sought a second
United Nations resolution against
Iraq — which they failed to obtain —
the president said repeatedly that he
did not believe he needed it for an in-
vasion. 

Stamped “extremely sensitive,”
the five-page memorandum, which
was circulated among a handful of
Mr. Blair’s most senior aides, had
not been made public. Several high-
lights were first published in Janu-
ary in the book “Lawless World,” 

Bush Was Set on Path to War,
Memo by British Adviser Says

Continued on Page A10

By STEVEN LEE MYERS
KIEV, Ukraine, Monday, March 27

— President Viktor A. Yushchenko,
who led a wave of popular protest to
office promising a freer Ukraine
aligned with Europe and the United
States, suffered a stunning political
defeat in parliamentary elections on
Sunday, leaving him weakened and
his reformist policies in doubt.

Mr. Yushchenko called the vote for
a new and newly empowered Parlia-
ment “the first fair, democratic elec-
tions in Ukraine,” and his party ap-
peared to have been routed.

Nearly a year and a half after the
protests and international pressure
swept Mr. Yushchenko to the presi-
dency, his party fell far behind not
only the party of the man he beat for
the top job, Viktor F. Yanukovich,
but also the party of his former
prime minister, Yulia V. Tymoshen-
ko, according to an independent sur-
vey of voters leaving the polls, an-
nounced by the Democratic Initia-
tives Foundation, after voting ended
at 10 p.m. on Sunday.

Mr. Yanukovich’s Party of Re-
gions, which the survey showed with
33 percent of the vote, was poised to
win the largest bloc of seats in the
450-seat Parliament, but not enough
to win control outright. Ms. Tymo-
shenko’s bloc received 22 percent,
while Mr. Yushchenko’s party, Our
Ukraine, trailed in a distant third
place, with only 13 percent, accord-
ing to the survey.

Mr. Yanukovich, the former prime

Reform Leader
Suffers Setback
In Ukraine Vote

Continued on Page A6

By ALAN FEUER
Beneath the murders, the mob-

sters, the gamblers, the strippers,
the tax cheats, diamond smugglers,
thieves, hoods, cops, cons, corpses,
crooks and marijuana dealers, there
is — at the core — a book.

It is the 251-page memoir
“Mafia Cop,” and it sits at
the center of the most ma-
cabre and bizarre racket-
eering trial to unfold in
years. Its author, Louis J.
Eppolito, a retired New
York detective, is the chief
defendant in the case, a
transcontinental drama in
which he stands accused,
along with his former part-
ner, Stephen Caracappa, of commit-
ting drug crimes in Las Vegas after
taking part in at least eight Brooklyn
murders for the mob.

Rarely since 1912, when Lt.
Charles Becker was tried for the kill-
ing of a two-bit gambler named
Beansie Rosenthal, have there been
such shocking allegations against
New York City police officers. And
yet despite the grisly charges (“eight
bodies,” as the police would say), the
current case has delved into the ab-
surd. 

Last April, a month after Mr.
Eppolito, 57, and Mr. Caracappa, 64,
were arrested in Las Vegas (at a res-
taurant where Jerry Lewis often cel-
ebrates his birthday), Variety was

already reporting that
three film studios were vy-
ing for the rights to “Mafia
Cop.” And that did not in-
clude what Variety called
the “fictional drama” that
Irwin Winkler (producer of
“Rocky”) and Nicholas
Pileggi (screenwriter of
“Goodfellas”) were doing
on their own.

Once the trial began, the
chief witness in its Brook-

lyn phase was revealed to be an old,
arthritic marijuana dealer with a tal-
ent for “diversionary driving” and 

In Ex-Detective’s Trial, His Book
Provides a Bizarre Plot Outline

Continued on Page B5

By EDMUND L. ANDREWS
WASHINGTON, March 26 — It

was after midnight and every law-
maker in the committee room want-
ed to go home, but there was still
time to sweeten a deal encouraging
oil and gas companies to drill in the
Gulf of Mexico. 

“There is no cost,” declared Repre-
sentative Joe L. Barton, a Texas Re-
publican who was presiding over
Congressional negotiations on the
sprawling energy bill last July. An
obscure provision on new drilling in-
centives was “so noncontroversial,”
he added, that senior House and Sen-
ate negotiators had not even dis-
cussed it.

Mr. Barton’s claim had a long his-
tory. For more than a decade, law-
makers and administration officials,
both Republicans and Democrats,
have promised there would be no
cost to taxpayers for a program al-
lowing companies to avoid paying
the government royalties on oil and
gas produced in publicly owned wa-
ters in the Gulf. 

But last month, the Bush adminis-
tration confirmed that it expected
the government to waive about $7 bil-
lion in royalties over the next five
years, even though the industry in-
centive was expressly conceived of
for times when energy prices were
low. And that number could quadru-

ple to more than $28 billion if a law-
suit filed last week challenging one of
the program’s remaining restric-
tions proves successful.

“The big lie about this whole pro-
gram is that it doesn’t cost any-
thing,” said Representative Edward
J. Markey, a Massachusetts Demo-
crat who tried to block its expansion
last July. “Taxpayers are being
asked to provide huge subsidies to oil
companies to produce oil — it’s like
subsidizing a fish to swim.”

How did a supposedly cost-free in-
centive become a multibillion-dollar
break to an industry making record
profits? 

The answer is a familiar Washing-
ton story of special-interest politics
at work: the people who pay the clos-
est attention and make the fewest
mistakes are those with the most
profit at stake.

It is an account of legislators who
passed a law riddled with ambigu-
ities; of crucial errors by midlevel
bureaucrats under President Bill
Clinton; of $2 billion in inducements
from the Bush administration, which
was intent on promoting energy pro-
duction; and of Republican lawmak-
ers who wanted to do even more. At
each turn, through shrewd lobbying 

Vague Law and Hard Lobbying
Add Up to Billions for Big Oil 

Continued on Page A16

By GINA KOLATA
A group of university researchers

said yesterday that they had created
what sounds like a nutritional holy
grail: cloned pigs that make their
own omega-3 fatty acids, potentially
leading to bacon and pork chops that
might help your heart.

For now, the benefits of the re-
search are theoretical. Omega-3 fat-
ty acids, which have been linked to a
lowered incidence of heart disease,
are primarily found in fish. No one
knows whether they would have the
same effect if eaten in pork. 

And government approval for such
genetically modified foods is certain
to face monumental opposition from
some consumer groups. Some al-
ready object to feeding farm animals
genetically modified grain, and ge-
netically modifying the animals
themselves and cloning them would
be ‘‘a double whammy,’’ said Joseph
Mendelson, the legal director for the
Center for Food Safety, a nonprofit
group that opposes the use of geneti-
cally engineered products. “I am
confident that consumers would not
want them.”

Still, some scientists say the find-
ings, published online by the journal
Nature Biotechnology, are an im-
portant forerunner of things to come.
Although close to a dozen animals
have been cloned in the decade since
Dolly the sheep, using cloning to
change the nutritional value of farm
animals is groundbreaking.

“At this point, it’s a new era,” said 

Pork That’s Good for the Heart
May Be Possible With Cloning

Continued on Page A17
University of Missouri-Columbia

Two of the cloned pigs in Missouri.

Doug Mills/The New York Times

George Mason Topples a Top-Seeded Team
Folarin Campbell (42) and 11th-seeded George Mason beat Connecticut in one of the biggest upsets in
N.C.A.A. history. Florida defeated another top-seeded team, Villanova, to round out the Final Four. Page D1.

An increasingly skeptical Ameri-
can public is putting pressure on
Congress about the wisdom behind
the Iraq war. Page A12. 

Growing Doubts on the War 

New York: Today, sunny, seasonable,
high 55. Tonight, mostly clear, low 38.
Tomorrow, limited sun, then cloudy,
high 54. Yesterday, high 51, low 37.
Weather map appears on Page D10.
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EVERYTHING IS ILLUMINATED 
now available on DVD. Liev Schreiber film from
Jonathan Safran Foer bestseller. —ADVT
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By JEFFREY GETTLEMAN
BAGHDAD, Iraq, March 26 —

American and Iraqi government
forces clashed with Shiite militiamen
in Baghdad on Sunday night in the
most serious confrontation in
months, and Iraqi security officials
said 17 people had been killed in a
mosque, including its 80-year-old
imam. 

The American military, clearly
worried about exacerbating a com-
bustible situation that many Iraqis
are already describing as civil war,
denied that American forces had en-
tered the mosque. But it said in a
statement that 16 insurgents had
been killed and 15 captured in a near-
by combat operation against a ter-
rorist cell.

The differing versions of what hap-
pened seemed to raise a broader
question about who is in control of
Iraq’s security at a time when Iraqi
politicians still have not formed a
unified government, sectarian ten-
sions are higher than ever and muti-
lated bodies keep surfacing on the
streets. On Sunday, Iraqi authorities
found 10 bodies in Baghdad and said
they were investigating a report that
30 men were beheaded near Baquba. 

American officials are now saying
that Shiite militias are the No. 1
problem in Iraq, more dangerous
than the Sunni-led insurgents who for
nearly the past three years have
been branded the gravest security
threat.

Shiite militias have been accused
of running death squads that kidnap
and brutalize Sunni men, and on Sun-
day the American militay said the
cell its forces raided had kidnapped
Iraq civilians. 

But the deadly clash could reopen
an old wound. The Iraqis who were
killed had apparently worked for
Moktada al-Sadr, a young radical
Shiite cleric with ties to Iran who has
led several bloody rebellions against
American forces. 

Mr. Sadr has recently become
much more politically aggressive
and he is considered a pivotal force
in the maneuvering over the delayed
formation of a new government. 

Earlier on Sunday, a mortar shell
nearly hit Mr. Sadr’s home in the
southern holy city of Najaf. Immedi-
ately he accused the Americans of
trying to kill him.

American officials have been
more overt in the past week than
ever in blaming Mr. Sadr’s militia
for a wave of sectarian bloodshed
that seems to have no end. 

On Sunday night, American and
Iraqi Army forces surrounded a
mosque in northeast Baghdad used
by Mr. Sadr’s troops as a headquar-

SHIITE FIGHTERS
CLASH WITH G.I.’S
AND IRAQI FORCES

U.S. SAYS 16 KILLED IN RAID

In Day of Violence, Scores
of Bodies Are Found,

Many Beheaded
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The Supreme Court’s hearing to-
morrow on the validity of the mili-
tary commission that would try Osa-
ma bin Laden’s former driver may
mark a resumption of a struggle for
supremacy between the court and
the White House. PAGE A12

Delicate Question for Justices

The case of an Afghan man facing
the death penalty for converting to
Christianity was returned to pros-
ecutors because of “investigative
gaps,” a move that will delay, if not
scuttle, the inquiry. PAGE A11

Delay in Afghan Convert Case

Immigrant rallies around the country have attracted numbers that aston-
ished even their organizers: more than half a million in Los Angeles, as many
as 300,000 in Chicago and tens of thousands in smaller cities. PAGE A14 

Groundswell of Protests Backing Illegal Immigrants

Anna Umanskaya, 18, a high
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Sheer size is holding back Micro-
soft’s new Windows Vista operating
system. BUSINESS DAY, PAGE C1

Microsoft’s Mountain of Code

Tyler Hicks/The New York Times

Sister Mary Elizabeth, left, and Sister Immaculata skated in Lower Manhattan yesterday, despite the weather.
On a Roll in the Rain

By DON VAN NATTA Jr.
LONDON — In the weeks before

the United States-led invasion of
Iraq, as the United States and Brit-
ain pressed for a second United Na-
tions resolution condemning Iraq,
President Bush’s public ultimatum
to Saddam Hussein was blunt: Dis-
arm or face war.

But behind closed doors, the presi-
dent was certain that war was inev-
itable. During a private two-hour
meeting in the Oval Office on Jan. 31,
2003, he made clear to Prime Min-
ister Tony Blair of Britain that he
was determined to invade Iraq with-
out the second resolution, or even if
international arms inspectors failed
to find unconventional weapons, said
a confidential memo about the meet-
ing written by Mr. Blair’s top foreign
policy adviser and reviewed by The
New York Times.

“Our diplomatic strategy had to be
arranged around the military plan-
ning,” David Manning, Mr. Blair’s
chief foreign policy adviser at the
time, wrote in the memo that sum-
marized the discussion between Mr.
Bush, Mr. Blair and six of their top
aides.

“The start date for the military
campaign was now penciled in for 10
March,” Mr. Manning wrote, para-
phrasing the president. “This was
when the bombing would begin.”

The timetable came at an impor-
tant diplomatic moment. Five days
after the Bush-Blair meeting, Secre-
tary of State Colin L. Powell was
scheduled to appear before the Unit-
ed Nations to present the American
evidence that Iraq posed a threat to
world security by hiding unconven-
tional weapons.

Although the United States and
Britain aggressively sought a second
United Nations resolution against
Iraq — which they failed to obtain —
the president said repeatedly that he
did not believe he needed it for an in-
vasion. 

Stamped “extremely sensitive,”
the five-page memorandum, which
was circulated among a handful of
Mr. Blair’s most senior aides, had
not been made public. Several high-
lights were first published in Janu-
ary in the book “Lawless World,” 

Bush Was Set on Path to War,
Memo by British Adviser Says

Continued on Page A10

By STEVEN LEE MYERS
KIEV, Ukraine, Monday, March 27

— President Viktor A. Yushchenko,
who led a wave of popular protest to
office promising a freer Ukraine
aligned with Europe and the United
States, suffered a stunning political
defeat in parliamentary elections on
Sunday, leaving him weakened and
his reformist policies in doubt.

Mr. Yushchenko called the vote for
a new and newly empowered Parlia-
ment “the first fair, democratic elec-
tions in Ukraine,” and his party ap-
peared to have been routed.

Nearly a year and a half after the
protests and international pressure
swept Mr. Yushchenko to the presi-
dency, his party fell far behind not
only the party of the man he beat for
the top job, Viktor F. Yanukovich,
but also the party of his former
prime minister, Yulia V. Tymoshen-
ko, according to an independent sur-
vey of voters leaving the polls, an-
nounced by the Democratic Initia-
tives Foundation, after voting ended
at 10 p.m. on Sunday.

Mr. Yanukovich’s Party of Re-
gions, which the survey showed with
33 percent of the vote, was poised to
win the largest bloc of seats in the
450-seat Parliament, but not enough
to win control outright. Ms. Tymo-
shenko’s bloc received 22 percent,
while Mr. Yushchenko’s party, Our
Ukraine, trailed in a distant third
place, with only 13 percent, accord-
ing to the survey.

Mr. Yanukovich, the former prime

Reform Leader
Suffers Setback
In Ukraine Vote
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By ALAN FEUER
Beneath the murders, the mob-

sters, the gamblers, the strippers,
the tax cheats, diamond smugglers,
thieves, hoods, cops, cons, corpses,
crooks and marijuana dealers, there
is — at the core — a book.

It is the 251-page memoir
“Mafia Cop,” and it sits at
the center of the most ma-
cabre and bizarre racket-
eering trial to unfold in
years. Its author, Louis J.
Eppolito, a retired New
York detective, is the chief
defendant in the case, a
transcontinental drama in
which he stands accused,
along with his former part-
ner, Stephen Caracappa, of commit-
ting drug crimes in Las Vegas after
taking part in at least eight Brooklyn
murders for the mob.

Rarely since 1912, when Lt.
Charles Becker was tried for the kill-
ing of a two-bit gambler named
Beansie Rosenthal, have there been
such shocking allegations against
New York City police officers. And
yet despite the grisly charges (“eight
bodies,” as the police would say), the
current case has delved into the ab-
surd. 

Last April, a month after Mr.
Eppolito, 57, and Mr. Caracappa, 64,
were arrested in Las Vegas (at a res-
taurant where Jerry Lewis often cel-
ebrates his birthday), Variety was

already reporting that
three film studios were vy-
ing for the rights to “Mafia
Cop.” And that did not in-
clude what Variety called
the “fictional drama” that
Irwin Winkler (producer of
“Rocky”) and Nicholas
Pileggi (screenwriter of
“Goodfellas”) were doing
on their own.

Once the trial began, the
chief witness in its Brook-

lyn phase was revealed to be an old,
arthritic marijuana dealer with a tal-
ent for “diversionary driving” and 

In Ex-Detective’s Trial, His Book
Provides a Bizarre Plot Outline

Continued on Page B5

By EDMUND L. ANDREWS
WASHINGTON, March 26 — It

was after midnight and every law-
maker in the committee room want-
ed to go home, but there was still
time to sweeten a deal encouraging
oil and gas companies to drill in the
Gulf of Mexico. 

“There is no cost,” declared Repre-
sentative Joe L. Barton, a Texas Re-
publican who was presiding over
Congressional negotiations on the
sprawling energy bill last July. An
obscure provision on new drilling in-
centives was “so noncontroversial,”
he added, that senior House and Sen-
ate negotiators had not even dis-
cussed it.

Mr. Barton’s claim had a long his-
tory. For more than a decade, law-
makers and administration officials,
both Republicans and Democrats,
have promised there would be no
cost to taxpayers for a program al-
lowing companies to avoid paying
the government royalties on oil and
gas produced in publicly owned wa-
ters in the Gulf. 

But last month, the Bush adminis-
tration confirmed that it expected
the government to waive about $7 bil-
lion in royalties over the next five
years, even though the industry in-
centive was expressly conceived of
for times when energy prices were
low. And that number could quadru-

ple to more than $28 billion if a law-
suit filed last week challenging one of
the program’s remaining restric-
tions proves successful.

“The big lie about this whole pro-
gram is that it doesn’t cost any-
thing,” said Representative Edward
J. Markey, a Massachusetts Demo-
crat who tried to block its expansion
last July. “Taxpayers are being
asked to provide huge subsidies to oil
companies to produce oil — it’s like
subsidizing a fish to swim.”

How did a supposedly cost-free in-
centive become a multibillion-dollar
break to an industry making record
profits? 

The answer is a familiar Washing-
ton story of special-interest politics
at work: the people who pay the clos-
est attention and make the fewest
mistakes are those with the most
profit at stake.

It is an account of legislators who
passed a law riddled with ambigu-
ities; of crucial errors by midlevel
bureaucrats under President Bill
Clinton; of $2 billion in inducements
from the Bush administration, which
was intent on promoting energy pro-
duction; and of Republican lawmak-
ers who wanted to do even more. At
each turn, through shrewd lobbying 

Vague Law and Hard Lobbying
Add Up to Billions for Big Oil 

Continued on Page A16

By GINA KOLATA
A group of university researchers

said yesterday that they had created
what sounds like a nutritional holy
grail: cloned pigs that make their
own omega-3 fatty acids, potentially
leading to bacon and pork chops that
might help your heart.

For now, the benefits of the re-
search are theoretical. Omega-3 fat-
ty acids, which have been linked to a
lowered incidence of heart disease,
are primarily found in fish. No one
knows whether they would have the
same effect if eaten in pork. 

And government approval for such
genetically modified foods is certain
to face monumental opposition from
some consumer groups. Some al-
ready object to feeding farm animals
genetically modified grain, and ge-
netically modifying the animals
themselves and cloning them would
be ‘‘a double whammy,’’ said Joseph
Mendelson, the legal director for the
Center for Food Safety, a nonprofit
group that opposes the use of geneti-
cally engineered products. “I am
confident that consumers would not
want them.”

Still, some scientists say the find-
ings, published online by the journal
Nature Biotechnology, are an im-
portant forerunner of things to come.
Although close to a dozen animals
have been cloned in the decade since
Dolly the sheep, using cloning to
change the nutritional value of farm
animals is groundbreaking.

“At this point, it’s a new era,” said 

Pork That’s Good for the Heart
May Be Possible With Cloning

Continued on Page A17
University of Missouri-Columbia

Two of the cloned pigs in Missouri.

Doug Mills/The New York Times

George Mason Topples a Top-Seeded Team
Folarin Campbell (42) and 11th-seeded George Mason beat Connecticut in one of the biggest upsets in
N.C.A.A. history. Florida defeated another top-seeded team, Villanova, to round out the Final Four. Page D1.

An increasingly skeptical Ameri-
can public is putting pressure on
Congress about the wisdom behind
the Iraq war. Page A12. 

Growing Doubts on the War 

New York: Today, sunny, seasonable,
high 55. Tonight, mostly clear, low 38.
Tomorrow, limited sun, then cloudy,
high 54. Yesterday, high 51, low 37.
Weather map appears on Page D10.

ONE DOLLAR

Late Edition

EVERYTHING IS ILLUMINATED 
now available on DVD. Liev Schreiber film from
Jonathan Safran Foer bestseller. —ADVT
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 

Continued From Page A1

ID NAME: Nxxx,2006-03-27,A,016,Bs-BW,E2 3 7 15 25 50 75 85 93 97

A16 Ø N NATIONALTHE NEW YORK TIMES MONDAY, MARCH 27, 2006

and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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and litigation, oil and gas companies
ended up with bigger incentives than
before.

Until last month, hardy anyone no-
ticed — or even knew — the real
costs. They were obscured in part by
the long gap between the time incen-
tives are offered and when new off-
shore wells start producing. But law-
makers shrouded the costs with rosy
projections. And administration offi-
cials consistently declined to tally up
the money they were forfeiting. 

Most industry executives say that
the royalty relief spurred drilling
and exploration when prices were
relatively low. But the industry is di-
vided about whether it is appropriate
to continue the incentives with prices
at current levels. Michael Coney, a
lawyer for Shell Oil, said, “Under the
current environment, we don’t need
royalty relief.” 

The program’s original architect
said he was surprised by what had
happened. “The one thing I can tell
you is that this is not what we in-
tended,” said J. Bennett Johnston, a
former Democratic senator from
Louisiana who had pushed for the
original incentives that Congress
passed in 1995. 

Mr. Johnston conceded that he was
confused by his own law. “I got out
the language a few days ago,” he said
in a recent interview. “I had it out
just long enough to know that it’s got
a lot of very obscure language.”

A Subsidy of Disputed Need
Things looked bleak for oil and gas

companies in 1995, especially for
those along the Gulf Coast.

Energy prices had been so low for
so long that investment had dried up.
With crude oil selling for about $16 a
barrel, scores of wildcatters and
small exploration companies had
gone out of business. Few companies

had any stomach for drilling in water
thousands of feet deep, and industry
leaders like Exxon and Royal Dutch
Shell were increasingly focused on
opportunities abroad.

“At the time, the Gulf of Mexico
was like the Dead Sea,” recalled
John Northington, then an Energy
Department policy adviser and now
an industry lobbyist. 

Senator Johnston, convinced that
the Gulf’s vast reservoirs and Louisi-
ana’s oil-based economy were being
neglected, had argued for years that
Congress should offer incentives for
deep-water drilling and exploration. 

“Failure to invest in the Gulf of
Mexico is a lost opportunity for the
U.S.,” Mr. Johnston pleaded in a let-
ter to other lawmakers. “Those dol-
lars will not move into other domes-
tic development, they will move to
Asia, South America, the Middle
East or the former Soviet Union.” 

Working closely with industry ex-
ecutives, he wrote legislation that
would allow a company drilling in
deep water to escape the standard 12
percent royalty on up to 87.5 million
barrels of oil or its equivalent in nat-
ural gas. The coastal waters are
mostly owned by the federal govern-
ment, which leases tens of millions of
acres in exchange for upfront fees
and a share of sales, or royalties.

Mr. Johnston and other supporters
argued that the incentives would ac-
tually generate money for the gov-
ernment by increasing production
and prompting companies to bid
higher prices for new leases.

“The provision will result in a
minimum net benefit to the Treasury
of $200 million by the year 2000,” Mr.
Johnston declared in November 1995,
denouncing what he called “out-
rageous allegations” that the plan
was a giveaway.

He won support from oil-state
Democrats, Republicans and the
Clinton administration. Hazel
O’Leary, the energy secretary at the

time, said the assistance would re-
duce American dependence on for-
eign oil and “enhance national secu-
rity.”

Representative Robert Livingston
of Louisiana, then a rising Repub-
lican leader, declared that the in-
ducements would “create thousands
of jobs” and “reduce the deficit.”

Many budget experts agree that
the rosy estimates were misleading.
The reason, they say, is that it often

takes seven years before a new off-
shore field begins producing. As a re-
sult, almost all the costs of royalty
relief would occur outside of Con-
gress’s five-year budget timeframe. 

Opponents protested that the cost
estimates were wrong, that the in-
centives amounted to corporate wel-
fare and that companies did not need
government incentives to invest.

“They are going to the Gulf of Mex-
ico because that’s where the oil is,”
said Representative George Miller,
Democrat of California, during a
House debate. “What we do here is
not going to change that. We are just
going to decide whether or not we are
going to give away the taxpayers’
dollars to a lot of oil companies that
do not need it.”

Industry executives and lobbyists
fanned out across Capitol Hill to
shore up support for the program,
visiting 150 lawmakers in October
1995. The effort succeeded. A month
later, Congress passed Mr. Johns-
ton’s bill. 

A Missing Escape Clause
To hear lawmakers today, they

never intended to waive royalties
when energy prices were high. 

The 1995 law, according to Repub-
licans and Democrats alike, was sup-
posed to include an escape clause: in
any year when average spot prices
for oil or gas climbed above certain
threshold levels, companies would
pay full royalties instead.

“Royalty relief is an effective tool
for two things: keeping investment
in America during times of super-
low prices, and spurring American
energy production when massive
capital and technological risks would
otherwise preclude it,” said Repre-
sentative Richard W. Pombo, Repub-
lican of California and chairman of
the House Resources Committee.
“Absent those criteria, I do not be-
lieve any relief should be granted.”

But in what administration offi-
cials said appeared to have been a
mistake, Clinton administration
managers omitted the crucial escape
clause in all offshore leases signed in
1998 and 1999.

At the time, with oil prices still be-
low $20 a barrel, the mistake seemed
harmless. But energy prices have
been above the cutoff points since
2002, and Interior Department offi-
cials estimate that about one-sixth of
production in the Gulf of Mexico is
still exempt from royalties.

Walter Cruickshank, a senior offi-
cial in both the Clinton and Bush ad-
ministrations, told lawmakers last
month that officials writing the lease
contracts thought the price thresh-
olds were spelled out in the new reg-
ulations, which were completed in
1998. But officials writing the reg-
ulations left those details out, pre-
ferring to set the precise rules at
each new lease sale.

“It seems to have been a massive
screw-up,” said Mr. Northington,
who was then in the Energy De-
partment. No one noticed the error
for two years, and no one informed
Congress about it until last month. 

Five years later, the costs of that
lapse were compounded. A group of
oil companies, led by Shell, defeated
the Bush administration in court.
The decision more than doubled the
amount of oil and gas that companies
could produce without paying roy-
alties.

The case began as a relatively ob-

scure dispute. Shell paid $3.8 million
in 1997 for a Gulf lease and soon
drilled a successful well. But the In-
terior Department denied the com-
pany royalty relief, saying that Shell
had drilled into an older field already
producing oil and gas. The decision
hinged on undersea geography and
the court’s interpretation of lan-
guage in the 1995 law.

A typical field, or geological reser-
voir, often encompasses two or three
separately leased tracts of ocean
floor. Interior Department officials
insisted that the maximum amount
of royalty-free oil and gas was based
on each field. Shell and its partners
argued that limit applied only to
each lease. 

Perhaps shrewdly, the oil compa-
nies sued the Bush administration in
Louisiana, where federal courts pre-
viously had sided with the industry in
spats with the government.

The fight was not even close. In
January 2003, a federal district judge
declared that the Interior Depart-
ment’s rules violated the 1995 law. If
the department “disagrees with Con-
gress’s policy choices,” Judge James
T. Trimble Jr. wrote, “then such ar-
guments are best addressed to Con-
gress.” 

What might have been a $2 billion
mistake in the Clinton administra-
tion suddenly ballooned into a $5 bil-
lion headache under Mr. Bush.

But even as the Bush administra-
tion was losing in court, it was of-
fering new incentives for the energy
industry.

Mr. Bush placed a top priority on
expanding oil and gas production as
soon as he took office in 2001. Vice
President Dick Cheney’s task force
on energy, warning of a deepening
shortfall in domestic energy produc-
tion, urged the government to “ex-
plore opportunities for royalty re-
duction” and to open areas like the
Arctic National Wildlife Refuge to
drilling.

Gale A. Norton, who stepped down
this month as interior secretary,
moved quickly to speed up approvals
of new drilling permits. Starting in
2001, she offered royalty incentives
to shallow-water producers who
drilled more than 15,000 feet below
the sea bottom.

In January 2004, Ms. Norton made
the incentives far more generous by
raising the threshold prices. Her de-
cision meant that deep-gas drillers
were able to escape royalties in 2005,
when prices spiked to record levels,
and would probably escape them this
year as well. 

She also offered to sweeten less-
generous contracts the drillers had
signed before the regulation was ap-
proved. 

“These incentives will help ensure
we have a reliable supply of natural
gas in the future,” Ms. Norton pro-
claimed, predicting that American
consumers would save “an estimat-
ed $570 million a year” in lower fuel
prices. 

Ms. Norton’s decision was influ-
enced by the industry. The Interior
Department had originally proposed
a cut-off price for royalty exemp-
tions of $5 per million British ther-
mal units, or B.T.U.’s, of gas. But the
Independent Petroleum Association
of America, which represents small-
er producers, argued that the new in-
centive would have little value be-
cause natural gas prices were al-
ready above $5. Ms. Norton set the

threshold at $9.34. 
Based on administration assump-

tions about future production and
prices, that change could cost the
government about $1.9 billion in lost
royalties.

“There is no cost rationale,” said
Shirley J. Neff, an economist at Co-
lumbia University and Senator
Johnston’s top legislative aide in
drafting the 1995 royalty law. “It is
astounding to me that the adminis-
tration would so blatantly cave in to
the industry’s demands.” 

Incentives Keep Growing
Last April, President Bush himself

expressed skepticism about giving
new incentives to oil and gas drillers.
“With oil at $50 a barrel,” Mr. Bush
remarked, “I don’t think energy
companies need taxpayer-funded in-
centives to explore.”

But on Aug. 8, Mr. Bush signed a
sweeping energy bill that contained
$2.6 billion in new tax breaks for oil
and gas drillers and a modest expan-
sion of the 10-year-old “royalty re-
lief” program. For the most part, the
law locked in incentives that the Inte-
rior Department was already offer-
ing for another five years. But it in-
cluded some embellishments, like an
extra break on royalties for compa-
nies drilling in the deepest waters.

Lee Fuller, vice president of the
Independent Petroleum Association
of America, said smaller companies
wanted to prevent future administra-
tions from cutting back on incen-
tives. “Having a clear, stable royalty
policy was of value to independent
producers,” he said.

And energy companies, whose ex-
ecutives had long contributed cam-
paign funds to Republican candi-
dates, pushed to block any amend-
ments aimed at diluting the benefits.

The push to lock in the royalty in-
ducements came primarily from
House Republicans. The only real op-
position came from a handful of
House Democrats, in a showdown
about 1 a.m. on July 25, according to
a transcript of the session.

“It is indefensible to be keeping
these companies on the government
dole when oil and gas prices are so
high,” charged Representative Mar-
key of Massachusetts, who proposed
to strip the royalty provisions. “We
might as well be giving tax breaks to
Donald Trump and Warren Buffett.” 

Mr. Barton, the Texas Republican,
brushed aside the objections. He re-
assured lawmakers that the new pro-
visions would not cost taxpayers
anything.

When Mr. Markey proposed a
more modest change — having Con-
gress prohibit incentives if crude oil
prices rose above $40 a barrel — Re-
publicans quickly voted him down
again. 

“The only reason they waited until
after midnight to bring up these is-
sues is that they couldn’t stand up in
the light of day,” Mr. Markey said in
a recent interview. “They all expect-
ed me to give up because it was so
late and I didn’t have the votes. But if
nothing else, I wanted to get these
things on the record.”

A Royalty-Free Future?
It is still not clear how much im-

pact the reduced royalties had in en-
couraging deep-water drilling. While
activity in the Gulf has increased
since 1995, prices for oil and gas have
more than quadrupled over the same
period, providing a powerful motiva-
tion, experts say. 

“It’s hard to make a case for roy-
alty relief, especially at these high
prices,” said Jack Overstreet, owner
of an independent oil exploration
company in Texas. “But the oil in-
dustry is like the farm lobby and will
have its hand out at every opportuni-
ty.”

The size of the subsidies will soar
far higher if oil companies win their
newest court battle.

In a lawsuit filed March 17, Kerr-
McGee Exploration and Production
argued that Congress never author-
ized the government to set price cut-
offs for incentives on leases awarded
from 1996 through 2000. If the compa-
ny wins, the Interior Department re-
cently estimated, about three-quar-
ters of oil and gas produced in the
Gulf of Mexico will be royalty-free
for the next five years.

Mr. Markey and other Democrats
recently introduced legislation that
would pressure companies to pay full
royalties when energy prices are
high, regardless of what their leases
allow. 

But Republican lawmakers and
the Bush administration have sig-
naled their opposition.

“These are binding contracts that
the government signed with compa-
nies,” Ms. Norton recently re-
marked. “I don’t think we can change
them just because we don’t like
them.”

NOVEMBER 1995

Deep Water 
Royalty Relief 
Act is passed, 
allowing compa-
nies to avoid 
paying some 
royalties on oil 
and gas 
produced in  
deep water in the 
Gulf of Mexico. 
Bill has biparti-
san support.

1998-99

Interior Department 
makes big mistake on 
leases awarded in 
these two years. The 
department omits 
price thresholds that 
would cut royalty relief 
if oil and gas prices 
rose above about $34 
a barrel for crude and 
about $4 per 
thousand cubic feet of 
natural gas.

2000

Interior
realizes the 
error and 
quietly adds 
price
thresholds 
into new 
leases — 
but the old 
leases
remain valid.

2001

A vice presidential 
task force issues 
National Energy 
Policy recommen-
dations, urging the 
government to 
open up more 
federal lands and 
waters to oil and 
gas development 
to “explore opportu-
nities for royalty 
reductions.”

MARCH 2003

U.S. District 
Court in Louisi-
ana knocks 
down a restric-
tion on the the 
volume of 
royalty-free oil 
and gas a 
company can 
produce. This 
effectively 
doubles or triples 
the incentives.

JAN. 23, 2004

Interior expands 
royalty incentives 
for deep gas 
producers, letting 
them avoid royalties 
if price is below 
$9.34 per million 
B.T.U.’s — higher 
than average price 
to date. Decision 
could cost $1.9 
billion in royalties 
over next five years.

APRIL 2005

President Bush 
says no need 
for more 
incentives.

“With oil at $50 
a barrel,” he 
says, “I don’t 
think energy 
companies
need taxpayer-
funded
incentives to 
explore.”

JULY 25, 2005

House and 
Senate
conferees on 
energy bill 
vote to extend 
and slightly 
enhance
royalty 
incentives for 
oil and gas. 
Bush signs 
energy bill 
Aug. 8.

FEBRUARY 2006

Interior Depart-
ment budget 
shows that 
royalty breaks 
could cost 
government 
more than $7 
billion over next 
five years, even 
though it expects 
oil prices to 
remain above 
$50 a barrel.

MARCH 17, 2006

Kerr-McGee, a large Gulf of 
Mexico producer, sues the 
federal government in a test 
case to receive all deep-
water royalty incentives, 
regardless of how high 
prices are, for all leases 
signed from 1996 through 
2000. If suit is successful, 
government projections 
indicate taxpayers could 
lose more than $28 billion 
over five years.

Giving Away 
$7 Billion 

In Royalties

Vague Law and Hard Lobbying on Royalty Fees Add Up to Billions for Big Oil 

Lee Celano for The New York Times

Michael Kearns, left, and Jeff Krauss of the National Ocean Industries Association examined a map of drill-
ing sites in the Gulf of Mexico that were offered this month at a government lease sale in New Orleans. 
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By DAMON DARLIN

SAN FRANCISCO, Sept. 11 — As
its directors continued to confer on
the future of its chairwoman, Hew-
lett-Packard found itself under in-
creased legal and political scrutiny
Monday over the use of private in-
vestigators to trace the source of
news leaks in the board.

The United States attorney’s office
in San Francisco said it was looking
into the methods used by the in-
vestigators, which included the ques-
tionable if not illegal tactic of “pre-

texting” — posing as directors and
journalists to get their phone
records.

The House Committee on Energy
and Commerce, meanwhile, asked
the company to identify the consult-
ing firm it hired for the investigation,
the subcontractor that carried out
the ruses and all of the targets. It
also demanded copies of contracts
and legal opinions in the matter.

The company’s board, which met
inconclusively on Sunday, resumed
telephone consultations Monday af-
ternoon. Foremost among the topics

was the role of the chairwoman, Pa-
tricia C. Dunn, who the company
says first authorized the investiga-
tion last year. 

Ms. Dunn recused herself from
parts of the discussion, according to
a person with knowledge of the
board’s deliberations, leaving the
company’s outside counsel, Larry W.
Sonsini, chairman of the powerhouse
Silicon Valley law firm of Wilson
Sonsini Goodrich & Rosati, to pre-
side.

Mr. Sonsini and his firm were con-
sulted at various points in the in-

vestigation, according to the compa-
ny. As a result, his role at the board
meeting was “an odd choice,” said
Jeffrey A. Sonnenfeld, a professor at
the Yale School of Management who
advises companies on corporate gov-
ernance. “They have a highly con-
flicted law firm right now,” he said.

Hewlett-Packard spokesmen
would not comment on the board’s
deliberations, and Mr. Sonsini has
not responded to requests for com-
ment since the upheaval at the com-

House Panel and U.S. Attorney Join H.P. Inquiry
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By EDMUND L. ANDREWS
WASHINGTON, Sept. 11 — A

group of oil companies led by Chev-
ron, which said last week that they
had discovered a huge new oil field in
the Gulf of Mexico, could avoid more
than $1 billion in royalty payments to
the federal government for the oil.

The potential bonus to Chevron
and its partners stems from a mis-
take the Interior Department made
in signing offshore leases in the late
1990’s for drilling in federal waters.
The magnitude of the oil discovery —
estimated in a range of 3 billion to 15
billion barrels — is likely to intensify
a battle in Congress over incentives
for drilling in publicly owned waters.

Under pressure from lawmakers,
Chevron and other big producers
have said that they would renegoti-

ate their leases. But they have not
said how much they are willing to
give up, and the Interior Department
has virtually no bargaining power
under current law.

Chevron and its partners, Devon
Energy and Statoil ASA of Norway,
have six leases in the Jack oil field,
about 175 miles off the coast of Loui-
siana. Two of the leases allow the
companies to avoid royalties on as
much as 87.5 million barrels of oil
per lease.

The benefit, known as royalty re-
lief, was supposed to be halted if the

price of oil climbed above $36 a bar-
rel. But that restriction was omitted
on all leases signed in 1998 and 1999,
including the two held by Chevron
and its partners.

The exact value of the potential
break on federal payments will de-
pend both on the price of oil and how
much of it comes from the two
leases. At $70 a barrel, the Chevron

group could save about $1.5 billion in
royalties if the government agreed
that both leases were contributing to
Chevron’s production.

But the actual savings would be
much lower if oil prices slumped to
$40 a barrel. And the savings would
disappear if the government insisted
that none of Chevron’s output was
coming from the two leases, but from
the four not eligible for the break.

A spokesman for Chevron, Don
Campbell, said Monday that “any
conjecture about forgone royalties”
would be “pure speculation and an
academic exercise.”

The Chevron leases are the big-
gest, but hardly the only leases that
allow oil companies to avoid roy-

Chevron Could Avoid Huge Royalties From Oil Find in the Gulf
OPEC MAINTAINS PRODUCTION RATE 

OPEC plans to maintain its current
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By ANDREW ROSS SORKIN
and BARNABY J. FEDER

Two private equity groups are now
dueling to take over Freescale Semi-
conductor, the microchip maker that
was spun off from Motorola two
years ago, for more than $16 billion,
people involved in the negotiations
said. 

A deal would be the largest lever-
aged buyout ever in the technology
sector, surpassing the $11.3 billion
sale of SunGard Data Systems last
year. And it would be a vivid demon-
stration of both the widening am-
bitions of private equity and the
changing fortunes of the semicon-
ductor business.

Once considered too volatile, chip
makers have become attractive to
investment groups as more of the in-
dustries they sell their products to
have matured and became more glo-
bal. 

“There are shallower troughs and
lower peaks now, which gives you an
opportunity to use your manufactur-
ing capacity more efficiently,” said
Thomas A. Thornhill III, who follows
the industry from San Francisco for
UBS.

In a statement, Freescale, based in
Austin, Tex., confirmed that it was in
discussions related to a “possible
business transaction.”

Shares of Freescale surged more
than 20 percent after a possible
buyout of the company was reported
yesterday by The New York Times.
The stock closed up $6.31 in regular
trading, to $37.06, on the New York
Stock Exchange

“We believe this deal is very plau-
sible,” Suji Desilva, an analyst with
Cathay Financial, said in a note to in-
vestors yesterday.

A consortium that includes the
Texas Pacific Group, the Blackstone
Group, Permira and the Carlyle
Group has been in talks with Frees-
cale for months about taking it pri-
vate, the people involved in the nego-
tiations said. A rival private equity
consortium lobbed in a much higher
bid late Sunday, people briefed on the
negotiations said. That consortium
included Kohlberg Kravis Roberts &
Company, Silver Lake Partners,
Bain Capital and Apax.

The board of Freescale must now
weigh several issues. While the offer
from the Kohlberg-Silver Lake con-
sortium is higher, the group has not
yet lined up financing. As a result,
the board may decide to accept the
Texas Pacific-Blackstone offer,
which has financing, on the condition 

Freescale
Considers
Rival Bids 
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By GERALDINE FABRIKANT 
and BILL CARTER

For Leslie Moonves, the chief executive of the CBS Corpora-
tion, it was a week to savor.

His decision to make Katie Couric the anchor of the “CBS
Evening News” looked like a wildly successful bet, so far at
least. On the entertainment side, CBS was set to go into the fall
season as the most watched network in prime time. 

Success with another, equally fickle audience — Wall Street
— endeared him to his boss, Sumner M. Redstone, the 83-year-
old mogul who controls both CBS and Viacom. To top it all off,
Mr. Moonves watched last week as Mr. Redstone publicly dis-
missed his archrival, Tom Freston, the Viacom chief executive.

Mr. Moonves is too savvy a political player to show even a
hint of schadenfreude over the ouster of Mr. Freston. But in an
interview late last week, he allowed himself to gloat a little
about CBS’s current status. 

“I am like: ‘O.K., bring it on and let the games begin,’ ’’ said
the tanned, trim 56-year-old executive. “We are extremely
pleased about Katie,” he said, though he was quick to add:
“Don’t declare victory. Wait a couple of weeks.”

In a business where “we are changing our tires on a car go-
ing 80 miles an hour,” as Mr. Moonves described the treacherous
world of broadcast TV, there is little certainty. 

Ms. Couric’s initial ratings swamped NBC and ABC, but
they could fall back to earth once the novelty of watching the
first solo woman news anchor wears thin. If the aging demo-
graphics of the “CBS Evening News” do not improve — the me-
dian viewer’s age is just over 60 years old — selling spots to ad-
vertisers could grow more difficult. 

The ratings on CBS’s prime-time shows could also slip, as
network television’s audience slowly drifts away to the Internet
and other forms of entertainment. CBS, moreover, faces compe-
tition for audiences to its hugely popular “C.S.I.: Crime Scene In-

Chester Higgins Jr./The New York Times

Leslie Moonves is the chief executive of the CBS Corporation. 

A Tortoise
Savors the Lead
But the Race Isn’t Over at CBS
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By STEPHANIE SAUL
A court-appointed overseer has

recommended that the embattled
head of Bristol-Myers Squibb be
fired for his recent handling of a pat-
ent dispute that led to a criminal in-
vestigation, according to a partici-
pant in a meeting last evening where
the recommendation was made. 

If the board takes the action at a
meeting today, it would end a trou-
bled five-year tenure for the execu-
tive, Peter R. Dolan.

The board appears bound to abide
by the recommendation from Fred-
erick B. Lacey, a former federal
judge. Mr. Lacey is monitoring the
company’s behavior under the terms
of an agreement the company
reached with the federal government
last year in hopes of avoiding crimi-
nal prosecution for an accounting
scandal. 

The only reprieve for Mr. Dolan
could be granted by Christopher J.
Christie, the United States attorney
in New Jersey who is the prosecutor
in that case. He has the power to
overturn Mr. Lacey’s recommenda-
tion. But it appeared that Mr. Chris-
tie, who was present for Mr. Lacey’s
meeting last night with most of the
company’s 11 directors, supported
the recommendation to remove Mr.

Dolan, according to the participant. 
Mr. Dolan, who serves on the

board, was not present at the meet-
ing, which was held at corporate
headquarters on Park Avenue in
Manhattan.

Neither Mr. Dolan nor James D.
Robinson III, the chairman of Bris-
tol-Myers’s board, could immediate-
ly be reached for comment. Tony
Plorohos, a spokesman for the Bris-
tol-Myers, said the company would
not comment last night. 

Mr. Dolan, 50, would become the
third chief executive of a major
pharmaceutical company to leave
ahead of schedule in the last 18
months. 

In July, Pfizer’s board abruptly re-
placed Hank McKinnell as chief ex-
ecutive amid shareholder disap-
pointment and questions about Mr.
McKinnell’s management style. 

In May 2005, Merck forced Ray-
mond V. Gilmartin, its chairman and
chief executive, to resign. Mr. Gil-
martin was forced out in part be-
cause of Merck’s problems with
Vioxx, a painkiller that Merck
stopped selling in 2004 after it was
linked to heart attacks and strokes.

Mr. Lacey’s recommendation
about Mr. Dolan stems from Bristol-
Myers’s conduct this year in a patent
dispute involving its blockbuster
anti-clotting agent Plavix, according
to the person who attended the meet-
ing. 

Under the terms of the federal
agreement in the accounting scan-
dal, the company was obliged to
demonstrate good conduct and im-
prove its corporate governance and
remain under supervision by Mr.
Lacey at least through the end of this
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By DAMON DARLIN

SAN FRANCISCO, Sept. 11 — As
its directors continued to confer on
the future of its chairwoman, Hew-
lett-Packard found itself under in-
creased legal and political scrutiny
Monday over the use of private in-
vestigators to trace the source of
news leaks in the board.

The United States attorney’s office
in San Francisco said it was looking
into the methods used by the in-
vestigators, which included the ques-
tionable if not illegal tactic of “pre-

texting” — posing as directors and
journalists to get their phone
records.

The House Committee on Energy
and Commerce, meanwhile, asked
the company to identify the consult-
ing firm it hired for the investigation,
the subcontractor that carried out
the ruses and all of the targets. It
also demanded copies of contracts
and legal opinions in the matter.

The company’s board, which met
inconclusively on Sunday, resumed
telephone consultations Monday af-
ternoon. Foremost among the topics

was the role of the chairwoman, Pa-
tricia C. Dunn, who the company
says first authorized the investiga-
tion last year. 

Ms. Dunn recused herself from
parts of the discussion, according to
a person with knowledge of the
board’s deliberations, leaving the
company’s outside counsel, Larry W.
Sonsini, chairman of the powerhouse
Silicon Valley law firm of Wilson
Sonsini Goodrich & Rosati, to pre-
side.

Mr. Sonsini and his firm were con-
sulted at various points in the in-

vestigation, according to the compa-
ny. As a result, his role at the board
meeting was “an odd choice,” said
Jeffrey A. Sonnenfeld, a professor at
the Yale School of Management who
advises companies on corporate gov-
ernance. “They have a highly con-
flicted law firm right now,” he said.

Hewlett-Packard spokesmen
would not comment on the board’s
deliberations, and Mr. Sonsini has
not responded to requests for com-
ment since the upheaval at the com-
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By EDMUND L. ANDREWS
WASHINGTON, Sept. 11 — A

group of oil companies led by Chev-
ron, which said last week that they
had discovered a huge new oil field in
the Gulf of Mexico, could avoid more
than $1 billion in royalty payments to
the federal government for the oil.

The potential bonus to Chevron
and its partners stems from a mis-
take the Interior Department made
in signing offshore leases in the late
1990’s for drilling in federal waters.
The magnitude of the oil discovery —
estimated in a range of 3 billion to 15
billion barrels — is likely to intensify
a battle in Congress over incentives
for drilling in publicly owned waters.

Under pressure from lawmakers,
Chevron and other big producers
have said that they would renegoti-

ate their leases. But they have not
said how much they are willing to
give up, and the Interior Department
has virtually no bargaining power
under current law.

Chevron and its partners, Devon
Energy and Statoil ASA of Norway,
have six leases in the Jack oil field,
about 175 miles off the coast of Loui-
siana. Two of the leases allow the
companies to avoid royalties on as
much as 87.5 million barrels of oil
per lease.

The benefit, known as royalty re-
lief, was supposed to be halted if the

price of oil climbed above $36 a bar-
rel. But that restriction was omitted
on all leases signed in 1998 and 1999,
including the two held by Chevron
and its partners.

The exact value of the potential
break on federal payments will de-
pend both on the price of oil and how
much of it comes from the two
leases. At $70 a barrel, the Chevron

group could save about $1.5 billion in
royalties if the government agreed
that both leases were contributing to
Chevron’s production.

But the actual savings would be
much lower if oil prices slumped to
$40 a barrel. And the savings would
disappear if the government insisted
that none of Chevron’s output was
coming from the two leases, but from
the four not eligible for the break.

A spokesman for Chevron, Don
Campbell, said Monday that “any
conjecture about forgone royalties”
would be “pure speculation and an
academic exercise.”

The Chevron leases are the big-
gest, but hardly the only leases that
allow oil companies to avoid roy-
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By ANDREW ROSS SORKIN
and BARNABY J. FEDER

Two private equity groups are now
dueling to take over Freescale Semi-
conductor, the microchip maker that
was spun off from Motorola two
years ago, for more than $16 billion,
people involved in the negotiations
said. 

A deal would be the largest lever-
aged buyout ever in the technology
sector, surpassing the $11.3 billion
sale of SunGard Data Systems last
year. And it would be a vivid demon-
stration of both the widening am-
bitions of private equity and the
changing fortunes of the semicon-
ductor business.

Once considered too volatile, chip
makers have become attractive to
investment groups as more of the in-
dustries they sell their products to
have matured and became more glo-
bal. 

“There are shallower troughs and
lower peaks now, which gives you an
opportunity to use your manufactur-
ing capacity more efficiently,” said
Thomas A. Thornhill III, who follows
the industry from San Francisco for
UBS.

In a statement, Freescale, based in
Austin, Tex., confirmed that it was in
discussions related to a “possible
business transaction.”

Shares of Freescale surged more
than 20 percent after a possible
buyout of the company was reported
yesterday by The New York Times.
The stock closed up $6.31 in regular
trading, to $37.06, on the New York
Stock Exchange

“We believe this deal is very plau-
sible,” Suji Desilva, an analyst with
Cathay Financial, said in a note to in-
vestors yesterday.

A consortium that includes the
Texas Pacific Group, the Blackstone
Group, Permira and the Carlyle
Group has been in talks with Frees-
cale for months about taking it pri-
vate, the people involved in the nego-
tiations said. A rival private equity
consortium lobbed in a much higher
bid late Sunday, people briefed on the
negotiations said. That consortium
included Kohlberg Kravis Roberts &
Company, Silver Lake Partners,
Bain Capital and Apax.

The board of Freescale must now
weigh several issues. While the offer
from the Kohlberg-Silver Lake con-
sortium is higher, the group has not
yet lined up financing. As a result,
the board may decide to accept the
Texas Pacific-Blackstone offer,
which has financing, on the condition 
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By GERALDINE FABRIKANT 
and BILL CARTER

For Leslie Moonves, the chief executive of the CBS Corpora-
tion, it was a week to savor.

His decision to make Katie Couric the anchor of the “CBS
Evening News” looked like a wildly successful bet, so far at
least. On the entertainment side, CBS was set to go into the fall
season as the most watched network in prime time. 

Success with another, equally fickle audience — Wall Street
— endeared him to his boss, Sumner M. Redstone, the 83-year-
old mogul who controls both CBS and Viacom. To top it all off,
Mr. Moonves watched last week as Mr. Redstone publicly dis-
missed his archrival, Tom Freston, the Viacom chief executive.

Mr. Moonves is too savvy a political player to show even a
hint of schadenfreude over the ouster of Mr. Freston. But in an
interview late last week, he allowed himself to gloat a little
about CBS’s current status. 

“I am like: ‘O.K., bring it on and let the games begin,’ ’’ said
the tanned, trim 56-year-old executive. “We are extremely
pleased about Katie,” he said, though he was quick to add:
“Don’t declare victory. Wait a couple of weeks.”

In a business where “we are changing our tires on a car go-
ing 80 miles an hour,” as Mr. Moonves described the treacherous
world of broadcast TV, there is little certainty. 

Ms. Couric’s initial ratings swamped NBC and ABC, but
they could fall back to earth once the novelty of watching the
first solo woman news anchor wears thin. If the aging demo-
graphics of the “CBS Evening News” do not improve — the me-
dian viewer’s age is just over 60 years old — selling spots to ad-
vertisers could grow more difficult. 

The ratings on CBS’s prime-time shows could also slip, as
network television’s audience slowly drifts away to the Internet
and other forms of entertainment. CBS, moreover, faces compe-
tition for audiences to its hugely popular “C.S.I.: Crime Scene In-

Chester Higgins Jr./The New York Times

Leslie Moonves is the chief executive of the CBS Corporation. 
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By STEPHANIE SAUL
A court-appointed overseer has

recommended that the embattled
head of Bristol-Myers Squibb be
fired for his recent handling of a pat-
ent dispute that led to a criminal in-
vestigation, according to a partici-
pant in a meeting last evening where
the recommendation was made. 

If the board takes the action at a
meeting today, it would end a trou-
bled five-year tenure for the execu-
tive, Peter R. Dolan.

The board appears bound to abide
by the recommendation from Fred-
erick B. Lacey, a former federal
judge. Mr. Lacey is monitoring the
company’s behavior under the terms
of an agreement the company
reached with the federal government
last year in hopes of avoiding crimi-
nal prosecution for an accounting
scandal. 

The only reprieve for Mr. Dolan
could be granted by Christopher J.
Christie, the United States attorney
in New Jersey who is the prosecutor
in that case. He has the power to
overturn Mr. Lacey’s recommenda-
tion. But it appeared that Mr. Chris-
tie, who was present for Mr. Lacey’s
meeting last night with most of the
company’s 11 directors, supported
the recommendation to remove Mr.

Dolan, according to the participant. 
Mr. Dolan, who serves on the

board, was not present at the meet-
ing, which was held at corporate
headquarters on Park Avenue in
Manhattan.

Neither Mr. Dolan nor James D.
Robinson III, the chairman of Bris-
tol-Myers’s board, could immediate-
ly be reached for comment. Tony
Plorohos, a spokesman for the Bris-
tol-Myers, said the company would
not comment last night. 

Mr. Dolan, 50, would become the
third chief executive of a major
pharmaceutical company to leave
ahead of schedule in the last 18
months. 

In July, Pfizer’s board abruptly re-
placed Hank McKinnell as chief ex-
ecutive amid shareholder disap-
pointment and questions about Mr.
McKinnell’s management style. 

In May 2005, Merck forced Ray-
mond V. Gilmartin, its chairman and
chief executive, to resign. Mr. Gil-
martin was forced out in part be-
cause of Merck’s problems with
Vioxx, a painkiller that Merck
stopped selling in 2004 after it was
linked to heart attacks and strokes.

Mr. Lacey’s recommendation
about Mr. Dolan stems from Bristol-
Myers’s conduct this year in a patent
dispute involving its blockbuster
anti-clotting agent Plavix, according
to the person who attended the meet-
ing. 

Under the terms of the federal
agreement in the accounting scan-
dal, the company was obliged to
demonstrate good conduct and im-
prove its corporate governance and
remain under supervision by Mr.
Lacey at least through the end of this
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By DAMON DARLIN

SAN FRANCISCO, Sept. 11 — As
its directors continued to confer on
the future of its chairwoman, Hew-
lett-Packard found itself under in-
creased legal and political scrutiny
Monday over the use of private in-
vestigators to trace the source of
news leaks in the board.

The United States attorney’s office
in San Francisco said it was looking
into the methods used by the in-
vestigators, which included the ques-
tionable if not illegal tactic of “pre-

texting” — posing as directors and
journalists to get their phone
records.

The House Committee on Energy
and Commerce, meanwhile, asked
the company to identify the consult-
ing firm it hired for the investigation,
the subcontractor that carried out
the ruses and all of the targets. It
also demanded copies of contracts
and legal opinions in the matter.

The company’s board, which met
inconclusively on Sunday, resumed
telephone consultations Monday af-
ternoon. Foremost among the topics

was the role of the chairwoman, Pa-
tricia C. Dunn, who the company
says first authorized the investiga-
tion last year. 

Ms. Dunn recused herself from
parts of the discussion, according to
a person with knowledge of the
board’s deliberations, leaving the
company’s outside counsel, Larry W.
Sonsini, chairman of the powerhouse
Silicon Valley law firm of Wilson
Sonsini Goodrich & Rosati, to pre-
side.

Mr. Sonsini and his firm were con-
sulted at various points in the in-

vestigation, according to the compa-
ny. As a result, his role at the board
meeting was “an odd choice,” said
Jeffrey A. Sonnenfeld, a professor at
the Yale School of Management who
advises companies on corporate gov-
ernance. “They have a highly con-
flicted law firm right now,” he said.

Hewlett-Packard spokesmen
would not comment on the board’s
deliberations, and Mr. Sonsini has
not responded to requests for com-
ment since the upheaval at the com-
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By EDMUND L. ANDREWS
WASHINGTON, Sept. 11 — A

group of oil companies led by Chev-
ron, which said last week that they
had discovered a huge new oil field in
the Gulf of Mexico, could avoid more
than $1 billion in royalty payments to
the federal government for the oil.

The potential bonus to Chevron
and its partners stems from a mis-
take the Interior Department made
in signing offshore leases in the late
1990’s for drilling in federal waters.
The magnitude of the oil discovery —
estimated in a range of 3 billion to 15
billion barrels — is likely to intensify
a battle in Congress over incentives
for drilling in publicly owned waters.

Under pressure from lawmakers,
Chevron and other big producers
have said that they would renegoti-

ate their leases. But they have not
said how much they are willing to
give up, and the Interior Department
has virtually no bargaining power
under current law.

Chevron and its partners, Devon
Energy and Statoil ASA of Norway,
have six leases in the Jack oil field,
about 175 miles off the coast of Loui-
siana. Two of the leases allow the
companies to avoid royalties on as
much as 87.5 million barrels of oil
per lease.

The benefit, known as royalty re-
lief, was supposed to be halted if the

price of oil climbed above $36 a bar-
rel. But that restriction was omitted
on all leases signed in 1998 and 1999,
including the two held by Chevron
and its partners.

The exact value of the potential
break on federal payments will de-
pend both on the price of oil and how
much of it comes from the two
leases. At $70 a barrel, the Chevron

group could save about $1.5 billion in
royalties if the government agreed
that both leases were contributing to
Chevron’s production.

But the actual savings would be
much lower if oil prices slumped to
$40 a barrel. And the savings would
disappear if the government insisted
that none of Chevron’s output was
coming from the two leases, but from
the four not eligible for the break.

A spokesman for Chevron, Don
Campbell, said Monday that “any
conjecture about forgone royalties”
would be “pure speculation and an
academic exercise.”

The Chevron leases are the big-
gest, but hardly the only leases that
allow oil companies to avoid roy-
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By ANDREW ROSS SORKIN
and BARNABY J. FEDER

Two private equity groups are now
dueling to take over Freescale Semi-
conductor, the microchip maker that
was spun off from Motorola two
years ago, for more than $16 billion,
people involved in the negotiations
said. 

A deal would be the largest lever-
aged buyout ever in the technology
sector, surpassing the $11.3 billion
sale of SunGard Data Systems last
year. And it would be a vivid demon-
stration of both the widening am-
bitions of private equity and the
changing fortunes of the semicon-
ductor business.

Once considered too volatile, chip
makers have become attractive to
investment groups as more of the in-
dustries they sell their products to
have matured and became more glo-
bal. 

“There are shallower troughs and
lower peaks now, which gives you an
opportunity to use your manufactur-
ing capacity more efficiently,” said
Thomas A. Thornhill III, who follows
the industry from San Francisco for
UBS.

In a statement, Freescale, based in
Austin, Tex., confirmed that it was in
discussions related to a “possible
business transaction.”

Shares of Freescale surged more
than 20 percent after a possible
buyout of the company was reported
yesterday by The New York Times.
The stock closed up $6.31 in regular
trading, to $37.06, on the New York
Stock Exchange

“We believe this deal is very plau-
sible,” Suji Desilva, an analyst with
Cathay Financial, said in a note to in-
vestors yesterday.

A consortium that includes the
Texas Pacific Group, the Blackstone
Group, Permira and the Carlyle
Group has been in talks with Frees-
cale for months about taking it pri-
vate, the people involved in the nego-
tiations said. A rival private equity
consortium lobbed in a much higher
bid late Sunday, people briefed on the
negotiations said. That consortium
included Kohlberg Kravis Roberts &
Company, Silver Lake Partners,
Bain Capital and Apax.

The board of Freescale must now
weigh several issues. While the offer
from the Kohlberg-Silver Lake con-
sortium is higher, the group has not
yet lined up financing. As a result,
the board may decide to accept the
Texas Pacific-Blackstone offer,
which has financing, on the condition 
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By GERALDINE FABRIKANT 
and BILL CARTER

For Leslie Moonves, the chief executive of the CBS Corpora-
tion, it was a week to savor.

His decision to make Katie Couric the anchor of the “CBS
Evening News” looked like a wildly successful bet, so far at
least. On the entertainment side, CBS was set to go into the fall
season as the most watched network in prime time. 

Success with another, equally fickle audience — Wall Street
— endeared him to his boss, Sumner M. Redstone, the 83-year-
old mogul who controls both CBS and Viacom. To top it all off,
Mr. Moonves watched last week as Mr. Redstone publicly dis-
missed his archrival, Tom Freston, the Viacom chief executive.

Mr. Moonves is too savvy a political player to show even a
hint of schadenfreude over the ouster of Mr. Freston. But in an
interview late last week, he allowed himself to gloat a little
about CBS’s current status. 

“I am like: ‘O.K., bring it on and let the games begin,’ ’’ said
the tanned, trim 56-year-old executive. “We are extremely
pleased about Katie,” he said, though he was quick to add:
“Don’t declare victory. Wait a couple of weeks.”

In a business where “we are changing our tires on a car go-
ing 80 miles an hour,” as Mr. Moonves described the treacherous
world of broadcast TV, there is little certainty. 

Ms. Couric’s initial ratings swamped NBC and ABC, but
they could fall back to earth once the novelty of watching the
first solo woman news anchor wears thin. If the aging demo-
graphics of the “CBS Evening News” do not improve — the me-
dian viewer’s age is just over 60 years old — selling spots to ad-
vertisers could grow more difficult. 

The ratings on CBS’s prime-time shows could also slip, as
network television’s audience slowly drifts away to the Internet
and other forms of entertainment. CBS, moreover, faces compe-
tition for audiences to its hugely popular “C.S.I.: Crime Scene In-
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By STEPHANIE SAUL
A court-appointed overseer has

recommended that the embattled
head of Bristol-Myers Squibb be
fired for his recent handling of a pat-
ent dispute that led to a criminal in-
vestigation, according to a partici-
pant in a meeting last evening where
the recommendation was made. 

If the board takes the action at a
meeting today, it would end a trou-
bled five-year tenure for the execu-
tive, Peter R. Dolan.

The board appears bound to abide
by the recommendation from Fred-
erick B. Lacey, a former federal
judge. Mr. Lacey is monitoring the
company’s behavior under the terms
of an agreement the company
reached with the federal government
last year in hopes of avoiding crimi-
nal prosecution for an accounting
scandal. 

The only reprieve for Mr. Dolan
could be granted by Christopher J.
Christie, the United States attorney
in New Jersey who is the prosecutor
in that case. He has the power to
overturn Mr. Lacey’s recommenda-
tion. But it appeared that Mr. Chris-
tie, who was present for Mr. Lacey’s
meeting last night with most of the
company’s 11 directors, supported
the recommendation to remove Mr.

Dolan, according to the participant. 
Mr. Dolan, who serves on the

board, was not present at the meet-
ing, which was held at corporate
headquarters on Park Avenue in
Manhattan.

Neither Mr. Dolan nor James D.
Robinson III, the chairman of Bris-
tol-Myers’s board, could immediate-
ly be reached for comment. Tony
Plorohos, a spokesman for the Bris-
tol-Myers, said the company would
not comment last night. 

Mr. Dolan, 50, would become the
third chief executive of a major
pharmaceutical company to leave
ahead of schedule in the last 18
months. 

In July, Pfizer’s board abruptly re-
placed Hank McKinnell as chief ex-
ecutive amid shareholder disap-
pointment and questions about Mr.
McKinnell’s management style. 

In May 2005, Merck forced Ray-
mond V. Gilmartin, its chairman and
chief executive, to resign. Mr. Gil-
martin was forced out in part be-
cause of Merck’s problems with
Vioxx, a painkiller that Merck
stopped selling in 2004 after it was
linked to heart attacks and strokes.

Mr. Lacey’s recommendation
about Mr. Dolan stems from Bristol-
Myers’s conduct this year in a patent
dispute involving its blockbuster
anti-clotting agent Plavix, according
to the person who attended the meet-
ing. 

Under the terms of the federal
agreement in the accounting scan-
dal, the company was obliged to
demonstrate good conduct and im-
prove its corporate governance and
remain under supervision by Mr.
Lacey at least through the end of this
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By DAMON DARLIN

SAN FRANCISCO, Sept. 11 — As
its directors continued to confer on
the future of its chairwoman, Hew-
lett-Packard found itself under in-
creased legal and political scrutiny
Monday over the use of private in-
vestigators to trace the source of
news leaks in the board.

The United States attorney’s office
in San Francisco said it was looking
into the methods used by the in-
vestigators, which included the ques-
tionable if not illegal tactic of “pre-

texting” — posing as directors and
journalists to get their phone
records.

The House Committee on Energy
and Commerce, meanwhile, asked
the company to identify the consult-
ing firm it hired for the investigation,
the subcontractor that carried out
the ruses and all of the targets. It
also demanded copies of contracts
and legal opinions in the matter.

The company’s board, which met
inconclusively on Sunday, resumed
telephone consultations Monday af-
ternoon. Foremost among the topics

was the role of the chairwoman, Pa-
tricia C. Dunn, who the company
says first authorized the investiga-
tion last year. 

Ms. Dunn recused herself from
parts of the discussion, according to
a person with knowledge of the
board’s deliberations, leaving the
company’s outside counsel, Larry W.
Sonsini, chairman of the powerhouse
Silicon Valley law firm of Wilson
Sonsini Goodrich & Rosati, to pre-
side.

Mr. Sonsini and his firm were con-
sulted at various points in the in-

vestigation, according to the compa-
ny. As a result, his role at the board
meeting was “an odd choice,” said
Jeffrey A. Sonnenfeld, a professor at
the Yale School of Management who
advises companies on corporate gov-
ernance. “They have a highly con-
flicted law firm right now,” he said.

Hewlett-Packard spokesmen
would not comment on the board’s
deliberations, and Mr. Sonsini has
not responded to requests for com-
ment since the upheaval at the com-
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By EDMUND L. ANDREWS
WASHINGTON, Sept. 11 — A

group of oil companies led by Chev-
ron, which said last week that they
had discovered a huge new oil field in
the Gulf of Mexico, could avoid more
than $1 billion in royalty payments to
the federal government for the oil.

The potential bonus to Chevron
and its partners stems from a mis-
take the Interior Department made
in signing offshore leases in the late
1990’s for drilling in federal waters.
The magnitude of the oil discovery —
estimated in a range of 3 billion to 15
billion barrels — is likely to intensify
a battle in Congress over incentives
for drilling in publicly owned waters.

Under pressure from lawmakers,
Chevron and other big producers
have said that they would renegoti-

ate their leases. But they have not
said how much they are willing to
give up, and the Interior Department
has virtually no bargaining power
under current law.

Chevron and its partners, Devon
Energy and Statoil ASA of Norway,
have six leases in the Jack oil field,
about 175 miles off the coast of Loui-
siana. Two of the leases allow the
companies to avoid royalties on as
much as 87.5 million barrels of oil
per lease.

The benefit, known as royalty re-
lief, was supposed to be halted if the

price of oil climbed above $36 a bar-
rel. But that restriction was omitted
on all leases signed in 1998 and 1999,
including the two held by Chevron
and its partners.

The exact value of the potential
break on federal payments will de-
pend both on the price of oil and how
much of it comes from the two
leases. At $70 a barrel, the Chevron

group could save about $1.5 billion in
royalties if the government agreed
that both leases were contributing to
Chevron’s production.

But the actual savings would be
much lower if oil prices slumped to
$40 a barrel. And the savings would
disappear if the government insisted
that none of Chevron’s output was
coming from the two leases, but from
the four not eligible for the break.

A spokesman for Chevron, Don
Campbell, said Monday that “any
conjecture about forgone royalties”
would be “pure speculation and an
academic exercise.”

The Chevron leases are the big-
gest, but hardly the only leases that
allow oil companies to avoid roy-
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By ANDREW ROSS SORKIN
and BARNABY J. FEDER

Two private equity groups are now
dueling to take over Freescale Semi-
conductor, the microchip maker that
was spun off from Motorola two
years ago, for more than $16 billion,
people involved in the negotiations
said. 

A deal would be the largest lever-
aged buyout ever in the technology
sector, surpassing the $11.3 billion
sale of SunGard Data Systems last
year. And it would be a vivid demon-
stration of both the widening am-
bitions of private equity and the
changing fortunes of the semicon-
ductor business.

Once considered too volatile, chip
makers have become attractive to
investment groups as more of the in-
dustries they sell their products to
have matured and became more glo-
bal. 

“There are shallower troughs and
lower peaks now, which gives you an
opportunity to use your manufactur-
ing capacity more efficiently,” said
Thomas A. Thornhill III, who follows
the industry from San Francisco for
UBS.

In a statement, Freescale, based in
Austin, Tex., confirmed that it was in
discussions related to a “possible
business transaction.”

Shares of Freescale surged more
than 20 percent after a possible
buyout of the company was reported
yesterday by The New York Times.
The stock closed up $6.31 in regular
trading, to $37.06, on the New York
Stock Exchange

“We believe this deal is very plau-
sible,” Suji Desilva, an analyst with
Cathay Financial, said in a note to in-
vestors yesterday.

A consortium that includes the
Texas Pacific Group, the Blackstone
Group, Permira and the Carlyle
Group has been in talks with Frees-
cale for months about taking it pri-
vate, the people involved in the nego-
tiations said. A rival private equity
consortium lobbed in a much higher
bid late Sunday, people briefed on the
negotiations said. That consortium
included Kohlberg Kravis Roberts &
Company, Silver Lake Partners,
Bain Capital and Apax.

The board of Freescale must now
weigh several issues. While the offer
from the Kohlberg-Silver Lake con-
sortium is higher, the group has not
yet lined up financing. As a result,
the board may decide to accept the
Texas Pacific-Blackstone offer,
which has financing, on the condition 
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By GERALDINE FABRIKANT 
and BILL CARTER

For Leslie Moonves, the chief executive of the CBS Corpora-
tion, it was a week to savor.

His decision to make Katie Couric the anchor of the “CBS
Evening News” looked like a wildly successful bet, so far at
least. On the entertainment side, CBS was set to go into the fall
season as the most watched network in prime time. 

Success with another, equally fickle audience — Wall Street
— endeared him to his boss, Sumner M. Redstone, the 83-year-
old mogul who controls both CBS and Viacom. To top it all off,
Mr. Moonves watched last week as Mr. Redstone publicly dis-
missed his archrival, Tom Freston, the Viacom chief executive.

Mr. Moonves is too savvy a political player to show even a
hint of schadenfreude over the ouster of Mr. Freston. But in an
interview late last week, he allowed himself to gloat a little
about CBS’s current status. 

“I am like: ‘O.K., bring it on and let the games begin,’ ’’ said
the tanned, trim 56-year-old executive. “We are extremely
pleased about Katie,” he said, though he was quick to add:
“Don’t declare victory. Wait a couple of weeks.”

In a business where “we are changing our tires on a car go-
ing 80 miles an hour,” as Mr. Moonves described the treacherous
world of broadcast TV, there is little certainty. 

Ms. Couric’s initial ratings swamped NBC and ABC, but
they could fall back to earth once the novelty of watching the
first solo woman news anchor wears thin. If the aging demo-
graphics of the “CBS Evening News” do not improve — the me-
dian viewer’s age is just over 60 years old — selling spots to ad-
vertisers could grow more difficult. 

The ratings on CBS’s prime-time shows could also slip, as
network television’s audience slowly drifts away to the Internet
and other forms of entertainment. CBS, moreover, faces compe-
tition for audiences to its hugely popular “C.S.I.: Crime Scene In-

Chester Higgins Jr./The New York Times
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By STEPHANIE SAUL
A court-appointed overseer has

recommended that the embattled
head of Bristol-Myers Squibb be
fired for his recent handling of a pat-
ent dispute that led to a criminal in-
vestigation, according to a partici-
pant in a meeting last evening where
the recommendation was made. 

If the board takes the action at a
meeting today, it would end a trou-
bled five-year tenure for the execu-
tive, Peter R. Dolan.

The board appears bound to abide
by the recommendation from Fred-
erick B. Lacey, a former federal
judge. Mr. Lacey is monitoring the
company’s behavior under the terms
of an agreement the company
reached with the federal government
last year in hopes of avoiding crimi-
nal prosecution for an accounting
scandal. 

The only reprieve for Mr. Dolan
could be granted by Christopher J.
Christie, the United States attorney
in New Jersey who is the prosecutor
in that case. He has the power to
overturn Mr. Lacey’s recommenda-
tion. But it appeared that Mr. Chris-
tie, who was present for Mr. Lacey’s
meeting last night with most of the
company’s 11 directors, supported
the recommendation to remove Mr.

Dolan, according to the participant. 
Mr. Dolan, who serves on the

board, was not present at the meet-
ing, which was held at corporate
headquarters on Park Avenue in
Manhattan.

Neither Mr. Dolan nor James D.
Robinson III, the chairman of Bris-
tol-Myers’s board, could immediate-
ly be reached for comment. Tony
Plorohos, a spokesman for the Bris-
tol-Myers, said the company would
not comment last night. 

Mr. Dolan, 50, would become the
third chief executive of a major
pharmaceutical company to leave
ahead of schedule in the last 18
months. 

In July, Pfizer’s board abruptly re-
placed Hank McKinnell as chief ex-
ecutive amid shareholder disap-
pointment and questions about Mr.
McKinnell’s management style. 

In May 2005, Merck forced Ray-
mond V. Gilmartin, its chairman and
chief executive, to resign. Mr. Gil-
martin was forced out in part be-
cause of Merck’s problems with
Vioxx, a painkiller that Merck
stopped selling in 2004 after it was
linked to heart attacks and strokes.

Mr. Lacey’s recommendation
about Mr. Dolan stems from Bristol-
Myers’s conduct this year in a patent
dispute involving its blockbuster
anti-clotting agent Plavix, according
to the person who attended the meet-
ing. 

Under the terms of the federal
agreement in the accounting scan-
dal, the company was obliged to
demonstrate good conduct and im-
prove its corporate governance and
remain under supervision by Mr.
Lacey at least through the end of this
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By DAMON DARLIN

SAN FRANCISCO, Sept. 11 — As
its directors continued to confer on
the future of its chairwoman, Hew-
lett-Packard found itself under in-
creased legal and political scrutiny
Monday over the use of private in-
vestigators to trace the source of
news leaks in the board.

The United States attorney’s office
in San Francisco said it was looking
into the methods used by the in-
vestigators, which included the ques-
tionable if not illegal tactic of “pre-

texting” — posing as directors and
journalists to get their phone
records.

The House Committee on Energy
and Commerce, meanwhile, asked
the company to identify the consult-
ing firm it hired for the investigation,
the subcontractor that carried out
the ruses and all of the targets. It
also demanded copies of contracts
and legal opinions in the matter.

The company’s board, which met
inconclusively on Sunday, resumed
telephone consultations Monday af-
ternoon. Foremost among the topics

was the role of the chairwoman, Pa-
tricia C. Dunn, who the company
says first authorized the investiga-
tion last year. 

Ms. Dunn recused herself from
parts of the discussion, according to
a person with knowledge of the
board’s deliberations, leaving the
company’s outside counsel, Larry W.
Sonsini, chairman of the powerhouse
Silicon Valley law firm of Wilson
Sonsini Goodrich & Rosati, to pre-
side.

Mr. Sonsini and his firm were con-
sulted at various points in the in-

vestigation, according to the compa-
ny. As a result, his role at the board
meeting was “an odd choice,” said
Jeffrey A. Sonnenfeld, a professor at
the Yale School of Management who
advises companies on corporate gov-
ernance. “They have a highly con-
flicted law firm right now,” he said.

Hewlett-Packard spokesmen
would not comment on the board’s
deliberations, and Mr. Sonsini has
not responded to requests for com-
ment since the upheaval at the com-
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By EDMUND L. ANDREWS
WASHINGTON, Sept. 11 — A

group of oil companies led by Chev-
ron, which said last week that they
had discovered a huge new oil field in
the Gulf of Mexico, could avoid more
than $1 billion in royalty payments to
the federal government for the oil.

The potential bonus to Chevron
and its partners stems from a mis-
take the Interior Department made
in signing offshore leases in the late
1990’s for drilling in federal waters.
The magnitude of the oil discovery —
estimated in a range of 3 billion to 15
billion barrels — is likely to intensify
a battle in Congress over incentives
for drilling in publicly owned waters.

Under pressure from lawmakers,
Chevron and other big producers
have said that they would renegoti-

ate their leases. But they have not
said how much they are willing to
give up, and the Interior Department
has virtually no bargaining power
under current law.

Chevron and its partners, Devon
Energy and Statoil ASA of Norway,
have six leases in the Jack oil field,
about 175 miles off the coast of Loui-
siana. Two of the leases allow the
companies to avoid royalties on as
much as 87.5 million barrels of oil
per lease.

The benefit, known as royalty re-
lief, was supposed to be halted if the

price of oil climbed above $36 a bar-
rel. But that restriction was omitted
on all leases signed in 1998 and 1999,
including the two held by Chevron
and its partners.

The exact value of the potential
break on federal payments will de-
pend both on the price of oil and how
much of it comes from the two
leases. At $70 a barrel, the Chevron

group could save about $1.5 billion in
royalties if the government agreed
that both leases were contributing to
Chevron’s production.

But the actual savings would be
much lower if oil prices slumped to
$40 a barrel. And the savings would
disappear if the government insisted
that none of Chevron’s output was
coming from the two leases, but from
the four not eligible for the break.

A spokesman for Chevron, Don
Campbell, said Monday that “any
conjecture about forgone royalties”
would be “pure speculation and an
academic exercise.”

The Chevron leases are the big-
gest, but hardly the only leases that
allow oil companies to avoid roy-
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By ANDREW ROSS SORKIN
and BARNABY J. FEDER

Two private equity groups are now
dueling to take over Freescale Semi-
conductor, the microchip maker that
was spun off from Motorola two
years ago, for more than $16 billion,
people involved in the negotiations
said. 

A deal would be the largest lever-
aged buyout ever in the technology
sector, surpassing the $11.3 billion
sale of SunGard Data Systems last
year. And it would be a vivid demon-
stration of both the widening am-
bitions of private equity and the
changing fortunes of the semicon-
ductor business.

Once considered too volatile, chip
makers have become attractive to
investment groups as more of the in-
dustries they sell their products to
have matured and became more glo-
bal. 

“There are shallower troughs and
lower peaks now, which gives you an
opportunity to use your manufactur-
ing capacity more efficiently,” said
Thomas A. Thornhill III, who follows
the industry from San Francisco for
UBS.

In a statement, Freescale, based in
Austin, Tex., confirmed that it was in
discussions related to a “possible
business transaction.”

Shares of Freescale surged more
than 20 percent after a possible
buyout of the company was reported
yesterday by The New York Times.
The stock closed up $6.31 in regular
trading, to $37.06, on the New York
Stock Exchange

“We believe this deal is very plau-
sible,” Suji Desilva, an analyst with
Cathay Financial, said in a note to in-
vestors yesterday.

A consortium that includes the
Texas Pacific Group, the Blackstone
Group, Permira and the Carlyle
Group has been in talks with Frees-
cale for months about taking it pri-
vate, the people involved in the nego-
tiations said. A rival private equity
consortium lobbed in a much higher
bid late Sunday, people briefed on the
negotiations said. That consortium
included Kohlberg Kravis Roberts &
Company, Silver Lake Partners,
Bain Capital and Apax.

The board of Freescale must now
weigh several issues. While the offer
from the Kohlberg-Silver Lake con-
sortium is higher, the group has not
yet lined up financing. As a result,
the board may decide to accept the
Texas Pacific-Blackstone offer,
which has financing, on the condition 
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By GERALDINE FABRIKANT 
and BILL CARTER

For Leslie Moonves, the chief executive of the CBS Corpora-
tion, it was a week to savor.

His decision to make Katie Couric the anchor of the “CBS
Evening News” looked like a wildly successful bet, so far at
least. On the entertainment side, CBS was set to go into the fall
season as the most watched network in prime time. 

Success with another, equally fickle audience — Wall Street
— endeared him to his boss, Sumner M. Redstone, the 83-year-
old mogul who controls both CBS and Viacom. To top it all off,
Mr. Moonves watched last week as Mr. Redstone publicly dis-
missed his archrival, Tom Freston, the Viacom chief executive.

Mr. Moonves is too savvy a political player to show even a
hint of schadenfreude over the ouster of Mr. Freston. But in an
interview late last week, he allowed himself to gloat a little
about CBS’s current status. 

“I am like: ‘O.K., bring it on and let the games begin,’ ’’ said
the tanned, trim 56-year-old executive. “We are extremely
pleased about Katie,” he said, though he was quick to add:
“Don’t declare victory. Wait a couple of weeks.”

In a business where “we are changing our tires on a car go-
ing 80 miles an hour,” as Mr. Moonves described the treacherous
world of broadcast TV, there is little certainty. 

Ms. Couric’s initial ratings swamped NBC and ABC, but
they could fall back to earth once the novelty of watching the
first solo woman news anchor wears thin. If the aging demo-
graphics of the “CBS Evening News” do not improve — the me-
dian viewer’s age is just over 60 years old — selling spots to ad-
vertisers could grow more difficult. 

The ratings on CBS’s prime-time shows could also slip, as
network television’s audience slowly drifts away to the Internet
and other forms of entertainment. CBS, moreover, faces compe-
tition for audiences to its hugely popular “C.S.I.: Crime Scene In-
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By STEPHANIE SAUL
A court-appointed overseer has

recommended that the embattled
head of Bristol-Myers Squibb be
fired for his recent handling of a pat-
ent dispute that led to a criminal in-
vestigation, according to a partici-
pant in a meeting last evening where
the recommendation was made. 

If the board takes the action at a
meeting today, it would end a trou-
bled five-year tenure for the execu-
tive, Peter R. Dolan.

The board appears bound to abide
by the recommendation from Fred-
erick B. Lacey, a former federal
judge. Mr. Lacey is monitoring the
company’s behavior under the terms
of an agreement the company
reached with the federal government
last year in hopes of avoiding crimi-
nal prosecution for an accounting
scandal. 

The only reprieve for Mr. Dolan
could be granted by Christopher J.
Christie, the United States attorney
in New Jersey who is the prosecutor
in that case. He has the power to
overturn Mr. Lacey’s recommenda-
tion. But it appeared that Mr. Chris-
tie, who was present for Mr. Lacey’s
meeting last night with most of the
company’s 11 directors, supported
the recommendation to remove Mr.

Dolan, according to the participant. 
Mr. Dolan, who serves on the

board, was not present at the meet-
ing, which was held at corporate
headquarters on Park Avenue in
Manhattan.

Neither Mr. Dolan nor James D.
Robinson III, the chairman of Bris-
tol-Myers’s board, could immediate-
ly be reached for comment. Tony
Plorohos, a spokesman for the Bris-
tol-Myers, said the company would
not comment last night. 

Mr. Dolan, 50, would become the
third chief executive of a major
pharmaceutical company to leave
ahead of schedule in the last 18
months. 

In July, Pfizer’s board abruptly re-
placed Hank McKinnell as chief ex-
ecutive amid shareholder disap-
pointment and questions about Mr.
McKinnell’s management style. 

In May 2005, Merck forced Ray-
mond V. Gilmartin, its chairman and
chief executive, to resign. Mr. Gil-
martin was forced out in part be-
cause of Merck’s problems with
Vioxx, a painkiller that Merck
stopped selling in 2004 after it was
linked to heart attacks and strokes.

Mr. Lacey’s recommendation
about Mr. Dolan stems from Bristol-
Myers’s conduct this year in a patent
dispute involving its blockbuster
anti-clotting agent Plavix, according
to the person who attended the meet-
ing. 

Under the terms of the federal
agreement in the accounting scan-
dal, the company was obliged to
demonstrate good conduct and im-
prove its corporate governance and
remain under supervision by Mr.
Lacey at least through the end of this
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By DAMON DARLIN

SAN FRANCISCO, Sept. 11 — As
its directors continued to confer on
the future of its chairwoman, Hew-
lett-Packard found itself under in-
creased legal and political scrutiny
Monday over the use of private in-
vestigators to trace the source of
news leaks in the board.

The United States attorney’s office
in San Francisco said it was looking
into the methods used by the in-
vestigators, which included the ques-
tionable if not illegal tactic of “pre-

texting” — posing as directors and
journalists to get their phone
records.

The House Committee on Energy
and Commerce, meanwhile, asked
the company to identify the consult-
ing firm it hired for the investigation,
the subcontractor that carried out
the ruses and all of the targets. It
also demanded copies of contracts
and legal opinions in the matter.

The company’s board, which met
inconclusively on Sunday, resumed
telephone consultations Monday af-
ternoon. Foremost among the topics

was the role of the chairwoman, Pa-
tricia C. Dunn, who the company
says first authorized the investiga-
tion last year. 

Ms. Dunn recused herself from
parts of the discussion, according to
a person with knowledge of the
board’s deliberations, leaving the
company’s outside counsel, Larry W.
Sonsini, chairman of the powerhouse
Silicon Valley law firm of Wilson
Sonsini Goodrich & Rosati, to pre-
side.

Mr. Sonsini and his firm were con-
sulted at various points in the in-

vestigation, according to the compa-
ny. As a result, his role at the board
meeting was “an odd choice,” said
Jeffrey A. Sonnenfeld, a professor at
the Yale School of Management who
advises companies on corporate gov-
ernance. “They have a highly con-
flicted law firm right now,” he said.

Hewlett-Packard spokesmen
would not comment on the board’s
deliberations, and Mr. Sonsini has
not responded to requests for com-
ment since the upheaval at the com-

House Panel and U.S. Attorney Join H.P. Inquiry

Continued on Page 8

By EDMUND L. ANDREWS
WASHINGTON, Sept. 11 — A

group of oil companies led by Chev-
ron, which said last week that they
had discovered a huge new oil field in
the Gulf of Mexico, could avoid more
than $1 billion in royalty payments to
the federal government for the oil.

The potential bonus to Chevron
and its partners stems from a mis-
take the Interior Department made
in signing offshore leases in the late
1990’s for drilling in federal waters.
The magnitude of the oil discovery —
estimated in a range of 3 billion to 15
billion barrels — is likely to intensify
a battle in Congress over incentives
for drilling in publicly owned waters.

Under pressure from lawmakers,
Chevron and other big producers
have said that they would renegoti-

ate their leases. But they have not
said how much they are willing to
give up, and the Interior Department
has virtually no bargaining power
under current law.

Chevron and its partners, Devon
Energy and Statoil ASA of Norway,
have six leases in the Jack oil field,
about 175 miles off the coast of Loui-
siana. Two of the leases allow the
companies to avoid royalties on as
much as 87.5 million barrels of oil
per lease.

The benefit, known as royalty re-
lief, was supposed to be halted if the

price of oil climbed above $36 a bar-
rel. But that restriction was omitted
on all leases signed in 1998 and 1999,
including the two held by Chevron
and its partners.

The exact value of the potential
break on federal payments will de-
pend both on the price of oil and how
much of it comes from the two
leases. At $70 a barrel, the Chevron

group could save about $1.5 billion in
royalties if the government agreed
that both leases were contributing to
Chevron’s production.

But the actual savings would be
much lower if oil prices slumped to
$40 a barrel. And the savings would
disappear if the government insisted
that none of Chevron’s output was
coming from the two leases, but from
the four not eligible for the break.

A spokesman for Chevron, Don
Campbell, said Monday that “any
conjecture about forgone royalties”
would be “pure speculation and an
academic exercise.”

The Chevron leases are the big-
gest, but hardly the only leases that
allow oil companies to avoid roy-
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By ANDREW ROSS SORKIN
and BARNABY J. FEDER

Two private equity groups are now
dueling to take over Freescale Semi-
conductor, the microchip maker that
was spun off from Motorola two
years ago, for more than $16 billion,
people involved in the negotiations
said. 

A deal would be the largest lever-
aged buyout ever in the technology
sector, surpassing the $11.3 billion
sale of SunGard Data Systems last
year. And it would be a vivid demon-
stration of both the widening am-
bitions of private equity and the
changing fortunes of the semicon-
ductor business.

Once considered too volatile, chip
makers have become attractive to
investment groups as more of the in-
dustries they sell their products to
have matured and became more glo-
bal. 

“There are shallower troughs and
lower peaks now, which gives you an
opportunity to use your manufactur-
ing capacity more efficiently,” said
Thomas A. Thornhill III, who follows
the industry from San Francisco for
UBS.

In a statement, Freescale, based in
Austin, Tex., confirmed that it was in
discussions related to a “possible
business transaction.”

Shares of Freescale surged more
than 20 percent after a possible
buyout of the company was reported
yesterday by The New York Times.
The stock closed up $6.31 in regular
trading, to $37.06, on the New York
Stock Exchange

“We believe this deal is very plau-
sible,” Suji Desilva, an analyst with
Cathay Financial, said in a note to in-
vestors yesterday.

A consortium that includes the
Texas Pacific Group, the Blackstone
Group, Permira and the Carlyle
Group has been in talks with Frees-
cale for months about taking it pri-
vate, the people involved in the nego-
tiations said. A rival private equity
consortium lobbed in a much higher
bid late Sunday, people briefed on the
negotiations said. That consortium
included Kohlberg Kravis Roberts &
Company, Silver Lake Partners,
Bain Capital and Apax.

The board of Freescale must now
weigh several issues. While the offer
from the Kohlberg-Silver Lake con-
sortium is higher, the group has not
yet lined up financing. As a result,
the board may decide to accept the
Texas Pacific-Blackstone offer,
which has financing, on the condition 
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By GERALDINE FABRIKANT 
and BILL CARTER

For Leslie Moonves, the chief executive of the CBS Corpora-
tion, it was a week to savor.

His decision to make Katie Couric the anchor of the “CBS
Evening News” looked like a wildly successful bet, so far at
least. On the entertainment side, CBS was set to go into the fall
season as the most watched network in prime time. 

Success with another, equally fickle audience — Wall Street
— endeared him to his boss, Sumner M. Redstone, the 83-year-
old mogul who controls both CBS and Viacom. To top it all off,
Mr. Moonves watched last week as Mr. Redstone publicly dis-
missed his archrival, Tom Freston, the Viacom chief executive.

Mr. Moonves is too savvy a political player to show even a
hint of schadenfreude over the ouster of Mr. Freston. But in an
interview late last week, he allowed himself to gloat a little
about CBS’s current status. 

“I am like: ‘O.K., bring it on and let the games begin,’ ’’ said
the tanned, trim 56-year-old executive. “We are extremely
pleased about Katie,” he said, though he was quick to add:
“Don’t declare victory. Wait a couple of weeks.”

In a business where “we are changing our tires on a car go-
ing 80 miles an hour,” as Mr. Moonves described the treacherous
world of broadcast TV, there is little certainty. 

Ms. Couric’s initial ratings swamped NBC and ABC, but
they could fall back to earth once the novelty of watching the
first solo woman news anchor wears thin. If the aging demo-
graphics of the “CBS Evening News” do not improve — the me-
dian viewer’s age is just over 60 years old — selling spots to ad-
vertisers could grow more difficult. 

The ratings on CBS’s prime-time shows could also slip, as
network television’s audience slowly drifts away to the Internet
and other forms of entertainment. CBS, moreover, faces compe-
tition for audiences to its hugely popular “C.S.I.: Crime Scene In-

Chester Higgins Jr./The New York Times

Leslie Moonves is the chief executive of the CBS Corporation. 
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By STEPHANIE SAUL
A court-appointed overseer has

recommended that the embattled
head of Bristol-Myers Squibb be
fired for his recent handling of a pat-
ent dispute that led to a criminal in-
vestigation, according to a partici-
pant in a meeting last evening where
the recommendation was made. 

If the board takes the action at a
meeting today, it would end a trou-
bled five-year tenure for the execu-
tive, Peter R. Dolan.

The board appears bound to abide
by the recommendation from Fred-
erick B. Lacey, a former federal
judge. Mr. Lacey is monitoring the
company’s behavior under the terms
of an agreement the company
reached with the federal government
last year in hopes of avoiding crimi-
nal prosecution for an accounting
scandal. 

The only reprieve for Mr. Dolan
could be granted by Christopher J.
Christie, the United States attorney
in New Jersey who is the prosecutor
in that case. He has the power to
overturn Mr. Lacey’s recommenda-
tion. But it appeared that Mr. Chris-
tie, who was present for Mr. Lacey’s
meeting last night with most of the
company’s 11 directors, supported
the recommendation to remove Mr.

Dolan, according to the participant. 
Mr. Dolan, who serves on the

board, was not present at the meet-
ing, which was held at corporate
headquarters on Park Avenue in
Manhattan.

Neither Mr. Dolan nor James D.
Robinson III, the chairman of Bris-
tol-Myers’s board, could immediate-
ly be reached for comment. Tony
Plorohos, a spokesman for the Bris-
tol-Myers, said the company would
not comment last night. 

Mr. Dolan, 50, would become the
third chief executive of a major
pharmaceutical company to leave
ahead of schedule in the last 18
months. 

In July, Pfizer’s board abruptly re-
placed Hank McKinnell as chief ex-
ecutive amid shareholder disap-
pointment and questions about Mr.
McKinnell’s management style. 

In May 2005, Merck forced Ray-
mond V. Gilmartin, its chairman and
chief executive, to resign. Mr. Gil-
martin was forced out in part be-
cause of Merck’s problems with
Vioxx, a painkiller that Merck
stopped selling in 2004 after it was
linked to heart attacks and strokes.

Mr. Lacey’s recommendation
about Mr. Dolan stems from Bristol-
Myers’s conduct this year in a patent
dispute involving its blockbuster
anti-clotting agent Plavix, according
to the person who attended the meet-
ing. 

Under the terms of the federal
agreement in the accounting scan-
dal, the company was obliged to
demonstrate good conduct and im-
prove its corporate governance and
remain under supervision by Mr.
Lacey at least through the end of this
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By DAMON DARLIN

SAN FRANCISCO, Sept. 11 — As
its directors continued to confer on
the future of its chairwoman, Hew-
lett-Packard found itself under in-
creased legal and political scrutiny
Monday over the use of private in-
vestigators to trace the source of
news leaks in the board.

The United States attorney’s office
in San Francisco said it was looking
into the methods used by the in-
vestigators, which included the ques-
tionable if not illegal tactic of “pre-

texting” — posing as directors and
journalists to get their phone
records.

The House Committee on Energy
and Commerce, meanwhile, asked
the company to identify the consult-
ing firm it hired for the investigation,
the subcontractor that carried out
the ruses and all of the targets. It
also demanded copies of contracts
and legal opinions in the matter.

The company’s board, which met
inconclusively on Sunday, resumed
telephone consultations Monday af-
ternoon. Foremost among the topics

was the role of the chairwoman, Pa-
tricia C. Dunn, who the company
says first authorized the investiga-
tion last year. 

Ms. Dunn recused herself from
parts of the discussion, according to
a person with knowledge of the
board’s deliberations, leaving the
company’s outside counsel, Larry W.
Sonsini, chairman of the powerhouse
Silicon Valley law firm of Wilson
Sonsini Goodrich & Rosati, to pre-
side.

Mr. Sonsini and his firm were con-
sulted at various points in the in-

vestigation, according to the compa-
ny. As a result, his role at the board
meeting was “an odd choice,” said
Jeffrey A. Sonnenfeld, a professor at
the Yale School of Management who
advises companies on corporate gov-
ernance. “They have a highly con-
flicted law firm right now,” he said.

Hewlett-Packard spokesmen
would not comment on the board’s
deliberations, and Mr. Sonsini has
not responded to requests for com-
ment since the upheaval at the com-
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By EDMUND L. ANDREWS
WASHINGTON, Sept. 11 — A

group of oil companies led by Chev-
ron, which said last week that they
had discovered a huge new oil field in
the Gulf of Mexico, could avoid more
than $1 billion in royalty payments to
the federal government for the oil.

The potential bonus to Chevron
and its partners stems from a mis-
take the Interior Department made
in signing offshore leases in the late
1990’s for drilling in federal waters.
The magnitude of the oil discovery —
estimated in a range of 3 billion to 15
billion barrels — is likely to intensify
a battle in Congress over incentives
for drilling in publicly owned waters.

Under pressure from lawmakers,
Chevron and other big producers
have said that they would renegoti-

ate their leases. But they have not
said how much they are willing to
give up, and the Interior Department
has virtually no bargaining power
under current law.

Chevron and its partners, Devon
Energy and Statoil ASA of Norway,
have six leases in the Jack oil field,
about 175 miles off the coast of Loui-
siana. Two of the leases allow the
companies to avoid royalties on as
much as 87.5 million barrels of oil
per lease.

The benefit, known as royalty re-
lief, was supposed to be halted if the

price of oil climbed above $36 a bar-
rel. But that restriction was omitted
on all leases signed in 1998 and 1999,
including the two held by Chevron
and its partners.

The exact value of the potential
break on federal payments will de-
pend both on the price of oil and how
much of it comes from the two
leases. At $70 a barrel, the Chevron

group could save about $1.5 billion in
royalties if the government agreed
that both leases were contributing to
Chevron’s production.

But the actual savings would be
much lower if oil prices slumped to
$40 a barrel. And the savings would
disappear if the government insisted
that none of Chevron’s output was
coming from the two leases, but from
the four not eligible for the break.

A spokesman for Chevron, Don
Campbell, said Monday that “any
conjecture about forgone royalties”
would be “pure speculation and an
academic exercise.”

The Chevron leases are the big-
gest, but hardly the only leases that
allow oil companies to avoid roy-
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By ANDREW ROSS SORKIN
and BARNABY J. FEDER

Two private equity groups are now
dueling to take over Freescale Semi-
conductor, the microchip maker that
was spun off from Motorola two
years ago, for more than $16 billion,
people involved in the negotiations
said. 

A deal would be the largest lever-
aged buyout ever in the technology
sector, surpassing the $11.3 billion
sale of SunGard Data Systems last
year. And it would be a vivid demon-
stration of both the widening am-
bitions of private equity and the
changing fortunes of the semicon-
ductor business.

Once considered too volatile, chip
makers have become attractive to
investment groups as more of the in-
dustries they sell their products to
have matured and became more glo-
bal. 

“There are shallower troughs and
lower peaks now, which gives you an
opportunity to use your manufactur-
ing capacity more efficiently,” said
Thomas A. Thornhill III, who follows
the industry from San Francisco for
UBS.

In a statement, Freescale, based in
Austin, Tex., confirmed that it was in
discussions related to a “possible
business transaction.”

Shares of Freescale surged more
than 20 percent after a possible
buyout of the company was reported
yesterday by The New York Times.
The stock closed up $6.31 in regular
trading, to $37.06, on the New York
Stock Exchange

“We believe this deal is very plau-
sible,” Suji Desilva, an analyst with
Cathay Financial, said in a note to in-
vestors yesterday.

A consortium that includes the
Texas Pacific Group, the Blackstone
Group, Permira and the Carlyle
Group has been in talks with Frees-
cale for months about taking it pri-
vate, the people involved in the nego-
tiations said. A rival private equity
consortium lobbed in a much higher
bid late Sunday, people briefed on the
negotiations said. That consortium
included Kohlberg Kravis Roberts &
Company, Silver Lake Partners,
Bain Capital and Apax.

The board of Freescale must now
weigh several issues. While the offer
from the Kohlberg-Silver Lake con-
sortium is higher, the group has not
yet lined up financing. As a result,
the board may decide to accept the
Texas Pacific-Blackstone offer,
which has financing, on the condition 
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By GERALDINE FABRIKANT 
and BILL CARTER

For Leslie Moonves, the chief executive of the CBS Corpora-
tion, it was a week to savor.

His decision to make Katie Couric the anchor of the “CBS
Evening News” looked like a wildly successful bet, so far at
least. On the entertainment side, CBS was set to go into the fall
season as the most watched network in prime time. 

Success with another, equally fickle audience — Wall Street
— endeared him to his boss, Sumner M. Redstone, the 83-year-
old mogul who controls both CBS and Viacom. To top it all off,
Mr. Moonves watched last week as Mr. Redstone publicly dis-
missed his archrival, Tom Freston, the Viacom chief executive.

Mr. Moonves is too savvy a political player to show even a
hint of schadenfreude over the ouster of Mr. Freston. But in an
interview late last week, he allowed himself to gloat a little
about CBS’s current status. 

“I am like: ‘O.K., bring it on and let the games begin,’ ’’ said
the tanned, trim 56-year-old executive. “We are extremely
pleased about Katie,” he said, though he was quick to add:
“Don’t declare victory. Wait a couple of weeks.”

In a business where “we are changing our tires on a car go-
ing 80 miles an hour,” as Mr. Moonves described the treacherous
world of broadcast TV, there is little certainty. 

Ms. Couric’s initial ratings swamped NBC and ABC, but
they could fall back to earth once the novelty of watching the
first solo woman news anchor wears thin. If the aging demo-
graphics of the “CBS Evening News” do not improve — the me-
dian viewer’s age is just over 60 years old — selling spots to ad-
vertisers could grow more difficult. 

The ratings on CBS’s prime-time shows could also slip, as
network television’s audience slowly drifts away to the Internet
and other forms of entertainment. CBS, moreover, faces compe-
tition for audiences to its hugely popular “C.S.I.: Crime Scene In-
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By STEPHANIE SAUL
A court-appointed overseer has

recommended that the embattled
head of Bristol-Myers Squibb be
fired for his recent handling of a pat-
ent dispute that led to a criminal in-
vestigation, according to a partici-
pant in a meeting last evening where
the recommendation was made. 

If the board takes the action at a
meeting today, it would end a trou-
bled five-year tenure for the execu-
tive, Peter R. Dolan.

The board appears bound to abide
by the recommendation from Fred-
erick B. Lacey, a former federal
judge. Mr. Lacey is monitoring the
company’s behavior under the terms
of an agreement the company
reached with the federal government
last year in hopes of avoiding crimi-
nal prosecution for an accounting
scandal. 

The only reprieve for Mr. Dolan
could be granted by Christopher J.
Christie, the United States attorney
in New Jersey who is the prosecutor
in that case. He has the power to
overturn Mr. Lacey’s recommenda-
tion. But it appeared that Mr. Chris-
tie, who was present for Mr. Lacey’s
meeting last night with most of the
company’s 11 directors, supported
the recommendation to remove Mr.

Dolan, according to the participant. 
Mr. Dolan, who serves on the

board, was not present at the meet-
ing, which was held at corporate
headquarters on Park Avenue in
Manhattan.

Neither Mr. Dolan nor James D.
Robinson III, the chairman of Bris-
tol-Myers’s board, could immediate-
ly be reached for comment. Tony
Plorohos, a spokesman for the Bris-
tol-Myers, said the company would
not comment last night. 

Mr. Dolan, 50, would become the
third chief executive of a major
pharmaceutical company to leave
ahead of schedule in the last 18
months. 

In July, Pfizer’s board abruptly re-
placed Hank McKinnell as chief ex-
ecutive amid shareholder disap-
pointment and questions about Mr.
McKinnell’s management style. 

In May 2005, Merck forced Ray-
mond V. Gilmartin, its chairman and
chief executive, to resign. Mr. Gil-
martin was forced out in part be-
cause of Merck’s problems with
Vioxx, a painkiller that Merck
stopped selling in 2004 after it was
linked to heart attacks and strokes.

Mr. Lacey’s recommendation
about Mr. Dolan stems from Bristol-
Myers’s conduct this year in a patent
dispute involving its blockbuster
anti-clotting agent Plavix, according
to the person who attended the meet-
ing. 

Under the terms of the federal
agreement in the accounting scan-
dal, the company was obliged to
demonstrate good conduct and im-
prove its corporate governance and
remain under supervision by Mr.
Lacey at least through the end of this
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By DAMON DARLIN

SAN FRANCISCO, Sept. 11 — As
its directors continued to confer on
the future of its chairwoman, Hew-
lett-Packard found itself under in-
creased legal and political scrutiny
Monday over the use of private in-
vestigators to trace the source of
news leaks in the board.

The United States attorney’s office
in San Francisco said it was looking
into the methods used by the in-
vestigators, which included the ques-
tionable if not illegal tactic of “pre-

texting” — posing as directors and
journalists to get their phone
records.

The House Committee on Energy
and Commerce, meanwhile, asked
the company to identify the consult-
ing firm it hired for the investigation,
the subcontractor that carried out
the ruses and all of the targets. It
also demanded copies of contracts
and legal opinions in the matter.

The company’s board, which met
inconclusively on Sunday, resumed
telephone consultations Monday af-
ternoon. Foremost among the topics

was the role of the chairwoman, Pa-
tricia C. Dunn, who the company
says first authorized the investiga-
tion last year. 

Ms. Dunn recused herself from
parts of the discussion, according to
a person with knowledge of the
board’s deliberations, leaving the
company’s outside counsel, Larry W.
Sonsini, chairman of the powerhouse
Silicon Valley law firm of Wilson
Sonsini Goodrich & Rosati, to pre-
side.

Mr. Sonsini and his firm were con-
sulted at various points in the in-

vestigation, according to the compa-
ny. As a result, his role at the board
meeting was “an odd choice,” said
Jeffrey A. Sonnenfeld, a professor at
the Yale School of Management who
advises companies on corporate gov-
ernance. “They have a highly con-
flicted law firm right now,” he said.

Hewlett-Packard spokesmen
would not comment on the board’s
deliberations, and Mr. Sonsini has
not responded to requests for com-
ment since the upheaval at the com-
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By EDMUND L. ANDREWS
WASHINGTON, Sept. 11 — A

group of oil companies led by Chev-
ron, which said last week that they
had discovered a huge new oil field in
the Gulf of Mexico, could avoid more
than $1 billion in royalty payments to
the federal government for the oil.

The potential bonus to Chevron
and its partners stems from a mis-
take the Interior Department made
in signing offshore leases in the late
1990’s for drilling in federal waters.
The magnitude of the oil discovery —
estimated in a range of 3 billion to 15
billion barrels — is likely to intensify
a battle in Congress over incentives
for drilling in publicly owned waters.

Under pressure from lawmakers,
Chevron and other big producers
have said that they would renegoti-

ate their leases. But they have not
said how much they are willing to
give up, and the Interior Department
has virtually no bargaining power
under current law.

Chevron and its partners, Devon
Energy and Statoil ASA of Norway,
have six leases in the Jack oil field,
about 175 miles off the coast of Loui-
siana. Two of the leases allow the
companies to avoid royalties on as
much as 87.5 million barrels of oil
per lease.

The benefit, known as royalty re-
lief, was supposed to be halted if the

price of oil climbed above $36 a bar-
rel. But that restriction was omitted
on all leases signed in 1998 and 1999,
including the two held by Chevron
and its partners.

The exact value of the potential
break on federal payments will de-
pend both on the price of oil and how
much of it comes from the two
leases. At $70 a barrel, the Chevron

group could save about $1.5 billion in
royalties if the government agreed
that both leases were contributing to
Chevron’s production.

But the actual savings would be
much lower if oil prices slumped to
$40 a barrel. And the savings would
disappear if the government insisted
that none of Chevron’s output was
coming from the two leases, but from
the four not eligible for the break.

A spokesman for Chevron, Don
Campbell, said Monday that “any
conjecture about forgone royalties”
would be “pure speculation and an
academic exercise.”

The Chevron leases are the big-
gest, but hardly the only leases that
allow oil companies to avoid roy-
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By ANDREW ROSS SORKIN
and BARNABY J. FEDER

Two private equity groups are now
dueling to take over Freescale Semi-
conductor, the microchip maker that
was spun off from Motorola two
years ago, for more than $16 billion,
people involved in the negotiations
said. 

A deal would be the largest lever-
aged buyout ever in the technology
sector, surpassing the $11.3 billion
sale of SunGard Data Systems last
year. And it would be a vivid demon-
stration of both the widening am-
bitions of private equity and the
changing fortunes of the semicon-
ductor business.

Once considered too volatile, chip
makers have become attractive to
investment groups as more of the in-
dustries they sell their products to
have matured and became more glo-
bal. 

“There are shallower troughs and
lower peaks now, which gives you an
opportunity to use your manufactur-
ing capacity more efficiently,” said
Thomas A. Thornhill III, who follows
the industry from San Francisco for
UBS.

In a statement, Freescale, based in
Austin, Tex., confirmed that it was in
discussions related to a “possible
business transaction.”

Shares of Freescale surged more
than 20 percent after a possible
buyout of the company was reported
yesterday by The New York Times.
The stock closed up $6.31 in regular
trading, to $37.06, on the New York
Stock Exchange

“We believe this deal is very plau-
sible,” Suji Desilva, an analyst with
Cathay Financial, said in a note to in-
vestors yesterday.

A consortium that includes the
Texas Pacific Group, the Blackstone
Group, Permira and the Carlyle
Group has been in talks with Frees-
cale for months about taking it pri-
vate, the people involved in the nego-
tiations said. A rival private equity
consortium lobbed in a much higher
bid late Sunday, people briefed on the
negotiations said. That consortium
included Kohlberg Kravis Roberts &
Company, Silver Lake Partners,
Bain Capital and Apax.

The board of Freescale must now
weigh several issues. While the offer
from the Kohlberg-Silver Lake con-
sortium is higher, the group has not
yet lined up financing. As a result,
the board may decide to accept the
Texas Pacific-Blackstone offer,
which has financing, on the condition 
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By GERALDINE FABRIKANT 
and BILL CARTER

For Leslie Moonves, the chief executive of the CBS Corpora-
tion, it was a week to savor.

His decision to make Katie Couric the anchor of the “CBS
Evening News” looked like a wildly successful bet, so far at
least. On the entertainment side, CBS was set to go into the fall
season as the most watched network in prime time. 

Success with another, equally fickle audience — Wall Street
— endeared him to his boss, Sumner M. Redstone, the 83-year-
old mogul who controls both CBS and Viacom. To top it all off,
Mr. Moonves watched last week as Mr. Redstone publicly dis-
missed his archrival, Tom Freston, the Viacom chief executive.

Mr. Moonves is too savvy a political player to show even a
hint of schadenfreude over the ouster of Mr. Freston. But in an
interview late last week, he allowed himself to gloat a little
about CBS’s current status. 

“I am like: ‘O.K., bring it on and let the games begin,’ ’’ said
the tanned, trim 56-year-old executive. “We are extremely
pleased about Katie,” he said, though he was quick to add:
“Don’t declare victory. Wait a couple of weeks.”

In a business where “we are changing our tires on a car go-
ing 80 miles an hour,” as Mr. Moonves described the treacherous
world of broadcast TV, there is little certainty. 

Ms. Couric’s initial ratings swamped NBC and ABC, but
they could fall back to earth once the novelty of watching the
first solo woman news anchor wears thin. If the aging demo-
graphics of the “CBS Evening News” do not improve — the me-
dian viewer’s age is just over 60 years old — selling spots to ad-
vertisers could grow more difficult. 

The ratings on CBS’s prime-time shows could also slip, as
network television’s audience slowly drifts away to the Internet
and other forms of entertainment. CBS, moreover, faces compe-
tition for audiences to its hugely popular “C.S.I.: Crime Scene In-

Chester Higgins Jr./The New York Times

Leslie Moonves is the chief executive of the CBS Corporation. 
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By STEPHANIE SAUL
A court-appointed overseer has

recommended that the embattled
head of Bristol-Myers Squibb be
fired for his recent handling of a pat-
ent dispute that led to a criminal in-
vestigation, according to a partici-
pant in a meeting last evening where
the recommendation was made. 

If the board takes the action at a
meeting today, it would end a trou-
bled five-year tenure for the execu-
tive, Peter R. Dolan.

The board appears bound to abide
by the recommendation from Fred-
erick B. Lacey, a former federal
judge. Mr. Lacey is monitoring the
company’s behavior under the terms
of an agreement the company
reached with the federal government
last year in hopes of avoiding crimi-
nal prosecution for an accounting
scandal. 

The only reprieve for Mr. Dolan
could be granted by Christopher J.
Christie, the United States attorney
in New Jersey who is the prosecutor
in that case. He has the power to
overturn Mr. Lacey’s recommenda-
tion. But it appeared that Mr. Chris-
tie, who was present for Mr. Lacey’s
meeting last night with most of the
company’s 11 directors, supported
the recommendation to remove Mr.

Dolan, according to the participant. 
Mr. Dolan, who serves on the

board, was not present at the meet-
ing, which was held at corporate
headquarters on Park Avenue in
Manhattan.

Neither Mr. Dolan nor James D.
Robinson III, the chairman of Bris-
tol-Myers’s board, could immediate-
ly be reached for comment. Tony
Plorohos, a spokesman for the Bris-
tol-Myers, said the company would
not comment last night. 

Mr. Dolan, 50, would become the
third chief executive of a major
pharmaceutical company to leave
ahead of schedule in the last 18
months. 

In July, Pfizer’s board abruptly re-
placed Hank McKinnell as chief ex-
ecutive amid shareholder disap-
pointment and questions about Mr.
McKinnell’s management style. 

In May 2005, Merck forced Ray-
mond V. Gilmartin, its chairman and
chief executive, to resign. Mr. Gil-
martin was forced out in part be-
cause of Merck’s problems with
Vioxx, a painkiller that Merck
stopped selling in 2004 after it was
linked to heart attacks and strokes.

Mr. Lacey’s recommendation
about Mr. Dolan stems from Bristol-
Myers’s conduct this year in a patent
dispute involving its blockbuster
anti-clotting agent Plavix, according
to the person who attended the meet-
ing. 

Under the terms of the federal
agreement in the accounting scan-
dal, the company was obliged to
demonstrate good conduct and im-
prove its corporate governance and
remain under supervision by Mr.
Lacey at least through the end of this

Drug Chief
May Lose
His Job
Firing Is Urged
At Bristol-Myers
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A patent case under
scrutiny may end a
rocky 5-year tenure.
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By DAMON DARLIN

SAN FRANCISCO, Sept. 11 — As
its directors continued to confer on
the future of its chairwoman, Hew-
lett-Packard found itself under in-
creased legal and political scrutiny
Monday over the use of private in-
vestigators to trace the source of
news leaks in the board.

The United States attorney’s office
in San Francisco said it was looking
into the methods used by the in-
vestigators, which included the ques-
tionable if not illegal tactic of “pre-

texting” — posing as directors and
journalists to get their phone
records.

The House Committee on Energy
and Commerce, meanwhile, asked
the company to identify the consult-
ing firm it hired for the investigation,
the subcontractor that carried out
the ruses and all of the targets. It
also demanded copies of contracts
and legal opinions in the matter.

The company’s board, which met
inconclusively on Sunday, resumed
telephone consultations Monday af-
ternoon. Foremost among the topics

was the role of the chairwoman, Pa-
tricia C. Dunn, who the company
says first authorized the investiga-
tion last year. 

Ms. Dunn recused herself from
parts of the discussion, according to
a person with knowledge of the
board’s deliberations, leaving the
company’s outside counsel, Larry W.
Sonsini, chairman of the powerhouse
Silicon Valley law firm of Wilson
Sonsini Goodrich & Rosati, to pre-
side.

Mr. Sonsini and his firm were con-
sulted at various points in the in-

vestigation, according to the compa-
ny. As a result, his role at the board
meeting was “an odd choice,” said
Jeffrey A. Sonnenfeld, a professor at
the Yale School of Management who
advises companies on corporate gov-
ernance. “They have a highly con-
flicted law firm right now,” he said.

Hewlett-Packard spokesmen
would not comment on the board’s
deliberations, and Mr. Sonsini has
not responded to requests for com-
ment since the upheaval at the com-

House Panel and U.S. Attorney Join H.P. Inquiry
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By EDMUND L. ANDREWS
WASHINGTON, Sept. 11 — A

group of oil companies led by Chev-
ron, which said last week that they
had discovered a huge new oil field in
the Gulf of Mexico, could avoid more
than $1 billion in royalty payments to
the federal government for the oil.

The potential bonus to Chevron
and its partners stems from a mis-
take the Interior Department made
in signing offshore leases in the late
1990’s for drilling in federal waters.
The magnitude of the oil discovery —
estimated in a range of 3 billion to 15
billion barrels — is likely to intensify
a battle in Congress over incentives
for drilling in publicly owned waters.

Under pressure from lawmakers,
Chevron and other big producers
have said that they would renegoti-

ate their leases. But they have not
said how much they are willing to
give up, and the Interior Department
has virtually no bargaining power
under current law.

Chevron and its partners, Devon
Energy and Statoil ASA of Norway,
have six leases in the Jack oil field,
about 175 miles off the coast of Loui-
siana. Two of the leases allow the
companies to avoid royalties on as
much as 87.5 million barrels of oil
per lease.

The benefit, known as royalty re-
lief, was supposed to be halted if the

price of oil climbed above $36 a bar-
rel. But that restriction was omitted
on all leases signed in 1998 and 1999,
including the two held by Chevron
and its partners.

The exact value of the potential
break on federal payments will de-
pend both on the price of oil and how
much of it comes from the two
leases. At $70 a barrel, the Chevron

group could save about $1.5 billion in
royalties if the government agreed
that both leases were contributing to
Chevron’s production.

But the actual savings would be
much lower if oil prices slumped to
$40 a barrel. And the savings would
disappear if the government insisted
that none of Chevron’s output was
coming from the two leases, but from
the four not eligible for the break.

A spokesman for Chevron, Don
Campbell, said Monday that “any
conjecture about forgone royalties”
would be “pure speculation and an
academic exercise.”

The Chevron leases are the big-
gest, but hardly the only leases that
allow oil companies to avoid roy-
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By ANDREW ROSS SORKIN
and BARNABY J. FEDER

Two private equity groups are now
dueling to take over Freescale Semi-
conductor, the microchip maker that
was spun off from Motorola two
years ago, for more than $16 billion,
people involved in the negotiations
said. 

A deal would be the largest lever-
aged buyout ever in the technology
sector, surpassing the $11.3 billion
sale of SunGard Data Systems last
year. And it would be a vivid demon-
stration of both the widening am-
bitions of private equity and the
changing fortunes of the semicon-
ductor business.

Once considered too volatile, chip
makers have become attractive to
investment groups as more of the in-
dustries they sell their products to
have matured and became more glo-
bal. 

“There are shallower troughs and
lower peaks now, which gives you an
opportunity to use your manufactur-
ing capacity more efficiently,” said
Thomas A. Thornhill III, who follows
the industry from San Francisco for
UBS.

In a statement, Freescale, based in
Austin, Tex., confirmed that it was in
discussions related to a “possible
business transaction.”

Shares of Freescale surged more
than 20 percent after a possible
buyout of the company was reported
yesterday by The New York Times.
The stock closed up $6.31 in regular
trading, to $37.06, on the New York
Stock Exchange

“We believe this deal is very plau-
sible,” Suji Desilva, an analyst with
Cathay Financial, said in a note to in-
vestors yesterday.

A consortium that includes the
Texas Pacific Group, the Blackstone
Group, Permira and the Carlyle
Group has been in talks with Frees-
cale for months about taking it pri-
vate, the people involved in the nego-
tiations said. A rival private equity
consortium lobbed in a much higher
bid late Sunday, people briefed on the
negotiations said. That consortium
included Kohlberg Kravis Roberts &
Company, Silver Lake Partners,
Bain Capital and Apax.

The board of Freescale must now
weigh several issues. While the offer
from the Kohlberg-Silver Lake con-
sortium is higher, the group has not
yet lined up financing. As a result,
the board may decide to accept the
Texas Pacific-Blackstone offer,
which has financing, on the condition 
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By GERALDINE FABRIKANT 
and BILL CARTER

For Leslie Moonves, the chief executive of the CBS Corpora-
tion, it was a week to savor.

His decision to make Katie Couric the anchor of the “CBS
Evening News” looked like a wildly successful bet, so far at
least. On the entertainment side, CBS was set to go into the fall
season as the most watched network in prime time. 

Success with another, equally fickle audience — Wall Street
— endeared him to his boss, Sumner M. Redstone, the 83-year-
old mogul who controls both CBS and Viacom. To top it all off,
Mr. Moonves watched last week as Mr. Redstone publicly dis-
missed his archrival, Tom Freston, the Viacom chief executive.

Mr. Moonves is too savvy a political player to show even a
hint of schadenfreude over the ouster of Mr. Freston. But in an
interview late last week, he allowed himself to gloat a little
about CBS’s current status. 

“I am like: ‘O.K., bring it on and let the games begin,’ ’’ said
the tanned, trim 56-year-old executive. “We are extremely
pleased about Katie,” he said, though he was quick to add:
“Don’t declare victory. Wait a couple of weeks.”

In a business where “we are changing our tires on a car go-
ing 80 miles an hour,” as Mr. Moonves described the treacherous
world of broadcast TV, there is little certainty. 

Ms. Couric’s initial ratings swamped NBC and ABC, but
they could fall back to earth once the novelty of watching the
first solo woman news anchor wears thin. If the aging demo-
graphics of the “CBS Evening News” do not improve — the me-
dian viewer’s age is just over 60 years old — selling spots to ad-
vertisers could grow more difficult. 

The ratings on CBS’s prime-time shows could also slip, as
network television’s audience slowly drifts away to the Internet
and other forms of entertainment. CBS, moreover, faces compe-
tition for audiences to its hugely popular “C.S.I.: Crime Scene In-

Chester Higgins Jr./The New York Times

Leslie Moonves is the chief executive of the CBS Corporation. 
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By STEPHANIE SAUL
A court-appointed overseer has

recommended that the embattled
head of Bristol-Myers Squibb be
fired for his recent handling of a pat-
ent dispute that led to a criminal in-
vestigation, according to a partici-
pant in a meeting last evening where
the recommendation was made. 

If the board takes the action at a
meeting today, it would end a trou-
bled five-year tenure for the execu-
tive, Peter R. Dolan.

The board appears bound to abide
by the recommendation from Fred-
erick B. Lacey, a former federal
judge. Mr. Lacey is monitoring the
company’s behavior under the terms
of an agreement the company
reached with the federal government
last year in hopes of avoiding crimi-
nal prosecution for an accounting
scandal. 

The only reprieve for Mr. Dolan
could be granted by Christopher J.
Christie, the United States attorney
in New Jersey who is the prosecutor
in that case. He has the power to
overturn Mr. Lacey’s recommenda-
tion. But it appeared that Mr. Chris-
tie, who was present for Mr. Lacey’s
meeting last night with most of the
company’s 11 directors, supported
the recommendation to remove Mr.

Dolan, according to the participant. 
Mr. Dolan, who serves on the

board, was not present at the meet-
ing, which was held at corporate
headquarters on Park Avenue in
Manhattan.

Neither Mr. Dolan nor James D.
Robinson III, the chairman of Bris-
tol-Myers’s board, could immediate-
ly be reached for comment. Tony
Plorohos, a spokesman for the Bris-
tol-Myers, said the company would
not comment last night. 

Mr. Dolan, 50, would become the
third chief executive of a major
pharmaceutical company to leave
ahead of schedule in the last 18
months. 

In July, Pfizer’s board abruptly re-
placed Hank McKinnell as chief ex-
ecutive amid shareholder disap-
pointment and questions about Mr.
McKinnell’s management style. 

In May 2005, Merck forced Ray-
mond V. Gilmartin, its chairman and
chief executive, to resign. Mr. Gil-
martin was forced out in part be-
cause of Merck’s problems with
Vioxx, a painkiller that Merck
stopped selling in 2004 after it was
linked to heart attacks and strokes.

Mr. Lacey’s recommendation
about Mr. Dolan stems from Bristol-
Myers’s conduct this year in a patent
dispute involving its blockbuster
anti-clotting agent Plavix, according
to the person who attended the meet-
ing. 

Under the terms of the federal
agreement in the accounting scan-
dal, the company was obliged to
demonstrate good conduct and im-
prove its corporate governance and
remain under supervision by Mr.
Lacey at least through the end of this
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By ANAND GIRIDHARADAS
International Herald Tribune

MUMBAI, India, Sept. 11 — India’s
quest to be a leading carmaker has
received a vigorous boost in recent
days, with a parade of global compa-
nies unfurling plans to assemble cars
for domestic sale and export.

The recent announcements — by
BMW, Suzuki, Nissan, Volkswagen,
Honda and Toyota — reflect the al-
lure of selling cars to many echelons
of a society where a growing number
of people have more disposable in-
come.

The government recently forecast
that automobile sales would soar to
$145 billion in 2016 from $34 billion
this year and account then for one-
tenth of the nation’s economic out-
put.

At the top end of the market, BMW
announced late last month that it
would assemble cars in India for the
first time and aim for the widening
sliver of the new rich. Next year, it
will open a $25 million plant in the
southern port of Chennai, formerly
Madras, that will manufacture 1,000
3 Series and 5 Series models, with a

peak capacity of 1,700 cars a year.
But the plant, which will produce ex-
isting model cars, is an anomaly be-
cause most manufacturers are cre-
ating models for the Indian market. 

Producers are inventing smaller
cars to cater to emerging value-con-
scious consumers. They would then
try to export those made-for-India
cars around the world, seeking effi-
ciencies from large-scale output.

“Previously they thought, ‘What do
we have that could fit into India?’ ”
said Paul Blokland, an automotive
expert in Bangalore who has advised
Volkswagen, BMW, Hyundai and oth-
ers on entering the Indian market.
“Now, they think, ‘What can we in-
vent for India and fit into the rest of
the world?’ ”

Honda and Toyota announced last
week that they would bolster their
presence in this country with smaller
cars. Honda said it would quadruple
its Indian capacity to 200,000 cars by
2010, primarily with small cars.

Toyota, which has yet to offer a
small car in India, said it would soon
do so in the hope of seizing a tenth of
the market by 2010.

Around the same time, Maruti
Udyog, an Indian automaker jointly
controlled by Nissan and Suzuki, said
it would spend about $650 million to
expand its Indian factories and build
new ones, nearly doubling its capaci-
ty in the country to a million cars by
2010. By then, it also plans to in-
crease its exports more than tenfold,
primarily to Europe, aiming for
400,000 cars a year, compared with
35,000 last year. On Sunday, Volks-
wagen confirmed that it was scout-
ing for plant locations to produce its
first Indian-made vehicle, also a
small car.

These moves come a month after
General Motors said it would build a
$300 million plant in India to produce
a fuel-efficient hatchback called the
Chevrolet Spark, priced at $6,000 to
$8,000.

The plans appear to embody what
John Seely Brown, a former chief
scientist at Xerox, and John Hagel, a
former management consultant,
have called “innovation blowback”, a
term referring to multinational com-
panies’ picking up new skills in
emerging markets and then bringing
them back to their home countries.

In a recent interview, David N.
Reilly, president of General Motors
in Asia, said the Indian market had
compelled his company to learn how
to make money on small cars — a
skill that could prove useful in the
United States, where high fuel prices
are making smaller cars more pop-
ular.

“If we’re going to be successful in
Asia, we have to be successful in
small cars,” he said. “And that will
give us the potential products to go
back into our traditional markets of
Europe and the U.S. with smaller
cars, which we haven’t had before.”

The spurt in Indian auto output
adds to mounting signs of an indus-
trial awakening. So far, the nation’s
economy has grown mostly in serv-
ices, including an outsourcing indus-
try that has generated about a mil-
lion jobs.

Though impressive, that growth
has spread little opportunity among
villages and small towns, where
more than two-thirds of Indians live.

On a recent visit to a Hyundai fac-
tory in southern India, managers
spoke of a country that was slowly
changing to make itself friendly to
manufacturers — and of a world that
was slowly adjusting to the idea of
“made in India.”

After years of resistance by
unions, the government of Tamil
Nadu state, where the Hyundai plant
is situated, recently permitted fac-
tories to run 24 hours a day on three
shifts. The switch made the plant the
first Hyundai site in the world to op-
erate without a pause, said Heung
Soo Lheem, chief of India operations
for Hyundai.

When the company started export-
ing the Santro hatchback to Europe,
in 2003, dealers there sought a 5 per-
cent discount on India-made cars,
which they regarded as inferior.

At Hyundai’s invitation, several
dealers visited the factory in India;
impressed by what they saw, they
withdrew their request.

Hyundai, a South Korean compa-
ny, began exporting cars from India
with the Santro. Last year, it ex-
ported 92,000 of them and said last
week that it was doubling its produc-
tion capacity in India, to 600,000 a
year from 300,000.

Today, about 700 Koreans live in
Chennai, working for Hyundai and its
suppliers. In a sign that it could be-
come an auto boomtown, the city is
filling with Korean restaurants
where guests sit on the floor, sa-
voring kimchi and spicy barbecued
beef.

Foreign Automakers See India as Exporter

Ran Kim/Reuters

A Hyundai worker in Chennai, India, inspected a car just off the assembly line. After years of difficult rela-
tions with labor unions, factories in the southern state, Tamil Nadu, are now operating 24 hours a day.As a poor land starts

to prosper, the likes of
Hyundai and Toyota
expand production.

alties regardless of how high energy
prices climb. 

Even before Chevron and its part-
ners confirmed the discovery last
week, the Government Accountabil-
ity Office, the investigative arm of
Congress, had estimated that the
Treasury could lose as much as $20
billion over the next 25 years.

On Wednesday, the House Com-
mittee on Government Reform will
begin two days of hearings on how
the original calculation came to be.
Republicans have been eager to
blame the Clinton administration,
which was in office when the leases
were signed.

But the Interior Department’s in-
spector general is expected to testify
that the Bush administration may be
in danger of making exactly the
same move on new leases.

According to Congressional aides,
the inspector general has uncovered
evidence that midlevel Interior De-
partment officials warned as recent-

ly as July that a new batch of leases
could cost the government billions of
dollars beyond the original misstep.

Republican lawmakers are also
angry about the Interior Depart-
ment’s response to the problem,
which was first disclosed by The
New York Times in March. 

Representative Thomas M. Davis
III of Virginia, chairman of the Com-
mittee on Government Reform, com-
plained of “systematic delays” and
said the Interior Department had
withheld large volumes of “critical
information” from Congressional in-
vestigators.

Chevron’s huge potential savings
highlight a dispute about how to rem-
edy the leases signed in the late
1990’s. The Bush administration and

many Republican leaders argue that
those leases are binding contracts
that cannot be changed except
through an agreement by the compa-
nies.

Democrats acknowledge that the
contracts are binding, but support a
measure that would punish compa-
nies that refuse to renegotiate their
contracts by prohibiting them from
acquiring additional oil and gas
leases.

The House passed the Democratic
proposal, over objections from Re-
publican leaders, as an amendment
to the Interior Department’s spend-
ing bill. The Senate Appropriations
Committee attached a similar meas-
ure to its bill, but the overall meas-
ure has been stalled for months. 

The hearings this week are ex-
pected to focus on how the Interior
Department blundered on the leases.
The inspector general, Earl E. Deva-
ney, has concluded that the leases
were a mistake rather than a result
of any collusion with industry. 

But Mr. Devaney is also expected
to say that the Interior Department

continues to suffer from a “lack of
accountability.” Investigators have
combed through 5,000 e-mail mes-
sages and are believed to have found
some written as recently as this
summer in which frustrated mid-
level officials warned that the Interi-
or Department had not fixed the bu-
reaucratic and procedural problems
that led to the original mistake.

Representative Davis and Repre-
sentative Darrell Issa, Republican of
California and chairman of the Gov-
ernment Reform energy and re-
sources subcommittee, accused the
Interior Department in August of de-
liberately obstructing their investi-
gation. 

“We are deeply concerned that the
department may have intentionally
withheld critical information from
the subcommittee,” the two lawmak-
ers wrote in a letter on Aug. 3 to Dirk
Kempthorne, the new Interior secre-
tary. “If this is the case, then it has
intentionally impeded this duly au-
thorized Congressional investiga-
tion.”

Chevron Could Avoid Huge Royalties From Gulf Oil Find
Continued From First Business Page

A halt to royalty relief
in ’98 and ’99 leases
was somehow omitted.
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By ANAND GIRIDHARADAS
International Herald Tribune

MUMBAI, India, Sept. 11 — India’s
quest to be a leading carmaker has
received a vigorous boost in recent
days, with a parade of global compa-
nies unfurling plans to assemble cars
for domestic sale and export.

The recent announcements — by
BMW, Suzuki, Nissan, Volkswagen,
Honda and Toyota — reflect the al-
lure of selling cars to many echelons
of a society where a growing number
of people have more disposable in-
come.

The government recently forecast
that automobile sales would soar to
$145 billion in 2016 from $34 billion
this year and account then for one-
tenth of the nation’s economic out-
put.

At the top end of the market, BMW
announced late last month that it
would assemble cars in India for the
first time and aim for the widening
sliver of the new rich. Next year, it
will open a $25 million plant in the
southern port of Chennai, formerly
Madras, that will manufacture 1,000
3 Series and 5 Series models, with a

peak capacity of 1,700 cars a year.
But the plant, which will produce ex-
isting model cars, is an anomaly be-
cause most manufacturers are cre-
ating models for the Indian market. 

Producers are inventing smaller
cars to cater to emerging value-con-
scious consumers. They would then
try to export those made-for-India
cars around the world, seeking effi-
ciencies from large-scale output.

“Previously they thought, ‘What do
we have that could fit into India?’ ”
said Paul Blokland, an automotive
expert in Bangalore who has advised
Volkswagen, BMW, Hyundai and oth-
ers on entering the Indian market.
“Now, they think, ‘What can we in-
vent for India and fit into the rest of
the world?’ ”

Honda and Toyota announced last
week that they would bolster their
presence in this country with smaller
cars. Honda said it would quadruple
its Indian capacity to 200,000 cars by
2010, primarily with small cars.

Toyota, which has yet to offer a
small car in India, said it would soon
do so in the hope of seizing a tenth of
the market by 2010.

Around the same time, Maruti
Udyog, an Indian automaker jointly
controlled by Nissan and Suzuki, said
it would spend about $650 million to
expand its Indian factories and build
new ones, nearly doubling its capaci-
ty in the country to a million cars by
2010. By then, it also plans to in-
crease its exports more than tenfold,
primarily to Europe, aiming for
400,000 cars a year, compared with
35,000 last year. On Sunday, Volks-
wagen confirmed that it was scout-
ing for plant locations to produce its
first Indian-made vehicle, also a
small car.

These moves come a month after
General Motors said it would build a
$300 million plant in India to produce
a fuel-efficient hatchback called the
Chevrolet Spark, priced at $6,000 to
$8,000.

The plans appear to embody what
John Seely Brown, a former chief
scientist at Xerox, and John Hagel, a
former management consultant,
have called “innovation blowback”, a
term referring to multinational com-
panies’ picking up new skills in
emerging markets and then bringing
them back to their home countries.

In a recent interview, David N.
Reilly, president of General Motors
in Asia, said the Indian market had
compelled his company to learn how
to make money on small cars — a
skill that could prove useful in the
United States, where high fuel prices
are making smaller cars more pop-
ular.

“If we’re going to be successful in
Asia, we have to be successful in
small cars,” he said. “And that will
give us the potential products to go
back into our traditional markets of
Europe and the U.S. with smaller
cars, which we haven’t had before.”

The spurt in Indian auto output
adds to mounting signs of an indus-
trial awakening. So far, the nation’s
economy has grown mostly in serv-
ices, including an outsourcing indus-
try that has generated about a mil-
lion jobs.

Though impressive, that growth
has spread little opportunity among
villages and small towns, where
more than two-thirds of Indians live.

On a recent visit to a Hyundai fac-
tory in southern India, managers
spoke of a country that was slowly
changing to make itself friendly to
manufacturers — and of a world that
was slowly adjusting to the idea of
“made in India.”

After years of resistance by
unions, the government of Tamil
Nadu state, where the Hyundai plant
is situated, recently permitted fac-
tories to run 24 hours a day on three
shifts. The switch made the plant the
first Hyundai site in the world to op-
erate without a pause, said Heung
Soo Lheem, chief of India operations
for Hyundai.

When the company started export-
ing the Santro hatchback to Europe,
in 2003, dealers there sought a 5 per-
cent discount on India-made cars,
which they regarded as inferior.

At Hyundai’s invitation, several
dealers visited the factory in India;
impressed by what they saw, they
withdrew their request.

Hyundai, a South Korean compa-
ny, began exporting cars from India
with the Santro. Last year, it ex-
ported 92,000 of them and said last
week that it was doubling its produc-
tion capacity in India, to 600,000 a
year from 300,000.

Today, about 700 Koreans live in
Chennai, working for Hyundai and its
suppliers. In a sign that it could be-
come an auto boomtown, the city is
filling with Korean restaurants
where guests sit on the floor, sa-
voring kimchi and spicy barbecued
beef.

Foreign Automakers See India as Exporter

Ran Kim/Reuters

A Hyundai worker in Chennai, India, inspected a car just off the assembly line. After years of difficult rela-
tions with labor unions, factories in the southern state, Tamil Nadu, are now operating 24 hours a day.As a poor land starts

to prosper, the likes of
Hyundai and Toyota
expand production.

alties regardless of how high energy
prices climb. 

Even before Chevron and its part-
ners confirmed the discovery last
week, the Government Accountabil-
ity Office, the investigative arm of
Congress, had estimated that the
Treasury could lose as much as $20
billion over the next 25 years.

On Wednesday, the House Com-
mittee on Government Reform will
begin two days of hearings on how
the original calculation came to be.
Republicans have been eager to
blame the Clinton administration,
which was in office when the leases
were signed.

But the Interior Department’s in-
spector general is expected to testify
that the Bush administration may be
in danger of making exactly the
same move on new leases.

According to Congressional aides,
the inspector general has uncovered
evidence that midlevel Interior De-
partment officials warned as recent-

ly as July that a new batch of leases
could cost the government billions of
dollars beyond the original misstep.

Republican lawmakers are also
angry about the Interior Depart-
ment’s response to the problem,
which was first disclosed by The
New York Times in March. 

Representative Thomas M. Davis
III of Virginia, chairman of the Com-
mittee on Government Reform, com-
plained of “systematic delays” and
said the Interior Department had
withheld large volumes of “critical
information” from Congressional in-
vestigators.

Chevron’s huge potential savings
highlight a dispute about how to rem-
edy the leases signed in the late
1990’s. The Bush administration and

many Republican leaders argue that
those leases are binding contracts
that cannot be changed except
through an agreement by the compa-
nies.

Democrats acknowledge that the
contracts are binding, but support a
measure that would punish compa-
nies that refuse to renegotiate their
contracts by prohibiting them from
acquiring additional oil and gas
leases.

The House passed the Democratic
proposal, over objections from Re-
publican leaders, as an amendment
to the Interior Department’s spend-
ing bill. The Senate Appropriations
Committee attached a similar meas-
ure to its bill, but the overall meas-
ure has been stalled for months. 

The hearings this week are ex-
pected to focus on how the Interior
Department blundered on the leases.
The inspector general, Earl E. Deva-
ney, has concluded that the leases
were a mistake rather than a result
of any collusion with industry. 

But Mr. Devaney is also expected
to say that the Interior Department

continues to suffer from a “lack of
accountability.” Investigators have
combed through 5,000 e-mail mes-
sages and are believed to have found
some written as recently as this
summer in which frustrated mid-
level officials warned that the Interi-
or Department had not fixed the bu-
reaucratic and procedural problems
that led to the original mistake.

Representative Davis and Repre-
sentative Darrell Issa, Republican of
California and chairman of the Gov-
ernment Reform energy and re-
sources subcommittee, accused the
Interior Department in August of de-
liberately obstructing their investi-
gation. 

“We are deeply concerned that the
department may have intentionally
withheld critical information from
the subcommittee,” the two lawmak-
ers wrote in a letter on Aug. 3 to Dirk
Kempthorne, the new Interior secre-
tary. “If this is the case, then it has
intentionally impeded this duly au-
thorized Congressional investiga-
tion.”

Chevron Could Avoid Huge Royalties From Gulf Oil Find
Continued From First Business Page

A halt to royalty relief
in ’98 and ’99 leases
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MUMBAI, India, Sept. 11 — India’s
quest to be a leading carmaker has
received a vigorous boost in recent
days, with a parade of global compa-
nies unfurling plans to assemble cars
for domestic sale and export.

The recent announcements — by
BMW, Suzuki, Nissan, Volkswagen,
Honda and Toyota — reflect the al-
lure of selling cars to many echelons
of a society where a growing number
of people have more disposable in-
come.

The government recently forecast
that automobile sales would soar to
$145 billion in 2016 from $34 billion
this year and account then for one-
tenth of the nation’s economic out-
put.

At the top end of the market, BMW
announced late last month that it
would assemble cars in India for the
first time and aim for the widening
sliver of the new rich. Next year, it
will open a $25 million plant in the
southern port of Chennai, formerly
Madras, that will manufacture 1,000
3 Series and 5 Series models, with a

peak capacity of 1,700 cars a year.
But the plant, which will produce ex-
isting model cars, is an anomaly be-
cause most manufacturers are cre-
ating models for the Indian market. 

Producers are inventing smaller
cars to cater to emerging value-con-
scious consumers. They would then
try to export those made-for-India
cars around the world, seeking effi-
ciencies from large-scale output.

“Previously they thought, ‘What do
we have that could fit into India?’ ”
said Paul Blokland, an automotive
expert in Bangalore who has advised
Volkswagen, BMW, Hyundai and oth-
ers on entering the Indian market.
“Now, they think, ‘What can we in-
vent for India and fit into the rest of
the world?’ ”

Honda and Toyota announced last
week that they would bolster their
presence in this country with smaller
cars. Honda said it would quadruple
its Indian capacity to 200,000 cars by
2010, primarily with small cars.

Toyota, which has yet to offer a
small car in India, said it would soon
do so in the hope of seizing a tenth of
the market by 2010.

Around the same time, Maruti
Udyog, an Indian automaker jointly
controlled by Nissan and Suzuki, said
it would spend about $650 million to
expand its Indian factories and build
new ones, nearly doubling its capaci-
ty in the country to a million cars by
2010. By then, it also plans to in-
crease its exports more than tenfold,
primarily to Europe, aiming for
400,000 cars a year, compared with
35,000 last year. On Sunday, Volks-
wagen confirmed that it was scout-
ing for plant locations to produce its
first Indian-made vehicle, also a
small car.

These moves come a month after
General Motors said it would build a
$300 million plant in India to produce
a fuel-efficient hatchback called the
Chevrolet Spark, priced at $6,000 to
$8,000.

The plans appear to embody what
John Seely Brown, a former chief
scientist at Xerox, and John Hagel, a
former management consultant,
have called “innovation blowback”, a
term referring to multinational com-
panies’ picking up new skills in
emerging markets and then bringing
them back to their home countries.

In a recent interview, David N.
Reilly, president of General Motors
in Asia, said the Indian market had
compelled his company to learn how
to make money on small cars — a
skill that could prove useful in the
United States, where high fuel prices
are making smaller cars more pop-
ular.

“If we’re going to be successful in
Asia, we have to be successful in
small cars,” he said. “And that will
give us the potential products to go
back into our traditional markets of
Europe and the U.S. with smaller
cars, which we haven’t had before.”

The spurt in Indian auto output
adds to mounting signs of an indus-
trial awakening. So far, the nation’s
economy has grown mostly in serv-
ices, including an outsourcing indus-
try that has generated about a mil-
lion jobs.

Though impressive, that growth
has spread little opportunity among
villages and small towns, where
more than two-thirds of Indians live.

On a recent visit to a Hyundai fac-
tory in southern India, managers
spoke of a country that was slowly
changing to make itself friendly to
manufacturers — and of a world that
was slowly adjusting to the idea of
“made in India.”

After years of resistance by
unions, the government of Tamil
Nadu state, where the Hyundai plant
is situated, recently permitted fac-
tories to run 24 hours a day on three
shifts. The switch made the plant the
first Hyundai site in the world to op-
erate without a pause, said Heung
Soo Lheem, chief of India operations
for Hyundai.

When the company started export-
ing the Santro hatchback to Europe,
in 2003, dealers there sought a 5 per-
cent discount on India-made cars,
which they regarded as inferior.

At Hyundai’s invitation, several
dealers visited the factory in India;
impressed by what they saw, they
withdrew their request.

Hyundai, a South Korean compa-
ny, began exporting cars from India
with the Santro. Last year, it ex-
ported 92,000 of them and said last
week that it was doubling its produc-
tion capacity in India, to 600,000 a
year from 300,000.

Today, about 700 Koreans live in
Chennai, working for Hyundai and its
suppliers. In a sign that it could be-
come an auto boomtown, the city is
filling with Korean restaurants
where guests sit on the floor, sa-
voring kimchi and spicy barbecued
beef.

Foreign Automakers See India as Exporter

Ran Kim/Reuters

A Hyundai worker in Chennai, India, inspected a car just off the assembly line. After years of difficult rela-
tions with labor unions, factories in the southern state, Tamil Nadu, are now operating 24 hours a day.As a poor land starts

to prosper, the likes of
Hyundai and Toyota
expand production.

alties regardless of how high energy
prices climb. 

Even before Chevron and its part-
ners confirmed the discovery last
week, the Government Accountabil-
ity Office, the investigative arm of
Congress, had estimated that the
Treasury could lose as much as $20
billion over the next 25 years.

On Wednesday, the House Com-
mittee on Government Reform will
begin two days of hearings on how
the original calculation came to be.
Republicans have been eager to
blame the Clinton administration,
which was in office when the leases
were signed.

But the Interior Department’s in-
spector general is expected to testify
that the Bush administration may be
in danger of making exactly the
same move on new leases.

According to Congressional aides,
the inspector general has uncovered
evidence that midlevel Interior De-
partment officials warned as recent-

ly as July that a new batch of leases
could cost the government billions of
dollars beyond the original misstep.

Republican lawmakers are also
angry about the Interior Depart-
ment’s response to the problem,
which was first disclosed by The
New York Times in March. 

Representative Thomas M. Davis
III of Virginia, chairman of the Com-
mittee on Government Reform, com-
plained of “systematic delays” and
said the Interior Department had
withheld large volumes of “critical
information” from Congressional in-
vestigators.

Chevron’s huge potential savings
highlight a dispute about how to rem-
edy the leases signed in the late
1990’s. The Bush administration and

many Republican leaders argue that
those leases are binding contracts
that cannot be changed except
through an agreement by the compa-
nies.

Democrats acknowledge that the
contracts are binding, but support a
measure that would punish compa-
nies that refuse to renegotiate their
contracts by prohibiting them from
acquiring additional oil and gas
leases.

The House passed the Democratic
proposal, over objections from Re-
publican leaders, as an amendment
to the Interior Department’s spend-
ing bill. The Senate Appropriations
Committee attached a similar meas-
ure to its bill, but the overall meas-
ure has been stalled for months. 

The hearings this week are ex-
pected to focus on how the Interior
Department blundered on the leases.
The inspector general, Earl E. Deva-
ney, has concluded that the leases
were a mistake rather than a result
of any collusion with industry. 

But Mr. Devaney is also expected
to say that the Interior Department

continues to suffer from a “lack of
accountability.” Investigators have
combed through 5,000 e-mail mes-
sages and are believed to have found
some written as recently as this
summer in which frustrated mid-
level officials warned that the Interi-
or Department had not fixed the bu-
reaucratic and procedural problems
that led to the original mistake.

Representative Davis and Repre-
sentative Darrell Issa, Republican of
California and chairman of the Gov-
ernment Reform energy and re-
sources subcommittee, accused the
Interior Department in August of de-
liberately obstructing their investi-
gation. 

“We are deeply concerned that the
department may have intentionally
withheld critical information from
the subcommittee,” the two lawmak-
ers wrote in a letter on Aug. 3 to Dirk
Kempthorne, the new Interior secre-
tary. “If this is the case, then it has
intentionally impeded this duly au-
thorized Congressional investiga-
tion.”

Chevron Could Avoid Huge Royalties From Gulf Oil Find
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MUMBAI, India, Sept. 11 — India’s
quest to be a leading carmaker has
received a vigorous boost in recent
days, with a parade of global compa-
nies unfurling plans to assemble cars
for domestic sale and export.

The recent announcements — by
BMW, Suzuki, Nissan, Volkswagen,
Honda and Toyota — reflect the al-
lure of selling cars to many echelons
of a society where a growing number
of people have more disposable in-
come.

The government recently forecast
that automobile sales would soar to
$145 billion in 2016 from $34 billion
this year and account then for one-
tenth of the nation’s economic out-
put.

At the top end of the market, BMW
announced late last month that it
would assemble cars in India for the
first time and aim for the widening
sliver of the new rich. Next year, it
will open a $25 million plant in the
southern port of Chennai, formerly
Madras, that will manufacture 1,000
3 Series and 5 Series models, with a

peak capacity of 1,700 cars a year.
But the plant, which will produce ex-
isting model cars, is an anomaly be-
cause most manufacturers are cre-
ating models for the Indian market. 

Producers are inventing smaller
cars to cater to emerging value-con-
scious consumers. They would then
try to export those made-for-India
cars around the world, seeking effi-
ciencies from large-scale output.

“Previously they thought, ‘What do
we have that could fit into India?’ ”
said Paul Blokland, an automotive
expert in Bangalore who has advised
Volkswagen, BMW, Hyundai and oth-
ers on entering the Indian market.
“Now, they think, ‘What can we in-
vent for India and fit into the rest of
the world?’ ”

Honda and Toyota announced last
week that they would bolster their
presence in this country with smaller
cars. Honda said it would quadruple
its Indian capacity to 200,000 cars by
2010, primarily with small cars.

Toyota, which has yet to offer a
small car in India, said it would soon
do so in the hope of seizing a tenth of
the market by 2010.

Around the same time, Maruti
Udyog, an Indian automaker jointly
controlled by Nissan and Suzuki, said
it would spend about $650 million to
expand its Indian factories and build
new ones, nearly doubling its capaci-
ty in the country to a million cars by
2010. By then, it also plans to in-
crease its exports more than tenfold,
primarily to Europe, aiming for
400,000 cars a year, compared with
35,000 last year. On Sunday, Volks-
wagen confirmed that it was scout-
ing for plant locations to produce its
first Indian-made vehicle, also a
small car.

These moves come a month after
General Motors said it would build a
$300 million plant in India to produce
a fuel-efficient hatchback called the
Chevrolet Spark, priced at $6,000 to
$8,000.

The plans appear to embody what
John Seely Brown, a former chief
scientist at Xerox, and John Hagel, a
former management consultant,
have called “innovation blowback”, a
term referring to multinational com-
panies’ picking up new skills in
emerging markets and then bringing
them back to their home countries.

In a recent interview, David N.
Reilly, president of General Motors
in Asia, said the Indian market had
compelled his company to learn how
to make money on small cars — a
skill that could prove useful in the
United States, where high fuel prices
are making smaller cars more pop-
ular.

“If we’re going to be successful in
Asia, we have to be successful in
small cars,” he said. “And that will
give us the potential products to go
back into our traditional markets of
Europe and the U.S. with smaller
cars, which we haven’t had before.”

The spurt in Indian auto output
adds to mounting signs of an indus-
trial awakening. So far, the nation’s
economy has grown mostly in serv-
ices, including an outsourcing indus-
try that has generated about a mil-
lion jobs.

Though impressive, that growth
has spread little opportunity among
villages and small towns, where
more than two-thirds of Indians live.

On a recent visit to a Hyundai fac-
tory in southern India, managers
spoke of a country that was slowly
changing to make itself friendly to
manufacturers — and of a world that
was slowly adjusting to the idea of
“made in India.”

After years of resistance by
unions, the government of Tamil
Nadu state, where the Hyundai plant
is situated, recently permitted fac-
tories to run 24 hours a day on three
shifts. The switch made the plant the
first Hyundai site in the world to op-
erate without a pause, said Heung
Soo Lheem, chief of India operations
for Hyundai.

When the company started export-
ing the Santro hatchback to Europe,
in 2003, dealers there sought a 5 per-
cent discount on India-made cars,
which they regarded as inferior.

At Hyundai’s invitation, several
dealers visited the factory in India;
impressed by what they saw, they
withdrew their request.

Hyundai, a South Korean compa-
ny, began exporting cars from India
with the Santro. Last year, it ex-
ported 92,000 of them and said last
week that it was doubling its produc-
tion capacity in India, to 600,000 a
year from 300,000.

Today, about 700 Koreans live in
Chennai, working for Hyundai and its
suppliers. In a sign that it could be-
come an auto boomtown, the city is
filling with Korean restaurants
where guests sit on the floor, sa-
voring kimchi and spicy barbecued
beef.

Foreign Automakers See India as Exporter

Ran Kim/Reuters

A Hyundai worker in Chennai, India, inspected a car just off the assembly line. After years of difficult rela-
tions with labor unions, factories in the southern state, Tamil Nadu, are now operating 24 hours a day.As a poor land starts

to prosper, the likes of
Hyundai and Toyota
expand production.

alties regardless of how high energy
prices climb. 

Even before Chevron and its part-
ners confirmed the discovery last
week, the Government Accountabil-
ity Office, the investigative arm of
Congress, had estimated that the
Treasury could lose as much as $20
billion over the next 25 years.

On Wednesday, the House Com-
mittee on Government Reform will
begin two days of hearings on how
the original calculation came to be.
Republicans have been eager to
blame the Clinton administration,
which was in office when the leases
were signed.

But the Interior Department’s in-
spector general is expected to testify
that the Bush administration may be
in danger of making exactly the
same move on new leases.

According to Congressional aides,
the inspector general has uncovered
evidence that midlevel Interior De-
partment officials warned as recent-

ly as July that a new batch of leases
could cost the government billions of
dollars beyond the original misstep.

Republican lawmakers are also
angry about the Interior Depart-
ment’s response to the problem,
which was first disclosed by The
New York Times in March. 

Representative Thomas M. Davis
III of Virginia, chairman of the Com-
mittee on Government Reform, com-
plained of “systematic delays” and
said the Interior Department had
withheld large volumes of “critical
information” from Congressional in-
vestigators.

Chevron’s huge potential savings
highlight a dispute about how to rem-
edy the leases signed in the late
1990’s. The Bush administration and

many Republican leaders argue that
those leases are binding contracts
that cannot be changed except
through an agreement by the compa-
nies.

Democrats acknowledge that the
contracts are binding, but support a
measure that would punish compa-
nies that refuse to renegotiate their
contracts by prohibiting them from
acquiring additional oil and gas
leases.

The House passed the Democratic
proposal, over objections from Re-
publican leaders, as an amendment
to the Interior Department’s spend-
ing bill. The Senate Appropriations
Committee attached a similar meas-
ure to its bill, but the overall meas-
ure has been stalled for months. 

The hearings this week are ex-
pected to focus on how the Interior
Department blundered on the leases.
The inspector general, Earl E. Deva-
ney, has concluded that the leases
were a mistake rather than a result
of any collusion with industry. 

But Mr. Devaney is also expected
to say that the Interior Department

continues to suffer from a “lack of
accountability.” Investigators have
combed through 5,000 e-mail mes-
sages and are believed to have found
some written as recently as this
summer in which frustrated mid-
level officials warned that the Interi-
or Department had not fixed the bu-
reaucratic and procedural problems
that led to the original mistake.

Representative Davis and Repre-
sentative Darrell Issa, Republican of
California and chairman of the Gov-
ernment Reform energy and re-
sources subcommittee, accused the
Interior Department in August of de-
liberately obstructing their investi-
gation. 

“We are deeply concerned that the
department may have intentionally
withheld critical information from
the subcommittee,” the two lawmak-
ers wrote in a letter on Aug. 3 to Dirk
Kempthorne, the new Interior secre-
tary. “If this is the case, then it has
intentionally impeded this duly au-
thorized Congressional investiga-
tion.”
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MUMBAI, India, Sept. 11 — India’s
quest to be a leading carmaker has
received a vigorous boost in recent
days, with a parade of global compa-
nies unfurling plans to assemble cars
for domestic sale and export.

The recent announcements — by
BMW, Suzuki, Nissan, Volkswagen,
Honda and Toyota — reflect the al-
lure of selling cars to many echelons
of a society where a growing number
of people have more disposable in-
come.

The government recently forecast
that automobile sales would soar to
$145 billion in 2016 from $34 billion
this year and account then for one-
tenth of the nation’s economic out-
put.

At the top end of the market, BMW
announced late last month that it
would assemble cars in India for the
first time and aim for the widening
sliver of the new rich. Next year, it
will open a $25 million plant in the
southern port of Chennai, formerly
Madras, that will manufacture 1,000
3 Series and 5 Series models, with a

peak capacity of 1,700 cars a year.
But the plant, which will produce ex-
isting model cars, is an anomaly be-
cause most manufacturers are cre-
ating models for the Indian market. 

Producers are inventing smaller
cars to cater to emerging value-con-
scious consumers. They would then
try to export those made-for-India
cars around the world, seeking effi-
ciencies from large-scale output.

“Previously they thought, ‘What do
we have that could fit into India?’ ”
said Paul Blokland, an automotive
expert in Bangalore who has advised
Volkswagen, BMW, Hyundai and oth-
ers on entering the Indian market.
“Now, they think, ‘What can we in-
vent for India and fit into the rest of
the world?’ ”

Honda and Toyota announced last
week that they would bolster their
presence in this country with smaller
cars. Honda said it would quadruple
its Indian capacity to 200,000 cars by
2010, primarily with small cars.

Toyota, which has yet to offer a
small car in India, said it would soon
do so in the hope of seizing a tenth of
the market by 2010.

Around the same time, Maruti
Udyog, an Indian automaker jointly
controlled by Nissan and Suzuki, said
it would spend about $650 million to
expand its Indian factories and build
new ones, nearly doubling its capaci-
ty in the country to a million cars by
2010. By then, it also plans to in-
crease its exports more than tenfold,
primarily to Europe, aiming for
400,000 cars a year, compared with
35,000 last year. On Sunday, Volks-
wagen confirmed that it was scout-
ing for plant locations to produce its
first Indian-made vehicle, also a
small car.

These moves come a month after
General Motors said it would build a
$300 million plant in India to produce
a fuel-efficient hatchback called the
Chevrolet Spark, priced at $6,000 to
$8,000.

The plans appear to embody what
John Seely Brown, a former chief
scientist at Xerox, and John Hagel, a
former management consultant,
have called “innovation blowback”, a
term referring to multinational com-
panies’ picking up new skills in
emerging markets and then bringing
them back to their home countries.

In a recent interview, David N.
Reilly, president of General Motors
in Asia, said the Indian market had
compelled his company to learn how
to make money on small cars — a
skill that could prove useful in the
United States, where high fuel prices
are making smaller cars more pop-
ular.

“If we’re going to be successful in
Asia, we have to be successful in
small cars,” he said. “And that will
give us the potential products to go
back into our traditional markets of
Europe and the U.S. with smaller
cars, which we haven’t had before.”

The spurt in Indian auto output
adds to mounting signs of an indus-
trial awakening. So far, the nation’s
economy has grown mostly in serv-
ices, including an outsourcing indus-
try that has generated about a mil-
lion jobs.

Though impressive, that growth
has spread little opportunity among
villages and small towns, where
more than two-thirds of Indians live.

On a recent visit to a Hyundai fac-
tory in southern India, managers
spoke of a country that was slowly
changing to make itself friendly to
manufacturers — and of a world that
was slowly adjusting to the idea of
“made in India.”

After years of resistance by
unions, the government of Tamil
Nadu state, where the Hyundai plant
is situated, recently permitted fac-
tories to run 24 hours a day on three
shifts. The switch made the plant the
first Hyundai site in the world to op-
erate without a pause, said Heung
Soo Lheem, chief of India operations
for Hyundai.

When the company started export-
ing the Santro hatchback to Europe,
in 2003, dealers there sought a 5 per-
cent discount on India-made cars,
which they regarded as inferior.

At Hyundai’s invitation, several
dealers visited the factory in India;
impressed by what they saw, they
withdrew their request.

Hyundai, a South Korean compa-
ny, began exporting cars from India
with the Santro. Last year, it ex-
ported 92,000 of them and said last
week that it was doubling its produc-
tion capacity in India, to 600,000 a
year from 300,000.

Today, about 700 Koreans live in
Chennai, working for Hyundai and its
suppliers. In a sign that it could be-
come an auto boomtown, the city is
filling with Korean restaurants
where guests sit on the floor, sa-
voring kimchi and spicy barbecued
beef.

Foreign Automakers See India as Exporter

Ran Kim/Reuters

A Hyundai worker in Chennai, India, inspected a car just off the assembly line. After years of difficult rela-
tions with labor unions, factories in the southern state, Tamil Nadu, are now operating 24 hours a day.As a poor land starts

to prosper, the likes of
Hyundai and Toyota
expand production.

alties regardless of how high energy
prices climb. 

Even before Chevron and its part-
ners confirmed the discovery last
week, the Government Accountabil-
ity Office, the investigative arm of
Congress, had estimated that the
Treasury could lose as much as $20
billion over the next 25 years.

On Wednesday, the House Com-
mittee on Government Reform will
begin two days of hearings on how
the original calculation came to be.
Republicans have been eager to
blame the Clinton administration,
which was in office when the leases
were signed.

But the Interior Department’s in-
spector general is expected to testify
that the Bush administration may be
in danger of making exactly the
same move on new leases.

According to Congressional aides,
the inspector general has uncovered
evidence that midlevel Interior De-
partment officials warned as recent-

ly as July that a new batch of leases
could cost the government billions of
dollars beyond the original misstep.

Republican lawmakers are also
angry about the Interior Depart-
ment’s response to the problem,
which was first disclosed by The
New York Times in March. 

Representative Thomas M. Davis
III of Virginia, chairman of the Com-
mittee on Government Reform, com-
plained of “systematic delays” and
said the Interior Department had
withheld large volumes of “critical
information” from Congressional in-
vestigators.

Chevron’s huge potential savings
highlight a dispute about how to rem-
edy the leases signed in the late
1990’s. The Bush administration and

many Republican leaders argue that
those leases are binding contracts
that cannot be changed except
through an agreement by the compa-
nies.

Democrats acknowledge that the
contracts are binding, but support a
measure that would punish compa-
nies that refuse to renegotiate their
contracts by prohibiting them from
acquiring additional oil and gas
leases.

The House passed the Democratic
proposal, over objections from Re-
publican leaders, as an amendment
to the Interior Department’s spend-
ing bill. The Senate Appropriations
Committee attached a similar meas-
ure to its bill, but the overall meas-
ure has been stalled for months. 

The hearings this week are ex-
pected to focus on how the Interior
Department blundered on the leases.
The inspector general, Earl E. Deva-
ney, has concluded that the leases
were a mistake rather than a result
of any collusion with industry. 

But Mr. Devaney is also expected
to say that the Interior Department

continues to suffer from a “lack of
accountability.” Investigators have
combed through 5,000 e-mail mes-
sages and are believed to have found
some written as recently as this
summer in which frustrated mid-
level officials warned that the Interi-
or Department had not fixed the bu-
reaucratic and procedural problems
that led to the original mistake.

Representative Davis and Repre-
sentative Darrell Issa, Republican of
California and chairman of the Gov-
ernment Reform energy and re-
sources subcommittee, accused the
Interior Department in August of de-
liberately obstructing their investi-
gation. 

“We are deeply concerned that the
department may have intentionally
withheld critical information from
the subcommittee,” the two lawmak-
ers wrote in a letter on Aug. 3 to Dirk
Kempthorne, the new Interior secre-
tary. “If this is the case, then it has
intentionally impeded this duly au-
thorized Congressional investiga-
tion.”

Chevron Could Avoid Huge Royalties From Gulf Oil Find
Continued From First Business Page

A halt to royalty relief
in ’98 and ’99 leases
was somehow omitted.

Nxxx,2006-09-12,C,005,Bs-BW,E1

N C5THE NEW YORK TIMES, TUESDAY, SEPTEMBER 12, 2006

By ANAND GIRIDHARADAS
International Herald Tribune

MUMBAI, India, Sept. 11 — India’s
quest to be a leading carmaker has
received a vigorous boost in recent
days, with a parade of global compa-
nies unfurling plans to assemble cars
for domestic sale and export.

The recent announcements — by
BMW, Suzuki, Nissan, Volkswagen,
Honda and Toyota — reflect the al-
lure of selling cars to many echelons
of a society where a growing number
of people have more disposable in-
come.

The government recently forecast
that automobile sales would soar to
$145 billion in 2016 from $34 billion
this year and account then for one-
tenth of the nation’s economic out-
put.

At the top end of the market, BMW
announced late last month that it
would assemble cars in India for the
first time and aim for the widening
sliver of the new rich. Next year, it
will open a $25 million plant in the
southern port of Chennai, formerly
Madras, that will manufacture 1,000
3 Series and 5 Series models, with a

peak capacity of 1,700 cars a year.
But the plant, which will produce ex-
isting model cars, is an anomaly be-
cause most manufacturers are cre-
ating models for the Indian market. 

Producers are inventing smaller
cars to cater to emerging value-con-
scious consumers. They would then
try to export those made-for-India
cars around the world, seeking effi-
ciencies from large-scale output.

“Previously they thought, ‘What do
we have that could fit into India?’ ”
said Paul Blokland, an automotive
expert in Bangalore who has advised
Volkswagen, BMW, Hyundai and oth-
ers on entering the Indian market.
“Now, they think, ‘What can we in-
vent for India and fit into the rest of
the world?’ ”

Honda and Toyota announced last
week that they would bolster their
presence in this country with smaller
cars. Honda said it would quadruple
its Indian capacity to 200,000 cars by
2010, primarily with small cars.

Toyota, which has yet to offer a
small car in India, said it would soon
do so in the hope of seizing a tenth of
the market by 2010.

Around the same time, Maruti
Udyog, an Indian automaker jointly
controlled by Nissan and Suzuki, said
it would spend about $650 million to
expand its Indian factories and build
new ones, nearly doubling its capaci-
ty in the country to a million cars by
2010. By then, it also plans to in-
crease its exports more than tenfold,
primarily to Europe, aiming for
400,000 cars a year, compared with
35,000 last year. On Sunday, Volks-
wagen confirmed that it was scout-
ing for plant locations to produce its
first Indian-made vehicle, also a
small car.

These moves come a month after
General Motors said it would build a
$300 million plant in India to produce
a fuel-efficient hatchback called the
Chevrolet Spark, priced at $6,000 to
$8,000.

The plans appear to embody what
John Seely Brown, a former chief
scientist at Xerox, and John Hagel, a
former management consultant,
have called “innovation blowback”, a
term referring to multinational com-
panies’ picking up new skills in
emerging markets and then bringing
them back to their home countries.

In a recent interview, David N.
Reilly, president of General Motors
in Asia, said the Indian market had
compelled his company to learn how
to make money on small cars — a
skill that could prove useful in the
United States, where high fuel prices
are making smaller cars more pop-
ular.

“If we’re going to be successful in
Asia, we have to be successful in
small cars,” he said. “And that will
give us the potential products to go
back into our traditional markets of
Europe and the U.S. with smaller
cars, which we haven’t had before.”

The spurt in Indian auto output
adds to mounting signs of an indus-
trial awakening. So far, the nation’s
economy has grown mostly in serv-
ices, including an outsourcing indus-
try that has generated about a mil-
lion jobs.

Though impressive, that growth
has spread little opportunity among
villages and small towns, where
more than two-thirds of Indians live.

On a recent visit to a Hyundai fac-
tory in southern India, managers
spoke of a country that was slowly
changing to make itself friendly to
manufacturers — and of a world that
was slowly adjusting to the idea of
“made in India.”

After years of resistance by
unions, the government of Tamil
Nadu state, where the Hyundai plant
is situated, recently permitted fac-
tories to run 24 hours a day on three
shifts. The switch made the plant the
first Hyundai site in the world to op-
erate without a pause, said Heung
Soo Lheem, chief of India operations
for Hyundai.

When the company started export-
ing the Santro hatchback to Europe,
in 2003, dealers there sought a 5 per-
cent discount on India-made cars,
which they regarded as inferior.

At Hyundai’s invitation, several
dealers visited the factory in India;
impressed by what they saw, they
withdrew their request.

Hyundai, a South Korean compa-
ny, began exporting cars from India
with the Santro. Last year, it ex-
ported 92,000 of them and said last
week that it was doubling its produc-
tion capacity in India, to 600,000 a
year from 300,000.

Today, about 700 Koreans live in
Chennai, working for Hyundai and its
suppliers. In a sign that it could be-
come an auto boomtown, the city is
filling with Korean restaurants
where guests sit on the floor, sa-
voring kimchi and spicy barbecued
beef.

Foreign Automakers See India as Exporter

Ran Kim/Reuters

A Hyundai worker in Chennai, India, inspected a car just off the assembly line. After years of difficult rela-
tions with labor unions, factories in the southern state, Tamil Nadu, are now operating 24 hours a day.As a poor land starts

to prosper, the likes of
Hyundai and Toyota
expand production.

alties regardless of how high energy
prices climb. 

Even before Chevron and its part-
ners confirmed the discovery last
week, the Government Accountabil-
ity Office, the investigative arm of
Congress, had estimated that the
Treasury could lose as much as $20
billion over the next 25 years.

On Wednesday, the House Com-
mittee on Government Reform will
begin two days of hearings on how
the original calculation came to be.
Republicans have been eager to
blame the Clinton administration,
which was in office when the leases
were signed.

But the Interior Department’s in-
spector general is expected to testify
that the Bush administration may be
in danger of making exactly the
same move on new leases.

According to Congressional aides,
the inspector general has uncovered
evidence that midlevel Interior De-
partment officials warned as recent-

ly as July that a new batch of leases
could cost the government billions of
dollars beyond the original misstep.

Republican lawmakers are also
angry about the Interior Depart-
ment’s response to the problem,
which was first disclosed by The
New York Times in March. 

Representative Thomas M. Davis
III of Virginia, chairman of the Com-
mittee on Government Reform, com-
plained of “systematic delays” and
said the Interior Department had
withheld large volumes of “critical
information” from Congressional in-
vestigators.

Chevron’s huge potential savings
highlight a dispute about how to rem-
edy the leases signed in the late
1990’s. The Bush administration and

many Republican leaders argue that
those leases are binding contracts
that cannot be changed except
through an agreement by the compa-
nies.

Democrats acknowledge that the
contracts are binding, but support a
measure that would punish compa-
nies that refuse to renegotiate their
contracts by prohibiting them from
acquiring additional oil and gas
leases.

The House passed the Democratic
proposal, over objections from Re-
publican leaders, as an amendment
to the Interior Department’s spend-
ing bill. The Senate Appropriations
Committee attached a similar meas-
ure to its bill, but the overall meas-
ure has been stalled for months. 

The hearings this week are ex-
pected to focus on how the Interior
Department blundered on the leases.
The inspector general, Earl E. Deva-
ney, has concluded that the leases
were a mistake rather than a result
of any collusion with industry. 

But Mr. Devaney is also expected
to say that the Interior Department

continues to suffer from a “lack of
accountability.” Investigators have
combed through 5,000 e-mail mes-
sages and are believed to have found
some written as recently as this
summer in which frustrated mid-
level officials warned that the Interi-
or Department had not fixed the bu-
reaucratic and procedural problems
that led to the original mistake.

Representative Davis and Repre-
sentative Darrell Issa, Republican of
California and chairman of the Gov-
ernment Reform energy and re-
sources subcommittee, accused the
Interior Department in August of de-
liberately obstructing their investi-
gation. 

“We are deeply concerned that the
department may have intentionally
withheld critical information from
the subcommittee,” the two lawmak-
ers wrote in a letter on Aug. 3 to Dirk
Kempthorne, the new Interior secre-
tary. “If this is the case, then it has
intentionally impeded this duly au-
thorized Congressional investiga-
tion.”

Chevron Could Avoid Huge Royalties From Gulf Oil Find
Continued From First Business Page

A halt to royalty relief
in ’98 and ’99 leases
was somehow omitted.

Nxxx,2006-09-12,C,005,Bs-BW,E1

N C5THE NEW YORK TIMES, TUESDAY, SEPTEMBER 12, 2006

By ANAND GIRIDHARADAS
International Herald Tribune

MUMBAI, India, Sept. 11 — India’s
quest to be a leading carmaker has
received a vigorous boost in recent
days, with a parade of global compa-
nies unfurling plans to assemble cars
for domestic sale and export.

The recent announcements — by
BMW, Suzuki, Nissan, Volkswagen,
Honda and Toyota — reflect the al-
lure of selling cars to many echelons
of a society where a growing number
of people have more disposable in-
come.

The government recently forecast
that automobile sales would soar to
$145 billion in 2016 from $34 billion
this year and account then for one-
tenth of the nation’s economic out-
put.

At the top end of the market, BMW
announced late last month that it
would assemble cars in India for the
first time and aim for the widening
sliver of the new rich. Next year, it
will open a $25 million plant in the
southern port of Chennai, formerly
Madras, that will manufacture 1,000
3 Series and 5 Series models, with a

peak capacity of 1,700 cars a year.
But the plant, which will produce ex-
isting model cars, is an anomaly be-
cause most manufacturers are cre-
ating models for the Indian market. 

Producers are inventing smaller
cars to cater to emerging value-con-
scious consumers. They would then
try to export those made-for-India
cars around the world, seeking effi-
ciencies from large-scale output.

“Previously they thought, ‘What do
we have that could fit into India?’ ”
said Paul Blokland, an automotive
expert in Bangalore who has advised
Volkswagen, BMW, Hyundai and oth-
ers on entering the Indian market.
“Now, they think, ‘What can we in-
vent for India and fit into the rest of
the world?’ ”

Honda and Toyota announced last
week that they would bolster their
presence in this country with smaller
cars. Honda said it would quadruple
its Indian capacity to 200,000 cars by
2010, primarily with small cars.

Toyota, which has yet to offer a
small car in India, said it would soon
do so in the hope of seizing a tenth of
the market by 2010.

Around the same time, Maruti
Udyog, an Indian automaker jointly
controlled by Nissan and Suzuki, said
it would spend about $650 million to
expand its Indian factories and build
new ones, nearly doubling its capaci-
ty in the country to a million cars by
2010. By then, it also plans to in-
crease its exports more than tenfold,
primarily to Europe, aiming for
400,000 cars a year, compared with
35,000 last year. On Sunday, Volks-
wagen confirmed that it was scout-
ing for plant locations to produce its
first Indian-made vehicle, also a
small car.

These moves come a month after
General Motors said it would build a
$300 million plant in India to produce
a fuel-efficient hatchback called the
Chevrolet Spark, priced at $6,000 to
$8,000.

The plans appear to embody what
John Seely Brown, a former chief
scientist at Xerox, and John Hagel, a
former management consultant,
have called “innovation blowback”, a
term referring to multinational com-
panies’ picking up new skills in
emerging markets and then bringing
them back to their home countries.

In a recent interview, David N.
Reilly, president of General Motors
in Asia, said the Indian market had
compelled his company to learn how
to make money on small cars — a
skill that could prove useful in the
United States, where high fuel prices
are making smaller cars more pop-
ular.

“If we’re going to be successful in
Asia, we have to be successful in
small cars,” he said. “And that will
give us the potential products to go
back into our traditional markets of
Europe and the U.S. with smaller
cars, which we haven’t had before.”

The spurt in Indian auto output
adds to mounting signs of an indus-
trial awakening. So far, the nation’s
economy has grown mostly in serv-
ices, including an outsourcing indus-
try that has generated about a mil-
lion jobs.

Though impressive, that growth
has spread little opportunity among
villages and small towns, where
more than two-thirds of Indians live.

On a recent visit to a Hyundai fac-
tory in southern India, managers
spoke of a country that was slowly
changing to make itself friendly to
manufacturers — and of a world that
was slowly adjusting to the idea of
“made in India.”

After years of resistance by
unions, the government of Tamil
Nadu state, where the Hyundai plant
is situated, recently permitted fac-
tories to run 24 hours a day on three
shifts. The switch made the plant the
first Hyundai site in the world to op-
erate without a pause, said Heung
Soo Lheem, chief of India operations
for Hyundai.

When the company started export-
ing the Santro hatchback to Europe,
in 2003, dealers there sought a 5 per-
cent discount on India-made cars,
which they regarded as inferior.

At Hyundai’s invitation, several
dealers visited the factory in India;
impressed by what they saw, they
withdrew their request.

Hyundai, a South Korean compa-
ny, began exporting cars from India
with the Santro. Last year, it ex-
ported 92,000 of them and said last
week that it was doubling its produc-
tion capacity in India, to 600,000 a
year from 300,000.

Today, about 700 Koreans live in
Chennai, working for Hyundai and its
suppliers. In a sign that it could be-
come an auto boomtown, the city is
filling with Korean restaurants
where guests sit on the floor, sa-
voring kimchi and spicy barbecued
beef.

Foreign Automakers See India as Exporter

Ran Kim/Reuters

A Hyundai worker in Chennai, India, inspected a car just off the assembly line. After years of difficult rela-
tions with labor unions, factories in the southern state, Tamil Nadu, are now operating 24 hours a day.As a poor land starts

to prosper, the likes of
Hyundai and Toyota
expand production.

alties regardless of how high energy
prices climb. 

Even before Chevron and its part-
ners confirmed the discovery last
week, the Government Accountabil-
ity Office, the investigative arm of
Congress, had estimated that the
Treasury could lose as much as $20
billion over the next 25 years.

On Wednesday, the House Com-
mittee on Government Reform will
begin two days of hearings on how
the original calculation came to be.
Republicans have been eager to
blame the Clinton administration,
which was in office when the leases
were signed.

But the Interior Department’s in-
spector general is expected to testify
that the Bush administration may be
in danger of making exactly the
same move on new leases.

According to Congressional aides,
the inspector general has uncovered
evidence that midlevel Interior De-
partment officials warned as recent-

ly as July that a new batch of leases
could cost the government billions of
dollars beyond the original misstep.

Republican lawmakers are also
angry about the Interior Depart-
ment’s response to the problem,
which was first disclosed by The
New York Times in March. 

Representative Thomas M. Davis
III of Virginia, chairman of the Com-
mittee on Government Reform, com-
plained of “systematic delays” and
said the Interior Department had
withheld large volumes of “critical
information” from Congressional in-
vestigators.

Chevron’s huge potential savings
highlight a dispute about how to rem-
edy the leases signed in the late
1990’s. The Bush administration and

many Republican leaders argue that
those leases are binding contracts
that cannot be changed except
through an agreement by the compa-
nies.

Democrats acknowledge that the
contracts are binding, but support a
measure that would punish compa-
nies that refuse to renegotiate their
contracts by prohibiting them from
acquiring additional oil and gas
leases.

The House passed the Democratic
proposal, over objections from Re-
publican leaders, as an amendment
to the Interior Department’s spend-
ing bill. The Senate Appropriations
Committee attached a similar meas-
ure to its bill, but the overall meas-
ure has been stalled for months. 

The hearings this week are ex-
pected to focus on how the Interior
Department blundered on the leases.
The inspector general, Earl E. Deva-
ney, has concluded that the leases
were a mistake rather than a result
of any collusion with industry. 

But Mr. Devaney is also expected
to say that the Interior Department

continues to suffer from a “lack of
accountability.” Investigators have
combed through 5,000 e-mail mes-
sages and are believed to have found
some written as recently as this
summer in which frustrated mid-
level officials warned that the Interi-
or Department had not fixed the bu-
reaucratic and procedural problems
that led to the original mistake.

Representative Davis and Repre-
sentative Darrell Issa, Republican of
California and chairman of the Gov-
ernment Reform energy and re-
sources subcommittee, accused the
Interior Department in August of de-
liberately obstructing their investi-
gation. 

“We are deeply concerned that the
department may have intentionally
withheld critical information from
the subcommittee,” the two lawmak-
ers wrote in a letter on Aug. 3 to Dirk
Kempthorne, the new Interior secre-
tary. “If this is the case, then it has
intentionally impeded this duly au-
thorized Congressional investiga-
tion.”

Chevron Could Avoid Huge Royalties From Gulf Oil Find
Continued From First Business Page

A halt to royalty relief
in ’98 and ’99 leases
was somehow omitted.

Nxxx,2006-09-12,C,005,Bs-BW,E1



VOL. CLVI . . No. 53,801 Copyright © 2006 The New York Times NEW YORK, FRIDAY, DECEMBER 22, 2006

0 3 5 4 6 1 3 9 5 2 5 0 6

   FOR HOME DELIVERY CALL 1-800-NYTIMES

INSIDE

Saparmurat Niyazov, the authori-
tarian president of Turkmenistan,
died, raising questions about succes-
sion and stability in a nation that is
essential to European energy sup-
plies. PAGE A23

Leader Dies in Turkmenistan

“Shipwreck,” the second part of
Tom Stoppard’s “Coast of Utopia”
trilogy, features signature dialogue
— and a scene of silence. A review by
Ben Brantley. WEEKEND, PAGE E1

Words, and Their Limits

Some newly elected Democratic
members of Congress have been sin-
gled out for the “incumbent retention
program,” which seeks to fortify the
politically shaky. PAGE A30

Democrats Look to ’08 Races

What can be done in a tenth of a
second? The Knicks proved a game
could be won. Their winning shot
Wednesday was a rarity, but in other
sports, a tenth of a second is an
eternity. SPORTSFRIDAY, PAGE D1

Blink, and He’ll Make It
Barton Silverman/The New York Times

Mayor John F. Street said that a
frantic fund-raising drive by local
benefactors had succeeded in keep-
ing “The Gross Clinic,” a revered
1875 painting by Thomas Eakins, in
the city. WEEKEND, PAGE E39

Staying in Philadelphia

By PAUL VITELLO

HOLTSVILLE, N.Y., Dec. 19 — On
a recent quiet afternoon, with few
witnesses around, Homer Simpson,
Santa Claus and a penguin perched
on an igloo suddenly appeared here
on the Long Island landscape as if
from nowhere, unfolding slowly like
Frankenstein monsters lurching to
life on the table. As Homer’s extrem-
ities reached full size, his pink nylon
fist puffed into Mr. Snow Man’s face
— an involuntary attack, to be sure.
Bop. 

Such is the phantasmagoric, Dis-
ney-esque experience of the new
Christmas custom sweeping the sub-
urbs.

Whatever else Christmas in Amer-
ica means — the birth of Jesus, holly
wreaths, the Chipmunks, cultural
tension — it now also includes these
gargantuan, inflatable outdoor deco-
rations, called “Airblowns” by their
chief manufacturer.

They have been around for a while,
but mark 2006 as the year these deco-
rations became a full-blown fixture
in the pantheon of holiday traditions
— and, as is the holiday tradition, the
subject of a rift. 

Not quite a culture war. Call it an
intramural disagreement among the
Christmas crazed.

“Appalling,” Catherine Bruckner,
a traditionalist who decorates only in
holly and evergreen, sneered as she
stopped her car in front of an inflated
Santa playing poker with two
shrewd-eyed reindeer in a menager-
ie totaling two dozen figures. “It’s
bad enough to see those things on
Halloween. At Christmas, they rise
to a level of tackiness that is hor-
rible.”

For the purists, the old-fashioned
stuff is still out there: the strings of 

Continued on Page B8
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With a flip of a switch, decorations like the ones at a home in Baldwin
Harbor, N.Y., are inflated or deflated, much to traditionalists’ chagrin. 

Those Inflatable Santas: Eyepoppers to Eyesores

By MICHAEL COOPER
ALBANY, Dec. 21 — Under intense

pressure from Governor-elect Eliot
Spitzer, State Comptroller Alan G.
Hevesi was completing an agree-
ment with Albany prosecutors on
Thursday to quit his post and plead
guilty to a single felony charge, a law
enforcement official said. The deal
would spare him prison time.

His decision to step down came as
Albany prosecutors were preparing
to ask a grand jury on Friday to in-
dict him on charges of defrauding
the government and on other felonies
stemming from his use of state em-
ployees as chauffeurs and aides to
his wife, the law enforcement official
said, charges that could have yielded
a prison sentence had he been con-
victed. 

Mr. Hevesi’s decision to resign,
which several top Democrats said
Thursday that he had made recently,
will remove perhaps the biggest
cloud facing Mr. Spitzer when he
takes office in 10 days. Mr. Spitzer
had made it clear that he intended to
seek the comptroller’s removal,
which could have set off a messy po-
litical fight and cost him a great deal
of political capital in the first days of
a new administration intent on shak-
ing up the power structure in Albany. 

Fellow Democrats said that Mr.
Hevesi’s decision to step down must 

Hevesi to Resign
And Avoid Jail,
Official Reports

Continued on Page B8

By EDMUND L. ANDREWS
WASHINGTON, Dec. 21 — The

United States offers some of the
most lucrative incentives in the
world to companies that drill for oil
in publicly owned coastal waters, but
a newly released study suggests that
the government is getting very little
for its money.

The study, which the Interior De-
partment refused to release for more
than a year, estimates that current
inducements could allow drilling
companies in the Gulf of Mexico to
escape tens of billions of dollars in
royalties that they would otherwise
pay the government for oil and gas
produced in areas that belong to
American taxpayers.

But the study predicts that the in-
ducements would cause only a tiny
increase in production even if they
were offered without some of the lim-
itations now in place.

It also suggests that the cost of
that additional oil could be as much
as $80 a barrel, far more than the
government would have to pay if it
simply bought the oil on its own.

“They are giving up a lot of money
and not getting much in return,’’ said
Robert A. Speir, a former analyst at
the Energy Department who worked
on the report. “If they took that
money, they could buy a whole lot
more oil with it on the open market.”

Oil closed Thursday at $62.66 a
barrel in regular trading.

The Interior Department study,
commissioned to analyze the costs of
royalty incentives and their effec-
tiveness at increasing energy sup-
plies, was completed in fall 2005. But
the study was not released until last
month because senior officials said
they considered it incomplete.

After repeated requests, the de-
partment provided a copy to The
New York Times with a “note to
readers” that said the report did not
show the “actual effects” of incen-
tives. Indeed, Interior officials con-
tended that the cost of the incentives
would turn out to be far less than the
study concluded.

They also said that the nation
benefits from even small amounts of
additional domestic fossil fuels.

But industry analysts who com-
pare oil policies around the world
said the United States was much
more generous to oil companies than
most other countries, demanding a 
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By PAUL von ZIELBAUER
and CAROLYN MARSHALL

Four marines were charged yes-
terday with murder in the killings of
two dozen Iraqi civilians, including
at least 10 women and children, in
the village of Haditha last year, mil-
itary officials said at Camp Pendle-
ton, Calif.

Military prosecutors also charged
four officers, including a lieutenant
colonel in charge of the First Marine
Regiment’s Third Battalion, with
dereliction of duty and failure to en-
sure that accurate information about
the killings was delivered up the Ma-
rine Corps’ chain of command. A
military investigation has found evi-
dence that Marine officers may have
obscured certain facts in the case. 

The Marines could punish other
ranking officers administratively in
weeks to come. But the criminal
charges filed yesterday against Lt.
Col. Jeffrey R. Chessani, 42, and
three other officers reflect an unusu-
ally aggressive judicial reaction by
military prosecutors to a massacre
that has damaged the military’s
credibility with Iraqi officials and ci-
vilians, military
justice experts
said.

“This is very ag-
gressive charging
— wow,” said
Gary Solis, who
teaches the law of
war at George-
town University
Law Center and at
West Point. “I
think this illus-
trates the deep seriousness the Ma-
rine Corps takes with these events.” 

He added, “I definitely think the
Marine Corps is sending a message
to commanders, to those in authority
of combat troops, that they better
pay close attention to the activities of
their subordinates to ensure that
there was no wrongdoing.”

Though this was not the first in-
stance of American forces being
charged with killing Iraqi civilians,
the charges announced yesterday, in-
cluding 13 counts of murder against
one sergeant alone, Staff Sgt. Frank
Wuterich, 26, suggest that military
prosecutors view the Haditha kill-
ings as being among the most serious
breaches of military rules in the
nearly four-year war. The charges 
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Staff Sgt.
Wuterich

By BENEDICT CAREY

BUFFALO — In school he was as
floppy and good-natured as a puppy,
a boy who bear-hugged his friends,
who was always in motion, who could
fall off his chair repeatedly, as if he
had no idea how to use one. 

But at home, after run-ins with his
parents, his exuberance could turn
feral. From the exile of his room, Pe-
ter Popczynski would throw any-
thing that could be launched —
books, pencils, lamps, clothes, toys —
scarring the walls of the family’s
brick bungalow, and leaving some
items to rattle down the hallway, like
flotsam from a storm. 

The Popczynskis soon received a
diagnosis for their son, attention-def-
icit hyperactivity disorder, or
A.D.H.D., and were told that they
could turn to a stimulant medication
like Ritalin. Doctors have ample evi-
dence that stimulants not only calm
children physically but may also im-
prove their school performance, at
least for as long as they are on medi-
cation.

But like most other parents, the
couple preferred to avoid drug treat-
ment, if possible. Instead, with the
guidance of psychologists at the Uni-
versity of Buffalo, they altered the
way they interacted with Peter and
his younger brother, Scott. And over
the course of a difficult year, they

brought about a transformation in
their son. He still has days when he
gets into trouble, like any other 10-
year-old, but he no longer exhibits
the level of restless distractibility
that earned him a psychiatric diag-
nosis. 

“People are so stressed out, and
it’s so much easier to say, ‘Here, take
this pill and go to your room; leave
me alone,’ ” Lisa Popczynski said on
a recent Monday after work. Peter
sat on the couch, hunched over his
homework, while her husband, Ro-
man, occupied Scott, 8. 

“But what I would say is that if you
are willing to take on the responsibil-
ity of extra parenting, you can make
a big difference,” said Ms. Popc-
zynski, an interior designer. “I com-
pare parenting to driving. We all
learn pretty quickly how to drive a
car. But if you have to drive a Mack
truck, you’re going to need some
training.”

In recent decades, psychiatry has
come to understand mental dis-
orders as a matter of biology, of
brain abnormalities rooted in genetic
variation. This consensus helped dis-
credit theories from the 1960s that
blamed the parents — usually the
mother — for problems like neurosis,

schizophrenia and autism.
By defining mental disorders as

primarily problems of brain chem-
icals, the emphasis on biology also
led to an increasing dependence on
psychiatric drugs, especially those
that entered the market in the 1980s
and 1990s. 

But the science behind nondrug
treatments is getting stronger. And
now, some researchers and doctors
are looking again at how inconsis-
tent, overly permissive or uncertain
child-rearing styles might worsen
children’s problems, and how certain
therapies might help resolve those
problems, in combination with drug
therapy or without drugs.

The psychotherapy techniques in-
tended for the improvement of inter-
actions between parents and chil-
dren have been used mostly for chil-
dren who suffer from attention dis-
orders or who exhibit aggressive or
defiant behavior. But recently, men-
tal health professionals have been
studying their use for families whose
children suffer from depression or
other mood problems. 

In a comprehensive review, the
American Psychological Association
urged in August that for childhood
mental disorders, “in most cases,”
nondrug treatment “be considered
first,” including techniques that fo-
cus on parents’ skills, as well as en-
listing teachers’ help. 

And in its just-completed guide-
lines, even the American Academy of
Child and Adolescent Psychiatry, an
organization whose members strong-
ly favor drug treatment, recom-
mends that children receive some
form of talk therapy before being
given drugs for moderate depres-
sion, a very common complaint.

“We are at a point where families
who bring in a child ought to get a 

Fabrizio Costantini for The New York Times

TJ Van de Wal’s attention-deficit problems have improved in response to parenting techniques, his mother, Dawn, right, said. 
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Parenting as Therapy for Child’s Mental Disorders

By WILLIAM K. RASHBAUM
and WILLIAM NEUMAN

An analysis done for the Port Au-
thority of New York and New Jersey
says that the PATH train tunnels un-
der the Hudson River are more vul-
nerable to a bomb attack than previ-
ously thought, and that a relatively
small amount of high explosives
could cause significant flooding of
the rail system within hours.

The analysis, based on work by
Lawrence Livermore National Lab-
oratory and the Rensselaer Poly-
technic Institute, revises some crit-
ical aspects of an assessment of the
system’s vulnerability that was pre-
sented to the agency last spring. It
makes clear that the tunnels — four
tubes of varying design and sturdi-
ness that stretch across the Hudson
riverbed — are structurally more
fragile than first thought.

A draft summary of the most re-
cent analysis was given to The New
York Times by a government official
who was troubled by what the official
felt was a lack of action in response
to the analysis, which the official
said the Port Authority got about
three weeks ago. The official said the
latest analysis indicates that it would
take only six minutes for one of the
PATH tubes to flood if a significant
but not necessarily very large bomb
were detonated.

Marc La Vorgna, a spokesman for
the Port Authority, would not answer
specific questions about the analysis,
or with whom it had been shared.

“If we believed in any way that 

Continued on Page B5

PATH Tunnels
Seen as Fragile
In Bomb Attack
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Saparmurat Niyazov, the authori-
tarian president of Turkmenistan,
died, raising questions about succes-
sion and stability in a nation that is
essential to European energy sup-
plies. PAGE A23

Leader Dies in Turkmenistan

“Shipwreck,” the second part of
Tom Stoppard’s “Coast of Utopia”
trilogy, features signature dialogue
— and a scene of silence. A review by
Ben Brantley. WEEKEND, PAGE E1

Words, and Their Limits

Some newly elected Democratic
members of Congress have been sin-
gled out for the “incumbent retention
program,” which seeks to fortify the
politically shaky. PAGE A30

Democrats Look to ’08 Races

What can be done in a tenth of a
second? The Knicks proved a game
could be won. Their winning shot
Wednesday was a rarity, but in other
sports, a tenth of a second is an
eternity. SPORTSFRIDAY, PAGE D1

Blink, and He’ll Make It
Barton Silverman/The New York Times

Mayor John F. Street said that a
frantic fund-raising drive by local
benefactors had succeeded in keep-
ing “The Gross Clinic,” a revered
1875 painting by Thomas Eakins, in
the city. WEEKEND, PAGE E39

Staying in Philadelphia

By PAUL VITELLO

HOLTSVILLE, N.Y., Dec. 19 — On
a recent quiet afternoon, with few
witnesses around, Homer Simpson,
Santa Claus and a penguin perched
on an igloo suddenly appeared here
on the Long Island landscape as if
from nowhere, unfolding slowly like
Frankenstein monsters lurching to
life on the table. As Homer’s extrem-
ities reached full size, his pink nylon
fist puffed into Mr. Snow Man’s face
— an involuntary attack, to be sure.
Bop. 

Such is the phantasmagoric, Dis-
ney-esque experience of the new
Christmas custom sweeping the sub-
urbs.

Whatever else Christmas in Amer-
ica means — the birth of Jesus, holly
wreaths, the Chipmunks, cultural
tension — it now also includes these
gargantuan, inflatable outdoor deco-
rations, called “Airblowns” by their
chief manufacturer.

They have been around for a while,
but mark 2006 as the year these deco-
rations became a full-blown fixture
in the pantheon of holiday traditions
— and, as is the holiday tradition, the
subject of a rift. 

Not quite a culture war. Call it an
intramural disagreement among the
Christmas crazed.

“Appalling,” Catherine Bruckner,
a traditionalist who decorates only in
holly and evergreen, sneered as she
stopped her car in front of an inflated
Santa playing poker with two
shrewd-eyed reindeer in a menager-
ie totaling two dozen figures. “It’s
bad enough to see those things on
Halloween. At Christmas, they rise
to a level of tackiness that is hor-
rible.”

For the purists, the old-fashioned
stuff is still out there: the strings of 

Continued on Page B8

Photographs by Robert Stolarik for The New York Times

With a flip of a switch, decorations like the ones at a home in Baldwin
Harbor, N.Y., are inflated or deflated, much to traditionalists’ chagrin. 

Those Inflatable Santas: Eyepoppers to Eyesores

By MICHAEL COOPER
ALBANY, Dec. 21 — Under intense

pressure from Governor-elect Eliot
Spitzer, State Comptroller Alan G.
Hevesi was completing an agree-
ment with Albany prosecutors on
Thursday to quit his post and plead
guilty to a single felony charge, a law
enforcement official said. The deal
would spare him prison time.

His decision to step down came as
Albany prosecutors were preparing
to ask a grand jury on Friday to in-
dict him on charges of defrauding
the government and on other felonies
stemming from his use of state em-
ployees as chauffeurs and aides to
his wife, the law enforcement official
said, charges that could have yielded
a prison sentence had he been con-
victed. 

Mr. Hevesi’s decision to resign,
which several top Democrats said
Thursday that he had made recently,
will remove perhaps the biggest
cloud facing Mr. Spitzer when he
takes office in 10 days. Mr. Spitzer
had made it clear that he intended to
seek the comptroller’s removal,
which could have set off a messy po-
litical fight and cost him a great deal
of political capital in the first days of
a new administration intent on shak-
ing up the power structure in Albany. 

Fellow Democrats said that Mr.
Hevesi’s decision to step down must 

Hevesi to Resign
And Avoid Jail,
Official Reports

Continued on Page B8

By EDMUND L. ANDREWS
WASHINGTON, Dec. 21 — The

United States offers some of the
most lucrative incentives in the
world to companies that drill for oil
in publicly owned coastal waters, but
a newly released study suggests that
the government is getting very little
for its money.

The study, which the Interior De-
partment refused to release for more
than a year, estimates that current
inducements could allow drilling
companies in the Gulf of Mexico to
escape tens of billions of dollars in
royalties that they would otherwise
pay the government for oil and gas
produced in areas that belong to
American taxpayers.

But the study predicts that the in-
ducements would cause only a tiny
increase in production even if they
were offered without some of the lim-
itations now in place.

It also suggests that the cost of
that additional oil could be as much
as $80 a barrel, far more than the
government would have to pay if it
simply bought the oil on its own.

“They are giving up a lot of money
and not getting much in return,’’ said
Robert A. Speir, a former analyst at
the Energy Department who worked
on the report. “If they took that
money, they could buy a whole lot
more oil with it on the open market.”

Oil closed Thursday at $62.66 a
barrel in regular trading.

The Interior Department study,
commissioned to analyze the costs of
royalty incentives and their effec-
tiveness at increasing energy sup-
plies, was completed in fall 2005. But
the study was not released until last
month because senior officials said
they considered it incomplete.

After repeated requests, the de-
partment provided a copy to The
New York Times with a “note to
readers” that said the report did not
show the “actual effects” of incen-
tives. Indeed, Interior officials con-
tended that the cost of the incentives
would turn out to be far less than the
study concluded.

They also said that the nation
benefits from even small amounts of
additional domestic fossil fuels.

But industry analysts who com-
pare oil policies around the world
said the United States was much
more generous to oil companies than
most other countries, demanding a 
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By PAUL von ZIELBAUER
and CAROLYN MARSHALL

Four marines were charged yes-
terday with murder in the killings of
two dozen Iraqi civilians, including
at least 10 women and children, in
the village of Haditha last year, mil-
itary officials said at Camp Pendle-
ton, Calif.

Military prosecutors also charged
four officers, including a lieutenant
colonel in charge of the First Marine
Regiment’s Third Battalion, with
dereliction of duty and failure to en-
sure that accurate information about
the killings was delivered up the Ma-
rine Corps’ chain of command. A
military investigation has found evi-
dence that Marine officers may have
obscured certain facts in the case. 

The Marines could punish other
ranking officers administratively in
weeks to come. But the criminal
charges filed yesterday against Lt.
Col. Jeffrey R. Chessani, 42, and
three other officers reflect an unusu-
ally aggressive judicial reaction by
military prosecutors to a massacre
that has damaged the military’s
credibility with Iraqi officials and ci-
vilians, military
justice experts
said.

“This is very ag-
gressive charging
— wow,” said
Gary Solis, who
teaches the law of
war at George-
town University
Law Center and at
West Point. “I
think this illus-
trates the deep seriousness the Ma-
rine Corps takes with these events.” 

He added, “I definitely think the
Marine Corps is sending a message
to commanders, to those in authority
of combat troops, that they better
pay close attention to the activities of
their subordinates to ensure that
there was no wrongdoing.”

Though this was not the first in-
stance of American forces being
charged with killing Iraqi civilians,
the charges announced yesterday, in-
cluding 13 counts of murder against
one sergeant alone, Staff Sgt. Frank
Wuterich, 26, suggest that military
prosecutors view the Haditha kill-
ings as being among the most serious
breaches of military rules in the
nearly four-year war. The charges 
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By BENEDICT CAREY

BUFFALO — In school he was as
floppy and good-natured as a puppy,
a boy who bear-hugged his friends,
who was always in motion, who could
fall off his chair repeatedly, as if he
had no idea how to use one. 

But at home, after run-ins with his
parents, his exuberance could turn
feral. From the exile of his room, Pe-
ter Popczynski would throw any-
thing that could be launched —
books, pencils, lamps, clothes, toys —
scarring the walls of the family’s
brick bungalow, and leaving some
items to rattle down the hallway, like
flotsam from a storm. 

The Popczynskis soon received a
diagnosis for their son, attention-def-
icit hyperactivity disorder, or
A.D.H.D., and were told that they
could turn to a stimulant medication
like Ritalin. Doctors have ample evi-
dence that stimulants not only calm
children physically but may also im-
prove their school performance, at
least for as long as they are on medi-
cation.

But like most other parents, the
couple preferred to avoid drug treat-
ment, if possible. Instead, with the
guidance of psychologists at the Uni-
versity of Buffalo, they altered the
way they interacted with Peter and
his younger brother, Scott. And over
the course of a difficult year, they

brought about a transformation in
their son. He still has days when he
gets into trouble, like any other 10-
year-old, but he no longer exhibits
the level of restless distractibility
that earned him a psychiatric diag-
nosis. 

“People are so stressed out, and
it’s so much easier to say, ‘Here, take
this pill and go to your room; leave
me alone,’ ” Lisa Popczynski said on
a recent Monday after work. Peter
sat on the couch, hunched over his
homework, while her husband, Ro-
man, occupied Scott, 8. 

“But what I would say is that if you
are willing to take on the responsibil-
ity of extra parenting, you can make
a big difference,” said Ms. Popc-
zynski, an interior designer. “I com-
pare parenting to driving. We all
learn pretty quickly how to drive a
car. But if you have to drive a Mack
truck, you’re going to need some
training.”

In recent decades, psychiatry has
come to understand mental dis-
orders as a matter of biology, of
brain abnormalities rooted in genetic
variation. This consensus helped dis-
credit theories from the 1960s that
blamed the parents — usually the
mother — for problems like neurosis,

schizophrenia and autism.
By defining mental disorders as

primarily problems of brain chem-
icals, the emphasis on biology also
led to an increasing dependence on
psychiatric drugs, especially those
that entered the market in the 1980s
and 1990s. 

But the science behind nondrug
treatments is getting stronger. And
now, some researchers and doctors
are looking again at how inconsis-
tent, overly permissive or uncertain
child-rearing styles might worsen
children’s problems, and how certain
therapies might help resolve those
problems, in combination with drug
therapy or without drugs.

The psychotherapy techniques in-
tended for the improvement of inter-
actions between parents and chil-
dren have been used mostly for chil-
dren who suffer from attention dis-
orders or who exhibit aggressive or
defiant behavior. But recently, men-
tal health professionals have been
studying their use for families whose
children suffer from depression or
other mood problems. 

In a comprehensive review, the
American Psychological Association
urged in August that for childhood
mental disorders, “in most cases,”
nondrug treatment “be considered
first,” including techniques that fo-
cus on parents’ skills, as well as en-
listing teachers’ help. 

And in its just-completed guide-
lines, even the American Academy of
Child and Adolescent Psychiatry, an
organization whose members strong-
ly favor drug treatment, recom-
mends that children receive some
form of talk therapy before being
given drugs for moderate depres-
sion, a very common complaint.

“We are at a point where families
who bring in a child ought to get a 

Fabrizio Costantini for The New York Times

TJ Van de Wal’s attention-deficit problems have improved in response to parenting techniques, his mother, Dawn, right, said. 
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Parenting as Therapy for Child’s Mental Disorders

By WILLIAM K. RASHBAUM
and WILLIAM NEUMAN

An analysis done for the Port Au-
thority of New York and New Jersey
says that the PATH train tunnels un-
der the Hudson River are more vul-
nerable to a bomb attack than previ-
ously thought, and that a relatively
small amount of high explosives
could cause significant flooding of
the rail system within hours.

The analysis, based on work by
Lawrence Livermore National Lab-
oratory and the Rensselaer Poly-
technic Institute, revises some crit-
ical aspects of an assessment of the
system’s vulnerability that was pre-
sented to the agency last spring. It
makes clear that the tunnels — four
tubes of varying design and sturdi-
ness that stretch across the Hudson
riverbed — are structurally more
fragile than first thought.

A draft summary of the most re-
cent analysis was given to The New
York Times by a government official
who was troubled by what the official
felt was a lack of action in response
to the analysis, which the official
said the Port Authority got about
three weeks ago. The official said the
latest analysis indicates that it would
take only six minutes for one of the
PATH tubes to flood if a significant
but not necessarily very large bomb
were detonated.

Marc La Vorgna, a spokesman for
the Port Authority, would not answer
specific questions about the analysis,
or with whom it had been shared.

“If we believed in any way that 
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PATH Tunnels
Seen as Fragile
In Bomb Attack

New York: Today, clouds thicken,
showers late, high 46. Tonight, rain,
some heavy, low 43. Tomorrow, rain,
milder, high 55. Yesterday, high 54,
low 38. Weather map is on Page D7.

ONE DOLLAR

Late Edition

News Summary A2

Business Day ........................................ C1-10
Editorial, Op-Ed ................................ A34-35
Escapes ................................................... F1-8
International ........................................ A3-23
Metro ...................................................... B1-10
National ............................................... A24-33
SportsFriday .......................................... D1-6
Weekend Arts (2 Parts) ..... E1-36; E37-44

Obituaries .............. C11 Weather .................. D7

Classified Ads ............. F6-7 Auto Exchange ............. F5
Commercial Real Estate Marketplace .......................... C6

Updated news: nytimes.com
This Weekend: Page D7

Nxxx,2006-12-22,A,001,Bs-BK,E3

VOL. CLVI . . No. 53,801 Copyright © 2006 The New York Times NEW YORK, FRIDAY, DECEMBER 22, 2006

0 3 5 4 6 1 3 9 5 2 5 0 6

   FOR HOME DELIVERY CALL 1-800-NYTIMES

INSIDE

Saparmurat Niyazov, the authori-
tarian president of Turkmenistan,
died, raising questions about succes-
sion and stability in a nation that is
essential to European energy sup-
plies. PAGE A23

Leader Dies in Turkmenistan

“Shipwreck,” the second part of
Tom Stoppard’s “Coast of Utopia”
trilogy, features signature dialogue
— and a scene of silence. A review by
Ben Brantley. WEEKEND, PAGE E1

Words, and Their Limits

Some newly elected Democratic
members of Congress have been sin-
gled out for the “incumbent retention
program,” which seeks to fortify the
politically shaky. PAGE A30

Democrats Look to ’08 Races

What can be done in a tenth of a
second? The Knicks proved a game
could be won. Their winning shot
Wednesday was a rarity, but in other
sports, a tenth of a second is an
eternity. SPORTSFRIDAY, PAGE D1

Blink, and He’ll Make It
Barton Silverman/The New York Times

Mayor John F. Street said that a
frantic fund-raising drive by local
benefactors had succeeded in keep-
ing “The Gross Clinic,” a revered
1875 painting by Thomas Eakins, in
the city. WEEKEND, PAGE E39

Staying in Philadelphia

By PAUL VITELLO

HOLTSVILLE, N.Y., Dec. 19 — On
a recent quiet afternoon, with few
witnesses around, Homer Simpson,
Santa Claus and a penguin perched
on an igloo suddenly appeared here
on the Long Island landscape as if
from nowhere, unfolding slowly like
Frankenstein monsters lurching to
life on the table. As Homer’s extrem-
ities reached full size, his pink nylon
fist puffed into Mr. Snow Man’s face
— an involuntary attack, to be sure.
Bop. 

Such is the phantasmagoric, Dis-
ney-esque experience of the new
Christmas custom sweeping the sub-
urbs.

Whatever else Christmas in Amer-
ica means — the birth of Jesus, holly
wreaths, the Chipmunks, cultural
tension — it now also includes these
gargantuan, inflatable outdoor deco-
rations, called “Airblowns” by their
chief manufacturer.

They have been around for a while,
but mark 2006 as the year these deco-
rations became a full-blown fixture
in the pantheon of holiday traditions
— and, as is the holiday tradition, the
subject of a rift. 

Not quite a culture war. Call it an
intramural disagreement among the
Christmas crazed.

“Appalling,” Catherine Bruckner,
a traditionalist who decorates only in
holly and evergreen, sneered as she
stopped her car in front of an inflated
Santa playing poker with two
shrewd-eyed reindeer in a menager-
ie totaling two dozen figures. “It’s
bad enough to see those things on
Halloween. At Christmas, they rise
to a level of tackiness that is hor-
rible.”

For the purists, the old-fashioned
stuff is still out there: the strings of 

Continued on Page B8

Photographs by Robert Stolarik for The New York Times

With a flip of a switch, decorations like the ones at a home in Baldwin
Harbor, N.Y., are inflated or deflated, much to traditionalists’ chagrin. 

Those Inflatable Santas: Eyepoppers to Eyesores

By MICHAEL COOPER
ALBANY, Dec. 21 — Under intense

pressure from Governor-elect Eliot
Spitzer, State Comptroller Alan G.
Hevesi was completing an agree-
ment with Albany prosecutors on
Thursday to quit his post and plead
guilty to a single felony charge, a law
enforcement official said. The deal
would spare him prison time.

His decision to step down came as
Albany prosecutors were preparing
to ask a grand jury on Friday to in-
dict him on charges of defrauding
the government and on other felonies
stemming from his use of state em-
ployees as chauffeurs and aides to
his wife, the law enforcement official
said, charges that could have yielded
a prison sentence had he been con-
victed. 

Mr. Hevesi’s decision to resign,
which several top Democrats said
Thursday that he had made recently,
will remove perhaps the biggest
cloud facing Mr. Spitzer when he
takes office in 10 days. Mr. Spitzer
had made it clear that he intended to
seek the comptroller’s removal,
which could have set off a messy po-
litical fight and cost him a great deal
of political capital in the first days of
a new administration intent on shak-
ing up the power structure in Albany. 

Fellow Democrats said that Mr.
Hevesi’s decision to step down must 

Hevesi to Resign
And Avoid Jail,
Official Reports

Continued on Page B8

By EDMUND L. ANDREWS
WASHINGTON, Dec. 21 — The

United States offers some of the
most lucrative incentives in the
world to companies that drill for oil
in publicly owned coastal waters, but
a newly released study suggests that
the government is getting very little
for its money.

The study, which the Interior De-
partment refused to release for more
than a year, estimates that current
inducements could allow drilling
companies in the Gulf of Mexico to
escape tens of billions of dollars in
royalties that they would otherwise
pay the government for oil and gas
produced in areas that belong to
American taxpayers.

But the study predicts that the in-
ducements would cause only a tiny
increase in production even if they
were offered without some of the lim-
itations now in place.

It also suggests that the cost of
that additional oil could be as much
as $80 a barrel, far more than the
government would have to pay if it
simply bought the oil on its own.

“They are giving up a lot of money
and not getting much in return,’’ said
Robert A. Speir, a former analyst at
the Energy Department who worked
on the report. “If they took that
money, they could buy a whole lot
more oil with it on the open market.”

Oil closed Thursday at $62.66 a
barrel in regular trading.

The Interior Department study,
commissioned to analyze the costs of
royalty incentives and their effec-
tiveness at increasing energy sup-
plies, was completed in fall 2005. But
the study was not released until last
month because senior officials said
they considered it incomplete.

After repeated requests, the de-
partment provided a copy to The
New York Times with a “note to
readers” that said the report did not
show the “actual effects” of incen-
tives. Indeed, Interior officials con-
tended that the cost of the incentives
would turn out to be far less than the
study concluded.

They also said that the nation
benefits from even small amounts of
additional domestic fossil fuels.

But industry analysts who com-
pare oil policies around the world
said the United States was much
more generous to oil companies than
most other countries, demanding a 
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By PAUL von ZIELBAUER
and CAROLYN MARSHALL

Four marines were charged yes-
terday with murder in the killings of
two dozen Iraqi civilians, including
at least 10 women and children, in
the village of Haditha last year, mil-
itary officials said at Camp Pendle-
ton, Calif.

Military prosecutors also charged
four officers, including a lieutenant
colonel in charge of the First Marine
Regiment’s Third Battalion, with
dereliction of duty and failure to en-
sure that accurate information about
the killings was delivered up the Ma-
rine Corps’ chain of command. A
military investigation has found evi-
dence that Marine officers may have
obscured certain facts in the case. 

The Marines could punish other
ranking officers administratively in
weeks to come. But the criminal
charges filed yesterday against Lt.
Col. Jeffrey R. Chessani, 42, and
three other officers reflect an unusu-
ally aggressive judicial reaction by
military prosecutors to a massacre
that has damaged the military’s
credibility with Iraqi officials and ci-
vilians, military
justice experts
said.

“This is very ag-
gressive charging
— wow,” said
Gary Solis, who
teaches the law of
war at George-
town University
Law Center and at
West Point. “I
think this illus-
trates the deep seriousness the Ma-
rine Corps takes with these events.” 

He added, “I definitely think the
Marine Corps is sending a message
to commanders, to those in authority
of combat troops, that they better
pay close attention to the activities of
their subordinates to ensure that
there was no wrongdoing.”

Though this was not the first in-
stance of American forces being
charged with killing Iraqi civilians,
the charges announced yesterday, in-
cluding 13 counts of murder against
one sergeant alone, Staff Sgt. Frank
Wuterich, 26, suggest that military
prosecutors view the Haditha kill-
ings as being among the most serious
breaches of military rules in the
nearly four-year war. The charges 
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By BENEDICT CAREY

BUFFALO — In school he was as
floppy and good-natured as a puppy,
a boy who bear-hugged his friends,
who was always in motion, who could
fall off his chair repeatedly, as if he
had no idea how to use one. 

But at home, after run-ins with his
parents, his exuberance could turn
feral. From the exile of his room, Pe-
ter Popczynski would throw any-
thing that could be launched —
books, pencils, lamps, clothes, toys —
scarring the walls of the family’s
brick bungalow, and leaving some
items to rattle down the hallway, like
flotsam from a storm. 

The Popczynskis soon received a
diagnosis for their son, attention-def-
icit hyperactivity disorder, or
A.D.H.D., and were told that they
could turn to a stimulant medication
like Ritalin. Doctors have ample evi-
dence that stimulants not only calm
children physically but may also im-
prove their school performance, at
least for as long as they are on medi-
cation.

But like most other parents, the
couple preferred to avoid drug treat-
ment, if possible. Instead, with the
guidance of psychologists at the Uni-
versity of Buffalo, they altered the
way they interacted with Peter and
his younger brother, Scott. And over
the course of a difficult year, they

brought about a transformation in
their son. He still has days when he
gets into trouble, like any other 10-
year-old, but he no longer exhibits
the level of restless distractibility
that earned him a psychiatric diag-
nosis. 

“People are so stressed out, and
it’s so much easier to say, ‘Here, take
this pill and go to your room; leave
me alone,’ ” Lisa Popczynski said on
a recent Monday after work. Peter
sat on the couch, hunched over his
homework, while her husband, Ro-
man, occupied Scott, 8. 

“But what I would say is that if you
are willing to take on the responsibil-
ity of extra parenting, you can make
a big difference,” said Ms. Popc-
zynski, an interior designer. “I com-
pare parenting to driving. We all
learn pretty quickly how to drive a
car. But if you have to drive a Mack
truck, you’re going to need some
training.”

In recent decades, psychiatry has
come to understand mental dis-
orders as a matter of biology, of
brain abnormalities rooted in genetic
variation. This consensus helped dis-
credit theories from the 1960s that
blamed the parents — usually the
mother — for problems like neurosis,

schizophrenia and autism.
By defining mental disorders as

primarily problems of brain chem-
icals, the emphasis on biology also
led to an increasing dependence on
psychiatric drugs, especially those
that entered the market in the 1980s
and 1990s. 

But the science behind nondrug
treatments is getting stronger. And
now, some researchers and doctors
are looking again at how inconsis-
tent, overly permissive or uncertain
child-rearing styles might worsen
children’s problems, and how certain
therapies might help resolve those
problems, in combination with drug
therapy or without drugs.

The psychotherapy techniques in-
tended for the improvement of inter-
actions between parents and chil-
dren have been used mostly for chil-
dren who suffer from attention dis-
orders or who exhibit aggressive or
defiant behavior. But recently, men-
tal health professionals have been
studying their use for families whose
children suffer from depression or
other mood problems. 

In a comprehensive review, the
American Psychological Association
urged in August that for childhood
mental disorders, “in most cases,”
nondrug treatment “be considered
first,” including techniques that fo-
cus on parents’ skills, as well as en-
listing teachers’ help. 

And in its just-completed guide-
lines, even the American Academy of
Child and Adolescent Psychiatry, an
organization whose members strong-
ly favor drug treatment, recom-
mends that children receive some
form of talk therapy before being
given drugs for moderate depres-
sion, a very common complaint.

“We are at a point where families
who bring in a child ought to get a 

Fabrizio Costantini for The New York Times

TJ Van de Wal’s attention-deficit problems have improved in response to parenting techniques, his mother, Dawn, right, said. 
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By WILLIAM K. RASHBAUM
and WILLIAM NEUMAN

An analysis done for the Port Au-
thority of New York and New Jersey
says that the PATH train tunnels un-
der the Hudson River are more vul-
nerable to a bomb attack than previ-
ously thought, and that a relatively
small amount of high explosives
could cause significant flooding of
the rail system within hours.

The analysis, based on work by
Lawrence Livermore National Lab-
oratory and the Rensselaer Poly-
technic Institute, revises some crit-
ical aspects of an assessment of the
system’s vulnerability that was pre-
sented to the agency last spring. It
makes clear that the tunnels — four
tubes of varying design and sturdi-
ness that stretch across the Hudson
riverbed — are structurally more
fragile than first thought.

A draft summary of the most re-
cent analysis was given to The New
York Times by a government official
who was troubled by what the official
felt was a lack of action in response
to the analysis, which the official
said the Port Authority got about
three weeks ago. The official said the
latest analysis indicates that it would
take only six minutes for one of the
PATH tubes to flood if a significant
but not necessarily very large bomb
were detonated.

Marc La Vorgna, a spokesman for
the Port Authority, would not answer
specific questions about the analysis,
or with whom it had been shared.

“If we believed in any way that 

Continued on Page B5

PATH Tunnels
Seen as Fragile
In Bomb Attack
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Saparmurat Niyazov, the authori-
tarian president of Turkmenistan,
died, raising questions about succes-
sion and stability in a nation that is
essential to European energy sup-
plies. PAGE A23

Leader Dies in Turkmenistan

“Shipwreck,” the second part of
Tom Stoppard’s “Coast of Utopia”
trilogy, features signature dialogue
— and a scene of silence. A review by
Ben Brantley. WEEKEND, PAGE E1

Words, and Their Limits

Some newly elected Democratic
members of Congress have been sin-
gled out for the “incumbent retention
program,” which seeks to fortify the
politically shaky. PAGE A30

Democrats Look to ’08 Races

What can be done in a tenth of a
second? The Knicks proved a game
could be won. Their winning shot
Wednesday was a rarity, but in other
sports, a tenth of a second is an
eternity. SPORTSFRIDAY, PAGE D1

Blink, and He’ll Make It
Barton Silverman/The New York Times

Mayor John F. Street said that a
frantic fund-raising drive by local
benefactors had succeeded in keep-
ing “The Gross Clinic,” a revered
1875 painting by Thomas Eakins, in
the city. WEEKEND, PAGE E39

Staying in Philadelphia

By PAUL VITELLO

HOLTSVILLE, N.Y., Dec. 19 — On
a recent quiet afternoon, with few
witnesses around, Homer Simpson,
Santa Claus and a penguin perched
on an igloo suddenly appeared here
on the Long Island landscape as if
from nowhere, unfolding slowly like
Frankenstein monsters lurching to
life on the table. As Homer’s extrem-
ities reached full size, his pink nylon
fist puffed into Mr. Snow Man’s face
— an involuntary attack, to be sure.
Bop. 

Such is the phantasmagoric, Dis-
ney-esque experience of the new
Christmas custom sweeping the sub-
urbs.

Whatever else Christmas in Amer-
ica means — the birth of Jesus, holly
wreaths, the Chipmunks, cultural
tension — it now also includes these
gargantuan, inflatable outdoor deco-
rations, called “Airblowns” by their
chief manufacturer.

They have been around for a while,
but mark 2006 as the year these deco-
rations became a full-blown fixture
in the pantheon of holiday traditions
— and, as is the holiday tradition, the
subject of a rift. 

Not quite a culture war. Call it an
intramural disagreement among the
Christmas crazed.

“Appalling,” Catherine Bruckner,
a traditionalist who decorates only in
holly and evergreen, sneered as she
stopped her car in front of an inflated
Santa playing poker with two
shrewd-eyed reindeer in a menager-
ie totaling two dozen figures. “It’s
bad enough to see those things on
Halloween. At Christmas, they rise
to a level of tackiness that is hor-
rible.”

For the purists, the old-fashioned
stuff is still out there: the strings of 

Continued on Page B8

Photographs by Robert Stolarik for The New York Times

With a flip of a switch, decorations like the ones at a home in Baldwin
Harbor, N.Y., are inflated or deflated, much to traditionalists’ chagrin. 

Those Inflatable Santas: Eyepoppers to Eyesores

By MICHAEL COOPER
ALBANY, Dec. 21 — Under intense

pressure from Governor-elect Eliot
Spitzer, State Comptroller Alan G.
Hevesi was completing an agree-
ment with Albany prosecutors on
Thursday to quit his post and plead
guilty to a single felony charge, a law
enforcement official said. The deal
would spare him prison time.

His decision to step down came as
Albany prosecutors were preparing
to ask a grand jury on Friday to in-
dict him on charges of defrauding
the government and on other felonies
stemming from his use of state em-
ployees as chauffeurs and aides to
his wife, the law enforcement official
said, charges that could have yielded
a prison sentence had he been con-
victed. 

Mr. Hevesi’s decision to resign,
which several top Democrats said
Thursday that he had made recently,
will remove perhaps the biggest
cloud facing Mr. Spitzer when he
takes office in 10 days. Mr. Spitzer
had made it clear that he intended to
seek the comptroller’s removal,
which could have set off a messy po-
litical fight and cost him a great deal
of political capital in the first days of
a new administration intent on shak-
ing up the power structure in Albany. 

Fellow Democrats said that Mr.
Hevesi’s decision to step down must 

Hevesi to Resign
And Avoid Jail,
Official Reports

Continued on Page B8

By EDMUND L. ANDREWS
WASHINGTON, Dec. 21 — The

United States offers some of the
most lucrative incentives in the
world to companies that drill for oil
in publicly owned coastal waters, but
a newly released study suggests that
the government is getting very little
for its money.

The study, which the Interior De-
partment refused to release for more
than a year, estimates that current
inducements could allow drilling
companies in the Gulf of Mexico to
escape tens of billions of dollars in
royalties that they would otherwise
pay the government for oil and gas
produced in areas that belong to
American taxpayers.

But the study predicts that the in-
ducements would cause only a tiny
increase in production even if they
were offered without some of the lim-
itations now in place.

It also suggests that the cost of
that additional oil could be as much
as $80 a barrel, far more than the
government would have to pay if it
simply bought the oil on its own.

“They are giving up a lot of money
and not getting much in return,’’ said
Robert A. Speir, a former analyst at
the Energy Department who worked
on the report. “If they took that
money, they could buy a whole lot
more oil with it on the open market.”

Oil closed Thursday at $62.66 a
barrel in regular trading.

The Interior Department study,
commissioned to analyze the costs of
royalty incentives and their effec-
tiveness at increasing energy sup-
plies, was completed in fall 2005. But
the study was not released until last
month because senior officials said
they considered it incomplete.

After repeated requests, the de-
partment provided a copy to The
New York Times with a “note to
readers” that said the report did not
show the “actual effects” of incen-
tives. Indeed, Interior officials con-
tended that the cost of the incentives
would turn out to be far less than the
study concluded.

They also said that the nation
benefits from even small amounts of
additional domestic fossil fuels.

But industry analysts who com-
pare oil policies around the world
said the United States was much
more generous to oil companies than
most other countries, demanding a 
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By PAUL von ZIELBAUER
and CAROLYN MARSHALL

Four marines were charged yes-
terday with murder in the killings of
two dozen Iraqi civilians, including
at least 10 women and children, in
the village of Haditha last year, mil-
itary officials said at Camp Pendle-
ton, Calif.

Military prosecutors also charged
four officers, including a lieutenant
colonel in charge of the First Marine
Regiment’s Third Battalion, with
dereliction of duty and failure to en-
sure that accurate information about
the killings was delivered up the Ma-
rine Corps’ chain of command. A
military investigation has found evi-
dence that Marine officers may have
obscured certain facts in the case. 

The Marines could punish other
ranking officers administratively in
weeks to come. But the criminal
charges filed yesterday against Lt.
Col. Jeffrey R. Chessani, 42, and
three other officers reflect an unusu-
ally aggressive judicial reaction by
military prosecutors to a massacre
that has damaged the military’s
credibility with Iraqi officials and ci-
vilians, military
justice experts
said.

“This is very ag-
gressive charging
— wow,” said
Gary Solis, who
teaches the law of
war at George-
town University
Law Center and at
West Point. “I
think this illus-
trates the deep seriousness the Ma-
rine Corps takes with these events.” 

He added, “I definitely think the
Marine Corps is sending a message
to commanders, to those in authority
of combat troops, that they better
pay close attention to the activities of
their subordinates to ensure that
there was no wrongdoing.”

Though this was not the first in-
stance of American forces being
charged with killing Iraqi civilians,
the charges announced yesterday, in-
cluding 13 counts of murder against
one sergeant alone, Staff Sgt. Frank
Wuterich, 26, suggest that military
prosecutors view the Haditha kill-
ings as being among the most serious
breaches of military rules in the
nearly four-year war. The charges 
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By BENEDICT CAREY

BUFFALO — In school he was as
floppy and good-natured as a puppy,
a boy who bear-hugged his friends,
who was always in motion, who could
fall off his chair repeatedly, as if he
had no idea how to use one. 

But at home, after run-ins with his
parents, his exuberance could turn
feral. From the exile of his room, Pe-
ter Popczynski would throw any-
thing that could be launched —
books, pencils, lamps, clothes, toys —
scarring the walls of the family’s
brick bungalow, and leaving some
items to rattle down the hallway, like
flotsam from a storm. 

The Popczynskis soon received a
diagnosis for their son, attention-def-
icit hyperactivity disorder, or
A.D.H.D., and were told that they
could turn to a stimulant medication
like Ritalin. Doctors have ample evi-
dence that stimulants not only calm
children physically but may also im-
prove their school performance, at
least for as long as they are on medi-
cation.

But like most other parents, the
couple preferred to avoid drug treat-
ment, if possible. Instead, with the
guidance of psychologists at the Uni-
versity of Buffalo, they altered the
way they interacted with Peter and
his younger brother, Scott. And over
the course of a difficult year, they

brought about a transformation in
their son. He still has days when he
gets into trouble, like any other 10-
year-old, but he no longer exhibits
the level of restless distractibility
that earned him a psychiatric diag-
nosis. 

“People are so stressed out, and
it’s so much easier to say, ‘Here, take
this pill and go to your room; leave
me alone,’ ” Lisa Popczynski said on
a recent Monday after work. Peter
sat on the couch, hunched over his
homework, while her husband, Ro-
man, occupied Scott, 8. 

“But what I would say is that if you
are willing to take on the responsibil-
ity of extra parenting, you can make
a big difference,” said Ms. Popc-
zynski, an interior designer. “I com-
pare parenting to driving. We all
learn pretty quickly how to drive a
car. But if you have to drive a Mack
truck, you’re going to need some
training.”

In recent decades, psychiatry has
come to understand mental dis-
orders as a matter of biology, of
brain abnormalities rooted in genetic
variation. This consensus helped dis-
credit theories from the 1960s that
blamed the parents — usually the
mother — for problems like neurosis,

schizophrenia and autism.
By defining mental disorders as

primarily problems of brain chem-
icals, the emphasis on biology also
led to an increasing dependence on
psychiatric drugs, especially those
that entered the market in the 1980s
and 1990s. 

But the science behind nondrug
treatments is getting stronger. And
now, some researchers and doctors
are looking again at how inconsis-
tent, overly permissive or uncertain
child-rearing styles might worsen
children’s problems, and how certain
therapies might help resolve those
problems, in combination with drug
therapy or without drugs.

The psychotherapy techniques in-
tended for the improvement of inter-
actions between parents and chil-
dren have been used mostly for chil-
dren who suffer from attention dis-
orders or who exhibit aggressive or
defiant behavior. But recently, men-
tal health professionals have been
studying their use for families whose
children suffer from depression or
other mood problems. 

In a comprehensive review, the
American Psychological Association
urged in August that for childhood
mental disorders, “in most cases,”
nondrug treatment “be considered
first,” including techniques that fo-
cus on parents’ skills, as well as en-
listing teachers’ help. 

And in its just-completed guide-
lines, even the American Academy of
Child and Adolescent Psychiatry, an
organization whose members strong-
ly favor drug treatment, recom-
mends that children receive some
form of talk therapy before being
given drugs for moderate depres-
sion, a very common complaint.

“We are at a point where families
who bring in a child ought to get a 

Fabrizio Costantini for The New York Times

TJ Van de Wal’s attention-deficit problems have improved in response to parenting techniques, his mother, Dawn, right, said. 
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Parenting as Therapy for Child’s Mental Disorders

By WILLIAM K. RASHBAUM
and WILLIAM NEUMAN

An analysis done for the Port Au-
thority of New York and New Jersey
says that the PATH train tunnels un-
der the Hudson River are more vul-
nerable to a bomb attack than previ-
ously thought, and that a relatively
small amount of high explosives
could cause significant flooding of
the rail system within hours.

The analysis, based on work by
Lawrence Livermore National Lab-
oratory and the Rensselaer Poly-
technic Institute, revises some crit-
ical aspects of an assessment of the
system’s vulnerability that was pre-
sented to the agency last spring. It
makes clear that the tunnels — four
tubes of varying design and sturdi-
ness that stretch across the Hudson
riverbed — are structurally more
fragile than first thought.

A draft summary of the most re-
cent analysis was given to The New
York Times by a government official
who was troubled by what the official
felt was a lack of action in response
to the analysis, which the official
said the Port Authority got about
three weeks ago. The official said the
latest analysis indicates that it would
take only six minutes for one of the
PATH tubes to flood if a significant
but not necessarily very large bomb
were detonated.

Marc La Vorgna, a spokesman for
the Port Authority, would not answer
specific questions about the analysis,
or with whom it had been shared.

“If we believed in any way that 

Continued on Page B5

PATH Tunnels
Seen as Fragile
In Bomb Attack

New York: Today, clouds thicken,
showers late, high 46. Tonight, rain,
some heavy, low 43. Tomorrow, rain,
milder, high 55. Yesterday, high 54,
low 38. Weather map is on Page D7.
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pastures as sites for the new malls
that are popping up around Russia’s
larger cities.

In fact, property prices are rising
so rapidly that by some accounts
from local brokers, 30 percent of
apartments were bought last year
not as family homes, but as invest-
ments by companies or individuals. 

In Moscow, prices are higher than
in St. Petersburg but rose less quick-
ly. The average per-square-foot price
of residential property rose 89 per-
cent, to $386 from $204 last Decem-
ber, according to IRN, an index of
real estate prices used by Russian
brokers. By comparison, the average
price per square foot for residential
properties in Manhattan rose 6.6 per-
cent, to $1,050, in the third quarter
this year compared with the same
period last year, according to Miller
Samuel Inc., a real estate appraisal
firm in New York. 

Commercial real estate prices are
not increasing as swiftly but are still
high. Returns on real estate beat
even the sizzling Russian Trading
System index, which is up 62 percent
this year, according to CB Richard
Ellis, a Los Angeles firm that tracks
global office rent.

“The macroeconomics are so
strong now that investors are view-
ing Russia as a long-term market,”
Darrell Stanaford, director of CB
Richard Ellis’s local joint venture,
said in a telephone interview. “Re-
straints on development are another
plus for prices.”

Foreign funds typically look for
newly built office space in St. Pe-
tersburg and Moscow only, but there
are few such properties. St. Peters-
burg, however, has 120,123 units or
113.3 million square feet of residen-
tial property tied up in communal
apartments that house about 700,000
people, like Ms. Mailyan, according
to the city.

At prevailing prices of $272 a
square foot, that represents roughly
$30 billion in real estate tied up in
communal apartments. It is the

city’s stated policy to resettle all res-
idents of communal apartments. 

As for investors looking for office
buildings, “they quickly learn there’s
very little, almost nothing,” Kurt E.
Stahl, marketing director of the Jen-
sen Group, a St. Petersburg develop-
er, said. “We are getting a lot of calls
from hedge funds that are interested.
We didn’t have that before.”

The market is also abuzz with big
deals. A syndicate of five Chinese
state-owned companies is developing
a 553-acre plot outside St. Petersburg
for $1.3 billion. Outside Moscow, Lim-
itless, the real estate arm of DP
World, announced plans for a 44,000-
acre, $11 billion mixed development.

The most peculiarly Russian real
estate play, however, is the commu-
nal apartment. 

After the 1917 Bolshevik Revolu-
tion, Communist authorities reset-
tled working-class families into aris-
tocratic buildings in cities through-
out Russia and Ukraine. The practice
was most widespread in St. Peters-
burg. 

The original owners were exiled,
shot or elbowed into rooms in their
former homes. Unlike in Eastern Eu-
rope, Russia offers no recourse for
prerevolutionary owners to regain ti-
tle — a good thing for new buyers. 

Communal apartments, often
home to at least one alcoholic along
with children of all ages, slowly drive
those who live there crazy from lack
of privacy, residents say.

Ms. Mailyan raised three daugh-
ters in the master bedroom she
moved into with her parents when
she was 12 years old.

“When I was young it was fun,” she
said. Seven families lived in the
2,270-square-foot apartment on 14
Blokhina Street back then. “There
were lots of kids around all the time.” 

There were hard times, too. “Sa-
sha was a drunk, but he was a quiet
drunk,” she said of a man who lived
with his wife and daughter in a room
off the kitchen. Drawing on a ciga-
rette, she confided her view of life in
a communal flat: “I don’t like my
neighbors.” 

Recently, the value of such proper-

ties has reached dizzying heights,
particularly compared with low Rus-
sian salaries. Apartments of similar
size on Blokhina Street have sold for
$600,000 and more, and foreign in-
vestors are driving the prices up. 

Investment money is flowing in
other ways, too. Russian developers
have listed shares on the London
Stock Exchange. Systema-Hals
raised $396 million in a London of-
fering earlier this year. 

The nickel and mining tycoon Vla-
dimir O. Potanin raised $881 million
in a secondary stock offering in Sep-
tember for a developer. Gazprom,
the natural gas monopoly, is active in
St. Petersburg real estate specula-
tion through affiliated companies. 

In July, the Jensen Group closed a
$100 million fund subscribed by
American university endowments
and high-net-worth individuals. But
for an investor, leveraging value out

of communal flats is complex and
risky. 

Buying a communal apartment is
a complex procedure: the investor
must first buy three or four small
apartments on the outskirts. Then
the communal flat dwellers swap
their rooms for these apartments,
and the deal is closed. Thus, the price
the buyer pays depends on the going
rate for second-rate property in out-
lying districts. 

Simmering resentments among
residents often complicate the deals.
Ms. Mailyan and her neighbor, Dmi-
tri S. Savin, have lived down the hall
from one another since 1974, yet de-
cided to sell separately rather than
reconcile their arguments. 

Asked what prevented a combined
sale — which theoretically would
leave both with a greater share of the
value of the apartment — Mr. Savin
made a looping gesture around his

ear and pointed toward Ms. Mai-
lyan’s room. 

Lisa Kreutz, a real estate agent for
Pulford in St. Petersburg, is a prac-
ticed hand at the delicate deal-mak-
ing that untangles communal apart-
ments, eventually putting them up
for sale to foreign buyers. 

A former ballerina with the Fort
Worth Ballet who moved to St. Pe-
tersburg a decade ago after marry-
ing a dancer with the Kirov Ballet,
she coaxes residents into swapping
their room for a home of their own,
then refurbishes the space. 

“For those of us who’ve been here
a while, we know how afraid people
were” of these deals, Ms. Kreutz said
in an interview. “It was just an ad-
venture, a dream, before. Now, in-
vestors are buying.”

The business has also straightened
out a bit since the chaotic 1990s, she

said. Then, midway through a deal,
some communal apartment resi-
dents found there was no private
apartment waiting for them. Instead,
“people got killed or bopped on the
head,” she said. 

This being Russia, though, the
risks have not gone away entirely.

Residential real estate deals are
often accompanied by a peculiarly
Russian type of due diligence, where
buyers ask doctors to certify, at the
time of signing, that the seller is so-
ber. It is not an empty precaution:
Former owners returned years later
and persuaded judges to void deals
on the grounds they were on a bender
at the time of the closing. This pro-
tection for the inebriated is written
into Russian law.

In these cases, Yulia Matygina, a
Moscow real estate lawyer, said,
“The buyer loses the apartment.” 

Russian Office Rents
Are High, and Buildings
Are Being Snapped Up

Joseph Sywenkyj for The New York Times

The building at 55 Moika Street (third from the right) in St. Petersburg, formerly a communal apartment, has been renovated.
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smaller share of revenues than oth-
ers that let private companies drill
on public lands and in public waters.
In addition, they said, the United
States has sweetened some of its in-
centives in recent years, while doz-
ens of other countries demanded a
bigger share of revenue.

In the United States, the federal
government’s take — royalties as
well as corporate taxes — is about 40
percent of revenue from oil and gas
produced on federal property, ac-
cording to Van Meurs Associates, an
industry consulting firm that com-
pares the taxes of all oil-producing
countries. 

By contrast, according to Van
Meurs, the worldwide average “gov-
ernment take” is about 60 to 65 per-
cent. And that figure, of course, ex-
cludes countries that do not allow
any private ownership in oil produc-
tion. 

Democratic leaders in Congress
have already vowed to roll back roy-
alty incentives and tax breaks for
drilling companies when they take
control of the House and Senate in
January.

“Royalty relief is the gift that
keeps on giving,” said Representa-
tive Nick J. Rahall, Democrat of
West Virginia, who will become
chairman of the House Resources
Committee. “It seems painfully obvi-
ous that when the government gives
tax breaks in the form of royalty re-
lief to Big Oil, the American people
are footing the bill.’’

Supporters of drilling incentives
say they make sense for a country
that wants to reduce its dependence
on foreign oil and whose biggest un-
tapped reserves are in water thou-
sands of feet deep where the cost of
drilling a dry hole can hit $100 mil-
lion.

“The amount of exploration invest-
ment that a company has to endure
to find and develop reserves in the
U.S. is far more than in a place like
Angola,” said Michael Rodgers, a
senior economist at PFC Energy, a
consulting firm that analyzes the tax
regimes in oil-producing countries. 

As oil and gas prices have surged
in recent years, moreover, many
countries have forced companies to
give up a bigger share of revenues.
Venezuela, Nigeria and Kazakhstan
are among several dozen countries
that have forced foreign oil compa-
nies to pay more money through ei-
ther higher taxes or bigger equity
stakes for the government. 

“They’ve become emboldened by
higher oil prices but they’re also be-
ing emboldened by muted response
from investors,” said Michelle Billig,
director of political risk analysis at
the PIRA Energy Group in New
York. “Companies don’t have the lux-
ury of contesting and taking a hard
line.”

Starting this year, Britain imposed

the second of two new supplemental
taxes on petroleum revenue from the
North Sea, pushing the government’s
share to 50 percent. Norway keeps at
least 70 percent of revenues, but the
government share increases auto-
matically as oil prices rise and tops
out at 78 percent. 

Norway is on the growing list of
countries that have adopted “pro-
gressive” systems that automatical-
ly increase the tax rate on oil and gas
production as energy prices climb.
Several Canadian provinces have
adopted similar policies, and Alaska

approved a tax system in August
that automatically inches up as oil
prices climb above $55 a barrel.

“The United States is not extract-
ing sufficient benefit from oil and gas
production,” said Pedro Van Meurs,
president of Van Meurs Associates.

“The U.S. system worked fine
when oil was $20 a barrel, but it
wasn’t changed when prices went
up,” added Mr. Van Meurs, who ad-
vised Alaska legislators on their tax
system. When oil prices soar, he said,
political leaders almost inevitably
view the immutable bargain as too
generous to industry.

In principle, the federal govern-
ment has its own form of a progres-
sive system. It offers royalty relief to
companies that drill in very deep wa-
ters, but companies are supposed to
pay the full rate — 12 to 16 percent —
if oil prices climb above about $34 a
barrel.

In practice, it does not always
work out that way. Companies that

signed leases in 1998 and 1999 enjoy
an unintended loophole that entitles
them to royalty-free oil and gas re-
gardless of how high prices climb.

Last week, the Bush administra-
tion persuaded five companies to
give up the loophole. But about 50
other companies have thus far re-
fused to follow suit.

The Bush administration scaled
back the incentive for newer leases,
but in 2004, the administration of-
fered lucrative new royalty incen-
tives for companies that drill ex-
tremely deep natural gas wells in
shallow water. Congress, meanwhile,
added several billion dollars worth of
new tax breaks in 2004 and 2005 for
exploration and drilling.

James A. Watt, chief executive of
Remington Oil in Dallas before it
was acquired by Helix Energy Solu-
tions in July, said the federal incen-
tives help reduce the risks and high
cost of exploring in more difficult
areas of the Gulf of Mexico.

“Tax issues are extraordinarily
important,” Mr. Watt said, in an in-
terview this year. “Having said that,
my view is that we just drilled a $50
million dry hole. That swamps the
tax benefits we’re getting.”

The big issue for both lawmakers
and the Interior Department is
whether royalty relief has much of
an impact.

The new study, prepared under
contract to the Minerals Manage-
ment Service of the Interior Depart-
ment by Innovation and Information
Consultants of Concord, Mass., is one
of the few attempts to assess the im-
pact through a rigorous econometric
analysis.

The report estimates that the cur-
rent incentives would have a tiny im-
pact that is far exceeded by swings
in market prices.

The report predicted that the cur-
rent incentives would lead to the dis-
covery of only 1.1 percent more re-
serves than if there had been no in-

centives at all. Total oil production
from 2003 to 2042 would be about 300
million barrels more, or less than 1
percent, than it would have been any-
way. Natural gas production would
be 0.6 percent greater than it would
have been otherwise. 

But the cost of those royalty incen-
tives would be high: about $48 billion
less in royalty payments over the 40-
year period. That loss would be offset
by a slight increase in the prices that
companies pay when bidding for
leases in government auctions, but
analysts said the net cost would still
be above $40 billion.

The Interior Department, in a
written response to questions, said
the actual cost of its incentives would
be much lower than $40 billion be-
cause most leases in the Gulf of Mex-
ico include an escape clause that re-
quires companies to pay full royal-
ties if prices are above $34 a barrel.

But officials conceded that oil
companies are still poised to escape
billions of dollars in royalties in the
next five years alone.

Dozens of companies signed leases
in the late 1990’s under a Clinton ad-
ministration program that offered
highly generous incentives and, ap-
parently because of a bureaucratic
error, omitted the escape clause. The
government has estimated that it
would have received as much as $10
billion more over the next five years
if the mistake had not been made. It
is trying to renegotiate the terms.

But as much as half of that money
is out of reach. The Bush administra-
tion also endorsed a new royalty holi-
day for “deep gas” drilling in shallow
waters even if natural gas prices
climb above today’s levels. Accord-
ing to internal budget estimates last
year, the deep gas incentives account
for half of the $10 billion that the gov-
ernment stands to lose.

To be sure, the newly released
study found that the extra incentives
prompted companies to pay more
money upfront when bidding on off-
shore drilling leases and predicted
that they would lead to a small in-
crease in exploration and production. 

The actual impact of the incen-
tives depends on what happens to oil
prices. But under any of the projec-
tions, the cost ended up exceeding
the market price for oil.

Analysts said the meager impact
of royalty incentives was not surpris-
ing: for oil and gas companies decid-
ing whether to drill in deep water, the
potential money involved in royalty
incentives is small compared with
the money at stake in changes of
market prices. 

Eliminating royalties on oil or gas
will save a company 12 to 16 percent
on some of its production. But those
savings are minuscule compared
with the nearly fourfold increase in
oil prices from $15 a barrel in 1999 to
more than $70 this summer.

At today’s prices, even the risk of a
$100 million dry hole is not so daunt-
ing.

Study Says Oil Drilling Incentives Barely Help U.S.

Apache, via Bloomberg News

An Apache Corporation drilling site in the Gulf of Mexico. Apache and
other oil companies benefit from United States tax breaks.

George Osodi/Associated Press

A Mobil installation at Bonny Island, Nigeria. The nation forces foreign
oil companies to pay relatively high operating fees.

Questioning Breaks for Oil Companies
A new study shows that federal incentives to encourage offshore drilling 
can cost the government billions of dollars, yet cause only a small increase 
in production. The study estimates that today’s incentives, even without 
some restrictions now in place, would increase discovery and production 
by less than 2 percent.
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Most other nations
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Nxxx,2006-12-22,C,004,Bs-BW,E1



3

C4 N THE NEW YORK TIMES, FRIDAY, DECEMBER 22, 2006

pastures as sites for the new malls
that are popping up around Russia’s
larger cities.

In fact, property prices are rising
so rapidly that by some accounts
from local brokers, 30 percent of
apartments were bought last year
not as family homes, but as invest-
ments by companies or individuals. 

In Moscow, prices are higher than
in St. Petersburg but rose less quick-
ly. The average per-square-foot price
of residential property rose 89 per-
cent, to $386 from $204 last Decem-
ber, according to IRN, an index of
real estate prices used by Russian
brokers. By comparison, the average
price per square foot for residential
properties in Manhattan rose 6.6 per-
cent, to $1,050, in the third quarter
this year compared with the same
period last year, according to Miller
Samuel Inc., a real estate appraisal
firm in New York. 

Commercial real estate prices are
not increasing as swiftly but are still
high. Returns on real estate beat
even the sizzling Russian Trading
System index, which is up 62 percent
this year, according to CB Richard
Ellis, a Los Angeles firm that tracks
global office rent.

“The macroeconomics are so
strong now that investors are view-
ing Russia as a long-term market,”
Darrell Stanaford, director of CB
Richard Ellis’s local joint venture,
said in a telephone interview. “Re-
straints on development are another
plus for prices.”

Foreign funds typically look for
newly built office space in St. Pe-
tersburg and Moscow only, but there
are few such properties. St. Peters-
burg, however, has 120,123 units or
113.3 million square feet of residen-
tial property tied up in communal
apartments that house about 700,000
people, like Ms. Mailyan, according
to the city.

At prevailing prices of $272 a
square foot, that represents roughly
$30 billion in real estate tied up in
communal apartments. It is the

city’s stated policy to resettle all res-
idents of communal apartments. 

As for investors looking for office
buildings, “they quickly learn there’s
very little, almost nothing,” Kurt E.
Stahl, marketing director of the Jen-
sen Group, a St. Petersburg develop-
er, said. “We are getting a lot of calls
from hedge funds that are interested.
We didn’t have that before.”

The market is also abuzz with big
deals. A syndicate of five Chinese
state-owned companies is developing
a 553-acre plot outside St. Petersburg
for $1.3 billion. Outside Moscow, Lim-
itless, the real estate arm of DP
World, announced plans for a 44,000-
acre, $11 billion mixed development.

The most peculiarly Russian real
estate play, however, is the commu-
nal apartment. 

After the 1917 Bolshevik Revolu-
tion, Communist authorities reset-
tled working-class families into aris-
tocratic buildings in cities through-
out Russia and Ukraine. The practice
was most widespread in St. Peters-
burg. 

The original owners were exiled,
shot or elbowed into rooms in their
former homes. Unlike in Eastern Eu-
rope, Russia offers no recourse for
prerevolutionary owners to regain ti-
tle — a good thing for new buyers. 

Communal apartments, often
home to at least one alcoholic along
with children of all ages, slowly drive
those who live there crazy from lack
of privacy, residents say.

Ms. Mailyan raised three daugh-
ters in the master bedroom she
moved into with her parents when
she was 12 years old.

“When I was young it was fun,” she
said. Seven families lived in the
2,270-square-foot apartment on 14
Blokhina Street back then. “There
were lots of kids around all the time.” 

There were hard times, too. “Sa-
sha was a drunk, but he was a quiet
drunk,” she said of a man who lived
with his wife and daughter in a room
off the kitchen. Drawing on a ciga-
rette, she confided her view of life in
a communal flat: “I don’t like my
neighbors.” 

Recently, the value of such proper-

ties has reached dizzying heights,
particularly compared with low Rus-
sian salaries. Apartments of similar
size on Blokhina Street have sold for
$600,000 and more, and foreign in-
vestors are driving the prices up. 

Investment money is flowing in
other ways, too. Russian developers
have listed shares on the London
Stock Exchange. Systema-Hals
raised $396 million in a London of-
fering earlier this year. 

The nickel and mining tycoon Vla-
dimir O. Potanin raised $881 million
in a secondary stock offering in Sep-
tember for a developer. Gazprom,
the natural gas monopoly, is active in
St. Petersburg real estate specula-
tion through affiliated companies. 

In July, the Jensen Group closed a
$100 million fund subscribed by
American university endowments
and high-net-worth individuals. But
for an investor, leveraging value out

of communal flats is complex and
risky. 

Buying a communal apartment is
a complex procedure: the investor
must first buy three or four small
apartments on the outskirts. Then
the communal flat dwellers swap
their rooms for these apartments,
and the deal is closed. Thus, the price
the buyer pays depends on the going
rate for second-rate property in out-
lying districts. 

Simmering resentments among
residents often complicate the deals.
Ms. Mailyan and her neighbor, Dmi-
tri S. Savin, have lived down the hall
from one another since 1974, yet de-
cided to sell separately rather than
reconcile their arguments. 

Asked what prevented a combined
sale — which theoretically would
leave both with a greater share of the
value of the apartment — Mr. Savin
made a looping gesture around his

ear and pointed toward Ms. Mai-
lyan’s room. 

Lisa Kreutz, a real estate agent for
Pulford in St. Petersburg, is a prac-
ticed hand at the delicate deal-mak-
ing that untangles communal apart-
ments, eventually putting them up
for sale to foreign buyers. 

A former ballerina with the Fort
Worth Ballet who moved to St. Pe-
tersburg a decade ago after marry-
ing a dancer with the Kirov Ballet,
she coaxes residents into swapping
their room for a home of their own,
then refurbishes the space. 

“For those of us who’ve been here
a while, we know how afraid people
were” of these deals, Ms. Kreutz said
in an interview. “It was just an ad-
venture, a dream, before. Now, in-
vestors are buying.”

The business has also straightened
out a bit since the chaotic 1990s, she

said. Then, midway through a deal,
some communal apartment resi-
dents found there was no private
apartment waiting for them. Instead,
“people got killed or bopped on the
head,” she said. 

This being Russia, though, the
risks have not gone away entirely.

Residential real estate deals are
often accompanied by a peculiarly
Russian type of due diligence, where
buyers ask doctors to certify, at the
time of signing, that the seller is so-
ber. It is not an empty precaution:
Former owners returned years later
and persuaded judges to void deals
on the grounds they were on a bender
at the time of the closing. This pro-
tection for the inebriated is written
into Russian law.

In these cases, Yulia Matygina, a
Moscow real estate lawyer, said,
“The buyer loses the apartment.” 

Russian Office Rents
Are High, and Buildings
Are Being Snapped Up

Joseph Sywenkyj for The New York Times

The building at 55 Moika Street (third from the right) in St. Petersburg, formerly a communal apartment, has been renovated.
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smaller share of revenues than oth-
ers that let private companies drill
on public lands and in public waters.
In addition, they said, the United
States has sweetened some of its in-
centives in recent years, while doz-
ens of other countries demanded a
bigger share of revenue.

In the United States, the federal
government’s take — royalties as
well as corporate taxes — is about 40
percent of revenue from oil and gas
produced on federal property, ac-
cording to Van Meurs Associates, an
industry consulting firm that com-
pares the taxes of all oil-producing
countries. 

By contrast, according to Van
Meurs, the worldwide average “gov-
ernment take” is about 60 to 65 per-
cent. And that figure, of course, ex-
cludes countries that do not allow
any private ownership in oil produc-
tion. 

Democratic leaders in Congress
have already vowed to roll back roy-
alty incentives and tax breaks for
drilling companies when they take
control of the House and Senate in
January.

“Royalty relief is the gift that
keeps on giving,” said Representa-
tive Nick J. Rahall, Democrat of
West Virginia, who will become
chairman of the House Resources
Committee. “It seems painfully obvi-
ous that when the government gives
tax breaks in the form of royalty re-
lief to Big Oil, the American people
are footing the bill.’’

Supporters of drilling incentives
say they make sense for a country
that wants to reduce its dependence
on foreign oil and whose biggest un-
tapped reserves are in water thou-
sands of feet deep where the cost of
drilling a dry hole can hit $100 mil-
lion.

“The amount of exploration invest-
ment that a company has to endure
to find and develop reserves in the
U.S. is far more than in a place like
Angola,” said Michael Rodgers, a
senior economist at PFC Energy, a
consulting firm that analyzes the tax
regimes in oil-producing countries. 

As oil and gas prices have surged
in recent years, moreover, many
countries have forced companies to
give up a bigger share of revenues.
Venezuela, Nigeria and Kazakhstan
are among several dozen countries
that have forced foreign oil compa-
nies to pay more money through ei-
ther higher taxes or bigger equity
stakes for the government. 

“They’ve become emboldened by
higher oil prices but they’re also be-
ing emboldened by muted response
from investors,” said Michelle Billig,
director of political risk analysis at
the PIRA Energy Group in New
York. “Companies don’t have the lux-
ury of contesting and taking a hard
line.”

Starting this year, Britain imposed

the second of two new supplemental
taxes on petroleum revenue from the
North Sea, pushing the government’s
share to 50 percent. Norway keeps at
least 70 percent of revenues, but the
government share increases auto-
matically as oil prices rise and tops
out at 78 percent. 

Norway is on the growing list of
countries that have adopted “pro-
gressive” systems that automatical-
ly increase the tax rate on oil and gas
production as energy prices climb.
Several Canadian provinces have
adopted similar policies, and Alaska

approved a tax system in August
that automatically inches up as oil
prices climb above $55 a barrel.

“The United States is not extract-
ing sufficient benefit from oil and gas
production,” said Pedro Van Meurs,
president of Van Meurs Associates.

“The U.S. system worked fine
when oil was $20 a barrel, but it
wasn’t changed when prices went
up,” added Mr. Van Meurs, who ad-
vised Alaska legislators on their tax
system. When oil prices soar, he said,
political leaders almost inevitably
view the immutable bargain as too
generous to industry.

In principle, the federal govern-
ment has its own form of a progres-
sive system. It offers royalty relief to
companies that drill in very deep wa-
ters, but companies are supposed to
pay the full rate — 12 to 16 percent —
if oil prices climb above about $34 a
barrel.

In practice, it does not always
work out that way. Companies that

signed leases in 1998 and 1999 enjoy
an unintended loophole that entitles
them to royalty-free oil and gas re-
gardless of how high prices climb.

Last week, the Bush administra-
tion persuaded five companies to
give up the loophole. But about 50
other companies have thus far re-
fused to follow suit.

The Bush administration scaled
back the incentive for newer leases,
but in 2004, the administration of-
fered lucrative new royalty incen-
tives for companies that drill ex-
tremely deep natural gas wells in
shallow water. Congress, meanwhile,
added several billion dollars worth of
new tax breaks in 2004 and 2005 for
exploration and drilling.

James A. Watt, chief executive of
Remington Oil in Dallas before it
was acquired by Helix Energy Solu-
tions in July, said the federal incen-
tives help reduce the risks and high
cost of exploring in more difficult
areas of the Gulf of Mexico.

“Tax issues are extraordinarily
important,” Mr. Watt said, in an in-
terview this year. “Having said that,
my view is that we just drilled a $50
million dry hole. That swamps the
tax benefits we’re getting.”

The big issue for both lawmakers
and the Interior Department is
whether royalty relief has much of
an impact.

The new study, prepared under
contract to the Minerals Manage-
ment Service of the Interior Depart-
ment by Innovation and Information
Consultants of Concord, Mass., is one
of the few attempts to assess the im-
pact through a rigorous econometric
analysis.

The report estimates that the cur-
rent incentives would have a tiny im-
pact that is far exceeded by swings
in market prices.

The report predicted that the cur-
rent incentives would lead to the dis-
covery of only 1.1 percent more re-
serves than if there had been no in-

centives at all. Total oil production
from 2003 to 2042 would be about 300
million barrels more, or less than 1
percent, than it would have been any-
way. Natural gas production would
be 0.6 percent greater than it would
have been otherwise. 

But the cost of those royalty incen-
tives would be high: about $48 billion
less in royalty payments over the 40-
year period. That loss would be offset
by a slight increase in the prices that
companies pay when bidding for
leases in government auctions, but
analysts said the net cost would still
be above $40 billion.

The Interior Department, in a
written response to questions, said
the actual cost of its incentives would
be much lower than $40 billion be-
cause most leases in the Gulf of Mex-
ico include an escape clause that re-
quires companies to pay full royal-
ties if prices are above $34 a barrel.

But officials conceded that oil
companies are still poised to escape
billions of dollars in royalties in the
next five years alone.

Dozens of companies signed leases
in the late 1990’s under a Clinton ad-
ministration program that offered
highly generous incentives and, ap-
parently because of a bureaucratic
error, omitted the escape clause. The
government has estimated that it
would have received as much as $10
billion more over the next five years
if the mistake had not been made. It
is trying to renegotiate the terms.

But as much as half of that money
is out of reach. The Bush administra-
tion also endorsed a new royalty holi-
day for “deep gas” drilling in shallow
waters even if natural gas prices
climb above today’s levels. Accord-
ing to internal budget estimates last
year, the deep gas incentives account
for half of the $10 billion that the gov-
ernment stands to lose.

To be sure, the newly released
study found that the extra incentives
prompted companies to pay more
money upfront when bidding on off-
shore drilling leases and predicted
that they would lead to a small in-
crease in exploration and production. 

The actual impact of the incen-
tives depends on what happens to oil
prices. But under any of the projec-
tions, the cost ended up exceeding
the market price for oil.

Analysts said the meager impact
of royalty incentives was not surpris-
ing: for oil and gas companies decid-
ing whether to drill in deep water, the
potential money involved in royalty
incentives is small compared with
the money at stake in changes of
market prices. 

Eliminating royalties on oil or gas
will save a company 12 to 16 percent
on some of its production. But those
savings are minuscule compared
with the nearly fourfold increase in
oil prices from $15 a barrel in 1999 to
more than $70 this summer.

At today’s prices, even the risk of a
$100 million dry hole is not so daunt-
ing.

Study Says Oil Drilling Incentives Barely Help U.S.

Apache, via Bloomberg News

An Apache Corporation drilling site in the Gulf of Mexico. Apache and
other oil companies benefit from United States tax breaks.

George Osodi/Associated Press

A Mobil installation at Bonny Island, Nigeria. The nation forces foreign
oil companies to pay relatively high operating fees.

Questioning Breaks for Oil Companies
A new study shows that federal incentives to encourage offshore drilling 
can cost the government billions of dollars, yet cause only a small increase 
in production. The study estimates that today’s incentives, even without 
some restrictions now in place, would increase discovery and production 
by less than 2 percent.
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pastures as sites for the new malls
that are popping up around Russia’s
larger cities.

In fact, property prices are rising
so rapidly that by some accounts
from local brokers, 30 percent of
apartments were bought last year
not as family homes, but as invest-
ments by companies or individuals. 

In Moscow, prices are higher than
in St. Petersburg but rose less quick-
ly. The average per-square-foot price
of residential property rose 89 per-
cent, to $386 from $204 last Decem-
ber, according to IRN, an index of
real estate prices used by Russian
brokers. By comparison, the average
price per square foot for residential
properties in Manhattan rose 6.6 per-
cent, to $1,050, in the third quarter
this year compared with the same
period last year, according to Miller
Samuel Inc., a real estate appraisal
firm in New York. 

Commercial real estate prices are
not increasing as swiftly but are still
high. Returns on real estate beat
even the sizzling Russian Trading
System index, which is up 62 percent
this year, according to CB Richard
Ellis, a Los Angeles firm that tracks
global office rent.

“The macroeconomics are so
strong now that investors are view-
ing Russia as a long-term market,”
Darrell Stanaford, director of CB
Richard Ellis’s local joint venture,
said in a telephone interview. “Re-
straints on development are another
plus for prices.”

Foreign funds typically look for
newly built office space in St. Pe-
tersburg and Moscow only, but there
are few such properties. St. Peters-
burg, however, has 120,123 units or
113.3 million square feet of residen-
tial property tied up in communal
apartments that house about 700,000
people, like Ms. Mailyan, according
to the city.

At prevailing prices of $272 a
square foot, that represents roughly
$30 billion in real estate tied up in
communal apartments. It is the

city’s stated policy to resettle all res-
idents of communal apartments. 

As for investors looking for office
buildings, “they quickly learn there’s
very little, almost nothing,” Kurt E.
Stahl, marketing director of the Jen-
sen Group, a St. Petersburg develop-
er, said. “We are getting a lot of calls
from hedge funds that are interested.
We didn’t have that before.”

The market is also abuzz with big
deals. A syndicate of five Chinese
state-owned companies is developing
a 553-acre plot outside St. Petersburg
for $1.3 billion. Outside Moscow, Lim-
itless, the real estate arm of DP
World, announced plans for a 44,000-
acre, $11 billion mixed development.

The most peculiarly Russian real
estate play, however, is the commu-
nal apartment. 

After the 1917 Bolshevik Revolu-
tion, Communist authorities reset-
tled working-class families into aris-
tocratic buildings in cities through-
out Russia and Ukraine. The practice
was most widespread in St. Peters-
burg. 

The original owners were exiled,
shot or elbowed into rooms in their
former homes. Unlike in Eastern Eu-
rope, Russia offers no recourse for
prerevolutionary owners to regain ti-
tle — a good thing for new buyers. 

Communal apartments, often
home to at least one alcoholic along
with children of all ages, slowly drive
those who live there crazy from lack
of privacy, residents say.

Ms. Mailyan raised three daugh-
ters in the master bedroom she
moved into with her parents when
she was 12 years old.

“When I was young it was fun,” she
said. Seven families lived in the
2,270-square-foot apartment on 14
Blokhina Street back then. “There
were lots of kids around all the time.” 

There were hard times, too. “Sa-
sha was a drunk, but he was a quiet
drunk,” she said of a man who lived
with his wife and daughter in a room
off the kitchen. Drawing on a ciga-
rette, she confided her view of life in
a communal flat: “I don’t like my
neighbors.” 

Recently, the value of such proper-

ties has reached dizzying heights,
particularly compared with low Rus-
sian salaries. Apartments of similar
size on Blokhina Street have sold for
$600,000 and more, and foreign in-
vestors are driving the prices up. 

Investment money is flowing in
other ways, too. Russian developers
have listed shares on the London
Stock Exchange. Systema-Hals
raised $396 million in a London of-
fering earlier this year. 

The nickel and mining tycoon Vla-
dimir O. Potanin raised $881 million
in a secondary stock offering in Sep-
tember for a developer. Gazprom,
the natural gas monopoly, is active in
St. Petersburg real estate specula-
tion through affiliated companies. 

In July, the Jensen Group closed a
$100 million fund subscribed by
American university endowments
and high-net-worth individuals. But
for an investor, leveraging value out

of communal flats is complex and
risky. 

Buying a communal apartment is
a complex procedure: the investor
must first buy three or four small
apartments on the outskirts. Then
the communal flat dwellers swap
their rooms for these apartments,
and the deal is closed. Thus, the price
the buyer pays depends on the going
rate for second-rate property in out-
lying districts. 

Simmering resentments among
residents often complicate the deals.
Ms. Mailyan and her neighbor, Dmi-
tri S. Savin, have lived down the hall
from one another since 1974, yet de-
cided to sell separately rather than
reconcile their arguments. 

Asked what prevented a combined
sale — which theoretically would
leave both with a greater share of the
value of the apartment — Mr. Savin
made a looping gesture around his

ear and pointed toward Ms. Mai-
lyan’s room. 

Lisa Kreutz, a real estate agent for
Pulford in St. Petersburg, is a prac-
ticed hand at the delicate deal-mak-
ing that untangles communal apart-
ments, eventually putting them up
for sale to foreign buyers. 

A former ballerina with the Fort
Worth Ballet who moved to St. Pe-
tersburg a decade ago after marry-
ing a dancer with the Kirov Ballet,
she coaxes residents into swapping
their room for a home of their own,
then refurbishes the space. 

“For those of us who’ve been here
a while, we know how afraid people
were” of these deals, Ms. Kreutz said
in an interview. “It was just an ad-
venture, a dream, before. Now, in-
vestors are buying.”

The business has also straightened
out a bit since the chaotic 1990s, she

said. Then, midway through a deal,
some communal apartment resi-
dents found there was no private
apartment waiting for them. Instead,
“people got killed or bopped on the
head,” she said. 

This being Russia, though, the
risks have not gone away entirely.

Residential real estate deals are
often accompanied by a peculiarly
Russian type of due diligence, where
buyers ask doctors to certify, at the
time of signing, that the seller is so-
ber. It is not an empty precaution:
Former owners returned years later
and persuaded judges to void deals
on the grounds they were on a bender
at the time of the closing. This pro-
tection for the inebriated is written
into Russian law.

In these cases, Yulia Matygina, a
Moscow real estate lawyer, said,
“The buyer loses the apartment.” 

Russian Office Rents
Are High, and Buildings
Are Being Snapped Up

Joseph Sywenkyj for The New York Times

The building at 55 Moika Street (third from the right) in St. Petersburg, formerly a communal apartment, has been renovated.
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smaller share of revenues than oth-
ers that let private companies drill
on public lands and in public waters.
In addition, they said, the United
States has sweetened some of its in-
centives in recent years, while doz-
ens of other countries demanded a
bigger share of revenue.

In the United States, the federal
government’s take — royalties as
well as corporate taxes — is about 40
percent of revenue from oil and gas
produced on federal property, ac-
cording to Van Meurs Associates, an
industry consulting firm that com-
pares the taxes of all oil-producing
countries. 

By contrast, according to Van
Meurs, the worldwide average “gov-
ernment take” is about 60 to 65 per-
cent. And that figure, of course, ex-
cludes countries that do not allow
any private ownership in oil produc-
tion. 

Democratic leaders in Congress
have already vowed to roll back roy-
alty incentives and tax breaks for
drilling companies when they take
control of the House and Senate in
January.

“Royalty relief is the gift that
keeps on giving,” said Representa-
tive Nick J. Rahall, Democrat of
West Virginia, who will become
chairman of the House Resources
Committee. “It seems painfully obvi-
ous that when the government gives
tax breaks in the form of royalty re-
lief to Big Oil, the American people
are footing the bill.’’

Supporters of drilling incentives
say they make sense for a country
that wants to reduce its dependence
on foreign oil and whose biggest un-
tapped reserves are in water thou-
sands of feet deep where the cost of
drilling a dry hole can hit $100 mil-
lion.

“The amount of exploration invest-
ment that a company has to endure
to find and develop reserves in the
U.S. is far more than in a place like
Angola,” said Michael Rodgers, a
senior economist at PFC Energy, a
consulting firm that analyzes the tax
regimes in oil-producing countries. 

As oil and gas prices have surged
in recent years, moreover, many
countries have forced companies to
give up a bigger share of revenues.
Venezuela, Nigeria and Kazakhstan
are among several dozen countries
that have forced foreign oil compa-
nies to pay more money through ei-
ther higher taxes or bigger equity
stakes for the government. 

“They’ve become emboldened by
higher oil prices but they’re also be-
ing emboldened by muted response
from investors,” said Michelle Billig,
director of political risk analysis at
the PIRA Energy Group in New
York. “Companies don’t have the lux-
ury of contesting and taking a hard
line.”

Starting this year, Britain imposed

the second of two new supplemental
taxes on petroleum revenue from the
North Sea, pushing the government’s
share to 50 percent. Norway keeps at
least 70 percent of revenues, but the
government share increases auto-
matically as oil prices rise and tops
out at 78 percent. 

Norway is on the growing list of
countries that have adopted “pro-
gressive” systems that automatical-
ly increase the tax rate on oil and gas
production as energy prices climb.
Several Canadian provinces have
adopted similar policies, and Alaska

approved a tax system in August
that automatically inches up as oil
prices climb above $55 a barrel.

“The United States is not extract-
ing sufficient benefit from oil and gas
production,” said Pedro Van Meurs,
president of Van Meurs Associates.

“The U.S. system worked fine
when oil was $20 a barrel, but it
wasn’t changed when prices went
up,” added Mr. Van Meurs, who ad-
vised Alaska legislators on their tax
system. When oil prices soar, he said,
political leaders almost inevitably
view the immutable bargain as too
generous to industry.

In principle, the federal govern-
ment has its own form of a progres-
sive system. It offers royalty relief to
companies that drill in very deep wa-
ters, but companies are supposed to
pay the full rate — 12 to 16 percent —
if oil prices climb above about $34 a
barrel.

In practice, it does not always
work out that way. Companies that

signed leases in 1998 and 1999 enjoy
an unintended loophole that entitles
them to royalty-free oil and gas re-
gardless of how high prices climb.

Last week, the Bush administra-
tion persuaded five companies to
give up the loophole. But about 50
other companies have thus far re-
fused to follow suit.

The Bush administration scaled
back the incentive for newer leases,
but in 2004, the administration of-
fered lucrative new royalty incen-
tives for companies that drill ex-
tremely deep natural gas wells in
shallow water. Congress, meanwhile,
added several billion dollars worth of
new tax breaks in 2004 and 2005 for
exploration and drilling.

James A. Watt, chief executive of
Remington Oil in Dallas before it
was acquired by Helix Energy Solu-
tions in July, said the federal incen-
tives help reduce the risks and high
cost of exploring in more difficult
areas of the Gulf of Mexico.

“Tax issues are extraordinarily
important,” Mr. Watt said, in an in-
terview this year. “Having said that,
my view is that we just drilled a $50
million dry hole. That swamps the
tax benefits we’re getting.”

The big issue for both lawmakers
and the Interior Department is
whether royalty relief has much of
an impact.

The new study, prepared under
contract to the Minerals Manage-
ment Service of the Interior Depart-
ment by Innovation and Information
Consultants of Concord, Mass., is one
of the few attempts to assess the im-
pact through a rigorous econometric
analysis.

The report estimates that the cur-
rent incentives would have a tiny im-
pact that is far exceeded by swings
in market prices.

The report predicted that the cur-
rent incentives would lead to the dis-
covery of only 1.1 percent more re-
serves than if there had been no in-

centives at all. Total oil production
from 2003 to 2042 would be about 300
million barrels more, or less than 1
percent, than it would have been any-
way. Natural gas production would
be 0.6 percent greater than it would
have been otherwise. 

But the cost of those royalty incen-
tives would be high: about $48 billion
less in royalty payments over the 40-
year period. That loss would be offset
by a slight increase in the prices that
companies pay when bidding for
leases in government auctions, but
analysts said the net cost would still
be above $40 billion.

The Interior Department, in a
written response to questions, said
the actual cost of its incentives would
be much lower than $40 billion be-
cause most leases in the Gulf of Mex-
ico include an escape clause that re-
quires companies to pay full royal-
ties if prices are above $34 a barrel.

But officials conceded that oil
companies are still poised to escape
billions of dollars in royalties in the
next five years alone.

Dozens of companies signed leases
in the late 1990’s under a Clinton ad-
ministration program that offered
highly generous incentives and, ap-
parently because of a bureaucratic
error, omitted the escape clause. The
government has estimated that it
would have received as much as $10
billion more over the next five years
if the mistake had not been made. It
is trying to renegotiate the terms.

But as much as half of that money
is out of reach. The Bush administra-
tion also endorsed a new royalty holi-
day for “deep gas” drilling in shallow
waters even if natural gas prices
climb above today’s levels. Accord-
ing to internal budget estimates last
year, the deep gas incentives account
for half of the $10 billion that the gov-
ernment stands to lose.

To be sure, the newly released
study found that the extra incentives
prompted companies to pay more
money upfront when bidding on off-
shore drilling leases and predicted
that they would lead to a small in-
crease in exploration and production. 

The actual impact of the incen-
tives depends on what happens to oil
prices. But under any of the projec-
tions, the cost ended up exceeding
the market price for oil.

Analysts said the meager impact
of royalty incentives was not surpris-
ing: for oil and gas companies decid-
ing whether to drill in deep water, the
potential money involved in royalty
incentives is small compared with
the money at stake in changes of
market prices. 

Eliminating royalties on oil or gas
will save a company 12 to 16 percent
on some of its production. But those
savings are minuscule compared
with the nearly fourfold increase in
oil prices from $15 a barrel in 1999 to
more than $70 this summer.

At today’s prices, even the risk of a
$100 million dry hole is not so daunt-
ing.

Study Says Oil Drilling Incentives Barely Help U.S.

Apache, via Bloomberg News

An Apache Corporation drilling site in the Gulf of Mexico. Apache and
other oil companies benefit from United States tax breaks.

George Osodi/Associated Press

A Mobil installation at Bonny Island, Nigeria. The nation forces foreign
oil companies to pay relatively high operating fees.

Questioning Breaks for Oil Companies
A new study shows that federal incentives to encourage offshore drilling 
can cost the government billions of dollars, yet cause only a small increase 
in production. The study estimates that today’s incentives, even without 
some restrictions now in place, would increase discovery and production 
by less than 2 percent.
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By EDMUND L. ANDREWS

HONOLULU

DURING a 22-year career, Bobby L. Maxwell routinely
won accolades and awards as one of the Interior De-
partment’s best auditors in the nation’s oil patch, snar-

ing promotions that eventually had him supervising a staff of
120 people.

He and his team scrutinized the books of major oil pro-
ducers that collectively pumped billions of dollars worth of oil
and gas every year from land and coastal waters owned by the
public. Along the way, the auditors recovered hundreds of mil-
lions of dollars from companies that shortchanged the govern-
ment on royalties.

“Mr. Maxwell’s career has been characterized by ex-
ceptional performance and significant contributions,’’ wrote
Gale A. Norton, then the secretary of the interior, in a 2003 cita-
tion. Ms. Norton praised Mr. Maxwell’s “perseverance and
leadership’’ while cataloguing his “many outstanding achieve-
ments.”

Less than two years later, the Interior Department elim-
inated his job in what it called a “reorganization.’’ That came
exactly one week after a federal judge in Denver unsealed a
lawsuit in which Mr. Maxwell contended that a major oil com-
pany had spent years cheating on royalty payments.

“When I got this citation, they told me this would be very
good for my career,’’ said Mr. Maxwell, smiling during an in-

terview here. “Next thing I knew, they fired me.” Today, at 53,
Mr. Maxwell lives on a $44,000 annual pension in a two-
bedroom bungalow in the hills outside the Hawaiian capital.

But Mr. Maxwell has hardly disappeared. Instead, he is at
the center of an escalating battle with both the oil industry and
the Bush administration over how the federal government
oversees about $60 billion worth of oil and gas produced every
year on federal property. In the process, he has become one of
the most nettlesome whistle-blowers Big Oil has ever encoun-
tered, a face-off that offers an inside look at how the industry
and the government do business together. 

Invoking a law that rewards private citizens who expose 

Cory Lum for The New York Times

Bobby L. Maxwell’s lawsuit says
Big Oil cheated on royalties it 
owed and that the government
did not want to hear about it. 

Blowing the Whistle on Big Oil 
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INSIDE

CORPORATE executives, and those who carry
their water, dismiss shareholder activists these
days as promoters of hidden agendas that have

no place in the financial markets. Stockholders interest-
ed in making executives more accountable to their own-
ers, the shills say, are really pushing labor union partici-
pation or kooky environmental issues and are generally
to be ignored. 

Never mind that many activists have the sole goal
of pressuring me-first executives to remember that
they are hired help and are supposed to be working for

their bosses (also known as shareholders). Consider the
efforts of Robert A. Olstein, the mutual fund manager
and accounting expert who runs the $1.7 billion Olstein
All Cap Value fund, formerly the Financial Alert fund.
In recent years he has waged a letter-writing campaign
aimed at executives serving companies whose shares
he owns, advising them on how to enhance their per-
formance. 

Last month, he started a fund, Olstein Strategic Op-
portunities, expressly intended to rattle the cages of
managers who he says are not operating in the best in-

terest of their shareholders. 
Mr. Olstein, 65, has an enviable record. After fees,

All Cap Value’s one-year return of 13 percent lags be-
hind the Standard & Poor’s 500-stock index by 1.1 per-
centage points, but its five-year average annual return
of 8.3 percent beats the index by 2.25 points. And the an-
nual average gain of 15.3 percent since its inception 11
years ago is 5.5 points better than the index. 

One beef: Mr. Olstein’s fees are high — net ex-
penses at the new fund are 2.35 percent. But so far, his 

GRETCHEN MORGENSON
FAIR GAME

This Fund Manager Is Heard, and Heeded
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By MILT FREUDENHEIM and ROBERT PEAR

BILL CLINTON’S identity was hidden behind a
false name when he went to NewYork-Presby-
terian Hospital two years ago for heart surgery,

but that didn’t stop computer hackers, including people
working at the hospital, from trying to get a peek at the
electronic records of his medical charts.

The same hospital thwarted 1,500 unauthorized at-
tempts by its own employees to look at the patient
records of a famous local athlete, said J. David Liss, a
vice president at NewYork-Presbyterian.

And just last September, the New York City public
hospital system said that dozens of workers at one of its
Brooklyn medical centers, including doctors and nurses,
technicians and clerks, had improperly looked at the
computerized medical records of Nixzmary Brown, a
7-year-old who prosecutors say was beaten to death by
her stepfather last winter.

Powerful forces are lobbying hard for government
and private programs that could push the nation’s cost-
ly and inefficient health care system into the computer
age. President Bush strongly favors more use of health
information technology. Health insurance and medical
device companies are eager supporters, not to mention
technology companies like I.B.M. and Google. Fur-
thermore, Intel and Wal-Mart Stores have both said
they intend to announce plans this week to embrace
electronic health records for their employees. 

Others may soon follow. Bills to speed the adoption
of information technology by hospitals and doctors have

Health Hazard: Computers Spilling Your History

Feature Photo Service

Harriett P. Pearson of I.B.M. says her company is working with others to protect patient confidentiality. Continued on Page 7
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they intend to announce plans this week to embrace
electronic health records for their employees. 

Others may soon follow. Bills to speed the adoption
of information technology by hospitals and doctors have
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HONOLULU

DURING a 22-year career, Bobby L. Maxwell routinely
won accolades and awards as one of the Interior De-
partment’s best auditors in the nation’s oil patch, snar-

ing promotions that eventually had him supervising a staff of
120 people.

He and his team scrutinized the books of major oil pro-
ducers that collectively pumped billions of dollars worth of oil
and gas every year from land and coastal waters owned by the
public. Along the way, the auditors recovered hundreds of mil-
lions of dollars from companies that shortchanged the govern-
ment on royalties.

“Mr. Maxwell’s career has been characterized by ex-
ceptional performance and significant contributions,’’ wrote
Gale A. Norton, then the secretary of the interior, in a 2003 cita-
tion. Ms. Norton praised Mr. Maxwell’s “perseverance and
leadership’’ while cataloguing his “many outstanding achieve-
ments.”

Less than two years later, the Interior Department elim-
inated his job in what it called a “reorganization.’’ That came
exactly one week after a federal judge in Denver unsealed a
lawsuit in which Mr. Maxwell contended that a major oil com-
pany had spent years cheating on royalty payments.

“When I got this citation, they told me this would be very
good for my career,’’ said Mr. Maxwell, smiling during an in-

terview here. “Next thing I knew, they fired me.” Today, at 53,
Mr. Maxwell lives on a $44,000 annual pension in a two-
bedroom bungalow in the hills outside the Hawaiian capital.

But Mr. Maxwell has hardly disappeared. Instead, he is at
the center of an escalating battle with both the oil industry and
the Bush administration over how the federal government
oversees about $60 billion worth of oil and gas produced every
year on federal property. In the process, he has become one of
the most nettlesome whistle-blowers Big Oil has ever encoun-
tered, a face-off that offers an inside look at how the industry
and the government do business together. 

Invoking a law that rewards private citizens who expose 

Cory Lum for The New York Times

Bobby L. Maxwell’s lawsuit says
Big Oil cheated on royalties it 
owed and that the government
did not want to hear about it. 
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CORPORATE executives, and those who carry
their water, dismiss shareholder activists these
days as promoters of hidden agendas that have

no place in the financial markets. Stockholders interest-
ed in making executives more accountable to their own-
ers, the shills say, are really pushing labor union partici-
pation or kooky environmental issues and are generally
to be ignored. 

Never mind that many activists have the sole goal
of pressuring me-first executives to remember that
they are hired help and are supposed to be working for

their bosses (also known as shareholders). Consider the
efforts of Robert A. Olstein, the mutual fund manager
and accounting expert who runs the $1.7 billion Olstein
All Cap Value fund, formerly the Financial Alert fund.
In recent years he has waged a letter-writing campaign
aimed at executives serving companies whose shares
he owns, advising them on how to enhance their per-
formance. 

Last month, he started a fund, Olstein Strategic Op-
portunities, expressly intended to rattle the cages of
managers who he says are not operating in the best in-

terest of their shareholders. 
Mr. Olstein, 65, has an enviable record. After fees,

All Cap Value’s one-year return of 13 percent lags be-
hind the Standard & Poor’s 500-stock index by 1.1 per-
centage points, but its five-year average annual return
of 8.3 percent beats the index by 2.25 points. And the an-
nual average gain of 15.3 percent since its inception 11
years ago is 5.5 points better than the index. 

One beef: Mr. Olstein’s fees are high — net ex-
penses at the new fund are 2.35 percent. But so far, his 
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This Fund Manager Is Heard, and Heeded

Continued on Page 4

By MILT FREUDENHEIM and ROBERT PEAR

BILL CLINTON’S identity was hidden behind a
false name when he went to NewYork-Presby-
terian Hospital two years ago for heart surgery,

but that didn’t stop computer hackers, including people
working at the hospital, from trying to get a peek at the
electronic records of his medical charts.

The same hospital thwarted 1,500 unauthorized at-
tempts by its own employees to look at the patient
records of a famous local athlete, said J. David Liss, a
vice president at NewYork-Presbyterian.

And just last September, the New York City public
hospital system said that dozens of workers at one of its
Brooklyn medical centers, including doctors and nurses,
technicians and clerks, had improperly looked at the
computerized medical records of Nixzmary Brown, a
7-year-old who prosecutors say was beaten to death by
her stepfather last winter.

Powerful forces are lobbying hard for government
and private programs that could push the nation’s cost-
ly and inefficient health care system into the computer
age. President Bush strongly favors more use of health
information technology. Health insurance and medical
device companies are eager supporters, not to mention
technology companies like I.B.M. and Google. Fur-
thermore, Intel and Wal-Mart Stores have both said
they intend to announce plans this week to embrace
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device companies are eager supporters, not to mention
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thermore, Intel and Wal-Mart Stores have both said
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public. Along the way, the auditors recovered hundreds of mil-
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leadership’’ while cataloguing his “many outstanding achieve-
ments.”
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lawsuit in which Mr. Maxwell contended that a major oil com-
pany had spent years cheating on royalty payments.

“When I got this citation, they told me this would be very
good for my career,’’ said Mr. Maxwell, smiling during an in-

terview here. “Next thing I knew, they fired me.” Today, at 53,
Mr. Maxwell lives on a $44,000 annual pension in a two-
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the Bush administration over how the federal government
oversees about $60 billion worth of oil and gas produced every
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tered, a face-off that offers an inside look at how the industry
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In recent years he has waged a letter-writing campaign
aimed at executives serving companies whose shares
he owns, advising them on how to enhance their per-
formance. 

Last month, he started a fund, Olstein Strategic Op-
portunities, expressly intended to rattle the cages of
managers who he says are not operating in the best in-

terest of their shareholders. 
Mr. Olstein, 65, has an enviable record. After fees,

All Cap Value’s one-year return of 13 percent lags be-
hind the Standard & Poor’s 500-stock index by 1.1 per-
centage points, but its five-year average annual return
of 8.3 percent beats the index by 2.25 points. And the an-
nual average gain of 15.3 percent since its inception 11
years ago is 5.5 points better than the index. 

One beef: Mr. Olstein’s fees are high — net ex-
penses at the new fund are 2.35 percent. But so far, his 

GRETCHEN MORGENSON
FAIR GAME

This Fund Manager Is Heard, and Heeded
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By MILT FREUDENHEIM and ROBERT PEAR

BILL CLINTON’S identity was hidden behind a
false name when he went to NewYork-Presby-
terian Hospital two years ago for heart surgery,

but that didn’t stop computer hackers, including people
working at the hospital, from trying to get a peek at the
electronic records of his medical charts.

The same hospital thwarted 1,500 unauthorized at-
tempts by its own employees to look at the patient
records of a famous local athlete, said J. David Liss, a
vice president at NewYork-Presbyterian.

And just last September, the New York City public
hospital system said that dozens of workers at one of its
Brooklyn medical centers, including doctors and nurses,
technicians and clerks, had improperly looked at the
computerized medical records of Nixzmary Brown, a
7-year-old who prosecutors say was beaten to death by
her stepfather last winter.

Powerful forces are lobbying hard for government
and private programs that could push the nation’s cost-
ly and inefficient health care system into the computer
age. President Bush strongly favors more use of health
information technology. Health insurance and medical
device companies are eager supporters, not to mention
technology companies like I.B.M. and Google. Fur-
thermore, Intel and Wal-Mart Stores have both said
they intend to announce plans this week to embrace
electronic health records for their employees. 

Others may soon follow. Bills to speed the adoption
of information technology by hospitals and doctors have

Health Hazard: Computers Spilling Your History
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Harriett P. Pearson of I.B.M. says her company is working with others to protect patient confidentiality. Continued on Page 7
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By EDMUND L. ANDREWS

HONOLULU

DURING a 22-year career, Bobby L. Maxwell routinely
won accolades and awards as one of the Interior De-
partment’s best auditors in the nation’s oil patch, snar-

ing promotions that eventually had him supervising a staff of
120 people.

He and his team scrutinized the books of major oil pro-
ducers that collectively pumped billions of dollars worth of oil
and gas every year from land and coastal waters owned by the
public. Along the way, the auditors recovered hundreds of mil-
lions of dollars from companies that shortchanged the govern-
ment on royalties.

“Mr. Maxwell’s career has been characterized by ex-
ceptional performance and significant contributions,’’ wrote
Gale A. Norton, then the secretary of the interior, in a 2003 cita-
tion. Ms. Norton praised Mr. Maxwell’s “perseverance and
leadership’’ while cataloguing his “many outstanding achieve-
ments.”

Less than two years later, the Interior Department elim-
inated his job in what it called a “reorganization.’’ That came
exactly one week after a federal judge in Denver unsealed a
lawsuit in which Mr. Maxwell contended that a major oil com-
pany had spent years cheating on royalty payments.

“When I got this citation, they told me this would be very
good for my career,’’ said Mr. Maxwell, smiling during an in-

terview here. “Next thing I knew, they fired me.” Today, at 53,
Mr. Maxwell lives on a $44,000 annual pension in a two-
bedroom bungalow in the hills outside the Hawaiian capital.

But Mr. Maxwell has hardly disappeared. Instead, he is at
the center of an escalating battle with both the oil industry and
the Bush administration over how the federal government
oversees about $60 billion worth of oil and gas produced every
year on federal property. In the process, he has become one of
the most nettlesome whistle-blowers Big Oil has ever encoun-
tered, a face-off that offers an inside look at how the industry
and the government do business together. 

Invoking a law that rewards private citizens who expose 

Cory Lum for The New York Times

Bobby L. Maxwell’s lawsuit says
Big Oil cheated on royalties it 
owed and that the government
did not want to hear about it. 

Blowing the Whistle on Big Oil 
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BILL CLINTON’S identity was hidden behind a
false name when he went to NewYork-Presby-
terian Hospital two years ago for heart surgery,

but that didn’t stop computer hackers, including people
working at the hospital, from trying to get a peek at the
electronic records of his medical charts.

The same hospital thwarted 1,500 unauthorized at-
tempts by its own employees to look at the patient
records of a famous local athlete, said J. David Liss, a
vice president at NewYork-Presbyterian.

And just last September, the New York City public
hospital system said that dozens of workers at one of its
Brooklyn medical centers, including doctors and nurses,
technicians and clerks, had improperly looked at the
computerized medical records of Nixzmary Brown, a
7-year-old who prosecutors say was beaten to death by
her stepfather last winter.

Powerful forces are lobbying hard for government
and private programs that could push the nation’s cost-
ly and inefficient health care system into the computer
age. President Bush strongly favors more use of health
information technology. Health insurance and medical
device companies are eager supporters, not to mention
technology companies like I.B.M. and Google. Fur-
thermore, Intel and Wal-Mart Stores have both said
they intend to announce plans this week to embrace
electronic health records for their employees. 
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LETTERS

How to Tax the Rich
To the Editor: 

Re “In Class Warfare, Guess
Which Class Is Winning” (Every-
body’s Business, Nov. 26), in which
Ben Stein proposed higher taxes on
the rich: 

Let us count some of the low tax
rates that many rich people now en-
joy: Their tax rate on capital gains
— in many cases a huge part of their
income — is often only 15 percent,
less than half the top rate on earned

income. Their rate on income from
tax-exempt bonds, of course, is zero.
As for Social Security, the amount of
income that is subject to the payroll
tax is $94,200, so much of their total
income is untouched. 

Let rich people who depend on cap-
ital gains be taxed like those who de-
pend on earned income from their
jobs, and we’ll have more tax equal-
ity. CARL OLSON

Woodland Hills, Calif., Nov. 27

Capitalizing on the Web
To the Editor:

Re “Seeking Executive to Tame

the Digital Future” (Media Frenzy,
Nov. 26): 

Indeed, the ability to see the future
should be the most important criter-
ion for media executives. 

Here is that future: the Web is the
new television. By using broadband
to deliver video, the computer mon-
itor becomes almost indistinguish-
able from the television set. And now
that Web media companies are figur-
ing out how to monetize their content
with advertising. aren’t we making
the Web a television medium with
more choice, diversity, depth and in-
teractivity? STEVEN A. LUDSIN

East Hampton, N.Y., Nov. 26
Letters for Sunday Business may be
sent to sunbiz@nytimes.com.
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ards for personal health records that
address their workers’ privacy, con-
fidentiality and security concerns,
Ms. Goldman said. 

WebMD, which manages employ-
ees’ health records for dozens of
companies, had discussions earlier
this year with Google, which is devel-
oping a Web site called Google
Health, according to people familiar
with the project. Google has not com-
mented on its plans. But commenting
generally on the issues, Adam Bos-
worth, the vice president for engi-
neering at Google, said that privacy
is a hurdle for technology companies
addressing health care problems. 

“There is a huge potential for tech-
nology to improve health care and
reduce its cost,” Mr. Bosworth said
in a statement. “But companies that
offer products and services must vig-
orously protect the privacy of users,
or adoption of very
useful new products
and services will fail.”

Even before the
theft this year of a
Veterans Affairs offi-
cial’s laptop that con-
tained private medi-
cal records of 28 mil-
lion people, a consum-
er survey found that
repeated security
breaches were rais-
ing concerns about
the safety of personal
health records.

About one in four
people were aware of
those earlier breach-
es, according to a na-
tional telephone sur-
vey of 1,000 adults last
year for the Califor-
nia HealthCare Foun-
dation. The margin of
error was plus or mi-
nus 3 percentage points.

The survey, conducted by Forrest-
er Research, also found that 52 per-
cent were “very concerned” or
“somewhat concerned” that insur-
ance claims information might be
used by an employer to limit their
job opportunities. 

The Markle survey, to be pub-
lished this week, will report even
greater worry — 56 percent were
very concerned, 18 percent some-
what concerned — about abuse by
employers. But despite their worries,
the Markle respondents were eager
to reap the benefits of Internet tech-
nology — for example, having easy
access to their own health records.

Companies that have tried to use
computers to increase the efficiency
of medical care say their success has
hinged on security. “The privacy
piece was critical,” said Al Rapp,
corporate health care manager at
United Parcel Service, which recent-
ly introduced a health care program
built on computerizing the records of
80,000 nonunion employees.

U.P.S. offers to add $50 each to
workers’ flexible spending accounts
if they agree to supply information
for a personal “health risk apprais-
al.” They can receive another $50 if

spouses also participate. More than
half accepted, Mr. Rapp said, with
the understanding that the informa-
tion would go to data archives at
UnitedHealth Group and Aetna. “We
are not involved in any way,” he said,
referring to U.P.S.’s managers.

Aetna and UnitedHealth combine
these appraisals with each person’s
history of medical claims and pre-
scription drug purchases. When the
software signals a personal potential
for costly conditions like diabetes,
heart problems and asthma, an in-
surance company nurse, or health
coach, telephones the employee with
suggestions for preventive care and
reminders for checkups, taking med-
ications and the like.

“The employee can tell the nurse
who calls that they don’t want to par-
ticipate,” Mr. Rapp said. “Thus far, it
has been very well accepted.”

Last week, he said, the health
coach reached out to the spouse of an
employee after noting that her condi-
tion and weight suggested a potential
risk for a heart attack. 

“She asked this per-
son, ‘Are you taking
your cholesterol medi-
cation, Lipitor?’ She
said, ‘I won’t take Lip-
itor,’ ” and went on to
mention the side ef-
fects she had read
about on the Internet,
Mr. Rapp said.

The nurse informed
the woman’s doctor,
who changed her pre-
scription to a similar
drug, Mr. Rapp said.
He added that he was
one of “a very few se-
lect people in the hu-
man resources depart-
ment” who are permit-
ted to see personal
health records, under
the federal privacy
rules.

“I can see the
names, to see the is-

sues,” Mr. Rapp said. “I manage the
program. I have responsibility for
the success of the program.” But he
added that he was prohibited under
the law from sharing the employee’s
data with other U.P.S. managers.
“Generally speaking, U.P.S. would
have no knowledge of it,” Mr. Rapp
said.

Still, worries linger across the
health care system. Hospital execu-
tives say that private investigators
have often tried to bribe hospital em-
ployees to obtain medical records
that might be useful in court cases,
including battles over child custody,
divorce, property ownership and in-
heritance.

But computer technology — the
same systems that disseminate data
at the click of a mouse — can also en-
hance security.

Mr. Liss, of NewYork-Presbyteri-
an, said that when unauthorized peo-
ple tried to gain access to electronic
medical records, hospital computers
were programmed to ask them to ex-
plain why they were seeking the in-
formation. 

Moreover, Mr. Liss said, the com-
puter warns electronic intruders:
“Be aware that your user ID and
password have been captured.” Ø

John Amis/Associated Press

Newt Gingrich, left, with Dr. Thomas Bat at an office in Alpharetta, Ga.
The former speaker of the House supports the use of electronic records. 

Health

Chip Smodevilla/Getty Images

Representative Edward
J. Markey says privacy
is a paramount concern
with health records.
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fraud against the government, Mr.
Maxwell has filed a suit in federal
court in Denver against the Kerr-
McGee Corporation. The suit accus-
es the company, which was recently
acquired by Anadarko Petroleum, of
bilking the government out of royalty
payments. It also contends that the
Interior Department ignored audits
indicating that Kerr-McGee was
cheating. Three other federal audi-
tors, who once worked for Mr. Max-
well and still work at the Interior De-
partment, have since filed similar
suits of their own against other ener-
gy companies.

Several of the nation’s biggest oil
producers, including Exxon Mobil,
Chevron, Shell and ConocoPhillips,
failed in an effort to block Mr. Max-
well’s suit, arguing before an appel-
late judge that his case would “open
the floodgates’’ to suits by other fed-
eral auditors. But the court rejected
their pleas, and a trial is set to start
on Jan. 16.

Mr. Maxwell’s self-interest is as
much in play in the suit as is the pub-
lic interest. If he wins, Kerr-McGee
could be forced to pay more than $50
million in unpaid royalties and penal-
ties, Mr. Maxwell said. Mr. Maxwell
and his lawyers could be entitled to
keep as much as 30 percent of any
funds the government recovers —
enough to make him a wealthy man.

Anadarko says that the govern-
ment’s rules were followed and that
it owes no money because the Interi-
or Department never asked it to pay
more. But it is now trying to negoti-
ate a settlement before the trial be-
gins.

“We believe the case is without
merit,” said John Christiansen, an
Anadarko spokesman. “However, as
is a fairly common practice, both
sides have agreed to meet with a me-
diator prior to trial.”

THE actions of Mr. Maxwell and
the other auditors have co-
incided with broader investiga-

tions by Congress and the Interior
Department’s own inspector general
into whether the agency properly col-
lects the money for oil and gas
pumped from public land. Investiga-
tors say they have found evidence of
myriad problems at the department:
cronyism and cover-ups of manage-
ment blunders; capitulation to oil
companies in disputes about pay-
ments; plunging morale among au-
ditors; and unreliable data-gather-
ing that often makes it impossible to
determine how much money compa-
nies actually owe.

In February, the Interior Depart-
ment admitted that energy compa-
nies might escape more than $7 bil-
lion in royalty payments over the
next five years because of errors in
leases signed in the 1990s that offi-
cials are now scrambling to renegoti-
ate. The errors were discovered in
2000, but were ignored for the next
six years and have yet to be fixed. 

Congressional investigators are
worried about other problems, as
well. The Interior Department’s in-
spector general told a House sub-
committee in September that senior
officials at the agency had repeated-
ly glossed over ethical lapses and
bungling. “Short of crime, anything
goes at the highest levels of the De-
partment of the Interior,” declared
Earl E. Devaney, the inspector gen-
eral.

The Interior Department, which
has described Mr. Maxwell as a ren-
egade former employee motivated
by the riches his lawsuit might bring,
said its auditing efforts received a
clean bill of health from an outside
accounting firm in 2005. “The results
are clear and irrefutable,” the agen-
cy said in a statement, adding that it
was “accomplishing its job on behalf
of the American public.”

But Republican leaders on the
House Government Reform Commit-
tee, which has been reviewing the
flawed leases, recently accused Inte-
rior officials of perpetuating a “cul-
ture of irresponsibility and lack of
accountability” at the agency. 

The committee ordered the Gov-

ernment Accountability Office, the
investigative arm of Congress, to be-
gin a broad examination of issues
ranging from the agency’s rules and
enforcement practices to the accura-
cy of its most rudimentary data. 

The Interior Department “clearly
doesn’t view their responsibility as
maximizing revenue to the Ameri-
can people for resources that belong
to the American people,” said Repre-
sentative Darrell E. Issa, a Califor-
nia Republican who oversaw hear-
ings on the flawed leases. “We don’t
have a system that accurately tells
us how much oil is being taken out of
the ground.’’ 

No one, says Mr. Maxwell, knows
that better than he does.

BORN “Bobby,’’ not “Robert,’’
Mr. Maxwell is bald, burly
and speaks with a back-coun-

try drawl that is occasionally punctu-
ated by a cackling laugh. He said he
thrived in the world of wells, pipe-
lines and offshore rigs and meshed
comfortably with the oil cultures of
Texas and Oklahoma. Genial and un-
flappable, he describes his politics as
“very conservative’’ and cringes at
being labeled a rebel.

“I like the oil and gas industry,’’ he
said, as he reminisced about his
years as a federal auditor. “We are
neither for nor against the profits
they make. Our job is to make sure
the American public gets a fair re-
turn on its assets.”

Mr. Maxwell grew up in a poor
family in rural Tennessee. After
serving in the Army in Hawaii, he
earned a bachelor’s degree in busi-
ness at Chaminade University here.
He later became a certified public
accountant and earned a master’s
degree in business from Texas A&M.
In 1983, after stints as an auditor

with the Air Force and the Depart-
ment of Energy, he joined the Miner-
als Management Service of the Inte-
rior Department.

The M.M.S. is responsible for col-
lecting and overseeing the royalties
for all the oil, gas, timber and coal
that is produced on federal property.
Last year, companies paid nearly $10
billion in royalties on oil and gas
alone. 

“I loved going to the oil
companies,’’ Mr. Max-
well recalled, saying he
spent about half of his
time on the road — some
of it at offshore drilling
rigs. “Sometimes, there
would be nothing more
than a room and a heli-
copter pad to land on.
But it was an education,
and it was highly practi-
cal.”

Despite Mr. Maxwell’s
placid demeanor, friends
and former colleagues say he was a
dogged auditor who sometimes ran-
kled his own bosses. In 1988, he vis-
ited a coal mine on federal land in
Montana even though, he says, his
supervisors scoffed at the trip be-
cause they thought that the mine was
too small to scrutinize. When Mr.
Maxwell arrived, he found that the
mine only looked small because it
had been underpaying royalties for
years. Within months, the company
agreed to pay $43 million in back
royalties, and it eventually paid
more than $100 million. 

In 1993, during the Clinton admin-
istration, officials in Washington told
him to drop a complex dispute with
ARCO because they thought his rea-
soning was dubious. But just as he
was about to back down, ARCO exec-
utives volunteered to pay $20 million.

The Interior Department gave Mr.
Maxwell an award that year, noting
that he had “vehemently pressed his
position’’ even though “support
seemed lacking.’’ It attributed his
success to both his “measured com-
batant style’’ and his personal rap-
port with ARCO executives. 

“If he thought there was a case, he
had a reason,’’ said Barbara Roth-
way, a retired Interior Department
auditor. But, she added, “I could see
how he might sometimes bother the
people he worked for.’’

Patient and stubborn, Mr. Maxwell
spent years poring over the accounts
of the Jicarilla Apache Tribe in New
Mexico, which had long complained
that companies were underpaying
them for natural gas extracted on
their tribal lands. Tribal officials
said Interior Department officials
had paid little heed until Mr. Max-
well came along. He collected and or-
ganized data going back 30 years and
found pervasive errors by both oil
companies and the government. The
tribe eventually recovered more
than $20 million in back royalties.

“Anyone knowledgeable about the
way Interior processes payments
knows there are all sorts of ways for
companies to underpay,’’ said Alan
R. Taradash, a lawyer in Albuquer-
que who has represented the tribe for
years. “Bobby was one of the few
who stood up with us and demanded
that the auditing be done properly.’’

MR. MAXWELL says his first
serious doubts about the In-
terior Department originat-

ed in 1998, when the agency reluc-
tantly began to investigate accusa-
tions of systematic cheating on
royalties for oil. 

Several of the nation’s biggest oil
companies eventually settled that in-
vestigation by paying nearly $440
million. The investigation occurred
only after outside whistle-blowers
argued for years that the govern-
ment was losing billions. 

The cases had been sparked in
part by a former oil trader at ARCO
named J. Benjamin Johnson Jr.,
known as Benji, who contended that
oil companies had used elaborate
swapping schemes to cheat on royal-
ties owed to private and state land-
owners, as well as the federal gov-
ernment.

Mr. Johnson and another former
ARCO trader quit their jobs and be-
came expert witnesses for landown-
ers and state governments who
wanted to sue oil companies for back
payments. The two traders soon real-
ized that the biggest case by far be-
longed to the federal government.
But no federal officials were inter-
ested.

“It was unbelievably difficult,’’
Mr. Johnson recalled in a recent in-
terview. “They brought me to Den-
ver, to the M.M.S. office, in a room
with about 30 auditors and managers
from the solicitor’s office. Their re-
action was that I was crazy, that it
was impossible, that there was no
way they could have actually missed
this.”

But Mr. Johnson found a way to re-
cover the federal royalties on his
own. In 1995, he filed suit under the
False Claims Act, a longstanding law
intended to encourage whistle-blow-
ers. Under the act, best known for its
use against overbilling by military
contractors, a private citizen can sue
a company, contending that it de-

frauded the federal gov-
ernment. Companies
found guilty have to pay
as much as three times
the amount of their
fraudulent gains, and
any person who files a
suit is entitled to keep up
to 30 percent of the
money recovered.

The Justice Depart-
ment initially refused to
join Mr. Johnson’s suit,
but it eventually did so,
in 1998 after concluding

that he and other whistle-blowers —
including a nonprofit group called
the Project on Government Over-
sight — were on to something. That
was when Mr. Maxwell became in-
volved. Working for the Interior De-
partment, he collected data on a
number of oil companies, pooling his
material with that of Mr. Johnson. 

“Bobby was with us,’’ Mr. Johnson
recalled. “He was a straight-shooter,
and he saw it.’’ Mobil was the first to
settle and paid more than $40 million
in 1998. Chevron paid $95 million.
Shell paid $110 million. By 2002, 15 oil
companies had paid a total of almost
$440 million.

The Johnson lawsuit taught Mr.
Maxwell three lessons. One was that
Mr. Johnson became a wealthy man.

A look at how
government 
does business
with the oil
industry.

A Whistle-Blower Tangles With Big Oil

Michael Stravato for The New York Times

The oil platform Petronius in a leased field in the Gulf of Mexico. About 
$60 billion of oil and gas is produced every year on federal property. 

The federal government maintains programs to detect and collect underpay-
ments on royalties for leases on oil and gas fields. But revenue from such 
auditing programs has declined steeply in recent years. At the same time, 
because of rising energy prices, royalty revenues have climbed sharply.

Less Oversight?

The New York Times

Sources: Project on Government Oversight, Congressional Budget Office, Minerals Management Service
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LETTERS
How to Tax the Rich
To the Editor: 

Re “In Class Warfare, Guess
Which Class Is Winning” (Every-
body’s Business, Nov. 26), in which
Ben Stein proposed higher taxes on
the rich: 

Let us count some of the low tax
rates that many rich people now en-
joy: Their tax rate on capital gains
— in many cases a huge part of their
income — is often only 15 percent,
less than half the top rate on earned

income. Their rate on income from
tax-exempt bonds, of course, is zero.
As for Social Security, the amount of
income that is subject to the payroll
tax is $94,200, so much of their total
income is untouched. 

Let rich people who depend on cap-
ital gains be taxed like those who de-
pend on earned income from their
jobs, and we’ll have more tax equal-
ity. CARL OLSON

Woodland Hills, Calif., Nov. 27

Capitalizing on the Web
To the Editor:

Re “Seeking Executive to Tame

the Digital Future” (Media Frenzy,
Nov. 26): 

Indeed, the ability to see the future
should be the most important criter-
ion for media executives. 

Here is that future: the Web is the
new television. By using broadband
to deliver video, the computer mon-
itor becomes almost indistinguish-
able from the television set. And now
that Web media companies are figur-
ing out how to monetize their content
with advertising. aren’t we making
the Web a television medium with
more choice, diversity, depth and in-
teractivity? STEVEN A. LUDSIN

East Hampton, N.Y., Nov. 26
Letters for Sunday Business may be
sent to sunbiz@nytimes.com.
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ards for personal health records that
address their workers’ privacy, con-
fidentiality and security concerns,
Ms. Goldman said. 

WebMD, which manages employ-
ees’ health records for dozens of
companies, had discussions earlier
this year with Google, which is devel-
oping a Web site called Google
Health, according to people familiar
with the project. Google has not com-
mented on its plans. But commenting
generally on the issues, Adam Bos-
worth, the vice president for engi-
neering at Google, said that privacy
is a hurdle for technology companies
addressing health care problems. 

“There is a huge potential for tech-
nology to improve health care and
reduce its cost,” Mr. Bosworth said
in a statement. “But companies that
offer products and services must vig-
orously protect the privacy of users,
or adoption of very
useful new products
and services will fail.”

Even before the
theft this year of a
Veterans Affairs offi-
cial’s laptop that con-
tained private medi-
cal records of 28 mil-
lion people, a consum-
er survey found that
repeated security
breaches were rais-
ing concerns about
the safety of personal
health records.

About one in four
people were aware of
those earlier breach-
es, according to a na-
tional telephone sur-
vey of 1,000 adults last
year for the Califor-
nia HealthCare Foun-
dation. The margin of
error was plus or mi-
nus 3 percentage points.

The survey, conducted by Forrest-
er Research, also found that 52 per-
cent were “very concerned” or
“somewhat concerned” that insur-
ance claims information might be
used by an employer to limit their
job opportunities. 

The Markle survey, to be pub-
lished this week, will report even
greater worry — 56 percent were
very concerned, 18 percent some-
what concerned — about abuse by
employers. But despite their worries,
the Markle respondents were eager
to reap the benefits of Internet tech-
nology — for example, having easy
access to their own health records.

Companies that have tried to use
computers to increase the efficiency
of medical care say their success has
hinged on security. “The privacy
piece was critical,” said Al Rapp,
corporate health care manager at
United Parcel Service, which recent-
ly introduced a health care program
built on computerizing the records of
80,000 nonunion employees.

U.P.S. offers to add $50 each to
workers’ flexible spending accounts
if they agree to supply information
for a personal “health risk apprais-
al.” They can receive another $50 if

spouses also participate. More than
half accepted, Mr. Rapp said, with
the understanding that the informa-
tion would go to data archives at
UnitedHealth Group and Aetna. “We
are not involved in any way,” he said,
referring to U.P.S.’s managers.

Aetna and UnitedHealth combine
these appraisals with each person’s
history of medical claims and pre-
scription drug purchases. When the
software signals a personal potential
for costly conditions like diabetes,
heart problems and asthma, an in-
surance company nurse, or health
coach, telephones the employee with
suggestions for preventive care and
reminders for checkups, taking med-
ications and the like.

“The employee can tell the nurse
who calls that they don’t want to par-
ticipate,” Mr. Rapp said. “Thus far, it
has been very well accepted.”

Last week, he said, the health
coach reached out to the spouse of an
employee after noting that her condi-
tion and weight suggested a potential
risk for a heart attack. 

“She asked this per-
son, ‘Are you taking
your cholesterol medi-
cation, Lipitor?’ She
said, ‘I won’t take Lip-
itor,’ ” and went on to
mention the side ef-
fects she had read
about on the Internet,
Mr. Rapp said.

The nurse informed
the woman’s doctor,
who changed her pre-
scription to a similar
drug, Mr. Rapp said.
He added that he was
one of “a very few se-
lect people in the hu-
man resources depart-
ment” who are permit-
ted to see personal
health records, under
the federal privacy
rules.

“I can see the
names, to see the is-

sues,” Mr. Rapp said. “I manage the
program. I have responsibility for
the success of the program.” But he
added that he was prohibited under
the law from sharing the employee’s
data with other U.P.S. managers.
“Generally speaking, U.P.S. would
have no knowledge of it,” Mr. Rapp
said.

Still, worries linger across the
health care system. Hospital execu-
tives say that private investigators
have often tried to bribe hospital em-
ployees to obtain medical records
that might be useful in court cases,
including battles over child custody,
divorce, property ownership and in-
heritance.

But computer technology — the
same systems that disseminate data
at the click of a mouse — can also en-
hance security.

Mr. Liss, of NewYork-Presbyteri-
an, said that when unauthorized peo-
ple tried to gain access to electronic
medical records, hospital computers
were programmed to ask them to ex-
plain why they were seeking the in-
formation. 

Moreover, Mr. Liss said, the com-
puter warns electronic intruders:
“Be aware that your user ID and
password have been captured.” Ø

John Amis/Associated Press

Newt Gingrich, left, with Dr. Thomas Bat at an office in Alpharetta, Ga.
The former speaker of the House supports the use of electronic records. 
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Representative Edward
J. Markey says privacy
is a paramount concern
with health records.
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fraud against the government, Mr.
Maxwell has filed a suit in federal
court in Denver against the Kerr-
McGee Corporation. The suit accus-
es the company, which was recently
acquired by Anadarko Petroleum, of
bilking the government out of royalty
payments. It also contends that the
Interior Department ignored audits
indicating that Kerr-McGee was
cheating. Three other federal audi-
tors, who once worked for Mr. Max-
well and still work at the Interior De-
partment, have since filed similar
suits of their own against other ener-
gy companies.

Several of the nation’s biggest oil
producers, including Exxon Mobil,
Chevron, Shell and ConocoPhillips,
failed in an effort to block Mr. Max-
well’s suit, arguing before an appel-
late judge that his case would “open
the floodgates’’ to suits by other fed-
eral auditors. But the court rejected
their pleas, and a trial is set to start
on Jan. 16.

Mr. Maxwell’s self-interest is as
much in play in the suit as is the pub-
lic interest. If he wins, Kerr-McGee
could be forced to pay more than $50
million in unpaid royalties and penal-
ties, Mr. Maxwell said. Mr. Maxwell
and his lawyers could be entitled to
keep as much as 30 percent of any
funds the government recovers —
enough to make him a wealthy man.

Anadarko says that the govern-
ment’s rules were followed and that
it owes no money because the Interi-
or Department never asked it to pay
more. But it is now trying to negoti-
ate a settlement before the trial be-
gins.

“We believe the case is without
merit,” said John Christiansen, an
Anadarko spokesman. “However, as
is a fairly common practice, both
sides have agreed to meet with a me-
diator prior to trial.”

THE actions of Mr. Maxwell and
the other auditors have co-
incided with broader investiga-

tions by Congress and the Interior
Department’s own inspector general
into whether the agency properly col-
lects the money for oil and gas
pumped from public land. Investiga-
tors say they have found evidence of
myriad problems at the department:
cronyism and cover-ups of manage-
ment blunders; capitulation to oil
companies in disputes about pay-
ments; plunging morale among au-
ditors; and unreliable data-gather-
ing that often makes it impossible to
determine how much money compa-
nies actually owe.

In February, the Interior Depart-
ment admitted that energy compa-
nies might escape more than $7 bil-
lion in royalty payments over the
next five years because of errors in
leases signed in the 1990s that offi-
cials are now scrambling to renegoti-
ate. The errors were discovered in
2000, but were ignored for the next
six years and have yet to be fixed. 

Congressional investigators are
worried about other problems, as
well. The Interior Department’s in-
spector general told a House sub-
committee in September that senior
officials at the agency had repeated-
ly glossed over ethical lapses and
bungling. “Short of crime, anything
goes at the highest levels of the De-
partment of the Interior,” declared
Earl E. Devaney, the inspector gen-
eral.

The Interior Department, which
has described Mr. Maxwell as a ren-
egade former employee motivated
by the riches his lawsuit might bring,
said its auditing efforts received a
clean bill of health from an outside
accounting firm in 2005. “The results
are clear and irrefutable,” the agen-
cy said in a statement, adding that it
was “accomplishing its job on behalf
of the American public.”

But Republican leaders on the
House Government Reform Commit-
tee, which has been reviewing the
flawed leases, recently accused Inte-
rior officials of perpetuating a “cul-
ture of irresponsibility and lack of
accountability” at the agency. 

The committee ordered the Gov-

ernment Accountability Office, the
investigative arm of Congress, to be-
gin a broad examination of issues
ranging from the agency’s rules and
enforcement practices to the accura-
cy of its most rudimentary data. 

The Interior Department “clearly
doesn’t view their responsibility as
maximizing revenue to the Ameri-
can people for resources that belong
to the American people,” said Repre-
sentative Darrell E. Issa, a Califor-
nia Republican who oversaw hear-
ings on the flawed leases. “We don’t
have a system that accurately tells
us how much oil is being taken out of
the ground.’’ 

No one, says Mr. Maxwell, knows
that better than he does.

BORN “Bobby,’’ not “Robert,’’
Mr. Maxwell is bald, burly
and speaks with a back-coun-

try drawl that is occasionally punctu-
ated by a cackling laugh. He said he
thrived in the world of wells, pipe-
lines and offshore rigs and meshed
comfortably with the oil cultures of
Texas and Oklahoma. Genial and un-
flappable, he describes his politics as
“very conservative’’ and cringes at
being labeled a rebel.

“I like the oil and gas industry,’’ he
said, as he reminisced about his
years as a federal auditor. “We are
neither for nor against the profits
they make. Our job is to make sure
the American public gets a fair re-
turn on its assets.”

Mr. Maxwell grew up in a poor
family in rural Tennessee. After
serving in the Army in Hawaii, he
earned a bachelor’s degree in busi-
ness at Chaminade University here.
He later became a certified public
accountant and earned a master’s
degree in business from Texas A&M.
In 1983, after stints as an auditor

with the Air Force and the Depart-
ment of Energy, he joined the Miner-
als Management Service of the Inte-
rior Department.

The M.M.S. is responsible for col-
lecting and overseeing the royalties
for all the oil, gas, timber and coal
that is produced on federal property.
Last year, companies paid nearly $10
billion in royalties on oil and gas
alone. 

“I loved going to the oil
companies,’’ Mr. Max-
well recalled, saying he
spent about half of his
time on the road — some
of it at offshore drilling
rigs. “Sometimes, there
would be nothing more
than a room and a heli-
copter pad to land on.
But it was an education,
and it was highly practi-
cal.”

Despite Mr. Maxwell’s
placid demeanor, friends
and former colleagues say he was a
dogged auditor who sometimes ran-
kled his own bosses. In 1988, he vis-
ited a coal mine on federal land in
Montana even though, he says, his
supervisors scoffed at the trip be-
cause they thought that the mine was
too small to scrutinize. When Mr.
Maxwell arrived, he found that the
mine only looked small because it
had been underpaying royalties for
years. Within months, the company
agreed to pay $43 million in back
royalties, and it eventually paid
more than $100 million. 

In 1993, during the Clinton admin-
istration, officials in Washington told
him to drop a complex dispute with
ARCO because they thought his rea-
soning was dubious. But just as he
was about to back down, ARCO exec-
utives volunteered to pay $20 million.

The Interior Department gave Mr.
Maxwell an award that year, noting
that he had “vehemently pressed his
position’’ even though “support
seemed lacking.’’ It attributed his
success to both his “measured com-
batant style’’ and his personal rap-
port with ARCO executives. 

“If he thought there was a case, he
had a reason,’’ said Barbara Roth-
way, a retired Interior Department
auditor. But, she added, “I could see
how he might sometimes bother the
people he worked for.’’

Patient and stubborn, Mr. Maxwell
spent years poring over the accounts
of the Jicarilla Apache Tribe in New
Mexico, which had long complained
that companies were underpaying
them for natural gas extracted on
their tribal lands. Tribal officials
said Interior Department officials
had paid little heed until Mr. Max-
well came along. He collected and or-
ganized data going back 30 years and
found pervasive errors by both oil
companies and the government. The
tribe eventually recovered more
than $20 million in back royalties.

“Anyone knowledgeable about the
way Interior processes payments
knows there are all sorts of ways for
companies to underpay,’’ said Alan
R. Taradash, a lawyer in Albuquer-
que who has represented the tribe for
years. “Bobby was one of the few
who stood up with us and demanded
that the auditing be done properly.’’

MR. MAXWELL says his first
serious doubts about the In-
terior Department originat-

ed in 1998, when the agency reluc-
tantly began to investigate accusa-
tions of systematic cheating on
royalties for oil. 

Several of the nation’s biggest oil
companies eventually settled that in-
vestigation by paying nearly $440
million. The investigation occurred
only after outside whistle-blowers
argued for years that the govern-
ment was losing billions. 

The cases had been sparked in
part by a former oil trader at ARCO
named J. Benjamin Johnson Jr.,
known as Benji, who contended that
oil companies had used elaborate
swapping schemes to cheat on royal-
ties owed to private and state land-
owners, as well as the federal gov-
ernment.

Mr. Johnson and another former
ARCO trader quit their jobs and be-
came expert witnesses for landown-
ers and state governments who
wanted to sue oil companies for back
payments. The two traders soon real-
ized that the biggest case by far be-
longed to the federal government.
But no federal officials were inter-
ested.

“It was unbelievably difficult,’’
Mr. Johnson recalled in a recent in-
terview. “They brought me to Den-
ver, to the M.M.S. office, in a room
with about 30 auditors and managers
from the solicitor’s office. Their re-
action was that I was crazy, that it
was impossible, that there was no
way they could have actually missed
this.”

But Mr. Johnson found a way to re-
cover the federal royalties on his
own. In 1995, he filed suit under the
False Claims Act, a longstanding law
intended to encourage whistle-blow-
ers. Under the act, best known for its
use against overbilling by military
contractors, a private citizen can sue
a company, contending that it de-

frauded the federal gov-
ernment. Companies
found guilty have to pay
as much as three times
the amount of their
fraudulent gains, and
any person who files a
suit is entitled to keep up
to 30 percent of the
money recovered.

The Justice Depart-
ment initially refused to
join Mr. Johnson’s suit,
but it eventually did so,
in 1998 after concluding

that he and other whistle-blowers —
including a nonprofit group called
the Project on Government Over-
sight — were on to something. That
was when Mr. Maxwell became in-
volved. Working for the Interior De-
partment, he collected data on a
number of oil companies, pooling his
material with that of Mr. Johnson. 

“Bobby was with us,’’ Mr. Johnson
recalled. “He was a straight-shooter,
and he saw it.’’ Mobil was the first to
settle and paid more than $40 million
in 1998. Chevron paid $95 million.
Shell paid $110 million. By 2002, 15 oil
companies had paid a total of almost
$440 million.

The Johnson lawsuit taught Mr.
Maxwell three lessons. One was that
Mr. Johnson became a wealthy man.

A look at how
government 
does business
with the oil
industry.

A Whistle-Blower Tangles With Big Oil

Michael Stravato for The New York Times

The oil platform Petronius in a leased field in the Gulf of Mexico. About 
$60 billion of oil and gas is produced every year on federal property. 

The federal government maintains programs to detect and collect underpay-
ments on royalties for leases on oil and gas fields. But revenue from such 
auditing programs has declined steeply in recent years. At the same time, 
because of rising energy prices, royalty revenues have climbed sharply.

Less Oversight?

The New York Times

Sources: Project on Government Oversight, Congressional Budget Office, Minerals Management Service
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LETTERS
How to Tax the Rich
To the Editor: 

Re “In Class Warfare, Guess
Which Class Is Winning” (Every-
body’s Business, Nov. 26), in which
Ben Stein proposed higher taxes on
the rich: 

Let us count some of the low tax
rates that many rich people now en-
joy: Their tax rate on capital gains
— in many cases a huge part of their
income — is often only 15 percent,
less than half the top rate on earned

income. Their rate on income from
tax-exempt bonds, of course, is zero.
As for Social Security, the amount of
income that is subject to the payroll
tax is $94,200, so much of their total
income is untouched. 

Let rich people who depend on cap-
ital gains be taxed like those who de-
pend on earned income from their
jobs, and we’ll have more tax equal-
ity. CARL OLSON

Woodland Hills, Calif., Nov. 27

Capitalizing on the Web
To the Editor:

Re “Seeking Executive to Tame

the Digital Future” (Media Frenzy,
Nov. 26): 

Indeed, the ability to see the future
should be the most important criter-
ion for media executives. 

Here is that future: the Web is the
new television. By using broadband
to deliver video, the computer mon-
itor becomes almost indistinguish-
able from the television set. And now
that Web media companies are figur-
ing out how to monetize their content
with advertising. aren’t we making
the Web a television medium with
more choice, diversity, depth and in-
teractivity? STEVEN A. LUDSIN

East Hampton, N.Y., Nov. 26
Letters for Sunday Business may be
sent to sunbiz@nytimes.com.
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ards for personal health records that
address their workers’ privacy, con-
fidentiality and security concerns,
Ms. Goldman said. 

WebMD, which manages employ-
ees’ health records for dozens of
companies, had discussions earlier
this year with Google, which is devel-
oping a Web site called Google
Health, according to people familiar
with the project. Google has not com-
mented on its plans. But commenting
generally on the issues, Adam Bos-
worth, the vice president for engi-
neering at Google, said that privacy
is a hurdle for technology companies
addressing health care problems. 

“There is a huge potential for tech-
nology to improve health care and
reduce its cost,” Mr. Bosworth said
in a statement. “But companies that
offer products and services must vig-
orously protect the privacy of users,
or adoption of very
useful new products
and services will fail.”

Even before the
theft this year of a
Veterans Affairs offi-
cial’s laptop that con-
tained private medi-
cal records of 28 mil-
lion people, a consum-
er survey found that
repeated security
breaches were rais-
ing concerns about
the safety of personal
health records.

About one in four
people were aware of
those earlier breach-
es, according to a na-
tional telephone sur-
vey of 1,000 adults last
year for the Califor-
nia HealthCare Foun-
dation. The margin of
error was plus or mi-
nus 3 percentage points.

The survey, conducted by Forrest-
er Research, also found that 52 per-
cent were “very concerned” or
“somewhat concerned” that insur-
ance claims information might be
used by an employer to limit their
job opportunities. 

The Markle survey, to be pub-
lished this week, will report even
greater worry — 56 percent were
very concerned, 18 percent some-
what concerned — about abuse by
employers. But despite their worries,
the Markle respondents were eager
to reap the benefits of Internet tech-
nology — for example, having easy
access to their own health records.

Companies that have tried to use
computers to increase the efficiency
of medical care say their success has
hinged on security. “The privacy
piece was critical,” said Al Rapp,
corporate health care manager at
United Parcel Service, which recent-
ly introduced a health care program
built on computerizing the records of
80,000 nonunion employees.

U.P.S. offers to add $50 each to
workers’ flexible spending accounts
if they agree to supply information
for a personal “health risk apprais-
al.” They can receive another $50 if

spouses also participate. More than
half accepted, Mr. Rapp said, with
the understanding that the informa-
tion would go to data archives at
UnitedHealth Group and Aetna. “We
are not involved in any way,” he said,
referring to U.P.S.’s managers.

Aetna and UnitedHealth combine
these appraisals with each person’s
history of medical claims and pre-
scription drug purchases. When the
software signals a personal potential
for costly conditions like diabetes,
heart problems and asthma, an in-
surance company nurse, or health
coach, telephones the employee with
suggestions for preventive care and
reminders for checkups, taking med-
ications and the like.

“The employee can tell the nurse
who calls that they don’t want to par-
ticipate,” Mr. Rapp said. “Thus far, it
has been very well accepted.”

Last week, he said, the health
coach reached out to the spouse of an
employee after noting that her condi-
tion and weight suggested a potential
risk for a heart attack. 

“She asked this per-
son, ‘Are you taking
your cholesterol medi-
cation, Lipitor?’ She
said, ‘I won’t take Lip-
itor,’ ” and went on to
mention the side ef-
fects she had read
about on the Internet,
Mr. Rapp said.

The nurse informed
the woman’s doctor,
who changed her pre-
scription to a similar
drug, Mr. Rapp said.
He added that he was
one of “a very few se-
lect people in the hu-
man resources depart-
ment” who are permit-
ted to see personal
health records, under
the federal privacy
rules.

“I can see the
names, to see the is-

sues,” Mr. Rapp said. “I manage the
program. I have responsibility for
the success of the program.” But he
added that he was prohibited under
the law from sharing the employee’s
data with other U.P.S. managers.
“Generally speaking, U.P.S. would
have no knowledge of it,” Mr. Rapp
said.

Still, worries linger across the
health care system. Hospital execu-
tives say that private investigators
have often tried to bribe hospital em-
ployees to obtain medical records
that might be useful in court cases,
including battles over child custody,
divorce, property ownership and in-
heritance.

But computer technology — the
same systems that disseminate data
at the click of a mouse — can also en-
hance security.

Mr. Liss, of NewYork-Presbyteri-
an, said that when unauthorized peo-
ple tried to gain access to electronic
medical records, hospital computers
were programmed to ask them to ex-
plain why they were seeking the in-
formation. 

Moreover, Mr. Liss said, the com-
puter warns electronic intruders:
“Be aware that your user ID and
password have been captured.” Ø

John Amis/Associated Press

Newt Gingrich, left, with Dr. Thomas Bat at an office in Alpharetta, Ga.
The former speaker of the House supports the use of electronic records. 
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Representative Edward
J. Markey says privacy
is a paramount concern
with health records.
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fraud against the government, Mr.
Maxwell has filed a suit in federal
court in Denver against the Kerr-
McGee Corporation. The suit accus-
es the company, which was recently
acquired by Anadarko Petroleum, of
bilking the government out of royalty
payments. It also contends that the
Interior Department ignored audits
indicating that Kerr-McGee was
cheating. Three other federal audi-
tors, who once worked for Mr. Max-
well and still work at the Interior De-
partment, have since filed similar
suits of their own against other ener-
gy companies.

Several of the nation’s biggest oil
producers, including Exxon Mobil,
Chevron, Shell and ConocoPhillips,
failed in an effort to block Mr. Max-
well’s suit, arguing before an appel-
late judge that his case would “open
the floodgates’’ to suits by other fed-
eral auditors. But the court rejected
their pleas, and a trial is set to start
on Jan. 16.

Mr. Maxwell’s self-interest is as
much in play in the suit as is the pub-
lic interest. If he wins, Kerr-McGee
could be forced to pay more than $50
million in unpaid royalties and penal-
ties, Mr. Maxwell said. Mr. Maxwell
and his lawyers could be entitled to
keep as much as 30 percent of any
funds the government recovers —
enough to make him a wealthy man.

Anadarko says that the govern-
ment’s rules were followed and that
it owes no money because the Interi-
or Department never asked it to pay
more. But it is now trying to negoti-
ate a settlement before the trial be-
gins.

“We believe the case is without
merit,” said John Christiansen, an
Anadarko spokesman. “However, as
is a fairly common practice, both
sides have agreed to meet with a me-
diator prior to trial.”

THE actions of Mr. Maxwell and
the other auditors have co-
incided with broader investiga-

tions by Congress and the Interior
Department’s own inspector general
into whether the agency properly col-
lects the money for oil and gas
pumped from public land. Investiga-
tors say they have found evidence of
myriad problems at the department:
cronyism and cover-ups of manage-
ment blunders; capitulation to oil
companies in disputes about pay-
ments; plunging morale among au-
ditors; and unreliable data-gather-
ing that often makes it impossible to
determine how much money compa-
nies actually owe.

In February, the Interior Depart-
ment admitted that energy compa-
nies might escape more than $7 bil-
lion in royalty payments over the
next five years because of errors in
leases signed in the 1990s that offi-
cials are now scrambling to renegoti-
ate. The errors were discovered in
2000, but were ignored for the next
six years and have yet to be fixed. 

Congressional investigators are
worried about other problems, as
well. The Interior Department’s in-
spector general told a House sub-
committee in September that senior
officials at the agency had repeated-
ly glossed over ethical lapses and
bungling. “Short of crime, anything
goes at the highest levels of the De-
partment of the Interior,” declared
Earl E. Devaney, the inspector gen-
eral.

The Interior Department, which
has described Mr. Maxwell as a ren-
egade former employee motivated
by the riches his lawsuit might bring,
said its auditing efforts received a
clean bill of health from an outside
accounting firm in 2005. “The results
are clear and irrefutable,” the agen-
cy said in a statement, adding that it
was “accomplishing its job on behalf
of the American public.”

But Republican leaders on the
House Government Reform Commit-
tee, which has been reviewing the
flawed leases, recently accused Inte-
rior officials of perpetuating a “cul-
ture of irresponsibility and lack of
accountability” at the agency. 

The committee ordered the Gov-

ernment Accountability Office, the
investigative arm of Congress, to be-
gin a broad examination of issues
ranging from the agency’s rules and
enforcement practices to the accura-
cy of its most rudimentary data. 

The Interior Department “clearly
doesn’t view their responsibility as
maximizing revenue to the Ameri-
can people for resources that belong
to the American people,” said Repre-
sentative Darrell E. Issa, a Califor-
nia Republican who oversaw hear-
ings on the flawed leases. “We don’t
have a system that accurately tells
us how much oil is being taken out of
the ground.’’ 

No one, says Mr. Maxwell, knows
that better than he does.

BORN “Bobby,’’ not “Robert,’’
Mr. Maxwell is bald, burly
and speaks with a back-coun-

try drawl that is occasionally punctu-
ated by a cackling laugh. He said he
thrived in the world of wells, pipe-
lines and offshore rigs and meshed
comfortably with the oil cultures of
Texas and Oklahoma. Genial and un-
flappable, he describes his politics as
“very conservative’’ and cringes at
being labeled a rebel.

“I like the oil and gas industry,’’ he
said, as he reminisced about his
years as a federal auditor. “We are
neither for nor against the profits
they make. Our job is to make sure
the American public gets a fair re-
turn on its assets.”

Mr. Maxwell grew up in a poor
family in rural Tennessee. After
serving in the Army in Hawaii, he
earned a bachelor’s degree in busi-
ness at Chaminade University here.
He later became a certified public
accountant and earned a master’s
degree in business from Texas A&M.
In 1983, after stints as an auditor

with the Air Force and the Depart-
ment of Energy, he joined the Miner-
als Management Service of the Inte-
rior Department.

The M.M.S. is responsible for col-
lecting and overseeing the royalties
for all the oil, gas, timber and coal
that is produced on federal property.
Last year, companies paid nearly $10
billion in royalties on oil and gas
alone. 

“I loved going to the oil
companies,’’ Mr. Max-
well recalled, saying he
spent about half of his
time on the road — some
of it at offshore drilling
rigs. “Sometimes, there
would be nothing more
than a room and a heli-
copter pad to land on.
But it was an education,
and it was highly practi-
cal.”

Despite Mr. Maxwell’s
placid demeanor, friends
and former colleagues say he was a
dogged auditor who sometimes ran-
kled his own bosses. In 1988, he vis-
ited a coal mine on federal land in
Montana even though, he says, his
supervisors scoffed at the trip be-
cause they thought that the mine was
too small to scrutinize. When Mr.
Maxwell arrived, he found that the
mine only looked small because it
had been underpaying royalties for
years. Within months, the company
agreed to pay $43 million in back
royalties, and it eventually paid
more than $100 million. 

In 1993, during the Clinton admin-
istration, officials in Washington told
him to drop a complex dispute with
ARCO because they thought his rea-
soning was dubious. But just as he
was about to back down, ARCO exec-
utives volunteered to pay $20 million.

The Interior Department gave Mr.
Maxwell an award that year, noting
that he had “vehemently pressed his
position’’ even though “support
seemed lacking.’’ It attributed his
success to both his “measured com-
batant style’’ and his personal rap-
port with ARCO executives. 

“If he thought there was a case, he
had a reason,’’ said Barbara Roth-
way, a retired Interior Department
auditor. But, she added, “I could see
how he might sometimes bother the
people he worked for.’’

Patient and stubborn, Mr. Maxwell
spent years poring over the accounts
of the Jicarilla Apache Tribe in New
Mexico, which had long complained
that companies were underpaying
them for natural gas extracted on
their tribal lands. Tribal officials
said Interior Department officials
had paid little heed until Mr. Max-
well came along. He collected and or-
ganized data going back 30 years and
found pervasive errors by both oil
companies and the government. The
tribe eventually recovered more
than $20 million in back royalties.

“Anyone knowledgeable about the
way Interior processes payments
knows there are all sorts of ways for
companies to underpay,’’ said Alan
R. Taradash, a lawyer in Albuquer-
que who has represented the tribe for
years. “Bobby was one of the few
who stood up with us and demanded
that the auditing be done properly.’’

MR. MAXWELL says his first
serious doubts about the In-
terior Department originat-

ed in 1998, when the agency reluc-
tantly began to investigate accusa-
tions of systematic cheating on
royalties for oil. 

Several of the nation’s biggest oil
companies eventually settled that in-
vestigation by paying nearly $440
million. The investigation occurred
only after outside whistle-blowers
argued for years that the govern-
ment was losing billions. 

The cases had been sparked in
part by a former oil trader at ARCO
named J. Benjamin Johnson Jr.,
known as Benji, who contended that
oil companies had used elaborate
swapping schemes to cheat on royal-
ties owed to private and state land-
owners, as well as the federal gov-
ernment.

Mr. Johnson and another former
ARCO trader quit their jobs and be-
came expert witnesses for landown-
ers and state governments who
wanted to sue oil companies for back
payments. The two traders soon real-
ized that the biggest case by far be-
longed to the federal government.
But no federal officials were inter-
ested.

“It was unbelievably difficult,’’
Mr. Johnson recalled in a recent in-
terview. “They brought me to Den-
ver, to the M.M.S. office, in a room
with about 30 auditors and managers
from the solicitor’s office. Their re-
action was that I was crazy, that it
was impossible, that there was no
way they could have actually missed
this.”

But Mr. Johnson found a way to re-
cover the federal royalties on his
own. In 1995, he filed suit under the
False Claims Act, a longstanding law
intended to encourage whistle-blow-
ers. Under the act, best known for its
use against overbilling by military
contractors, a private citizen can sue
a company, contending that it de-

frauded the federal gov-
ernment. Companies
found guilty have to pay
as much as three times
the amount of their
fraudulent gains, and
any person who files a
suit is entitled to keep up
to 30 percent of the
money recovered.

The Justice Depart-
ment initially refused to
join Mr. Johnson’s suit,
but it eventually did so,
in 1998 after concluding

that he and other whistle-blowers —
including a nonprofit group called
the Project on Government Over-
sight — were on to something. That
was when Mr. Maxwell became in-
volved. Working for the Interior De-
partment, he collected data on a
number of oil companies, pooling his
material with that of Mr. Johnson. 

“Bobby was with us,’’ Mr. Johnson
recalled. “He was a straight-shooter,
and he saw it.’’ Mobil was the first to
settle and paid more than $40 million
in 1998. Chevron paid $95 million.
Shell paid $110 million. By 2002, 15 oil
companies had paid a total of almost
$440 million.

The Johnson lawsuit taught Mr.
Maxwell three lessons. One was that
Mr. Johnson became a wealthy man.

A look at how
government 
does business
with the oil
industry.

A Whistle-Blower Tangles With Big Oil

Michael Stravato for The New York Times

The oil platform Petronius in a leased field in the Gulf of Mexico. About 
$60 billion of oil and gas is produced every year on federal property. 

The federal government maintains programs to detect and collect underpay-
ments on royalties for leases on oil and gas fields. But revenue from such 
auditing programs has declined steeply in recent years. At the same time, 
because of rising energy prices, royalty revenues have climbed sharply.

Less Oversight?

The New York Times

Sources: Project on Government Oversight, Congressional Budget Office, Minerals Management Service
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LETTERS
How to Tax the Rich
To the Editor: 

Re “In Class Warfare, Guess
Which Class Is Winning” (Every-
body’s Business, Nov. 26), in which
Ben Stein proposed higher taxes on
the rich: 

Let us count some of the low tax
rates that many rich people now en-
joy: Their tax rate on capital gains
— in many cases a huge part of their
income — is often only 15 percent,
less than half the top rate on earned

income. Their rate on income from
tax-exempt bonds, of course, is zero.
As for Social Security, the amount of
income that is subject to the payroll
tax is $94,200, so much of their total
income is untouched. 

Let rich people who depend on cap-
ital gains be taxed like those who de-
pend on earned income from their
jobs, and we’ll have more tax equal-
ity. CARL OLSON

Woodland Hills, Calif., Nov. 27

Capitalizing on the Web
To the Editor:

Re “Seeking Executive to Tame

the Digital Future” (Media Frenzy,
Nov. 26): 

Indeed, the ability to see the future
should be the most important criter-
ion for media executives. 

Here is that future: the Web is the
new television. By using broadband
to deliver video, the computer mon-
itor becomes almost indistinguish-
able from the television set. And now
that Web media companies are figur-
ing out how to monetize their content
with advertising. aren’t we making
the Web a television medium with
more choice, diversity, depth and in-
teractivity? STEVEN A. LUDSIN

East Hampton, N.Y., Nov. 26
Letters for Sunday Business may be
sent to sunbiz@nytimes.com.
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ards for personal health records that
address their workers’ privacy, con-
fidentiality and security concerns,
Ms. Goldman said. 

WebMD, which manages employ-
ees’ health records for dozens of
companies, had discussions earlier
this year with Google, which is devel-
oping a Web site called Google
Health, according to people familiar
with the project. Google has not com-
mented on its plans. But commenting
generally on the issues, Adam Bos-
worth, the vice president for engi-
neering at Google, said that privacy
is a hurdle for technology companies
addressing health care problems. 

“There is a huge potential for tech-
nology to improve health care and
reduce its cost,” Mr. Bosworth said
in a statement. “But companies that
offer products and services must vig-
orously protect the privacy of users,
or adoption of very
useful new products
and services will fail.”

Even before the
theft this year of a
Veterans Affairs offi-
cial’s laptop that con-
tained private medi-
cal records of 28 mil-
lion people, a consum-
er survey found that
repeated security
breaches were rais-
ing concerns about
the safety of personal
health records.

About one in four
people were aware of
those earlier breach-
es, according to a na-
tional telephone sur-
vey of 1,000 adults last
year for the Califor-
nia HealthCare Foun-
dation. The margin of
error was plus or mi-
nus 3 percentage points.

The survey, conducted by Forrest-
er Research, also found that 52 per-
cent were “very concerned” or
“somewhat concerned” that insur-
ance claims information might be
used by an employer to limit their
job opportunities. 

The Markle survey, to be pub-
lished this week, will report even
greater worry — 56 percent were
very concerned, 18 percent some-
what concerned — about abuse by
employers. But despite their worries,
the Markle respondents were eager
to reap the benefits of Internet tech-
nology — for example, having easy
access to their own health records.

Companies that have tried to use
computers to increase the efficiency
of medical care say their success has
hinged on security. “The privacy
piece was critical,” said Al Rapp,
corporate health care manager at
United Parcel Service, which recent-
ly introduced a health care program
built on computerizing the records of
80,000 nonunion employees.

U.P.S. offers to add $50 each to
workers’ flexible spending accounts
if they agree to supply information
for a personal “health risk apprais-
al.” They can receive another $50 if

spouses also participate. More than
half accepted, Mr. Rapp said, with
the understanding that the informa-
tion would go to data archives at
UnitedHealth Group and Aetna. “We
are not involved in any way,” he said,
referring to U.P.S.’s managers.

Aetna and UnitedHealth combine
these appraisals with each person’s
history of medical claims and pre-
scription drug purchases. When the
software signals a personal potential
for costly conditions like diabetes,
heart problems and asthma, an in-
surance company nurse, or health
coach, telephones the employee with
suggestions for preventive care and
reminders for checkups, taking med-
ications and the like.

“The employee can tell the nurse
who calls that they don’t want to par-
ticipate,” Mr. Rapp said. “Thus far, it
has been very well accepted.”

Last week, he said, the health
coach reached out to the spouse of an
employee after noting that her condi-
tion and weight suggested a potential
risk for a heart attack. 

“She asked this per-
son, ‘Are you taking
your cholesterol medi-
cation, Lipitor?’ She
said, ‘I won’t take Lip-
itor,’ ” and went on to
mention the side ef-
fects she had read
about on the Internet,
Mr. Rapp said.

The nurse informed
the woman’s doctor,
who changed her pre-
scription to a similar
drug, Mr. Rapp said.
He added that he was
one of “a very few se-
lect people in the hu-
man resources depart-
ment” who are permit-
ted to see personal
health records, under
the federal privacy
rules.

“I can see the
names, to see the is-

sues,” Mr. Rapp said. “I manage the
program. I have responsibility for
the success of the program.” But he
added that he was prohibited under
the law from sharing the employee’s
data with other U.P.S. managers.
“Generally speaking, U.P.S. would
have no knowledge of it,” Mr. Rapp
said.

Still, worries linger across the
health care system. Hospital execu-
tives say that private investigators
have often tried to bribe hospital em-
ployees to obtain medical records
that might be useful in court cases,
including battles over child custody,
divorce, property ownership and in-
heritance.

But computer technology — the
same systems that disseminate data
at the click of a mouse — can also en-
hance security.

Mr. Liss, of NewYork-Presbyteri-
an, said that when unauthorized peo-
ple tried to gain access to electronic
medical records, hospital computers
were programmed to ask them to ex-
plain why they were seeking the in-
formation. 

Moreover, Mr. Liss said, the com-
puter warns electronic intruders:
“Be aware that your user ID and
password have been captured.” Ø

John Amis/Associated Press

Newt Gingrich, left, with Dr. Thomas Bat at an office in Alpharetta, Ga.
The former speaker of the House supports the use of electronic records. 

Health

Chip Smodevilla/Getty Images

Representative Edward
J. Markey says privacy
is a paramount concern
with health records.

Continued From Preceding Page

fraud against the government, Mr.
Maxwell has filed a suit in federal
court in Denver against the Kerr-
McGee Corporation. The suit accus-
es the company, which was recently
acquired by Anadarko Petroleum, of
bilking the government out of royalty
payments. It also contends that the
Interior Department ignored audits
indicating that Kerr-McGee was
cheating. Three other federal audi-
tors, who once worked for Mr. Max-
well and still work at the Interior De-
partment, have since filed similar
suits of their own against other ener-
gy companies.

Several of the nation’s biggest oil
producers, including Exxon Mobil,
Chevron, Shell and ConocoPhillips,
failed in an effort to block Mr. Max-
well’s suit, arguing before an appel-
late judge that his case would “open
the floodgates’’ to suits by other fed-
eral auditors. But the court rejected
their pleas, and a trial is set to start
on Jan. 16.

Mr. Maxwell’s self-interest is as
much in play in the suit as is the pub-
lic interest. If he wins, Kerr-McGee
could be forced to pay more than $50
million in unpaid royalties and penal-
ties, Mr. Maxwell said. Mr. Maxwell
and his lawyers could be entitled to
keep as much as 30 percent of any
funds the government recovers —
enough to make him a wealthy man.

Anadarko says that the govern-
ment’s rules were followed and that
it owes no money because the Interi-
or Department never asked it to pay
more. But it is now trying to negoti-
ate a settlement before the trial be-
gins.

“We believe the case is without
merit,” said John Christiansen, an
Anadarko spokesman. “However, as
is a fairly common practice, both
sides have agreed to meet with a me-
diator prior to trial.”

THE actions of Mr. Maxwell and
the other auditors have co-
incided with broader investiga-

tions by Congress and the Interior
Department’s own inspector general
into whether the agency properly col-
lects the money for oil and gas
pumped from public land. Investiga-
tors say they have found evidence of
myriad problems at the department:
cronyism and cover-ups of manage-
ment blunders; capitulation to oil
companies in disputes about pay-
ments; plunging morale among au-
ditors; and unreliable data-gather-
ing that often makes it impossible to
determine how much money compa-
nies actually owe.

In February, the Interior Depart-
ment admitted that energy compa-
nies might escape more than $7 bil-
lion in royalty payments over the
next five years because of errors in
leases signed in the 1990s that offi-
cials are now scrambling to renegoti-
ate. The errors were discovered in
2000, but were ignored for the next
six years and have yet to be fixed. 

Congressional investigators are
worried about other problems, as
well. The Interior Department’s in-
spector general told a House sub-
committee in September that senior
officials at the agency had repeated-
ly glossed over ethical lapses and
bungling. “Short of crime, anything
goes at the highest levels of the De-
partment of the Interior,” declared
Earl E. Devaney, the inspector gen-
eral.

The Interior Department, which
has described Mr. Maxwell as a ren-
egade former employee motivated
by the riches his lawsuit might bring,
said its auditing efforts received a
clean bill of health from an outside
accounting firm in 2005. “The results
are clear and irrefutable,” the agen-
cy said in a statement, adding that it
was “accomplishing its job on behalf
of the American public.”

But Republican leaders on the
House Government Reform Commit-
tee, which has been reviewing the
flawed leases, recently accused Inte-
rior officials of perpetuating a “cul-
ture of irresponsibility and lack of
accountability” at the agency. 

The committee ordered the Gov-

ernment Accountability Office, the
investigative arm of Congress, to be-
gin a broad examination of issues
ranging from the agency’s rules and
enforcement practices to the accura-
cy of its most rudimentary data. 

The Interior Department “clearly
doesn’t view their responsibility as
maximizing revenue to the Ameri-
can people for resources that belong
to the American people,” said Repre-
sentative Darrell E. Issa, a Califor-
nia Republican who oversaw hear-
ings on the flawed leases. “We don’t
have a system that accurately tells
us how much oil is being taken out of
the ground.’’ 

No one, says Mr. Maxwell, knows
that better than he does.

BORN “Bobby,’’ not “Robert,’’
Mr. Maxwell is bald, burly
and speaks with a back-coun-

try drawl that is occasionally punctu-
ated by a cackling laugh. He said he
thrived in the world of wells, pipe-
lines and offshore rigs and meshed
comfortably with the oil cultures of
Texas and Oklahoma. Genial and un-
flappable, he describes his politics as
“very conservative’’ and cringes at
being labeled a rebel.

“I like the oil and gas industry,’’ he
said, as he reminisced about his
years as a federal auditor. “We are
neither for nor against the profits
they make. Our job is to make sure
the American public gets a fair re-
turn on its assets.”

Mr. Maxwell grew up in a poor
family in rural Tennessee. After
serving in the Army in Hawaii, he
earned a bachelor’s degree in busi-
ness at Chaminade University here.
He later became a certified public
accountant and earned a master’s
degree in business from Texas A&M.
In 1983, after stints as an auditor

with the Air Force and the Depart-
ment of Energy, he joined the Miner-
als Management Service of the Inte-
rior Department.

The M.M.S. is responsible for col-
lecting and overseeing the royalties
for all the oil, gas, timber and coal
that is produced on federal property.
Last year, companies paid nearly $10
billion in royalties on oil and gas
alone. 

“I loved going to the oil
companies,’’ Mr. Max-
well recalled, saying he
spent about half of his
time on the road — some
of it at offshore drilling
rigs. “Sometimes, there
would be nothing more
than a room and a heli-
copter pad to land on.
But it was an education,
and it was highly practi-
cal.”

Despite Mr. Maxwell’s
placid demeanor, friends
and former colleagues say he was a
dogged auditor who sometimes ran-
kled his own bosses. In 1988, he vis-
ited a coal mine on federal land in
Montana even though, he says, his
supervisors scoffed at the trip be-
cause they thought that the mine was
too small to scrutinize. When Mr.
Maxwell arrived, he found that the
mine only looked small because it
had been underpaying royalties for
years. Within months, the company
agreed to pay $43 million in back
royalties, and it eventually paid
more than $100 million. 

In 1993, during the Clinton admin-
istration, officials in Washington told
him to drop a complex dispute with
ARCO because they thought his rea-
soning was dubious. But just as he
was about to back down, ARCO exec-
utives volunteered to pay $20 million.

The Interior Department gave Mr.
Maxwell an award that year, noting
that he had “vehemently pressed his
position’’ even though “support
seemed lacking.’’ It attributed his
success to both his “measured com-
batant style’’ and his personal rap-
port with ARCO executives. 

“If he thought there was a case, he
had a reason,’’ said Barbara Roth-
way, a retired Interior Department
auditor. But, she added, “I could see
how he might sometimes bother the
people he worked for.’’

Patient and stubborn, Mr. Maxwell
spent years poring over the accounts
of the Jicarilla Apache Tribe in New
Mexico, which had long complained
that companies were underpaying
them for natural gas extracted on
their tribal lands. Tribal officials
said Interior Department officials
had paid little heed until Mr. Max-
well came along. He collected and or-
ganized data going back 30 years and
found pervasive errors by both oil
companies and the government. The
tribe eventually recovered more
than $20 million in back royalties.

“Anyone knowledgeable about the
way Interior processes payments
knows there are all sorts of ways for
companies to underpay,’’ said Alan
R. Taradash, a lawyer in Albuquer-
que who has represented the tribe for
years. “Bobby was one of the few
who stood up with us and demanded
that the auditing be done properly.’’

MR. MAXWELL says his first
serious doubts about the In-
terior Department originat-

ed in 1998, when the agency reluc-
tantly began to investigate accusa-
tions of systematic cheating on
royalties for oil. 

Several of the nation’s biggest oil
companies eventually settled that in-
vestigation by paying nearly $440
million. The investigation occurred
only after outside whistle-blowers
argued for years that the govern-
ment was losing billions. 

The cases had been sparked in
part by a former oil trader at ARCO
named J. Benjamin Johnson Jr.,
known as Benji, who contended that
oil companies had used elaborate
swapping schemes to cheat on royal-
ties owed to private and state land-
owners, as well as the federal gov-
ernment.

Mr. Johnson and another former
ARCO trader quit their jobs and be-
came expert witnesses for landown-
ers and state governments who
wanted to sue oil companies for back
payments. The two traders soon real-
ized that the biggest case by far be-
longed to the federal government.
But no federal officials were inter-
ested.

“It was unbelievably difficult,’’
Mr. Johnson recalled in a recent in-
terview. “They brought me to Den-
ver, to the M.M.S. office, in a room
with about 30 auditors and managers
from the solicitor’s office. Their re-
action was that I was crazy, that it
was impossible, that there was no
way they could have actually missed
this.”

But Mr. Johnson found a way to re-
cover the federal royalties on his
own. In 1995, he filed suit under the
False Claims Act, a longstanding law
intended to encourage whistle-blow-
ers. Under the act, best known for its
use against overbilling by military
contractors, a private citizen can sue
a company, contending that it de-

frauded the federal gov-
ernment. Companies
found guilty have to pay
as much as three times
the amount of their
fraudulent gains, and
any person who files a
suit is entitled to keep up
to 30 percent of the
money recovered.

The Justice Depart-
ment initially refused to
join Mr. Johnson’s suit,
but it eventually did so,
in 1998 after concluding

that he and other whistle-blowers —
including a nonprofit group called
the Project on Government Over-
sight — were on to something. That
was when Mr. Maxwell became in-
volved. Working for the Interior De-
partment, he collected data on a
number of oil companies, pooling his
material with that of Mr. Johnson. 

“Bobby was with us,’’ Mr. Johnson
recalled. “He was a straight-shooter,
and he saw it.’’ Mobil was the first to
settle and paid more than $40 million
in 1998. Chevron paid $95 million.
Shell paid $110 million. By 2002, 15 oil
companies had paid a total of almost
$440 million.

The Johnson lawsuit taught Mr.
Maxwell three lessons. One was that
Mr. Johnson became a wealthy man.

A look at how
government 
does business
with the oil
industry.

A Whistle-Blower Tangles With Big Oil

Michael Stravato for The New York Times

The oil platform Petronius in a leased field in the Gulf of Mexico. About 
$60 billion of oil and gas is produced every year on federal property. 

The federal government maintains programs to detect and collect underpay-
ments on royalties for leases on oil and gas fields. But revenue from such 
auditing programs has declined steeply in recent years. At the same time, 
because of rising energy prices, royalty revenues have climbed sharply.

Less Oversight?

The New York Times

Sources: Project on Government Oversight, Congressional Budget Office, Minerals Management Service
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LETTERS
How to Tax the Rich
To the Editor: 

Re “In Class Warfare, Guess
Which Class Is Winning” (Every-
body’s Business, Nov. 26), in which
Ben Stein proposed higher taxes on
the rich: 

Let us count some of the low tax
rates that many rich people now en-
joy: Their tax rate on capital gains
— in many cases a huge part of their
income — is often only 15 percent,
less than half the top rate on earned

income. Their rate on income from
tax-exempt bonds, of course, is zero.
As for Social Security, the amount of
income that is subject to the payroll
tax is $94,200, so much of their total
income is untouched. 

Let rich people who depend on cap-
ital gains be taxed like those who de-
pend on earned income from their
jobs, and we’ll have more tax equal-
ity. CARL OLSON

Woodland Hills, Calif., Nov. 27

Capitalizing on the Web
To the Editor:

Re “Seeking Executive to Tame

the Digital Future” (Media Frenzy,
Nov. 26): 

Indeed, the ability to see the future
should be the most important criter-
ion for media executives. 

Here is that future: the Web is the
new television. By using broadband
to deliver video, the computer mon-
itor becomes almost indistinguish-
able from the television set. And now
that Web media companies are figur-
ing out how to monetize their content
with advertising. aren’t we making
the Web a television medium with
more choice, diversity, depth and in-
teractivity? STEVEN A. LUDSIN

East Hampton, N.Y., Nov. 26
Letters for Sunday Business may be
sent to sunbiz@nytimes.com.
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ards for personal health records that
address their workers’ privacy, con-
fidentiality and security concerns,
Ms. Goldman said. 

WebMD, which manages employ-
ees’ health records for dozens of
companies, had discussions earlier
this year with Google, which is devel-
oping a Web site called Google
Health, according to people familiar
with the project. Google has not com-
mented on its plans. But commenting
generally on the issues, Adam Bos-
worth, the vice president for engi-
neering at Google, said that privacy
is a hurdle for technology companies
addressing health care problems. 

“There is a huge potential for tech-
nology to improve health care and
reduce its cost,” Mr. Bosworth said
in a statement. “But companies that
offer products and services must vig-
orously protect the privacy of users,
or adoption of very
useful new products
and services will fail.”

Even before the
theft this year of a
Veterans Affairs offi-
cial’s laptop that con-
tained private medi-
cal records of 28 mil-
lion people, a consum-
er survey found that
repeated security
breaches were rais-
ing concerns about
the safety of personal
health records.

About one in four
people were aware of
those earlier breach-
es, according to a na-
tional telephone sur-
vey of 1,000 adults last
year for the Califor-
nia HealthCare Foun-
dation. The margin of
error was plus or mi-
nus 3 percentage points.

The survey, conducted by Forrest-
er Research, also found that 52 per-
cent were “very concerned” or
“somewhat concerned” that insur-
ance claims information might be
used by an employer to limit their
job opportunities. 

The Markle survey, to be pub-
lished this week, will report even
greater worry — 56 percent were
very concerned, 18 percent some-
what concerned — about abuse by
employers. But despite their worries,
the Markle respondents were eager
to reap the benefits of Internet tech-
nology — for example, having easy
access to their own health records.

Companies that have tried to use
computers to increase the efficiency
of medical care say their success has
hinged on security. “The privacy
piece was critical,” said Al Rapp,
corporate health care manager at
United Parcel Service, which recent-
ly introduced a health care program
built on computerizing the records of
80,000 nonunion employees.

U.P.S. offers to add $50 each to
workers’ flexible spending accounts
if they agree to supply information
for a personal “health risk apprais-
al.” They can receive another $50 if

spouses also participate. More than
half accepted, Mr. Rapp said, with
the understanding that the informa-
tion would go to data archives at
UnitedHealth Group and Aetna. “We
are not involved in any way,” he said,
referring to U.P.S.’s managers.

Aetna and UnitedHealth combine
these appraisals with each person’s
history of medical claims and pre-
scription drug purchases. When the
software signals a personal potential
for costly conditions like diabetes,
heart problems and asthma, an in-
surance company nurse, or health
coach, telephones the employee with
suggestions for preventive care and
reminders for checkups, taking med-
ications and the like.

“The employee can tell the nurse
who calls that they don’t want to par-
ticipate,” Mr. Rapp said. “Thus far, it
has been very well accepted.”

Last week, he said, the health
coach reached out to the spouse of an
employee after noting that her condi-
tion and weight suggested a potential
risk for a heart attack. 

“She asked this per-
son, ‘Are you taking
your cholesterol medi-
cation, Lipitor?’ She
said, ‘I won’t take Lip-
itor,’ ” and went on to
mention the side ef-
fects she had read
about on the Internet,
Mr. Rapp said.

The nurse informed
the woman’s doctor,
who changed her pre-
scription to a similar
drug, Mr. Rapp said.
He added that he was
one of “a very few se-
lect people in the hu-
man resources depart-
ment” who are permit-
ted to see personal
health records, under
the federal privacy
rules.

“I can see the
names, to see the is-

sues,” Mr. Rapp said. “I manage the
program. I have responsibility for
the success of the program.” But he
added that he was prohibited under
the law from sharing the employee’s
data with other U.P.S. managers.
“Generally speaking, U.P.S. would
have no knowledge of it,” Mr. Rapp
said.

Still, worries linger across the
health care system. Hospital execu-
tives say that private investigators
have often tried to bribe hospital em-
ployees to obtain medical records
that might be useful in court cases,
including battles over child custody,
divorce, property ownership and in-
heritance.

But computer technology — the
same systems that disseminate data
at the click of a mouse — can also en-
hance security.

Mr. Liss, of NewYork-Presbyteri-
an, said that when unauthorized peo-
ple tried to gain access to electronic
medical records, hospital computers
were programmed to ask them to ex-
plain why they were seeking the in-
formation. 

Moreover, Mr. Liss said, the com-
puter warns electronic intruders:
“Be aware that your user ID and
password have been captured.” Ø

John Amis/Associated Press

Newt Gingrich, left, with Dr. Thomas Bat at an office in Alpharetta, Ga.
The former speaker of the House supports the use of electronic records. 

Health

Chip Smodevilla/Getty Images

Representative Edward
J. Markey says privacy
is a paramount concern
with health records.
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fraud against the government, Mr.
Maxwell has filed a suit in federal
court in Denver against the Kerr-
McGee Corporation. The suit accus-
es the company, which was recently
acquired by Anadarko Petroleum, of
bilking the government out of royalty
payments. It also contends that the
Interior Department ignored audits
indicating that Kerr-McGee was
cheating. Three other federal audi-
tors, who once worked for Mr. Max-
well and still work at the Interior De-
partment, have since filed similar
suits of their own against other ener-
gy companies.

Several of the nation’s biggest oil
producers, including Exxon Mobil,
Chevron, Shell and ConocoPhillips,
failed in an effort to block Mr. Max-
well’s suit, arguing before an appel-
late judge that his case would “open
the floodgates’’ to suits by other fed-
eral auditors. But the court rejected
their pleas, and a trial is set to start
on Jan. 16.

Mr. Maxwell’s self-interest is as
much in play in the suit as is the pub-
lic interest. If he wins, Kerr-McGee
could be forced to pay more than $50
million in unpaid royalties and penal-
ties, Mr. Maxwell said. Mr. Maxwell
and his lawyers could be entitled to
keep as much as 30 percent of any
funds the government recovers —
enough to make him a wealthy man.

Anadarko says that the govern-
ment’s rules were followed and that
it owes no money because the Interi-
or Department never asked it to pay
more. But it is now trying to negoti-
ate a settlement before the trial be-
gins.

“We believe the case is without
merit,” said John Christiansen, an
Anadarko spokesman. “However, as
is a fairly common practice, both
sides have agreed to meet with a me-
diator prior to trial.”

THE actions of Mr. Maxwell and
the other auditors have co-
incided with broader investiga-

tions by Congress and the Interior
Department’s own inspector general
into whether the agency properly col-
lects the money for oil and gas
pumped from public land. Investiga-
tors say they have found evidence of
myriad problems at the department:
cronyism and cover-ups of manage-
ment blunders; capitulation to oil
companies in disputes about pay-
ments; plunging morale among au-
ditors; and unreliable data-gather-
ing that often makes it impossible to
determine how much money compa-
nies actually owe.

In February, the Interior Depart-
ment admitted that energy compa-
nies might escape more than $7 bil-
lion in royalty payments over the
next five years because of errors in
leases signed in the 1990s that offi-
cials are now scrambling to renegoti-
ate. The errors were discovered in
2000, but were ignored for the next
six years and have yet to be fixed. 

Congressional investigators are
worried about other problems, as
well. The Interior Department’s in-
spector general told a House sub-
committee in September that senior
officials at the agency had repeated-
ly glossed over ethical lapses and
bungling. “Short of crime, anything
goes at the highest levels of the De-
partment of the Interior,” declared
Earl E. Devaney, the inspector gen-
eral.

The Interior Department, which
has described Mr. Maxwell as a ren-
egade former employee motivated
by the riches his lawsuit might bring,
said its auditing efforts received a
clean bill of health from an outside
accounting firm in 2005. “The results
are clear and irrefutable,” the agen-
cy said in a statement, adding that it
was “accomplishing its job on behalf
of the American public.”

But Republican leaders on the
House Government Reform Commit-
tee, which has been reviewing the
flawed leases, recently accused Inte-
rior officials of perpetuating a “cul-
ture of irresponsibility and lack of
accountability” at the agency. 

The committee ordered the Gov-

ernment Accountability Office, the
investigative arm of Congress, to be-
gin a broad examination of issues
ranging from the agency’s rules and
enforcement practices to the accura-
cy of its most rudimentary data. 

The Interior Department “clearly
doesn’t view their responsibility as
maximizing revenue to the Ameri-
can people for resources that belong
to the American people,” said Repre-
sentative Darrell E. Issa, a Califor-
nia Republican who oversaw hear-
ings on the flawed leases. “We don’t
have a system that accurately tells
us how much oil is being taken out of
the ground.’’ 

No one, says Mr. Maxwell, knows
that better than he does.

BORN “Bobby,’’ not “Robert,’’
Mr. Maxwell is bald, burly
and speaks with a back-coun-

try drawl that is occasionally punctu-
ated by a cackling laugh. He said he
thrived in the world of wells, pipe-
lines and offshore rigs and meshed
comfortably with the oil cultures of
Texas and Oklahoma. Genial and un-
flappable, he describes his politics as
“very conservative’’ and cringes at
being labeled a rebel.

“I like the oil and gas industry,’’ he
said, as he reminisced about his
years as a federal auditor. “We are
neither for nor against the profits
they make. Our job is to make sure
the American public gets a fair re-
turn on its assets.”

Mr. Maxwell grew up in a poor
family in rural Tennessee. After
serving in the Army in Hawaii, he
earned a bachelor’s degree in busi-
ness at Chaminade University here.
He later became a certified public
accountant and earned a master’s
degree in business from Texas A&M.
In 1983, after stints as an auditor

with the Air Force and the Depart-
ment of Energy, he joined the Miner-
als Management Service of the Inte-
rior Department.

The M.M.S. is responsible for col-
lecting and overseeing the royalties
for all the oil, gas, timber and coal
that is produced on federal property.
Last year, companies paid nearly $10
billion in royalties on oil and gas
alone. 

“I loved going to the oil
companies,’’ Mr. Max-
well recalled, saying he
spent about half of his
time on the road — some
of it at offshore drilling
rigs. “Sometimes, there
would be nothing more
than a room and a heli-
copter pad to land on.
But it was an education,
and it was highly practi-
cal.”

Despite Mr. Maxwell’s
placid demeanor, friends
and former colleagues say he was a
dogged auditor who sometimes ran-
kled his own bosses. In 1988, he vis-
ited a coal mine on federal land in
Montana even though, he says, his
supervisors scoffed at the trip be-
cause they thought that the mine was
too small to scrutinize. When Mr.
Maxwell arrived, he found that the
mine only looked small because it
had been underpaying royalties for
years. Within months, the company
agreed to pay $43 million in back
royalties, and it eventually paid
more than $100 million. 

In 1993, during the Clinton admin-
istration, officials in Washington told
him to drop a complex dispute with
ARCO because they thought his rea-
soning was dubious. But just as he
was about to back down, ARCO exec-
utives volunteered to pay $20 million.

The Interior Department gave Mr.
Maxwell an award that year, noting
that he had “vehemently pressed his
position’’ even though “support
seemed lacking.’’ It attributed his
success to both his “measured com-
batant style’’ and his personal rap-
port with ARCO executives. 

“If he thought there was a case, he
had a reason,’’ said Barbara Roth-
way, a retired Interior Department
auditor. But, she added, “I could see
how he might sometimes bother the
people he worked for.’’

Patient and stubborn, Mr. Maxwell
spent years poring over the accounts
of the Jicarilla Apache Tribe in New
Mexico, which had long complained
that companies were underpaying
them for natural gas extracted on
their tribal lands. Tribal officials
said Interior Department officials
had paid little heed until Mr. Max-
well came along. He collected and or-
ganized data going back 30 years and
found pervasive errors by both oil
companies and the government. The
tribe eventually recovered more
than $20 million in back royalties.

“Anyone knowledgeable about the
way Interior processes payments
knows there are all sorts of ways for
companies to underpay,’’ said Alan
R. Taradash, a lawyer in Albuquer-
que who has represented the tribe for
years. “Bobby was one of the few
who stood up with us and demanded
that the auditing be done properly.’’

MR. MAXWELL says his first
serious doubts about the In-
terior Department originat-

ed in 1998, when the agency reluc-
tantly began to investigate accusa-
tions of systematic cheating on
royalties for oil. 

Several of the nation’s biggest oil
companies eventually settled that in-
vestigation by paying nearly $440
million. The investigation occurred
only after outside whistle-blowers
argued for years that the govern-
ment was losing billions. 

The cases had been sparked in
part by a former oil trader at ARCO
named J. Benjamin Johnson Jr.,
known as Benji, who contended that
oil companies had used elaborate
swapping schemes to cheat on royal-
ties owed to private and state land-
owners, as well as the federal gov-
ernment.

Mr. Johnson and another former
ARCO trader quit their jobs and be-
came expert witnesses for landown-
ers and state governments who
wanted to sue oil companies for back
payments. The two traders soon real-
ized that the biggest case by far be-
longed to the federal government.
But no federal officials were inter-
ested.

“It was unbelievably difficult,’’
Mr. Johnson recalled in a recent in-
terview. “They brought me to Den-
ver, to the M.M.S. office, in a room
with about 30 auditors and managers
from the solicitor’s office. Their re-
action was that I was crazy, that it
was impossible, that there was no
way they could have actually missed
this.”

But Mr. Johnson found a way to re-
cover the federal royalties on his
own. In 1995, he filed suit under the
False Claims Act, a longstanding law
intended to encourage whistle-blow-
ers. Under the act, best known for its
use against overbilling by military
contractors, a private citizen can sue
a company, contending that it de-

frauded the federal gov-
ernment. Companies
found guilty have to pay
as much as three times
the amount of their
fraudulent gains, and
any person who files a
suit is entitled to keep up
to 30 percent of the
money recovered.

The Justice Depart-
ment initially refused to
join Mr. Johnson’s suit,
but it eventually did so,
in 1998 after concluding

that he and other whistle-blowers —
including a nonprofit group called
the Project on Government Over-
sight — were on to something. That
was when Mr. Maxwell became in-
volved. Working for the Interior De-
partment, he collected data on a
number of oil companies, pooling his
material with that of Mr. Johnson. 

“Bobby was with us,’’ Mr. Johnson
recalled. “He was a straight-shooter,
and he saw it.’’ Mobil was the first to
settle and paid more than $40 million
in 1998. Chevron paid $95 million.
Shell paid $110 million. By 2002, 15 oil
companies had paid a total of almost
$440 million.

The Johnson lawsuit taught Mr.
Maxwell three lessons. One was that
Mr. Johnson became a wealthy man.

A look at how
government 
does business
with the oil
industry.

A Whistle-Blower Tangles With Big Oil

Michael Stravato for The New York Times

The oil platform Petronius in a leased field in the Gulf of Mexico. About 
$60 billion of oil and gas is produced every year on federal property. 

The federal government maintains programs to detect and collect underpay-
ments on royalties for leases on oil and gas fields. But revenue from such 
auditing programs has declined steeply in recent years. At the same time, 
because of rising energy prices, royalty revenues have climbed sharply.

Less Oversight?

The New York Times

Sources: Project on Government Oversight, Congressional Budget Office, Minerals Management Service
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(The oil trader and his lawyers received
more than $30 million, while two other
groups of whistle-blowers received more
than $40 million.) The second was that top
Interior officials had been obstinately blind
to the oil industry’s practices. The third was
about the power of the False Claims Act.
Until Mr. Johnson came along, no one had
used it to go after royalty underpayments.

Created in 1849 to manage the nation’s
publicly owned natural resources, from na-
tional forests to parks and waterways, the
Interior Department oversees timber, graz-
ing, mining and oil drilling operations over
many tens of millions of acres. And while
the agency has often tried to increase drill-
ing and mining under Democrats and Re-
publicans alike, current and former officials
say the Bush administration elevated that
goal above almost all of the department’s
other mandates.

Mr. Maxwell says his frustrations with
the Interior Department escalated after the
Bush administration took office in 2001. The
Interior Department’s top priorities be-
came increasing domestic oil and gas pro-
duction, offering more incentives to drillers
in the Gulf of Mexico and pushing to open
the Arctic National Wildlife Refuge and oth-
er wilderness areas to drilling. The de-
partment trimmed spending on enforce-
ment and cut back on auditors, and sped up
approvals for drilling applications.

The agency’s senior ranks also became
more heavily populated with officials
friendly to the energy industry. For exam-
ple, its new deputy secretary, J. Steven
Griles, worked as an oil industry lobbyist be-
fore joining the department, and Chevron
and Shell had paid him as an expert witness
on their behalf in the Benji Johnson case.
Mr. Griles declined to comment.Auditors,
according to Mr. Maxwell and many others,
were told to devote less energy to time-
consuming audits and rely more on a com-
puterized monitoring system called “com-
pliance review.’’ Auditors complained that
the new system was superficial and riddled
with technical problems. Even when the
new system flagged potential underpay-
ments, Mr. Maxwell said, it often failed to
supply conclusive information.

“We were getting shut down on all kinds of
cases,’’ he said. “We started to wish that
someone would come along and file a False
Claims suit, so we could jump onboard.”

Auditing and compliance review had gen-
erated an average of about $176 million an-
nually in the 1990s, with an extraordinary
peak of $331 million in 2000, according to
data from the Congressional Budget Office

and the Interior Department. But from 2001
through 2005, a period when energy prices
soared to new highs, enforcement revenue
averaged about $46 million a year.

In 2004, the Interior Department’s in-
spector general issued a blistering report
about the auditing system, saying that many
auditors were unqualified, that essential
documents were being lost and that the in-
ternal review process was “ineffective.’’

BY 2002, Mr. Maxwell was fed up. He
and a team of auditors had worked
for months to dissect a complicated

marketing deal by Kerr-McGee that they
believed was cheating the government. He
concluded that Kerr-McGee was selling all
its oil at below-market prices to another
company that compensated Kerr-McGee by
assuming many of its marketing and admin-
istrative costs.

Simply put, Kerr-McGee seemed to be
getting paid in both cash and services, but it
was calculating its royalties only on the
cash it received. Mr. Maxwell calculated
that the company had underpaid the govern-
ment by as much as $12 million between
1997 and 2002. State auditors in Louisiana
had been investigating exactly the same is-
sue in 2001, and ordered Kerr-McGee to pay
an extra $2 million in royalties on oil from
state lands.

According to Mr. Maxwell and Interior
Department officials, when Mr. Maxwell
presented his findings to his superiors,
agency lawyers told him to drop the case.
When he continued to argue, he recounts in
his lawsuit, the agency’s chief of enforce-
ment warned him that the director of the
M.M.S., Johnnie M. Burton, would be “very
upset’’ if he persisted.

“The word came down from the top, not to
issue this order,’’ Mr. Maxwell said in an in-
terview, speaking about the Interior De-
partment. “There have always been people
who don’t want to pursue things. But now
it’s grown into a major illness. It’s dys-
functional.’’

In a written response to questions from
The New York Times, the Minerals Manage-
ment Service said it was “rare’’ to overrule
an auditor but that Mr. Maxwell’s conten-
tions involved a “questionable application of
M.M.S. regulations.’’ 

The matter might have ended there, ex-
cept that Mr. Maxwell decided to retire in
June 2003. As soon as he left the agency, he
began researching the possibility of emulat-
ing Benji Johnson and filing his own suit un-
der the False Claims Act. As it happened,
Mr. Maxwell’s “retirement’’ was brief. In
October, the Interior Department rehired
him to fill a management gap in its Denver
office, and it put him in charge of a 120-

person auditing team monitoring the Gulf of
Mexico.

Despite rejoining the government, Mr.
Maxwell filed his suit against Kerr-McGee
in June 2004. The case was unsealed on Jan.
20, 2005; a week later, Mr. Maxwell lost his
job. 

Arriving at his office shortly before 8 a.m.
on Jan. 27, Mr. Maxwell said he was sum-
moned to a meeting with a senior M.M.S. of-
ficial, who had flown in from Washington.
The official handed him a memo, explaining
that his job responsibilities were being
moved to Houston and that his position
would be eliminated.

To this day, Interior officials say they
never fired Mr. Maxwell. They say, ac-
cording to court papers, that he was merely
a “re-employed annuitant’’ who was no long-
er needed. “The position disappeared,’’ said
Ms. Burton, the M.M.S. director, in a meet-
ing with energy reporters in September. 

Mr. Maxwell protested. He said he would
have relocated or taken a different job. He
added that he was a certified public ac-
countant and had a master’s degree in busi-
ness administration; his successor lacked
those degrees. But the fight did not last long.
When Interior officials offered Mr. Maxwell
a confidential financial settlement to leave
without a fight, he took the deal and moved
to Hawaii.

And he continued to press his case against
Kerr-McGee. The company tried and failed
to have the suit dismissed, arguing that a
federal auditor should not be allowed to take
information from work and file a lawsuit un-
der the False Claims Act. In October, eight
major oil companies including Chevron and
Exxon Mobil weighed in on Kerr-McGee’s
side.

“Government employees who uncover
suspected fraud in the course of carrying
out their jobs will receive a tacit invitation’’
to sue as private citizens, the companies ar-
gued in their brief. After the appellate court
rejected the industry’s plea, Mr. Maxwell’s
trial was rescheduled for January. Settle-
ment talks are scheduled to begin in Denver
this week. 

Interior officials contend that Mr. Max-
well and other auditors have a conflict of in-
terest when they stand to gain personally
from their enforcement work. “These peo-
ple could be entitled to collect 30 percent of
the money that is owed to the government,
for work they were already being paid to
do,’’ Ms. Burton told reporters in Septem-
ber.

If Mr. Maxwell had not acted, of course,
the government would have had no chance
of recovering any money at all. James W.
Moorman, president of Taxpayers Against
Fraud, a nonprofit organization that special-
izes in the False Claims Act, acknowledged
that it was less than ideal for federal in-
vestigators to have a financial stake in re-
belling against their bosses. But he said the
alternatives might be worse.

“You’re talking about a situation where
there seems to be complete breakdown in
the system,’’ Mr. Moorman said. “If they’ve
got evidence of fraud, why shouldn’t a court
hear it?”

STANDING in his garage recently, Mr.
Maxwell pointed to six big cartons
stacked along the wall. They con-

tained 60,000 pages of documents that Kerr-
McGee and the Interior Department had
provided as part of the discovery process in
his lawsuit. Mr. Maxwell, true to form, has
gone through every page, and distilled his
case into seven modestly sized binders he
keeps in his living room. He says he is ready
for trial, and even for the possibility of los-
ing.

If he does lose, his lawyers will not charge
for their work but he will have to pay about
$125,000 to expert witnesses he has hired. “I
can manage it,’’ he said. He has saved
money all his life, he said, and can live on his
savings and his pension. 

“He’s thought about all the options, and
none of them seem life-threatening to him,”
said his daughter, Angela Maxwell Horn.
“What can they do him? They’ve already
fired him.” Ø

Whistle

Jamie Rose for The New York Times

Earl E. Devaney, the Interior Department inspector general, testified in September
that officials at the agency had repeatedly glossed over ethical lapses and bungling.

Reed Saxon/Associated Press

Representative Darrell E. Issa said state-
owned resources had not been well used.
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NIGHTCLUB /RESTAURANT /BAR
Atlantic City - great creative oppt'y

for landmark property.
George Christine, Bkr 609-345-3030

WESTVILLAGERESTAURANT
Great location, 6000 SF,
P.A. 110, $20,000/month.

Cook and Associates 212-366-4319

THE XIBIX GROUP
Servicing The Serious Buyer

In The Acquisition Of A Business
212-481-8484 31 E. 32nd ST NY, NY 10016
Visit our website at: www.xibix.com

RESTAURANT FOR SALE
FULLY EQUIPPED, Great for coffee
shop or upscale dining. Full liquor
license. Clinton Hills Vic. 917-922-3080

Restrnts., Bars & Clubs 3440

CarWash &Oil Change -CT
3-location chain, rare opportunity!
Fairfield & NewHaven Counties.
Clean records, well-established w/
multiple profit centers grossing
$4MM+/-. Contact: Carter, Morse
&Mathias (203)254-3333 x 221 or
Amie@cartermorse.com

All inquiries will be held confidential.

Earn High Returns 14%Secured byR.E.
Call for details 888-282-3122
THELOANCENTER

6-12month term,min. 50K inv.
www.loancenterinc.com

DOMONKEYS KNOCK?
After-school enrichment is exploding
franchise segment. Unique system
from India teaches kids to love math.
Exclusive territory. SBA Financing
Nat'l expansion. US/CANADA

1-877-977-MATH X 123
MathMonkey.com
offer by prospectus only

Beauty & Barber Shops 3424

Unbranded w/C-Store $290,000, Suffolk
Getty w/C-Store $190,000-Nassau
Gas w/C-Store, $400,000 Suffolk+more
Bkr 212-786-2320, www.fillerup.org

Two Assisted Living Programs, NYS;
DOH Cert, beuatiful upstate location,
Profitable turnkey operation. Call 845-
901-2158 Email:rocky1r@hotmail.com

Automobile Repair and
Gas Stations 3446

BUSINESS
OPPORTUNITIES

(3400)

$500K to $50M
Secured by Commercial R.E. 7-10 day
closings. Commitment fee at closing.

METROFUNDING CORP.
Toll Free: 866-302-6360

Restaurant 319 Bway (Cnr Thompson)
Beautiful Landmark Building

Appx 2500 SF Ground-main seating +
1700 SF Lower-ideal for private events
+ Storage. 178 Capacity. Fully eqped.
Lease for sale $650K. 11› yr term.
glanzrockc@aol.com or 917-502-4323

53rd St off 10th Previously Deli

775 SqFt
S.Klatsky TEI (LicREBkr) 212-206-6155

Waterfront Restaurant & Property!
Steamboat Landing, Glen Cove,

$500K dwn, $3.1M. Docking, huge park-
ing, seats 100 in, 300 out. 516-526-8080.

PROFESSIONAL Space/Chairs/Rooms
for rent. Ideal for Dentist or M.D. Sepa-
rate entrance, fully equipped, newly
built, parking. Levittown 516-680-8149.

Professional Practices 3448

TRAVELLODGE ………40+ ROOMS.
REDCARPET………………60 ROOMS.
DAY'S INN…………………40+ ROOMS.
Motel Sales 508-394-9594

BIO DIESEL
Manufacture of Equipment for the

production of Bio Diesel.
516-318-7340/631-830-1276

DUNKIN' DONUTS (4) Tri-state area.
Proof of funds required. No brokers
please. Profit Wisdom Corp 212-
244-8163

TURNKEY Newly renovated Italian
Restaurant with full bar, seats 100, high
traffic road in affluent CT town. Ample
parking, good for any concept. Asking
$295,000. Leavemessage, 203-459-2652

FOR SALE, well-established private
dental practice. Mid-Westchester.
Gross $1.1M. New office and equip in
new building. Near train and highways.
Middle to upper income area. Long
lease. $800,000. Financing available.
Fax your resume to 914-747-5976

DOLLAR STORE/VARIETY STORE
L.I. Location. 5300 sqft, High visability,
great parking, long lease. MUST SELL!
$125,000. Incl. over $90,000 in inventory.

Call 718-738-7061

20 West, 1600 sq ft Restaurant/1800 sq ft
backyard, fully equipped, 2 basements,
liquor license, 10 year lease, $695K.
2500 sq ft Lounge, 10 year lease,

$9500/rent, $550K 212-583-0050, ext 17
Email: yaron@homequestnyc.com

SEAPORT 85 SOUTH ST
Raw 6000sf + 7000sf Bsmnt. Next to

The Cubes. Ideal Rest/Club/Bar Opptys
JDFREALTY.com 212-216-9777 x19

Florida Restaurant &Mini Market
2.5 acres, located in Clewiston, FL,
1.5 mis fromMiami, est over 20 yrs.
Call: 863-983-3227 or 954-410-3911 RENT A LOCKER

Self Storage (also Desk Space)
Business Record Storage

Mailboxes PlusMany other Services
www.jsrentalocker.com

147W 35th St 212-947-0026

REALESTATELOANSONLY
COMMERCIAL&RESIDENTIAL
Nat'l Pvt Lender-Conventional Mtgs
HardMoneyMtgs-No Credit Needed
All Type Real Estate Loans Considered
No Upfront Fees, Brokers Protected
$500KMin -15M, Steve, 678-354-0251

GOURMET DELI/ICE CREAM
SHOPPE exc loc, plenty of parking,
new equipment, 2 yrs old, great poten-
tial. Danbury CT. $125,000. 914-672-7278

Franchises/Distributorships
Lines Offered 3408

Deer Park Auto Salvage Yard, 60,000
SF, largest inventory for Engs and
Trans for NY area, Turn Key. Formore
info www.nyengines.com, 917-709-2851

PHARMACY $5 million in revenue plus
200 scripts per day. Profitable estab-
lished store. No brokers please. Profit
WisdomCorp 212-244-8163

PRIVATE MONEY COMMERCIAL
MORTGAGES. Construction loans,
rehabs, land, office bldgs, multi-family.
Quick closings. No credit check.
212-213-1324 or after hrs: 347-628-1393

COMMERCIALMORTGAGELOANS
LOOK, LIKE&LEND.

NOAPPRAISAL. 1WEEKCLOSING.
No adv fee. LES 212-371-3933

NYCWall St. 8000 S/F Turnkey
Rent $9500. $1M down. ID 43441

Call 1-866-449-6922
www.nybbinc.com

Capital Wanted 3402

UNDERWRITER NEEDED
N. Alabama -Residential Development
RE syndication seeks JV Partner.

Prelim. groundwork, entitlements,
plans complete. 450 lots. More info call

908-928-0192

Flowers-Corporate-Retail
Well established business located in
Atlantic City, NJ. Includes real estate.
Dynamic business nets $500k! Buyer
doesn't need flower exp. Ideal for exec
with corp exp managing employees.
DHA 856-910-1800

INVESTORS needed for healthcare fa-
cilities/alzheimers and dementia spe-
cialty. Excellent return on investment.
Please call 973-462-3592

Commercial Financing, A/R Financing,
Equip Leasing, Bridge Loans, Equity.
QUICKAPPROVAL. 800-605-5910.
www.FrommFinancialGroup.com

COMMERCIAL&BRIDGELOANS
$250,000 to $2,500,000. Fees.
Contact Harvey Goldman at 914-656-
0472 or hgoldman@elkassociates.com

LOOK! THIS IS DIFFERENT!
If you can comfortably afford a one-
time investment of $11,900. You could
earn $15,000+ every month and it's
easy & fun. We guarantee to show you
how in your area where it counts. In-
cludes a one-on-one training program.

Call 1-877-808-0800

CASH & Carry, wholesale/retail. Beer,
soda, candy, paper products, phone
cards, misc products distributor. C lic.
Sales $7 Mil+/year. $325k + inventory.

646-696-7677

5THAVENUEDENTALOFFICE
New Const 2-4 Ops for rent. Perfect for
retiring, reloc Dentist/Spec/Plast/
Derm. Conf Rm, on-site Lab, Staff
area, 1 full/2› BA. Sep Doc ent., 3 pvt
ofc, all new, high-tech. 212-813-1555.

VERY successful Wine & Liquor Stores
lwr Hudson Valley loc. Sales over
$12M+ yr. Owner retiring, partial fncg
for business/prop avail. 914-769-8822

MathMonkey.com
See our ad under Franchises

Fla. R.E.& Bus.Prop. 3462

DENTAL PRACTICE for sale estab-
lished since 1922. Adec chairs. City Hall
location. Perfect for a recent grad.

Contact 917-648-4939

Capital Wanted 3402

MEDFORD NY Salvage/Recycling Fa-
cility. 200X800 FT. Competitive rent, 70
foot above ground truck scale, exc op-
portunity. Established. 917-709-2851

We need a Co-Investor for a venture in
a champignon-mushroom industry, in
Indonesia. This Industry will cater to
the needs of US companies. Sugianto

sari-ubr@centrin.net.id

BALDWIN, L.I.—MERRICKROAD
Opportunity to lease fully equipped
NAIL SALON directly from Landlord
1,300 sqf. Call Monika 1 516 459-2383

250 Routes-For-Sale: We Buy & Sell.
VitaminWtr.- 300 accts…nets $2,500/wk
Vending - 3 days…………nets $2,475/wk
Wise - $59K down ………nets $1,150/wk

Call forFREEBe$t-Buy$-Li$t

open Sun. 5 1 6 - 4 8 2 - 8 2 5 0
www.RouteBrokers.com

NEWDENTALOPERATORYFOR
RENT. MIN 2 DAYS PERWEEK.

18 E. 50TH ST, 9TH FLR.
PLEASECALL 212-223-3005

Liquidation: dentals by groups, Deliv
sys, chair, dry air comp 13.8 A. $10K.
Phillips x-ray Peripro 3. $6,500. Auto
clb+instr. $5050. Files. 718-470-0428 Neg

ALL CASH CANDYROUTE
DoYou Earn $800 in a Day?
30Machines & Candy

All for $9,995 1-800-434-1947

#1 in COIN LAUNDRIES
SINCE 1968

100%LowRate Financing
Location Development

Design/Layout/Construction
Training/Marketing
Finest Equipment

Huebsch -Speed Queen

**FREE**
*INVESTMENT SEMINARS*
EVERYTUESDAY 6pm to 9pm

127-19 101st Ave, Richmond Hills, Qns

Personalized Presentations at

METROPOLITAN MACHINERY
*NY 718-441-4000*
*NJ 908-687-9400*

www.metropolitanmachinery.com

VERY successful Wine & Liquor Stores
lwr Hudson Valley loc. Sales over
$12M+ yr. Owner retiring, partial fncg
for business/prop avail. 914-769-8822

ACTIVE ENDOCRINOLOGY/DIA -
BETES Practice for sale in West Or-
ange New Jersey. Serious offers only.
Please call 201-461-0585 for info.

ADVERTISING Mobile Billboard Truck
Co. for sale. NY area. Gross $18K/
month, strong client list. Asking
$140,000. Principals only. 201-790-1236

DENTAL PRACTICE FOR SALE
New Rochelle, Long established great
potential for young dentist, very low
overhead. 845-553-5576 leavemessage

CAR WASH FOR SALE in NJ, By Own-
er, good volume on busy Hwy, 20 year
lease, asking 1 Million, No Brokers 201-
832-1006

Liquor Stores 3432

PRIMEASSET FUNDING
Real Estate Loans $1-$50+MIL
No Advance Fee. Brokers Welcome.
800-914-6680 PrimeAssetFunding.com

NINTHAVENUE …45th-46th STREET
* 40-SEATRESTAURANT *

LOWRENT. LONGLEASE. KEY.
Domus * Serge Feder 212-755-7272 x 15

COMM'L REALESTATELOANS
USA&Foreign-All Types & Land
30+ Years, Honest Dealings

1-800-878-F U ND
1-856-428-9800

Brokers & Finders Protected
jamisoncapital@aol.com

no fee until agreement is signed

FOR SALEProduce Distribution.
25 year old company. Gross sale week-
ly $35,000. Net profit $7,000 every week.

Sale price $140,000. 718-661-1843

BARIATRIC MEDICAL PRACTICE
Well-estab since 1970s in Huntington
Station, LI, NY for sale to facilitate

retirement. 631-549-8511

MIAMI 3429 NW 5th Ave. Totally reno-
vated, 6 unit building, 1 bdrm, 600 sq.ft/
pking lot secure. $699,000. Building va-
cant/ready to lease. Simha 305-778-9999

BEVERAGE CENTER License for
sale, hard to find, grandfathered,
wholesale-retail C license. $45,000 firm.
Serious inquiries only. 518-527-3493

DENTAL OFFICE—Fully equipped, 3
ops, modern equip, 5 station network,
digital x-ray, software licenses. Patch-
ogue, NY. No practice. 631-587-2173

Luncheon & Staty. Strs. 3434

CAR WASH, gas, store, lube, Suffolk
County, all new, needs owner operator
on premises. Tremendous upside. Net
$450K, key $1.9M, possible owner fin-
ancing, Tom Zom, 631-745-1202.

MR. ROUTE
RTE 1 Vitamin Wtr, NYC, net $1900/wk
after help, only $115K/dn. Huge pot'l.
RTE 2 Archway cookie, huge lwr Manh
area, net $1400-2000/wk, $210K/terms
516-785-6600 open 7 days 718-544-6600

visit us at www.mrrouteinc.com

Wall St/Finan Dist 18-20West Street

SEEKS UPSCALE RESTAURANT
Former Downtown AC. Raw 6000sf

JDFREALTY.com 212-216-9777 x19

HAIR/NAIL SALON Best loc, Queens
Blvd, Forest Hills. Fully equip, low rent,
loyal cust base. 18 yrs same loc, park-
ing, will finance & train. 516-652-6980

Stores Miscellaneous 3438

BUSINESS/FRANCHISE OPPORTUNITIES
(3400)

Laundromat: BRKLYN -$12,000/wk,
$6000/rent, $700,000/down. QUEENS -
$7800/wk, 15yr lease, $390,000/down .
Gordon 146-07 Union TPK, 718-969-3445

Newly constructed, state - of - the - art,
Park Ave prosthodontic practice offers
fully equip'd operatories for rent. Full
service lab on premises. 212-753-7672

PIZZERIA-Howard Beach 1100sf, 8yr
lease In/outdoor seating for 60. Annual
income $500K Busy! 718-747-7747 Ask
$159K CAROLLOREALESTATE.com

ROUTEWORLD 718-899-5854
Wise Snax -Queens/Bklyn. Short 4 days
earns $950+. $45K down w/truck. Make
this an early X-mas gift for yourself!

CASH ROUTE Make Money Now!
Huge protected area in Bronx, major
accts, wrk 3 days/wk. Truck incl. Bach-
man Snacks $40,000. Jim 917-817-6186

NEW JERSEYNBERGEN
DAYS INN FOR SALE

4.5 Acres PRIME. Rt 1 & 9 at Rt 3 at Lin-
coln Tunnel, 250 rooms, newly reno-
vated, new rooftop restaurant, great
potential. $58ML. Contact Sherry Pat-
terson Realty group 212-575-4900

PEPPERIDGE FARM COOKIES
South Florida/Aventura area, $440,000,

all inclusive. 305-812-1849

Car Wash 935K Sales Net 375K 625K dn
Car Wash 1.35M Sales Net 800K 1.3M dn
Car Wash 1.150 Sales Net 590K 1.2M dn
Car/W 1.850M Sale Net 990K 1.750M dn
CheckMore Listings RossBrothers.net
Ph: 516-766-7977 Fax: 516-766-7919

ARNOLD/THOMAS'S BREAD ROUTE
Sanford/Orlando Area, average wkly
salary $1500, less than 18 /1. Asking
$140,000. 407-353-8896

Hotels, Motels, Resorts
and Inns 3444

SENIOR PHYSICIANAVAILABLE
P/T for PainManagement, EMG

Studies, Medico-Legal Consultants,
NY/NJ. 914-337-6006, Fax: 914-779-2700

INVESTOR/PARTNERNEEDED
For slam dunk music project! Big
names. Manufacturing and distribution

in place. Call 917-496-7752

New Kosher Restaurant and Catering
Hall in Brooklyn. Looking for working
partner/chef. Experience in steak-
house/catering. 917-797-2937

WESTCHESTER * * Bagel Deli A-1 Loc
$350K * * Gourmet Seafood—Meat Deli
$385K * Also * Lunch Delis & Pizzeria
Rests... CONIGLIO Bkrs. 914-961-7725

OldMill Basin, Brooklyn Bldg for Sale
1800 sq ft + 1300 sq ft Basement
C/O restaurant/bar/club $650K

Steve Elliot LLC exclus agt 917-684-9849

BAGEL SALADS 2,500,000/yr
Gorgeous-Nets 450,000/year long lease
Excellent L.I. area $875,000 down

CheckMore Listings RossBrothers.net
Ph: 516-766-7977 Fax: 516-766-7919

NEEDMONEYVERYFAST?
3-day closing. $100K-$10mil. RE

secured. No credit check. No adv fee.
fastmoney@thejnet.com 718-972-9658

CAR WASH AND GAS STATION For
Sale, Largest Car Wash on Long Island,
with 2 acre park like setting, high vo-
lume location in Suffolk County. Lease
terms, option to buy land. Please call
516-458-5137 NO BROKERS

UNSECURED SIGNATURELOANS
$10K-$250K Approved the same day.

Any use. Fee.
www.AmOne.com/nyt 800-809-1173

West Vill. off 5th Ave. Web#893084

RESTAURANT/BAR
Fully equip, well estab Japanese Rest.
Over 3000 sq ft W/Long lease, good
terms. Call formore information.
Bo Jung 212-821-9122/917 744-9902

THE CORCORANGROUP

TOP MID TOWN Loc. 6 Dental Ops
avail within 12 chair busy practice. Lab
on premises. Below market rent. Can
sub lease 1 ormore. Sell › the space or
bring in associate for eventual merger
or take over, LvMsg. 212-876-0212

Miscellaneous 3454

Restaurant for Rent $11,750/mo
Vacant—fully equipped w/liquor lic &
ventilation. 1600 SF. Lwr E. Side,
71 Clinton St. NO FEE. 212-327-1414

GLASS &MIRRORBUSINESS
Owner Retiring!Now is your chance to
own a highly successful glass & mirror
sales installation & repair business. Lo-
cated inMorris County, call for details.
GILSENAN&CORltrs 201-445-1600

DoorManufacturer …………Net $250K
Tire Distributor ………………Net $150K

LIBIN/KATZ 718-858-3252
View listings at LIBINANDKATZ.COM

FINE CUSTOM PICTURE Frame Shop
looking for Invester or for sale. New
JersylLocation near GWbridge.

Call 917-626-2606

USEDCARLOT
& SHOP For Rent. Rockland Cty. Rt
303. Busy Lot. Lot $4500, Shop $3500.
Taxes $11K. Immed. 914-217-5678.

Restrnts., Bars & Clubs 3440

ANDREWCAPITAL LLC.
BUSINESS &R.E. LOANEXPERTS
$300K-$50MMFlexible programs.
Call for Free Consultation.

No Adv Fee. 866-940-2637
www.AndrewCapital.com

Professional Practices 3448

UPPEREASTSIDE
700 sf restaurant + basement with out-
door cafe, key $180K. Rent $5700/mo.
Helen Arden 212-891-7792 PDE

BUSYQUEENS FLORIST
near bus & train.excellent opportunity.
5 yr lease with option. Asking $65,000.
CALL 917-833-7359

EARN 400%Profit Margin
Distribute to schools & hospitals.
$125K to $250K req. No selling.

1-214-366-2219

MIDTOWN (Off 5th Ave) Established
$ Box Restaurant. 6000sf.170 seats.
$22,000/mo. Long lease possible.
Exclusive Broker, Tom 212-949-7007

GRAMERCYPARK
French Gourmet Food Store. 600 SF +

bsmt. Rent $5400/month. Key $.
Cook&Associates. 212-366-4319

FOR SALEBYOWNER:
Prime business ‘‘212'' area code tele-
phone numbers. 6 sequential Trunk
groups totaling 400 numbers. 3 Trunk
groups include xxx-5200, xxx-5600,
xxx-5800. For sale in total or by Trunk
Groups varying from 20 to 100 num-
bers per Trunk Group. Transfer of ser-
vice agreement available. If interested
please email Box#D2873@nytads.com

FAMILYMEDICAL PRACTICE
Long Island, Volume $850,000, x-ray
room, 7000 patients, asking $125,000.
Dan, ManheimRealty 516-520-2000

Financing & Bus. Loans 3406

PRIVATE LENDER
BRIDGE LOANS, 1 WEEK CLOSINGS

$500,000 - $100 MILLION+
Ask About Our

NEW LOWER RATES!
Loans secured by Real Estate,
(even raw land) or any fixed asset.
No up front fee until agreement signed

BROKERS WELCOME

Call 1-800-342-8500
www.kennedyfunding.com

Queens NEW STORE Hi Medicaid
High Traffic Area Priced to Sell

SCHECTMAN 516-746-4020

Franchises/Distributorships
Lines Offered 3408

Excellent Business Oppty. Pizzeria/
Restaurant, 2400 SF, 50 person seating,
prime Westchester loc. Brand new.
Great value at $425K. 914-474-4192.

CAFE Small, 53rd St btw 2nd & 3rd.
7 yr lease. Asking $80,000.

Call 917-416-9544

Available, new patented robotics me-
chanism, see at VIDEO GOOGLE, type
rough terrain walker mechanism, than
click search. Call 510-582-1816

EV 1600sf Fully Built 15' Ceils

247 EAST HOUSTON ST
Seats 50, Long Lease, Immd. $80K Key
JDFREALTY.com 212-216-9777 x19

A COKE/M&MROUTE
Great locations. Earn BIG$ $

$0 down financing.
800-367-2106 (24/7) x:2045

INVESTOR/BUSINESS PARTNER
WANTED-for new Faith Based Record

label & clothing line
www.myprayerweargear.com
212-465-3337 or 402-714-6456
pwginc3@yahoo.com
serious inquiries only

G.Central 143 E.47th St (3rd & Lex)
Fully Fixt 1500sf Restaurant. Turn-Key.

Former Japanese/Sushi. Key $
Full Bsmt, Full Liquor. Bankruptcy.

JDFREALTY.com 212-216-9777 x19/21

BAYRIDGE CLUB/REST-Apprx 5000sf,
hi grossing, PA for 325. Reasonably
priced, big upside, 12 yrs left.
Lower ES Lounge, 5000sf on 2 flrs, w/2
liq lic's, cap 300, belowmkt rent.
AVEA-4500sf RESTw/liq lic, 11+yr lse.

www.TowerBrokerage.com
Marc Berger 212-673-7333 x306

Connecticut Restaurants Businesses &
Properties: Black Rock, Bridgeport-
(Little Italy), Fairfield, Ridgefield, Strat-
ford, Wilton, & Many More. Guttman
Realty. Call Audrey 203-526-0211

Capital Wanted 3402

Business Services 3460

WEHAVEACCREDITED INVESTORS
who invest in start-up &
expanding businesses

http://freshaccreditedleads.com
Call 352-687-0022

ANOTHERCAMP NEEDED!
Sell today.We have the buyer.

Call Ted
215-572-6920 CAMPLISTING.COM

Professional Practices 3448

PODIATRY PRAC Well est, Bronx, exc
opp for new grad/satellite ofc. Owner
retiring. Reasonable. Email contact
info: demanda-rocks@lycos.com

MEDICAL OFFICE For rent to share
w/a dentist. 2 rms, great Queens loca-
tion, busy area. 221-28 Hempstead Ave.

718-736-6162 or 646-812-5420

New on the market. East Village Bar /
Lounge. 1500sf. Rent 4K. 9.5yr lease.
E Village Restrnt. 700sf. rent 4k. 10yr ls
Call for more info. Guttman Realty Ad-
visors. Sabri 212-532-8600 ext. 13

CAR WASH very busy area in Brook-
lyn with a 27 year lease left. Grossing
$1.5 million, net $450 after expenses.
$2.8 million. Call Viki 917-774-3309 Agent

FORESTHILLS

Modern computer school.
Excellent location. 917-434-4784.

Capital to Invest 3404

FAMILY HAIRCARE SALON, Naples,
FL, Coastland Center Mall. Big money
maker. Asking 1 yrs gross. See: family-
haircaresalon or Web ID #B1Z611303
NYTimes or Owner 239-947-6158

RESTAURANT -LONG BEACH. Prime
loc on Park Ave. Highest visability,
across from LIRR, long term lse. Ap-
prox 200 seat, separate pkg lot, high vo-
lume, new American w/ separate bar
area & catering rm. $975K. 631-752-1053

SUPER LAUNDRY
The Largest Builder of

*** COIN LAUNDRIES ***
WeProvide Best Equip

* Construction * Financing *
FREEPROFIT SEMINARS
TUESDec 19, 6:00 pm
Courtyard/Marriott

631Midland Ave, Rye NY

WED, Dec 6, 6:30PM
Adria Hotel,221-17 Northern Blvd

Bayside, NY

Thurs Dec 7, 6:30 pm
Roosevelt Hotel,Madison/E45th ,NYC
CALL TOLL FREE 1-888-678-9274

www.superlaundry.com

Food Stores 3428

Childrens Party/Cake Catering
Well established, fully equipped,
Great lease terms....$199,900

KERGE 201-569-8035 201-567-8639

REPEAT INCOME FOR YOU!
New product used by every business.
Residuals. $10K inv req. Returns $150K
1st yr. 800-330-3684 FreeVideo

Routes 3443

Laundry & Clng. Stores 3430

HI-VOLUME CONVENIENT STORE
For sale, long lease, priced to sell!
Great opportunity! Great location!
Serious buyers only! 516-242-2454

LAUNDROMAT, SUPER SIZE
Brooklyn Location
Over 100Machines

New, Under Construction
Minimum Investment 235k
Open House 12/7/06 12-2:00pm

Call 516-682-4823

DELI/Italian,
$35K/week Net $285K.
Long lease, ID 20945. Call 1-866-449-6922

www.nybbinc.com

HUDSON VALLEY, NY
Exquisitemansion w/rest. banq. fac
& B&B on 8manicured acres.
Ideal for weddings, corp retreats
or private res. Offered at $4.95M

MIDDLETOWN, NY
200 seat diner w/35K + /wk gross.
Very busy area. Offered at $2.15M

JCKapas RE Co. 201-845-3700
www.jckapas.com

WALL ST OFC
Phone/Mail Svc, Furnished Offices.
Conference Rooms (By the Hour)

212-943-1111 www.sri-ny.com

Laundry & Clng. Stores 3430

Restrnts., Bars & Clubs 3440

PIZZA/TACO Franchise business for
sale. Prime location in Queens. Gross
$750,000/year. Asking $750,000. Call Pa-

trick atWin Realty, 718-321-1414

ROUTE, CANDY VENDING
50 established locations in the Patch-
ogue South Shore area. Excellent in-
come. Service› day per week. $4900.
Call 631-737-1819

PERIODONTIST
Very personable & expert in all phases
of surgical & non-surgical perio w/16
yrs exp seeking pos'n in your gen'l/
group practice 1-2 days/wk. Have all
my own surgical instruments & refs
are avail. Qns & LI only. 516-255-8398

Beautiful New Windowed Dental Oper-
atory (1 or 2) For Rent. Great location
46th &Madison.Warm environment.
Call 212 -371-1999 am or 212-787-1058 pm

Camps & Schools 3450

LOCKSMITH BUSINESS-Bergen Cty,
NJ. Upscale town. Decorative Door &
Builders Hardware & Complete Lock-
smith svc. Long estab, very successful
GILSENAN&CORltrs 201-445-1600

BROOKLYN Trophy Location on
Brooklyn's best restaurant street, full
bar, inside/outside seating, fair rent
and key. David Gruber RE 212-591-1115

Miscellaneous 3454

INVESTORWANTED -Startup Capital
$1,000,000, fast return plus · partner,
serious inquiries only. Ask for:

Don 718-359-6679

Pharmacies 3426

FREIGHT LOGISTICS
Logistics company with offices in NY,
Chicago, LA, seeks buyer or investor
for expansion. $17M Revenues. Profi-
table. Excellent opportunity with out-
standing potential. Principles Only.
Inquire at Logis2000@aol.com

PIZZERIA/RESTAURANT
$35K/week Net $500K+
#1 Location! ID 43722 1-866-449-6922

www.nybbinc.com
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(The oil trader and his lawyers received
more than $30 million, while two other
groups of whistle-blowers received more
than $40 million.) The second was that top
Interior officials had been obstinately blind
to the oil industry’s practices. The third was
about the power of the False Claims Act.
Until Mr. Johnson came along, no one had
used it to go after royalty underpayments.

Created in 1849 to manage the nation’s
publicly owned natural resources, from na-
tional forests to parks and waterways, the
Interior Department oversees timber, graz-
ing, mining and oil drilling operations over
many tens of millions of acres. And while
the agency has often tried to increase drill-
ing and mining under Democrats and Re-
publicans alike, current and former officials
say the Bush administration elevated that
goal above almost all of the department’s
other mandates.

Mr. Maxwell says his frustrations with
the Interior Department escalated after the
Bush administration took office in 2001. The
Interior Department’s top priorities be-
came increasing domestic oil and gas pro-
duction, offering more incentives to drillers
in the Gulf of Mexico and pushing to open
the Arctic National Wildlife Refuge and oth-
er wilderness areas to drilling. The de-
partment trimmed spending on enforce-
ment and cut back on auditors, and sped up
approvals for drilling applications.

The agency’s senior ranks also became
more heavily populated with officials
friendly to the energy industry. For exam-
ple, its new deputy secretary, J. Steven
Griles, worked as an oil industry lobbyist be-
fore joining the department, and Chevron
and Shell had paid him as an expert witness
on their behalf in the Benji Johnson case.
Mr. Griles declined to comment.Auditors,
according to Mr. Maxwell and many others,
were told to devote less energy to time-
consuming audits and rely more on a com-
puterized monitoring system called “com-
pliance review.’’ Auditors complained that
the new system was superficial and riddled
with technical problems. Even when the
new system flagged potential underpay-
ments, Mr. Maxwell said, it often failed to
supply conclusive information.

“We were getting shut down on all kinds of
cases,’’ he said. “We started to wish that
someone would come along and file a False
Claims suit, so we could jump onboard.”

Auditing and compliance review had gen-
erated an average of about $176 million an-
nually in the 1990s, with an extraordinary
peak of $331 million in 2000, according to
data from the Congressional Budget Office

and the Interior Department. But from 2001
through 2005, a period when energy prices
soared to new highs, enforcement revenue
averaged about $46 million a year.

In 2004, the Interior Department’s in-
spector general issued a blistering report
about the auditing system, saying that many
auditors were unqualified, that essential
documents were being lost and that the in-
ternal review process was “ineffective.’’

BY 2002, Mr. Maxwell was fed up. He
and a team of auditors had worked
for months to dissect a complicated

marketing deal by Kerr-McGee that they
believed was cheating the government. He
concluded that Kerr-McGee was selling all
its oil at below-market prices to another
company that compensated Kerr-McGee by
assuming many of its marketing and admin-
istrative costs.

Simply put, Kerr-McGee seemed to be
getting paid in both cash and services, but it
was calculating its royalties only on the
cash it received. Mr. Maxwell calculated
that the company had underpaid the govern-
ment by as much as $12 million between
1997 and 2002. State auditors in Louisiana
had been investigating exactly the same is-
sue in 2001, and ordered Kerr-McGee to pay
an extra $2 million in royalties on oil from
state lands.

According to Mr. Maxwell and Interior
Department officials, when Mr. Maxwell
presented his findings to his superiors,
agency lawyers told him to drop the case.
When he continued to argue, he recounts in
his lawsuit, the agency’s chief of enforce-
ment warned him that the director of the
M.M.S., Johnnie M. Burton, would be “very
upset’’ if he persisted.

“The word came down from the top, not to
issue this order,’’ Mr. Maxwell said in an in-
terview, speaking about the Interior De-
partment. “There have always been people
who don’t want to pursue things. But now
it’s grown into a major illness. It’s dys-
functional.’’

In a written response to questions from
The New York Times, the Minerals Manage-
ment Service said it was “rare’’ to overrule
an auditor but that Mr. Maxwell’s conten-
tions involved a “questionable application of
M.M.S. regulations.’’ 

The matter might have ended there, ex-
cept that Mr. Maxwell decided to retire in
June 2003. As soon as he left the agency, he
began researching the possibility of emulat-
ing Benji Johnson and filing his own suit un-
der the False Claims Act. As it happened,
Mr. Maxwell’s “retirement’’ was brief. In
October, the Interior Department rehired
him to fill a management gap in its Denver
office, and it put him in charge of a 120-

person auditing team monitoring the Gulf of
Mexico.

Despite rejoining the government, Mr.
Maxwell filed his suit against Kerr-McGee
in June 2004. The case was unsealed on Jan.
20, 2005; a week later, Mr. Maxwell lost his
job. 

Arriving at his office shortly before 8 a.m.
on Jan. 27, Mr. Maxwell said he was sum-
moned to a meeting with a senior M.M.S. of-
ficial, who had flown in from Washington.
The official handed him a memo, explaining
that his job responsibilities were being
moved to Houston and that his position
would be eliminated.

To this day, Interior officials say they
never fired Mr. Maxwell. They say, ac-
cording to court papers, that he was merely
a “re-employed annuitant’’ who was no long-
er needed. “The position disappeared,’’ said
Ms. Burton, the M.M.S. director, in a meet-
ing with energy reporters in September. 

Mr. Maxwell protested. He said he would
have relocated or taken a different job. He
added that he was a certified public ac-
countant and had a master’s degree in busi-
ness administration; his successor lacked
those degrees. But the fight did not last long.
When Interior officials offered Mr. Maxwell
a confidential financial settlement to leave
without a fight, he took the deal and moved
to Hawaii.

And he continued to press his case against
Kerr-McGee. The company tried and failed
to have the suit dismissed, arguing that a
federal auditor should not be allowed to take
information from work and file a lawsuit un-
der the False Claims Act. In October, eight
major oil companies including Chevron and
Exxon Mobil weighed in on Kerr-McGee’s
side.

“Government employees who uncover
suspected fraud in the course of carrying
out their jobs will receive a tacit invitation’’
to sue as private citizens, the companies ar-
gued in their brief. After the appellate court
rejected the industry’s plea, Mr. Maxwell’s
trial was rescheduled for January. Settle-
ment talks are scheduled to begin in Denver
this week. 

Interior officials contend that Mr. Max-
well and other auditors have a conflict of in-
terest when they stand to gain personally
from their enforcement work. “These peo-
ple could be entitled to collect 30 percent of
the money that is owed to the government,
for work they were already being paid to
do,’’ Ms. Burton told reporters in Septem-
ber.

If Mr. Maxwell had not acted, of course,
the government would have had no chance
of recovering any money at all. James W.
Moorman, president of Taxpayers Against
Fraud, a nonprofit organization that special-
izes in the False Claims Act, acknowledged
that it was less than ideal for federal in-
vestigators to have a financial stake in re-
belling against their bosses. But he said the
alternatives might be worse.

“You’re talking about a situation where
there seems to be complete breakdown in
the system,’’ Mr. Moorman said. “If they’ve
got evidence of fraud, why shouldn’t a court
hear it?”

STANDING in his garage recently, Mr.
Maxwell pointed to six big cartons
stacked along the wall. They con-

tained 60,000 pages of documents that Kerr-
McGee and the Interior Department had
provided as part of the discovery process in
his lawsuit. Mr. Maxwell, true to form, has
gone through every page, and distilled his
case into seven modestly sized binders he
keeps in his living room. He says he is ready
for trial, and even for the possibility of los-
ing.

If he does lose, his lawyers will not charge
for their work but he will have to pay about
$125,000 to expert witnesses he has hired. “I
can manage it,’’ he said. He has saved
money all his life, he said, and can live on his
savings and his pension. 

“He’s thought about all the options, and
none of them seem life-threatening to him,”
said his daughter, Angela Maxwell Horn.
“What can they do him? They’ve already
fired him.” Ø

Whistle

Jamie Rose for The New York Times

Earl E. Devaney, the Interior Department inspector general, testified in September
that officials at the agency had repeatedly glossed over ethical lapses and bungling.

Reed Saxon/Associated Press

Representative Darrell E. Issa said state-
owned resources had not been well used.
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NIGHTCLUB /RESTAURANT /BAR
Atlantic City - great creative oppt'y

for landmark property.
George Christine, Bkr 609-345-3030

WESTVILLAGERESTAURANT
Great location, 6000 SF,
P.A. 110, $20,000/month.

Cook and Associates 212-366-4319

THE XIBIX GROUP
Servicing The Serious Buyer

In The Acquisition Of A Business
212-481-8484 31 E. 32nd ST NY, NY 10016
Visit our website at: www.xibix.com

RESTAURANT FOR SALE
FULLY EQUIPPED, Great for coffee
shop or upscale dining. Full liquor
license. Clinton Hills Vic. 917-922-3080

Restrnts., Bars & Clubs 3440

CarWash &Oil Change -CT
3-location chain, rare opportunity!
Fairfield & NewHaven Counties.
Clean records, well-established w/
multiple profit centers grossing
$4MM+/-. Contact: Carter, Morse
&Mathias (203)254-3333 x 221 or
Amie@cartermorse.com

All inquiries will be held confidential.

Earn High Returns 14%Secured byR.E.
Call for details 888-282-3122
THELOANCENTER

6-12month term,min. 50K inv.
www.loancenterinc.com

DOMONKEYS KNOCK?
After-school enrichment is exploding
franchise segment. Unique system
from India teaches kids to love math.
Exclusive territory. SBA Financing
Nat'l expansion. US/CANADA

1-877-977-MATH X 123
MathMonkey.com
offer by prospectus only

Beauty & Barber Shops 3424

Unbranded w/C-Store $290,000, Suffolk
Getty w/C-Store $190,000-Nassau
Gas w/C-Store, $400,000 Suffolk+more
Bkr 212-786-2320, www.fillerup.org

Two Assisted Living Programs, NYS;
DOH Cert, beuatiful upstate location,
Profitable turnkey operation. Call 845-
901-2158 Email:rocky1r@hotmail.com

Automobile Repair and
Gas Stations 3446

BUSINESS
OPPORTUNITIES

(3400)

$500K to $50M
Secured by Commercial R.E. 7-10 day
closings. Commitment fee at closing.

METROFUNDING CORP.
Toll Free: 866-302-6360

Restaurant 319 Bway (Cnr Thompson)
Beautiful Landmark Building

Appx 2500 SF Ground-main seating +
1700 SF Lower-ideal for private events
+ Storage. 178 Capacity. Fully eqped.
Lease for sale $650K. 11› yr term.
glanzrockc@aol.com or 917-502-4323

53rd St off 10th Previously Deli

775 SqFt
S.Klatsky TEI (LicREBkr) 212-206-6155

Waterfront Restaurant & Property!
Steamboat Landing, Glen Cove,

$500K dwn, $3.1M. Docking, huge park-
ing, seats 100 in, 300 out. 516-526-8080.

PROFESSIONAL Space/Chairs/Rooms
for rent. Ideal for Dentist or M.D. Sepa-
rate entrance, fully equipped, newly
built, parking. Levittown 516-680-8149.

Professional Practices 3448

TRAVELLODGE ………40+ ROOMS.
REDCARPET………………60 ROOMS.
DAY'S INN…………………40+ ROOMS.
Motel Sales 508-394-9594

BIO DIESEL
Manufacture of Equipment for the

production of Bio Diesel.
516-318-7340/631-830-1276

DUNKIN' DONUTS (4) Tri-state area.
Proof of funds required. No brokers
please. Profit Wisdom Corp 212-
244-8163

TURNKEY Newly renovated Italian
Restaurant with full bar, seats 100, high
traffic road in affluent CT town. Ample
parking, good for any concept. Asking
$295,000. Leavemessage, 203-459-2652

FOR SALE, well-established private
dental practice. Mid-Westchester.
Gross $1.1M. New office and equip in
new building. Near train and highways.
Middle to upper income area. Long
lease. $800,000. Financing available.
Fax your resume to 914-747-5976

DOLLAR STORE/VARIETY STORE
L.I. Location. 5300 sqft, High visability,
great parking, long lease. MUST SELL!
$125,000. Incl. over $90,000 in inventory.

Call 718-738-7061

20 West, 1600 sq ft Restaurant/1800 sq ft
backyard, fully equipped, 2 basements,
liquor license, 10 year lease, $695K.
2500 sq ft Lounge, 10 year lease,

$9500/rent, $550K 212-583-0050, ext 17
Email: yaron@homequestnyc.com

SEAPORT 85 SOUTH ST
Raw 6000sf + 7000sf Bsmnt. Next to

The Cubes. Ideal Rest/Club/Bar Opptys
JDFREALTY.com 212-216-9777 x19

Florida Restaurant &Mini Market
2.5 acres, located in Clewiston, FL,
1.5 mis fromMiami, est over 20 yrs.
Call: 863-983-3227 or 954-410-3911 RENT A LOCKER

Self Storage (also Desk Space)
Business Record Storage

Mailboxes PlusMany other Services
www.jsrentalocker.com

147W 35th St 212-947-0026

REALESTATELOANSONLY
COMMERCIAL&RESIDENTIAL
Nat'l Pvt Lender-Conventional Mtgs
HardMoneyMtgs-No Credit Needed
All Type Real Estate Loans Considered
No Upfront Fees, Brokers Protected
$500KMin -15M, Steve, 678-354-0251

GOURMET DELI/ICE CREAM
SHOPPE exc loc, plenty of parking,
new equipment, 2 yrs old, great poten-
tial. Danbury CT. $125,000. 914-672-7278

Franchises/Distributorships
Lines Offered 3408

Deer Park Auto Salvage Yard, 60,000
SF, largest inventory for Engs and
Trans for NY area, Turn Key. Formore
info www.nyengines.com, 917-709-2851

PHARMACY $5 million in revenue plus
200 scripts per day. Profitable estab-
lished store. No brokers please. Profit
WisdomCorp 212-244-8163

PRIVATE MONEY COMMERCIAL
MORTGAGES. Construction loans,
rehabs, land, office bldgs, multi-family.
Quick closings. No credit check.
212-213-1324 or after hrs: 347-628-1393

COMMERCIALMORTGAGELOANS
LOOK, LIKE&LEND.

NOAPPRAISAL. 1WEEKCLOSING.
No adv fee. LES 212-371-3933

NYCWall St. 8000 S/F Turnkey
Rent $9500. $1M down. ID 43441

Call 1-866-449-6922
www.nybbinc.com

Capital Wanted 3402

UNDERWRITER NEEDED
N. Alabama -Residential Development
RE syndication seeks JV Partner.

Prelim. groundwork, entitlements,
plans complete. 450 lots. More info call

908-928-0192

Flowers-Corporate-Retail
Well established business located in
Atlantic City, NJ. Includes real estate.
Dynamic business nets $500k! Buyer
doesn't need flower exp. Ideal for exec
with corp exp managing employees.
DHA 856-910-1800

INVESTORS needed for healthcare fa-
cilities/alzheimers and dementia spe-
cialty. Excellent return on investment.
Please call 973-462-3592

Commercial Financing, A/R Financing,
Equip Leasing, Bridge Loans, Equity.
QUICKAPPROVAL. 800-605-5910.
www.FrommFinancialGroup.com

COMMERCIAL&BRIDGELOANS
$250,000 to $2,500,000. Fees.
Contact Harvey Goldman at 914-656-
0472 or hgoldman@elkassociates.com

LOOK! THIS IS DIFFERENT!
If you can comfortably afford a one-
time investment of $11,900. You could
earn $15,000+ every month and it's
easy & fun. We guarantee to show you
how in your area where it counts. In-
cludes a one-on-one training program.

Call 1-877-808-0800

CASH & Carry, wholesale/retail. Beer,
soda, candy, paper products, phone
cards, misc products distributor. C lic.
Sales $7 Mil+/year. $325k + inventory.

646-696-7677

5THAVENUEDENTALOFFICE
New Const 2-4 Ops for rent. Perfect for
retiring, reloc Dentist/Spec/Plast/
Derm. Conf Rm, on-site Lab, Staff
area, 1 full/2› BA. Sep Doc ent., 3 pvt
ofc, all new, high-tech. 212-813-1555.

VERY successful Wine & Liquor Stores
lwr Hudson Valley loc. Sales over
$12M+ yr. Owner retiring, partial fncg
for business/prop avail. 914-769-8822

MathMonkey.com
See our ad under Franchises

Fla. R.E.& Bus.Prop. 3462

DENTAL PRACTICE for sale estab-
lished since 1922. Adec chairs. City Hall
location. Perfect for a recent grad.

Contact 917-648-4939

Capital Wanted 3402

MEDFORD NY Salvage/Recycling Fa-
cility. 200X800 FT. Competitive rent, 70
foot above ground truck scale, exc op-
portunity. Established. 917-709-2851

We need a Co-Investor for a venture in
a champignon-mushroom industry, in
Indonesia. This Industry will cater to
the needs of US companies. Sugianto

sari-ubr@centrin.net.id

BALDWIN, L.I.—MERRICKROAD
Opportunity to lease fully equipped
NAIL SALON directly from Landlord
1,300 sqf. Call Monika 1 516 459-2383

250 Routes-For-Sale: We Buy & Sell.
VitaminWtr.- 300 accts…nets $2,500/wk
Vending - 3 days…………nets $2,475/wk
Wise - $59K down ………nets $1,150/wk

Call forFREEBe$t-Buy$-Li$t

open Sun. 5 1 6 - 4 8 2 - 8 2 5 0
www.RouteBrokers.com

NEWDENTALOPERATORYFOR
RENT. MIN 2 DAYS PERWEEK.

18 E. 50TH ST, 9TH FLR.
PLEASECALL 212-223-3005

Liquidation: dentals by groups, Deliv
sys, chair, dry air comp 13.8 A. $10K.
Phillips x-ray Peripro 3. $6,500. Auto
clb+instr. $5050. Files. 718-470-0428 Neg

ALL CASH CANDYROUTE
DoYou Earn $800 in a Day?
30Machines & Candy

All for $9,995 1-800-434-1947

#1 in COIN LAUNDRIES
SINCE 1968

100%LowRate Financing
Location Development

Design/Layout/Construction
Training/Marketing
Finest Equipment

Huebsch -Speed Queen

**FREE**
*INVESTMENT SEMINARS*
EVERYTUESDAY 6pm to 9pm

127-19 101st Ave, Richmond Hills, Qns

Personalized Presentations at

METROPOLITAN MACHINERY
*NY 718-441-4000*
*NJ 908-687-9400*

www.metropolitanmachinery.com

VERY successful Wine & Liquor Stores
lwr Hudson Valley loc. Sales over
$12M+ yr. Owner retiring, partial fncg
for business/prop avail. 914-769-8822

ACTIVE ENDOCRINOLOGY/DIA -
BETES Practice for sale in West Or-
ange New Jersey. Serious offers only.
Please call 201-461-0585 for info.

ADVERTISING Mobile Billboard Truck
Co. for sale. NY area. Gross $18K/
month, strong client list. Asking
$140,000. Principals only. 201-790-1236

DENTAL PRACTICE FOR SALE
New Rochelle, Long established great
potential for young dentist, very low
overhead. 845-553-5576 leavemessage

CAR WASH FOR SALE in NJ, By Own-
er, good volume on busy Hwy, 20 year
lease, asking 1 Million, No Brokers 201-
832-1006

Liquor Stores 3432

PRIMEASSET FUNDING
Real Estate Loans $1-$50+MIL
No Advance Fee. Brokers Welcome.
800-914-6680 PrimeAssetFunding.com

NINTHAVENUE …45th-46th STREET
* 40-SEATRESTAURANT *

LOWRENT. LONGLEASE. KEY.
Domus * Serge Feder 212-755-7272 x 15

COMM'L REALESTATELOANS
USA&Foreign-All Types & Land
30+ Years, Honest Dealings

1-800-878-F U ND
1-856-428-9800

Brokers & Finders Protected
jamisoncapital@aol.com

no fee until agreement is signed

FOR SALEProduce Distribution.
25 year old company. Gross sale week-
ly $35,000. Net profit $7,000 every week.

Sale price $140,000. 718-661-1843

BARIATRIC MEDICAL PRACTICE
Well-estab since 1970s in Huntington
Station, LI, NY for sale to facilitate

retirement. 631-549-8511

MIAMI 3429 NW 5th Ave. Totally reno-
vated, 6 unit building, 1 bdrm, 600 sq.ft/
pking lot secure. $699,000. Building va-
cant/ready to lease. Simha 305-778-9999

BEVERAGE CENTER License for
sale, hard to find, grandfathered,
wholesale-retail C license. $45,000 firm.
Serious inquiries only. 518-527-3493

DENTAL OFFICE—Fully equipped, 3
ops, modern equip, 5 station network,
digital x-ray, software licenses. Patch-
ogue, NY. No practice. 631-587-2173

Luncheon & Staty. Strs. 3434

CAR WASH, gas, store, lube, Suffolk
County, all new, needs owner operator
on premises. Tremendous upside. Net
$450K, key $1.9M, possible owner fin-
ancing, Tom Zom, 631-745-1202.

MR. ROUTE
RTE 1 Vitamin Wtr, NYC, net $1900/wk
after help, only $115K/dn. Huge pot'l.
RTE 2 Archway cookie, huge lwr Manh
area, net $1400-2000/wk, $210K/terms
516-785-6600 open 7 days 718-544-6600

visit us at www.mrrouteinc.com

Wall St/Finan Dist 18-20West Street

SEEKS UPSCALE RESTAURANT
Former Downtown AC. Raw 6000sf

JDFREALTY.com 212-216-9777 x19

HAIR/NAIL SALON Best loc, Queens
Blvd, Forest Hills. Fully equip, low rent,
loyal cust base. 18 yrs same loc, park-
ing, will finance & train. 516-652-6980

Stores Miscellaneous 3438

BUSINESS/FRANCHISE OPPORTUNITIES
(3400)

Laundromat: BRKLYN -$12,000/wk,
$6000/rent, $700,000/down. QUEENS -
$7800/wk, 15yr lease, $390,000/down .
Gordon 146-07 Union TPK, 718-969-3445

Newly constructed, state - of - the - art,
Park Ave prosthodontic practice offers
fully equip'd operatories for rent. Full
service lab on premises. 212-753-7672

PIZZERIA-Howard Beach 1100sf, 8yr
lease In/outdoor seating for 60. Annual
income $500K Busy! 718-747-7747 Ask
$159K CAROLLOREALESTATE.com

ROUTEWORLD 718-899-5854
Wise Snax -Queens/Bklyn. Short 4 days
earns $950+. $45K down w/truck. Make
this an early X-mas gift for yourself!

CASH ROUTE Make Money Now!
Huge protected area in Bronx, major
accts, wrk 3 days/wk. Truck incl. Bach-
man Snacks $40,000. Jim 917-817-6186

NEW JERSEYNBERGEN
DAYS INN FOR SALE

4.5 Acres PRIME. Rt 1 & 9 at Rt 3 at Lin-
coln Tunnel, 250 rooms, newly reno-
vated, new rooftop restaurant, great
potential. $58ML. Contact Sherry Pat-
terson Realty group 212-575-4900

PEPPERIDGE FARM COOKIES
South Florida/Aventura area, $440,000,

all inclusive. 305-812-1849

Car Wash 935K Sales Net 375K 625K dn
Car Wash 1.35M Sales Net 800K 1.3M dn
Car Wash 1.150 Sales Net 590K 1.2M dn
Car/W 1.850M Sale Net 990K 1.750M dn
CheckMore Listings RossBrothers.net
Ph: 516-766-7977 Fax: 516-766-7919

ARNOLD/THOMAS'S BREAD ROUTE
Sanford/Orlando Area, average wkly
salary $1500, less than 18 /1. Asking
$140,000. 407-353-8896

Hotels, Motels, Resorts
and Inns 3444

SENIOR PHYSICIANAVAILABLE
P/T for PainManagement, EMG

Studies, Medico-Legal Consultants,
NY/NJ. 914-337-6006, Fax: 914-779-2700

INVESTOR/PARTNERNEEDED
For slam dunk music project! Big
names. Manufacturing and distribution

in place. Call 917-496-7752

New Kosher Restaurant and Catering
Hall in Brooklyn. Looking for working
partner/chef. Experience in steak-
house/catering. 917-797-2937

WESTCHESTER * * Bagel Deli A-1 Loc
$350K * * Gourmet Seafood—Meat Deli
$385K * Also * Lunch Delis & Pizzeria
Rests... CONIGLIO Bkrs. 914-961-7725

OldMill Basin, Brooklyn Bldg for Sale
1800 sq ft + 1300 sq ft Basement
C/O restaurant/bar/club $650K

Steve Elliot LLC exclus agt 917-684-9849

BAGEL SALADS 2,500,000/yr
Gorgeous-Nets 450,000/year long lease
Excellent L.I. area $875,000 down

CheckMore Listings RossBrothers.net
Ph: 516-766-7977 Fax: 516-766-7919

NEEDMONEYVERYFAST?
3-day closing. $100K-$10mil. RE

secured. No credit check. No adv fee.
fastmoney@thejnet.com 718-972-9658

CAR WASH AND GAS STATION For
Sale, Largest Car Wash on Long Island,
with 2 acre park like setting, high vo-
lume location in Suffolk County. Lease
terms, option to buy land. Please call
516-458-5137 NO BROKERS

UNSECURED SIGNATURELOANS
$10K-$250K Approved the same day.

Any use. Fee.
www.AmOne.com/nyt 800-809-1173

West Vill. off 5th Ave. Web#893084

RESTAURANT/BAR
Fully equip, well estab Japanese Rest.
Over 3000 sq ft W/Long lease, good
terms. Call formore information.
Bo Jung 212-821-9122/917 744-9902

THE CORCORANGROUP

TOP MID TOWN Loc. 6 Dental Ops
avail within 12 chair busy practice. Lab
on premises. Below market rent. Can
sub lease 1 ormore. Sell › the space or
bring in associate for eventual merger
or take over, LvMsg. 212-876-0212

Miscellaneous 3454

Restaurant for Rent $11,750/mo
Vacant—fully equipped w/liquor lic &
ventilation. 1600 SF. Lwr E. Side,
71 Clinton St. NO FEE. 212-327-1414

GLASS &MIRRORBUSINESS
Owner Retiring!Now is your chance to
own a highly successful glass & mirror
sales installation & repair business. Lo-
cated inMorris County, call for details.
GILSENAN&CORltrs 201-445-1600

DoorManufacturer …………Net $250K
Tire Distributor ………………Net $150K

LIBIN/KATZ 718-858-3252
View listings at LIBINANDKATZ.COM

FINE CUSTOM PICTURE Frame Shop
looking for Invester or for sale. New
JersylLocation near GWbridge.

Call 917-626-2606

USEDCARLOT
& SHOP For Rent. Rockland Cty. Rt
303. Busy Lot. Lot $4500, Shop $3500.
Taxes $11K. Immed. 914-217-5678.

Restrnts., Bars & Clubs 3440

ANDREWCAPITAL LLC.
BUSINESS &R.E. LOANEXPERTS
$300K-$50MMFlexible programs.
Call for Free Consultation.

No Adv Fee. 866-940-2637
www.AndrewCapital.com

Professional Practices 3448

UPPEREASTSIDE
700 sf restaurant + basement with out-
door cafe, key $180K. Rent $5700/mo.
Helen Arden 212-891-7792 PDE

BUSYQUEENS FLORIST
near bus & train.excellent opportunity.
5 yr lease with option. Asking $65,000.
CALL 917-833-7359

EARN 400%Profit Margin
Distribute to schools & hospitals.
$125K to $250K req. No selling.

1-214-366-2219

MIDTOWN (Off 5th Ave) Established
$ Box Restaurant. 6000sf.170 seats.
$22,000/mo. Long lease possible.
Exclusive Broker, Tom 212-949-7007

GRAMERCYPARK
French Gourmet Food Store. 600 SF +

bsmt. Rent $5400/month. Key $.
Cook&Associates. 212-366-4319

FOR SALEBYOWNER:
Prime business ‘‘212'' area code tele-
phone numbers. 6 sequential Trunk
groups totaling 400 numbers. 3 Trunk
groups include xxx-5200, xxx-5600,
xxx-5800. For sale in total or by Trunk
Groups varying from 20 to 100 num-
bers per Trunk Group. Transfer of ser-
vice agreement available. If interested
please email Box#D2873@nytads.com

FAMILYMEDICAL PRACTICE
Long Island, Volume $850,000, x-ray
room, 7000 patients, asking $125,000.
Dan, ManheimRealty 516-520-2000

Financing & Bus. Loans 3406

PRIVATE LENDER
BRIDGE LOANS, 1 WEEK CLOSINGS

$500,000 - $100 MILLION+
Ask About Our

NEW LOWER RATES!
Loans secured by Real Estate,
(even raw land) or any fixed asset.
No up front fee until agreement signed

BROKERS WELCOME

Call 1-800-342-8500
www.kennedyfunding.com

Queens NEW STORE Hi Medicaid
High Traffic Area Priced to Sell

SCHECTMAN 516-746-4020

Franchises/Distributorships
Lines Offered 3408

Excellent Business Oppty. Pizzeria/
Restaurant, 2400 SF, 50 person seating,
prime Westchester loc. Brand new.
Great value at $425K. 914-474-4192.

CAFE Small, 53rd St btw 2nd & 3rd.
7 yr lease. Asking $80,000.

Call 917-416-9544

Available, new patented robotics me-
chanism, see at VIDEO GOOGLE, type
rough terrain walker mechanism, than
click search. Call 510-582-1816

EV 1600sf Fully Built 15' Ceils

247 EAST HOUSTON ST
Seats 50, Long Lease, Immd. $80K Key
JDFREALTY.com 212-216-9777 x19

A COKE/M&MROUTE
Great locations. Earn BIG$ $

$0 down financing.
800-367-2106 (24/7) x:2045

INVESTOR/BUSINESS PARTNER
WANTED-for new Faith Based Record

label & clothing line
www.myprayerweargear.com
212-465-3337 or 402-714-6456
pwginc3@yahoo.com
serious inquiries only

G.Central 143 E.47th St (3rd & Lex)
Fully Fixt 1500sf Restaurant. Turn-Key.

Former Japanese/Sushi. Key $
Full Bsmt, Full Liquor. Bankruptcy.

JDFREALTY.com 212-216-9777 x19/21

BAYRIDGE CLUB/REST-Apprx 5000sf,
hi grossing, PA for 325. Reasonably
priced, big upside, 12 yrs left.
Lower ES Lounge, 5000sf on 2 flrs, w/2
liq lic's, cap 300, belowmkt rent.
AVEA-4500sf RESTw/liq lic, 11+yr lse.

www.TowerBrokerage.com
Marc Berger 212-673-7333 x306

Connecticut Restaurants Businesses &
Properties: Black Rock, Bridgeport-
(Little Italy), Fairfield, Ridgefield, Strat-
ford, Wilton, & Many More. Guttman
Realty. Call Audrey 203-526-0211

Capital Wanted 3402

Business Services 3460

WEHAVEACCREDITED INVESTORS
who invest in start-up &
expanding businesses

http://freshaccreditedleads.com
Call 352-687-0022

ANOTHERCAMP NEEDED!
Sell today.We have the buyer.

Call Ted
215-572-6920 CAMPLISTING.COM

Professional Practices 3448

PODIATRY PRAC Well est, Bronx, exc
opp for new grad/satellite ofc. Owner
retiring. Reasonable. Email contact
info: demanda-rocks@lycos.com

MEDICAL OFFICE For rent to share
w/a dentist. 2 rms, great Queens loca-
tion, busy area. 221-28 Hempstead Ave.

718-736-6162 or 646-812-5420

New on the market. East Village Bar /
Lounge. 1500sf. Rent 4K. 9.5yr lease.
E Village Restrnt. 700sf. rent 4k. 10yr ls
Call for more info. Guttman Realty Ad-
visors. Sabri 212-532-8600 ext. 13

CAR WASH very busy area in Brook-
lyn with a 27 year lease left. Grossing
$1.5 million, net $450 after expenses.
$2.8 million. Call Viki 917-774-3309 Agent

FORESTHILLS

Modern computer school.
Excellent location. 917-434-4784.

Capital to Invest 3404

FAMILY HAIRCARE SALON, Naples,
FL, Coastland Center Mall. Big money
maker. Asking 1 yrs gross. See: family-
haircaresalon or Web ID #B1Z611303
NYTimes or Owner 239-947-6158

RESTAURANT -LONG BEACH. Prime
loc on Park Ave. Highest visability,
across from LIRR, long term lse. Ap-
prox 200 seat, separate pkg lot, high vo-
lume, new American w/ separate bar
area & catering rm. $975K. 631-752-1053

SUPER LAUNDRY
The Largest Builder of

*** COIN LAUNDRIES ***
WeProvide Best Equip

* Construction * Financing *
FREEPROFIT SEMINARS
TUESDec 19, 6:00 pm
Courtyard/Marriott

631Midland Ave, Rye NY

WED, Dec 6, 6:30PM
Adria Hotel,221-17 Northern Blvd

Bayside, NY

Thurs Dec 7, 6:30 pm
Roosevelt Hotel,Madison/E45th ,NYC
CALL TOLL FREE 1-888-678-9274

www.superlaundry.com

Food Stores 3428

Childrens Party/Cake Catering
Well established, fully equipped,
Great lease terms....$199,900

KERGE 201-569-8035 201-567-8639

REPEAT INCOME FOR YOU!
New product used by every business.
Residuals. $10K inv req. Returns $150K
1st yr. 800-330-3684 FreeVideo

Routes 3443

Laundry & Clng. Stores 3430

HI-VOLUME CONVENIENT STORE
For sale, long lease, priced to sell!
Great opportunity! Great location!
Serious buyers only! 516-242-2454

LAUNDROMAT, SUPER SIZE
Brooklyn Location
Over 100Machines

New, Under Construction
Minimum Investment 235k
Open House 12/7/06 12-2:00pm

Call 516-682-4823

DELI/Italian,
$35K/week Net $285K.
Long lease, ID 20945. Call 1-866-449-6922

www.nybbinc.com

HUDSON VALLEY, NY
Exquisitemansion w/rest. banq. fac
& B&B on 8manicured acres.
Ideal for weddings, corp retreats
or private res. Offered at $4.95M

MIDDLETOWN, NY
200 seat diner w/35K + /wk gross.
Very busy area. Offered at $2.15M

JCKapas RE Co. 201-845-3700
www.jckapas.com

WALL ST OFC
Phone/Mail Svc, Furnished Offices.
Conference Rooms (By the Hour)

212-943-1111 www.sri-ny.com

Laundry & Clng. Stores 3430

Restrnts., Bars & Clubs 3440

PIZZA/TACO Franchise business for
sale. Prime location in Queens. Gross
$750,000/year. Asking $750,000. Call Pa-

trick atWin Realty, 718-321-1414

ROUTE, CANDY VENDING
50 established locations in the Patch-
ogue South Shore area. Excellent in-
come. Service› day per week. $4900.
Call 631-737-1819

PERIODONTIST
Very personable & expert in all phases
of surgical & non-surgical perio w/16
yrs exp seeking pos'n in your gen'l/
group practice 1-2 days/wk. Have all
my own surgical instruments & refs
are avail. Qns & LI only. 516-255-8398

Beautiful New Windowed Dental Oper-
atory (1 or 2) For Rent. Great location
46th &Madison.Warm environment.
Call 212 -371-1999 am or 212-787-1058 pm

Camps & Schools 3450

LOCKSMITH BUSINESS-Bergen Cty,
NJ. Upscale town. Decorative Door &
Builders Hardware & Complete Lock-
smith svc. Long estab, very successful
GILSENAN&CORltrs 201-445-1600

BROOKLYN Trophy Location on
Brooklyn's best restaurant street, full
bar, inside/outside seating, fair rent
and key. David Gruber RE 212-591-1115

Miscellaneous 3454

INVESTORWANTED -Startup Capital
$1,000,000, fast return plus · partner,
serious inquiries only. Ask for:

Don 718-359-6679

Pharmacies 3426

FREIGHT LOGISTICS
Logistics company with offices in NY,
Chicago, LA, seeks buyer or investor
for expansion. $17M Revenues. Profi-
table. Excellent opportunity with out-
standing potential. Principles Only.
Inquire at Logis2000@aol.com

PIZZERIA/RESTAURANT
$35K/week Net $500K+
#1 Location! ID 43722 1-866-449-6922

www.nybbinc.com

NYTx,2006-12-03,BU,009,Bs-BW,E1
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(The oil trader and his lawyers received
more than $30 million, while two other
groups of whistle-blowers received more
than $40 million.) The second was that top
Interior officials had been obstinately blind
to the oil industry’s practices. The third was
about the power of the False Claims Act.
Until Mr. Johnson came along, no one had
used it to go after royalty underpayments.

Created in 1849 to manage the nation’s
publicly owned natural resources, from na-
tional forests to parks and waterways, the
Interior Department oversees timber, graz-
ing, mining and oil drilling operations over
many tens of millions of acres. And while
the agency has often tried to increase drill-
ing and mining under Democrats and Re-
publicans alike, current and former officials
say the Bush administration elevated that
goal above almost all of the department’s
other mandates.

Mr. Maxwell says his frustrations with
the Interior Department escalated after the
Bush administration took office in 2001. The
Interior Department’s top priorities be-
came increasing domestic oil and gas pro-
duction, offering more incentives to drillers
in the Gulf of Mexico and pushing to open
the Arctic National Wildlife Refuge and oth-
er wilderness areas to drilling. The de-
partment trimmed spending on enforce-
ment and cut back on auditors, and sped up
approvals for drilling applications.

The agency’s senior ranks also became
more heavily populated with officials
friendly to the energy industry. For exam-
ple, its new deputy secretary, J. Steven
Griles, worked as an oil industry lobbyist be-
fore joining the department, and Chevron
and Shell had paid him as an expert witness
on their behalf in the Benji Johnson case.
Mr. Griles declined to comment.Auditors,
according to Mr. Maxwell and many others,
were told to devote less energy to time-
consuming audits and rely more on a com-
puterized monitoring system called “com-
pliance review.’’ Auditors complained that
the new system was superficial and riddled
with technical problems. Even when the
new system flagged potential underpay-
ments, Mr. Maxwell said, it often failed to
supply conclusive information.

“We were getting shut down on all kinds of
cases,’’ he said. “We started to wish that
someone would come along and file a False
Claims suit, so we could jump onboard.”

Auditing and compliance review had gen-
erated an average of about $176 million an-
nually in the 1990s, with an extraordinary
peak of $331 million in 2000, according to
data from the Congressional Budget Office

and the Interior Department. But from 2001
through 2005, a period when energy prices
soared to new highs, enforcement revenue
averaged about $46 million a year.

In 2004, the Interior Department’s in-
spector general issued a blistering report
about the auditing system, saying that many
auditors were unqualified, that essential
documents were being lost and that the in-
ternal review process was “ineffective.’’

BY 2002, Mr. Maxwell was fed up. He
and a team of auditors had worked
for months to dissect a complicated

marketing deal by Kerr-McGee that they
believed was cheating the government. He
concluded that Kerr-McGee was selling all
its oil at below-market prices to another
company that compensated Kerr-McGee by
assuming many of its marketing and admin-
istrative costs.

Simply put, Kerr-McGee seemed to be
getting paid in both cash and services, but it
was calculating its royalties only on the
cash it received. Mr. Maxwell calculated
that the company had underpaid the govern-
ment by as much as $12 million between
1997 and 2002. State auditors in Louisiana
had been investigating exactly the same is-
sue in 2001, and ordered Kerr-McGee to pay
an extra $2 million in royalties on oil from
state lands.

According to Mr. Maxwell and Interior
Department officials, when Mr. Maxwell
presented his findings to his superiors,
agency lawyers told him to drop the case.
When he continued to argue, he recounts in
his lawsuit, the agency’s chief of enforce-
ment warned him that the director of the
M.M.S., Johnnie M. Burton, would be “very
upset’’ if he persisted.

“The word came down from the top, not to
issue this order,’’ Mr. Maxwell said in an in-
terview, speaking about the Interior De-
partment. “There have always been people
who don’t want to pursue things. But now
it’s grown into a major illness. It’s dys-
functional.’’

In a written response to questions from
The New York Times, the Minerals Manage-
ment Service said it was “rare’’ to overrule
an auditor but that Mr. Maxwell’s conten-
tions involved a “questionable application of
M.M.S. regulations.’’ 

The matter might have ended there, ex-
cept that Mr. Maxwell decided to retire in
June 2003. As soon as he left the agency, he
began researching the possibility of emulat-
ing Benji Johnson and filing his own suit un-
der the False Claims Act. As it happened,
Mr. Maxwell’s “retirement’’ was brief. In
October, the Interior Department rehired
him to fill a management gap in its Denver
office, and it put him in charge of a 120-

person auditing team monitoring the Gulf of
Mexico.

Despite rejoining the government, Mr.
Maxwell filed his suit against Kerr-McGee
in June 2004. The case was unsealed on Jan.
20, 2005; a week later, Mr. Maxwell lost his
job. 

Arriving at his office shortly before 8 a.m.
on Jan. 27, Mr. Maxwell said he was sum-
moned to a meeting with a senior M.M.S. of-
ficial, who had flown in from Washington.
The official handed him a memo, explaining
that his job responsibilities were being
moved to Houston and that his position
would be eliminated.

To this day, Interior officials say they
never fired Mr. Maxwell. They say, ac-
cording to court papers, that he was merely
a “re-employed annuitant’’ who was no long-
er needed. “The position disappeared,’’ said
Ms. Burton, the M.M.S. director, in a meet-
ing with energy reporters in September. 

Mr. Maxwell protested. He said he would
have relocated or taken a different job. He
added that he was a certified public ac-
countant and had a master’s degree in busi-
ness administration; his successor lacked
those degrees. But the fight did not last long.
When Interior officials offered Mr. Maxwell
a confidential financial settlement to leave
without a fight, he took the deal and moved
to Hawaii.

And he continued to press his case against
Kerr-McGee. The company tried and failed
to have the suit dismissed, arguing that a
federal auditor should not be allowed to take
information from work and file a lawsuit un-
der the False Claims Act. In October, eight
major oil companies including Chevron and
Exxon Mobil weighed in on Kerr-McGee’s
side.

“Government employees who uncover
suspected fraud in the course of carrying
out their jobs will receive a tacit invitation’’
to sue as private citizens, the companies ar-
gued in their brief. After the appellate court
rejected the industry’s plea, Mr. Maxwell’s
trial was rescheduled for January. Settle-
ment talks are scheduled to begin in Denver
this week. 

Interior officials contend that Mr. Max-
well and other auditors have a conflict of in-
terest when they stand to gain personally
from their enforcement work. “These peo-
ple could be entitled to collect 30 percent of
the money that is owed to the government,
for work they were already being paid to
do,’’ Ms. Burton told reporters in Septem-
ber.

If Mr. Maxwell had not acted, of course,
the government would have had no chance
of recovering any money at all. James W.
Moorman, president of Taxpayers Against
Fraud, a nonprofit organization that special-
izes in the False Claims Act, acknowledged
that it was less than ideal for federal in-
vestigators to have a financial stake in re-
belling against their bosses. But he said the
alternatives might be worse.

“You’re talking about a situation where
there seems to be complete breakdown in
the system,’’ Mr. Moorman said. “If they’ve
got evidence of fraud, why shouldn’t a court
hear it?”

STANDING in his garage recently, Mr.
Maxwell pointed to six big cartons
stacked along the wall. They con-

tained 60,000 pages of documents that Kerr-
McGee and the Interior Department had
provided as part of the discovery process in
his lawsuit. Mr. Maxwell, true to form, has
gone through every page, and distilled his
case into seven modestly sized binders he
keeps in his living room. He says he is ready
for trial, and even for the possibility of los-
ing.

If he does lose, his lawyers will not charge
for their work but he will have to pay about
$125,000 to expert witnesses he has hired. “I
can manage it,’’ he said. He has saved
money all his life, he said, and can live on his
savings and his pension. 

“He’s thought about all the options, and
none of them seem life-threatening to him,”
said his daughter, Angela Maxwell Horn.
“What can they do him? They’ve already
fired him.” Ø

Whistle

Jamie Rose for The New York Times

Earl E. Devaney, the Interior Department inspector general, testified in September
that officials at the agency had repeatedly glossed over ethical lapses and bungling.

Reed Saxon/Associated Press

Representative Darrell E. Issa said state-
owned resources had not been well used.

Continued From Preceding Page

NIGHTCLUB /RESTAURANT /BAR
Atlantic City - great creative oppt'y

for landmark property.
George Christine, Bkr 609-345-3030

WESTVILLAGERESTAURANT
Great location, 6000 SF,
P.A. 110, $20,000/month.

Cook and Associates 212-366-4319

THE XIBIX GROUP
Servicing The Serious Buyer

In The Acquisition Of A Business
212-481-8484 31 E. 32nd ST NY, NY 10016
Visit our website at: www.xibix.com

RESTAURANT FOR SALE
FULLY EQUIPPED, Great for coffee
shop or upscale dining. Full liquor
license. Clinton Hills Vic. 917-922-3080

Restrnts., Bars & Clubs 3440

CarWash &Oil Change -CT
3-location chain, rare opportunity!
Fairfield & NewHaven Counties.
Clean records, well-established w/
multiple profit centers grossing
$4MM+/-. Contact: Carter, Morse
&Mathias (203)254-3333 x 221 or
Amie@cartermorse.com

All inquiries will be held confidential.

Earn High Returns 14%Secured byR.E.
Call for details 888-282-3122
THELOANCENTER

6-12month term,min. 50K inv.
www.loancenterinc.com

DOMONKEYS KNOCK?
After-school enrichment is exploding
franchise segment. Unique system
from India teaches kids to love math.
Exclusive territory. SBA Financing
Nat'l expansion. US/CANADA

1-877-977-MATH X 123
MathMonkey.com
offer by prospectus only

Beauty & Barber Shops 3424

Unbranded w/C-Store $290,000, Suffolk
Getty w/C-Store $190,000-Nassau
Gas w/C-Store, $400,000 Suffolk+more
Bkr 212-786-2320, www.fillerup.org

Two Assisted Living Programs, NYS;
DOH Cert, beuatiful upstate location,
Profitable turnkey operation. Call 845-
901-2158 Email:rocky1r@hotmail.com

Automobile Repair and
Gas Stations 3446

BUSINESS
OPPORTUNITIES

(3400)

$500K to $50M
Secured by Commercial R.E. 7-10 day
closings. Commitment fee at closing.

METROFUNDING CORP.
Toll Free: 866-302-6360

Restaurant 319 Bway (Cnr Thompson)
Beautiful Landmark Building

Appx 2500 SF Ground-main seating +
1700 SF Lower-ideal for private events
+ Storage. 178 Capacity. Fully eqped.
Lease for sale $650K. 11› yr term.
glanzrockc@aol.com or 917-502-4323

53rd St off 10th Previously Deli

775 SqFt
S.Klatsky TEI (LicREBkr) 212-206-6155

Waterfront Restaurant & Property!
Steamboat Landing, Glen Cove,

$500K dwn, $3.1M. Docking, huge park-
ing, seats 100 in, 300 out. 516-526-8080.

PROFESSIONAL Space/Chairs/Rooms
for rent. Ideal for Dentist or M.D. Sepa-
rate entrance, fully equipped, newly
built, parking. Levittown 516-680-8149.

Professional Practices 3448

TRAVELLODGE ………40+ ROOMS.
REDCARPET………………60 ROOMS.
DAY'S INN…………………40+ ROOMS.
Motel Sales 508-394-9594

BIO DIESEL
Manufacture of Equipment for the

production of Bio Diesel.
516-318-7340/631-830-1276

DUNKIN' DONUTS (4) Tri-state area.
Proof of funds required. No brokers
please. Profit Wisdom Corp 212-
244-8163

TURNKEY Newly renovated Italian
Restaurant with full bar, seats 100, high
traffic road in affluent CT town. Ample
parking, good for any concept. Asking
$295,000. Leavemessage, 203-459-2652

FOR SALE, well-established private
dental practice. Mid-Westchester.
Gross $1.1M. New office and equip in
new building. Near train and highways.
Middle to upper income area. Long
lease. $800,000. Financing available.
Fax your resume to 914-747-5976

DOLLAR STORE/VARIETY STORE
L.I. Location. 5300 sqft, High visability,
great parking, long lease. MUST SELL!
$125,000. Incl. over $90,000 in inventory.

Call 718-738-7061

20 West, 1600 sq ft Restaurant/1800 sq ft
backyard, fully equipped, 2 basements,
liquor license, 10 year lease, $695K.
2500 sq ft Lounge, 10 year lease,

$9500/rent, $550K 212-583-0050, ext 17
Email: yaron@homequestnyc.com

SEAPORT 85 SOUTH ST
Raw 6000sf + 7000sf Bsmnt. Next to

The Cubes. Ideal Rest/Club/Bar Opptys
JDFREALTY.com 212-216-9777 x19

Florida Restaurant &Mini Market
2.5 acres, located in Clewiston, FL,
1.5 mis fromMiami, est over 20 yrs.
Call: 863-983-3227 or 954-410-3911 RENT A LOCKER

Self Storage (also Desk Space)
Business Record Storage

Mailboxes PlusMany other Services
www.jsrentalocker.com

147W 35th St 212-947-0026

REALESTATELOANSONLY
COMMERCIAL&RESIDENTIAL
Nat'l Pvt Lender-Conventional Mtgs
HardMoneyMtgs-No Credit Needed
All Type Real Estate Loans Considered
No Upfront Fees, Brokers Protected
$500KMin -15M, Steve, 678-354-0251

GOURMET DELI/ICE CREAM
SHOPPE exc loc, plenty of parking,
new equipment, 2 yrs old, great poten-
tial. Danbury CT. $125,000. 914-672-7278

Franchises/Distributorships
Lines Offered 3408

Deer Park Auto Salvage Yard, 60,000
SF, largest inventory for Engs and
Trans for NY area, Turn Key. Formore
info www.nyengines.com, 917-709-2851

PHARMACY $5 million in revenue plus
200 scripts per day. Profitable estab-
lished store. No brokers please. Profit
WisdomCorp 212-244-8163

PRIVATE MONEY COMMERCIAL
MORTGAGES. Construction loans,
rehabs, land, office bldgs, multi-family.
Quick closings. No credit check.
212-213-1324 or after hrs: 347-628-1393

COMMERCIALMORTGAGELOANS
LOOK, LIKE&LEND.

NOAPPRAISAL. 1WEEKCLOSING.
No adv fee. LES 212-371-3933

NYCWall St. 8000 S/F Turnkey
Rent $9500. $1M down. ID 43441

Call 1-866-449-6922
www.nybbinc.com

Capital Wanted 3402

UNDERWRITER NEEDED
N. Alabama -Residential Development
RE syndication seeks JV Partner.

Prelim. groundwork, entitlements,
plans complete. 450 lots. More info call

908-928-0192

Flowers-Corporate-Retail
Well established business located in
Atlantic City, NJ. Includes real estate.
Dynamic business nets $500k! Buyer
doesn't need flower exp. Ideal for exec
with corp exp managing employees.
DHA 856-910-1800

INVESTORS needed for healthcare fa-
cilities/alzheimers and dementia spe-
cialty. Excellent return on investment.
Please call 973-462-3592

Commercial Financing, A/R Financing,
Equip Leasing, Bridge Loans, Equity.
QUICKAPPROVAL. 800-605-5910.
www.FrommFinancialGroup.com

COMMERCIAL&BRIDGELOANS
$250,000 to $2,500,000. Fees.
Contact Harvey Goldman at 914-656-
0472 or hgoldman@elkassociates.com

LOOK! THIS IS DIFFERENT!
If you can comfortably afford a one-
time investment of $11,900. You could
earn $15,000+ every month and it's
easy & fun. We guarantee to show you
how in your area where it counts. In-
cludes a one-on-one training program.

Call 1-877-808-0800

CASH & Carry, wholesale/retail. Beer,
soda, candy, paper products, phone
cards, misc products distributor. C lic.
Sales $7 Mil+/year. $325k + inventory.

646-696-7677

5THAVENUEDENTALOFFICE
New Const 2-4 Ops for rent. Perfect for
retiring, reloc Dentist/Spec/Plast/
Derm. Conf Rm, on-site Lab, Staff
area, 1 full/2› BA. Sep Doc ent., 3 pvt
ofc, all new, high-tech. 212-813-1555.

VERY successful Wine & Liquor Stores
lwr Hudson Valley loc. Sales over
$12M+ yr. Owner retiring, partial fncg
for business/prop avail. 914-769-8822

MathMonkey.com
See our ad under Franchises

Fla. R.E.& Bus.Prop. 3462

DENTAL PRACTICE for sale estab-
lished since 1922. Adec chairs. City Hall
location. Perfect for a recent grad.

Contact 917-648-4939

Capital Wanted 3402

MEDFORD NY Salvage/Recycling Fa-
cility. 200X800 FT. Competitive rent, 70
foot above ground truck scale, exc op-
portunity. Established. 917-709-2851

We need a Co-Investor for a venture in
a champignon-mushroom industry, in
Indonesia. This Industry will cater to
the needs of US companies. Sugianto

sari-ubr@centrin.net.id

BALDWIN, L.I.—MERRICKROAD
Opportunity to lease fully equipped
NAIL SALON directly from Landlord
1,300 sqf. Call Monika 1 516 459-2383

250 Routes-For-Sale: We Buy & Sell.
VitaminWtr.- 300 accts…nets $2,500/wk
Vending - 3 days…………nets $2,475/wk
Wise - $59K down ………nets $1,150/wk

Call forFREEBe$t-Buy$-Li$t

open Sun. 5 1 6 - 4 8 2 - 8 2 5 0
www.RouteBrokers.com

NEWDENTALOPERATORYFOR
RENT. MIN 2 DAYS PERWEEK.

18 E. 50TH ST, 9TH FLR.
PLEASECALL 212-223-3005

Liquidation: dentals by groups, Deliv
sys, chair, dry air comp 13.8 A. $10K.
Phillips x-ray Peripro 3. $6,500. Auto
clb+instr. $5050. Files. 718-470-0428 Neg

ALL CASH CANDYROUTE
DoYou Earn $800 in a Day?
30Machines & Candy

All for $9,995 1-800-434-1947

#1 in COIN LAUNDRIES
SINCE 1968

100%LowRate Financing
Location Development

Design/Layout/Construction
Training/Marketing
Finest Equipment

Huebsch -Speed Queen

**FREE**
*INVESTMENT SEMINARS*
EVERYTUESDAY 6pm to 9pm

127-19 101st Ave, Richmond Hills, Qns

Personalized Presentations at

METROPOLITAN MACHINERY
*NY 718-441-4000*
*NJ 908-687-9400*

www.metropolitanmachinery.com

VERY successful Wine & Liquor Stores
lwr Hudson Valley loc. Sales over
$12M+ yr. Owner retiring, partial fncg
for business/prop avail. 914-769-8822

ACTIVE ENDOCRINOLOGY/DIA -
BETES Practice for sale in West Or-
ange New Jersey. Serious offers only.
Please call 201-461-0585 for info.

ADVERTISING Mobile Billboard Truck
Co. for sale. NY area. Gross $18K/
month, strong client list. Asking
$140,000. Principals only. 201-790-1236

DENTAL PRACTICE FOR SALE
New Rochelle, Long established great
potential for young dentist, very low
overhead. 845-553-5576 leavemessage

CAR WASH FOR SALE in NJ, By Own-
er, good volume on busy Hwy, 20 year
lease, asking 1 Million, No Brokers 201-
832-1006

Liquor Stores 3432

PRIMEASSET FUNDING
Real Estate Loans $1-$50+MIL
No Advance Fee. Brokers Welcome.
800-914-6680 PrimeAssetFunding.com

NINTHAVENUE …45th-46th STREET
* 40-SEATRESTAURANT *

LOWRENT. LONGLEASE. KEY.
Domus * Serge Feder 212-755-7272 x 15

COMM'L REALESTATELOANS
USA&Foreign-All Types & Land
30+ Years, Honest Dealings

1-800-878-F U ND
1-856-428-9800

Brokers & Finders Protected
jamisoncapital@aol.com

no fee until agreement is signed

FOR SALEProduce Distribution.
25 year old company. Gross sale week-
ly $35,000. Net profit $7,000 every week.

Sale price $140,000. 718-661-1843

BARIATRIC MEDICAL PRACTICE
Well-estab since 1970s in Huntington
Station, LI, NY for sale to facilitate

retirement. 631-549-8511

MIAMI 3429 NW 5th Ave. Totally reno-
vated, 6 unit building, 1 bdrm, 600 sq.ft/
pking lot secure. $699,000. Building va-
cant/ready to lease. Simha 305-778-9999

BEVERAGE CENTER License for
sale, hard to find, grandfathered,
wholesale-retail C license. $45,000 firm.
Serious inquiries only. 518-527-3493

DENTAL OFFICE—Fully equipped, 3
ops, modern equip, 5 station network,
digital x-ray, software licenses. Patch-
ogue, NY. No practice. 631-587-2173

Luncheon & Staty. Strs. 3434

CAR WASH, gas, store, lube, Suffolk
County, all new, needs owner operator
on premises. Tremendous upside. Net
$450K, key $1.9M, possible owner fin-
ancing, Tom Zom, 631-745-1202.

MR. ROUTE
RTE 1 Vitamin Wtr, NYC, net $1900/wk
after help, only $115K/dn. Huge pot'l.
RTE 2 Archway cookie, huge lwr Manh
area, net $1400-2000/wk, $210K/terms
516-785-6600 open 7 days 718-544-6600

visit us at www.mrrouteinc.com

Wall St/Finan Dist 18-20West Street

SEEKS UPSCALE RESTAURANT
Former Downtown AC. Raw 6000sf

JDFREALTY.com 212-216-9777 x19

HAIR/NAIL SALON Best loc, Queens
Blvd, Forest Hills. Fully equip, low rent,
loyal cust base. 18 yrs same loc, park-
ing, will finance & train. 516-652-6980

Stores Miscellaneous 3438

BUSINESS/FRANCHISE OPPORTUNITIES
(3400)

Laundromat: BRKLYN -$12,000/wk,
$6000/rent, $700,000/down. QUEENS -
$7800/wk, 15yr lease, $390,000/down .
Gordon 146-07 Union TPK, 718-969-3445

Newly constructed, state - of - the - art,
Park Ave prosthodontic practice offers
fully equip'd operatories for rent. Full
service lab on premises. 212-753-7672

PIZZERIA-Howard Beach 1100sf, 8yr
lease In/outdoor seating for 60. Annual
income $500K Busy! 718-747-7747 Ask
$159K CAROLLOREALESTATE.com

ROUTEWORLD 718-899-5854
Wise Snax -Queens/Bklyn. Short 4 days
earns $950+. $45K down w/truck. Make
this an early X-mas gift for yourself!

CASH ROUTE Make Money Now!
Huge protected area in Bronx, major
accts, wrk 3 days/wk. Truck incl. Bach-
man Snacks $40,000. Jim 917-817-6186

NEW JERSEYNBERGEN
DAYS INN FOR SALE

4.5 Acres PRIME. Rt 1 & 9 at Rt 3 at Lin-
coln Tunnel, 250 rooms, newly reno-
vated, new rooftop restaurant, great
potential. $58ML. Contact Sherry Pat-
terson Realty group 212-575-4900

PEPPERIDGE FARM COOKIES
South Florida/Aventura area, $440,000,

all inclusive. 305-812-1849

Car Wash 935K Sales Net 375K 625K dn
Car Wash 1.35M Sales Net 800K 1.3M dn
Car Wash 1.150 Sales Net 590K 1.2M dn
Car/W 1.850M Sale Net 990K 1.750M dn
CheckMore Listings RossBrothers.net
Ph: 516-766-7977 Fax: 516-766-7919

ARNOLD/THOMAS'S BREAD ROUTE
Sanford/Orlando Area, average wkly
salary $1500, less than 18 /1. Asking
$140,000. 407-353-8896

Hotels, Motels, Resorts
and Inns 3444

SENIOR PHYSICIANAVAILABLE
P/T for PainManagement, EMG

Studies, Medico-Legal Consultants,
NY/NJ. 914-337-6006, Fax: 914-779-2700

INVESTOR/PARTNERNEEDED
For slam dunk music project! Big
names. Manufacturing and distribution

in place. Call 917-496-7752

New Kosher Restaurant and Catering
Hall in Brooklyn. Looking for working
partner/chef. Experience in steak-
house/catering. 917-797-2937

WESTCHESTER * * Bagel Deli A-1 Loc
$350K * * Gourmet Seafood—Meat Deli
$385K * Also * Lunch Delis & Pizzeria
Rests... CONIGLIO Bkrs. 914-961-7725

OldMill Basin, Brooklyn Bldg for Sale
1800 sq ft + 1300 sq ft Basement
C/O restaurant/bar/club $650K

Steve Elliot LLC exclus agt 917-684-9849

BAGEL SALADS 2,500,000/yr
Gorgeous-Nets 450,000/year long lease
Excellent L.I. area $875,000 down

CheckMore Listings RossBrothers.net
Ph: 516-766-7977 Fax: 516-766-7919

NEEDMONEYVERYFAST?
3-day closing. $100K-$10mil. RE

secured. No credit check. No adv fee.
fastmoney@thejnet.com 718-972-9658

CAR WASH AND GAS STATION For
Sale, Largest Car Wash on Long Island,
with 2 acre park like setting, high vo-
lume location in Suffolk County. Lease
terms, option to buy land. Please call
516-458-5137 NO BROKERS

UNSECURED SIGNATURELOANS
$10K-$250K Approved the same day.

Any use. Fee.
www.AmOne.com/nyt 800-809-1173

West Vill. off 5th Ave. Web#893084

RESTAURANT/BAR
Fully equip, well estab Japanese Rest.
Over 3000 sq ft W/Long lease, good
terms. Call formore information.
Bo Jung 212-821-9122/917 744-9902

THE CORCORANGROUP

TOP MID TOWN Loc. 6 Dental Ops
avail within 12 chair busy practice. Lab
on premises. Below market rent. Can
sub lease 1 ormore. Sell › the space or
bring in associate for eventual merger
or take over, LvMsg. 212-876-0212

Miscellaneous 3454

Restaurant for Rent $11,750/mo
Vacant—fully equipped w/liquor lic &
ventilation. 1600 SF. Lwr E. Side,
71 Clinton St. NO FEE. 212-327-1414

GLASS &MIRRORBUSINESS
Owner Retiring!Now is your chance to
own a highly successful glass & mirror
sales installation & repair business. Lo-
cated inMorris County, call for details.
GILSENAN&CORltrs 201-445-1600

DoorManufacturer …………Net $250K
Tire Distributor ………………Net $150K

LIBIN/KATZ 718-858-3252
View listings at LIBINANDKATZ.COM

FINE CUSTOM PICTURE Frame Shop
looking for Invester or for sale. New
JersylLocation near GWbridge.

Call 917-626-2606

USEDCARLOT
& SHOP For Rent. Rockland Cty. Rt
303. Busy Lot. Lot $4500, Shop $3500.
Taxes $11K. Immed. 914-217-5678.

Restrnts., Bars & Clubs 3440

ANDREWCAPITAL LLC.
BUSINESS &R.E. LOANEXPERTS
$300K-$50MMFlexible programs.
Call for Free Consultation.

No Adv Fee. 866-940-2637
www.AndrewCapital.com

Professional Practices 3448

UPPEREASTSIDE
700 sf restaurant + basement with out-
door cafe, key $180K. Rent $5700/mo.
Helen Arden 212-891-7792 PDE

BUSYQUEENS FLORIST
near bus & train.excellent opportunity.
5 yr lease with option. Asking $65,000.
CALL 917-833-7359

EARN 400%Profit Margin
Distribute to schools & hospitals.
$125K to $250K req. No selling.

1-214-366-2219

MIDTOWN (Off 5th Ave) Established
$ Box Restaurant. 6000sf.170 seats.
$22,000/mo. Long lease possible.
Exclusive Broker, Tom 212-949-7007

GRAMERCYPARK
French Gourmet Food Store. 600 SF +

bsmt. Rent $5400/month. Key $.
Cook&Associates. 212-366-4319

FOR SALEBYOWNER:
Prime business ‘‘212'' area code tele-
phone numbers. 6 sequential Trunk
groups totaling 400 numbers. 3 Trunk
groups include xxx-5200, xxx-5600,
xxx-5800. For sale in total or by Trunk
Groups varying from 20 to 100 num-
bers per Trunk Group. Transfer of ser-
vice agreement available. If interested
please email Box#D2873@nytads.com

FAMILYMEDICAL PRACTICE
Long Island, Volume $850,000, x-ray
room, 7000 patients, asking $125,000.
Dan, ManheimRealty 516-520-2000

Financing & Bus. Loans 3406

PRIVATE LENDER
BRIDGE LOANS, 1 WEEK CLOSINGS

$500,000 - $100 MILLION+
Ask About Our

NEW LOWER RATES!
Loans secured by Real Estate,
(even raw land) or any fixed asset.
No up front fee until agreement signed

BROKERS WELCOME

Call 1-800-342-8500
www.kennedyfunding.com

Queens NEW STORE Hi Medicaid
High Traffic Area Priced to Sell

SCHECTMAN 516-746-4020

Franchises/Distributorships
Lines Offered 3408

Excellent Business Oppty. Pizzeria/
Restaurant, 2400 SF, 50 person seating,
prime Westchester loc. Brand new.
Great value at $425K. 914-474-4192.

CAFE Small, 53rd St btw 2nd & 3rd.
7 yr lease. Asking $80,000.

Call 917-416-9544

Available, new patented robotics me-
chanism, see at VIDEO GOOGLE, type
rough terrain walker mechanism, than
click search. Call 510-582-1816

EV 1600sf Fully Built 15' Ceils

247 EAST HOUSTON ST
Seats 50, Long Lease, Immd. $80K Key
JDFREALTY.com 212-216-9777 x19

A COKE/M&MROUTE
Great locations. Earn BIG$ $

$0 down financing.
800-367-2106 (24/7) x:2045

INVESTOR/BUSINESS PARTNER
WANTED-for new Faith Based Record

label & clothing line
www.myprayerweargear.com
212-465-3337 or 402-714-6456
pwginc3@yahoo.com
serious inquiries only

G.Central 143 E.47th St (3rd & Lex)
Fully Fixt 1500sf Restaurant. Turn-Key.

Former Japanese/Sushi. Key $
Full Bsmt, Full Liquor. Bankruptcy.

JDFREALTY.com 212-216-9777 x19/21

BAYRIDGE CLUB/REST-Apprx 5000sf,
hi grossing, PA for 325. Reasonably
priced, big upside, 12 yrs left.
Lower ES Lounge, 5000sf on 2 flrs, w/2
liq lic's, cap 300, belowmkt rent.
AVEA-4500sf RESTw/liq lic, 11+yr lse.

www.TowerBrokerage.com
Marc Berger 212-673-7333 x306

Connecticut Restaurants Businesses &
Properties: Black Rock, Bridgeport-
(Little Italy), Fairfield, Ridgefield, Strat-
ford, Wilton, & Many More. Guttman
Realty. Call Audrey 203-526-0211

Capital Wanted 3402

Business Services 3460

WEHAVEACCREDITED INVESTORS
who invest in start-up &
expanding businesses

http://freshaccreditedleads.com
Call 352-687-0022

ANOTHERCAMP NEEDED!
Sell today.We have the buyer.

Call Ted
215-572-6920 CAMPLISTING.COM

Professional Practices 3448

PODIATRY PRAC Well est, Bronx, exc
opp for new grad/satellite ofc. Owner
retiring. Reasonable. Email contact
info: demanda-rocks@lycos.com

MEDICAL OFFICE For rent to share
w/a dentist. 2 rms, great Queens loca-
tion, busy area. 221-28 Hempstead Ave.

718-736-6162 or 646-812-5420

New on the market. East Village Bar /
Lounge. 1500sf. Rent 4K. 9.5yr lease.
E Village Restrnt. 700sf. rent 4k. 10yr ls
Call for more info. Guttman Realty Ad-
visors. Sabri 212-532-8600 ext. 13

CAR WASH very busy area in Brook-
lyn with a 27 year lease left. Grossing
$1.5 million, net $450 after expenses.
$2.8 million. Call Viki 917-774-3309 Agent

FORESTHILLS

Modern computer school.
Excellent location. 917-434-4784.

Capital to Invest 3404

FAMILY HAIRCARE SALON, Naples,
FL, Coastland Center Mall. Big money
maker. Asking 1 yrs gross. See: family-
haircaresalon or Web ID #B1Z611303
NYTimes or Owner 239-947-6158

RESTAURANT -LONG BEACH. Prime
loc on Park Ave. Highest visability,
across from LIRR, long term lse. Ap-
prox 200 seat, separate pkg lot, high vo-
lume, new American w/ separate bar
area & catering rm. $975K. 631-752-1053

SUPER LAUNDRY
The Largest Builder of

*** COIN LAUNDRIES ***
WeProvide Best Equip

* Construction * Financing *
FREEPROFIT SEMINARS
TUESDec 19, 6:00 pm
Courtyard/Marriott

631Midland Ave, Rye NY

WED, Dec 6, 6:30PM
Adria Hotel,221-17 Northern Blvd

Bayside, NY

Thurs Dec 7, 6:30 pm
Roosevelt Hotel,Madison/E45th ,NYC
CALL TOLL FREE 1-888-678-9274

www.superlaundry.com

Food Stores 3428

Childrens Party/Cake Catering
Well established, fully equipped,
Great lease terms....$199,900

KERGE 201-569-8035 201-567-8639

REPEAT INCOME FOR YOU!
New product used by every business.
Residuals. $10K inv req. Returns $150K
1st yr. 800-330-3684 FreeVideo

Routes 3443

Laundry & Clng. Stores 3430

HI-VOLUME CONVENIENT STORE
For sale, long lease, priced to sell!
Great opportunity! Great location!
Serious buyers only! 516-242-2454

LAUNDROMAT, SUPER SIZE
Brooklyn Location
Over 100Machines

New, Under Construction
Minimum Investment 235k
Open House 12/7/06 12-2:00pm

Call 516-682-4823

DELI/Italian,
$35K/week Net $285K.
Long lease, ID 20945. Call 1-866-449-6922

www.nybbinc.com

HUDSON VALLEY, NY
Exquisitemansion w/rest. banq. fac
& B&B on 8manicured acres.
Ideal for weddings, corp retreats
or private res. Offered at $4.95M

MIDDLETOWN, NY
200 seat diner w/35K + /wk gross.
Very busy area. Offered at $2.15M

JCKapas RE Co. 201-845-3700
www.jckapas.com

WALL ST OFC
Phone/Mail Svc, Furnished Offices.
Conference Rooms (By the Hour)

212-943-1111 www.sri-ny.com

Laundry & Clng. Stores 3430

Restrnts., Bars & Clubs 3440

PIZZA/TACO Franchise business for
sale. Prime location in Queens. Gross
$750,000/year. Asking $750,000. Call Pa-

trick atWin Realty, 718-321-1414

ROUTE, CANDY VENDING
50 established locations in the Patch-
ogue South Shore area. Excellent in-
come. Service› day per week. $4900.
Call 631-737-1819

PERIODONTIST
Very personable & expert in all phases
of surgical & non-surgical perio w/16
yrs exp seeking pos'n in your gen'l/
group practice 1-2 days/wk. Have all
my own surgical instruments & refs
are avail. Qns & LI only. 516-255-8398

Beautiful New Windowed Dental Oper-
atory (1 or 2) For Rent. Great location
46th &Madison.Warm environment.
Call 212 -371-1999 am or 212-787-1058 pm

Camps & Schools 3450

LOCKSMITH BUSINESS-Bergen Cty,
NJ. Upscale town. Decorative Door &
Builders Hardware & Complete Lock-
smith svc. Long estab, very successful
GILSENAN&CORltrs 201-445-1600

BROOKLYN Trophy Location on
Brooklyn's best restaurant street, full
bar, inside/outside seating, fair rent
and key. David Gruber RE 212-591-1115

Miscellaneous 3454

INVESTORWANTED -Startup Capital
$1,000,000, fast return plus · partner,
serious inquiries only. Ask for:

Don 718-359-6679

Pharmacies 3426

FREIGHT LOGISTICS
Logistics company with offices in NY,
Chicago, LA, seeks buyer or investor
for expansion. $17M Revenues. Profi-
table. Excellent opportunity with out-
standing potential. Principles Only.
Inquire at Logis2000@aol.com

PIZZERIA/RESTAURANT
$35K/week Net $500K+
#1 Location! ID 43722 1-866-449-6922

www.nybbinc.com
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By ERIC DASH
Nothing, it seems, can put the

brakes on runaway executive pay. 
Shareholder advocates and law-

makers have harshly criticized huge
compensation packages. Better dis-
closure has led only to bigger gains.
Even when investors get the chance,

they rarely
vote against
outsized pay. 

Despite the
growing at-

tention over the last 25 years, the av-
erage chief executive’s compensa-
tion at big companies has increased
more than 600 percent, to $8 million
dollars a year after adjusting for in-
flation. Meanwhile, the ratio between
the average pay for a top executive
and a worker, which held steady in
the 30 years before 1980, has more
than quadrupled, to a multiple of 170,
according to recent academic re-
search. 

“I don’t actually believe we have
made any real progress — or very,
very little,” said Robert A. G. Monks,
a longtime corporate governance ad-
vocate. “If we cannot effectively
monitor and control what the princi-
pal executives are paid, we are kid-
ding ourselves if we can control any-
thing else.”

So what can be done to tie pay
more closely to performance, and
cut back on excessive benefits and
perks? 

Executive compensation issues
are tricky; the devil is often deep in
the footnotes of proxy statements,
employment agreements and stock
option plans. It will take a concerted
effort by both investors and boards
to effect real change. Otherwise, law-
makers have threatened to get in-
volved. “It’s not like Iraq, where ev-
erybody says it is bad, but nobody
says what to do,” said Lucian Beb-
chuk, a Harvard Law School profes-

sor who has been an outspoken critic
of executive pay. “The problem is
making the process and the people
who play a key role in making the de-
cisions want to make improve-
ments.” 

Here are eight steps that compen-
sation experts say might help rein in
executive pay: 
HIRE INDEPENDENT ADVISERS Despite
what appears to be an obvious con-
flict of interest, it is still common for
a compensation consultant, hired by
the company’s top managers for lu-
crative actuarial or benefits work, to
also help the board evaluate those
same executives’ pay.

New Securities and Exchange
Commission rules will require com-
panies to disclose the name of their
pay adviser. But unlike the rules for
auditors, they stop short of requiring
them to parse out their other finan-
cial ties to the company. 

“You certainly don’t want the out-

side adviser to the compensation
committee to become beholden to the
company,” James F. Reda, an inde-
pendent compensation consultant,
said.

PICK THE RIGHT PEER GROUP Every
computer geek understands the

phrase “garbage in, garbage out,”
but pay experts say that too many
boards are relying on bad survey
data or misuse it when compiling a
list of comparable companies known
as a peer group. 

Compensation Experts Offer Ways
To Help Curb Executive Salaries

William Thomas Cain/Getty Images

Union members protest the pay of Home Depot’s chief, Robert Nardelli.

Continued on Page 9

GILDED PAYCHECKS
Possible Solutions

By JOHN MARKOFF 
and ERIC DASH 

SAN FRANCISCO, Dec. 29 — Ap-
ple Computer said Friday that a spe-
cial committee of its board had found
that its chief executive, Steven P.
Jobs, was not responsible for im-
proper dating of stock options at the
company. To account for the back-
dating, Apple restated its financial
reporting back to 2002 and took an
$84 million charge.

Investors were cheered by the
news, which was contained in the an-
nual report Apple filed with securi-
ties regulators; Apple’s stock rose
4.9 percent to close at $84.84. But the
report failed to completely remove a
cloud hanging over the company as a
result of the backdating of options
and improper record keeping, espe-
cially concerning two large option
grants made to Mr. Jobs in 2000 and
2001.

In its summary of the findings of a
six-month internal investigation, Ap-
ple said it had found that 6,428 option
grants, or 15 percent of the 42,000 op-
tions it awarded, had been improp-
erly dated from 1997 to 2002. Those
included grants made on 42 separate
dates to senior executives, new hires
and ordinary employees.

Investigators, led by a committee
of outside directors and the law firm
Quinn Emanuel Urquhart Oliver &
Hedges, raised “serious questions”
about the actions of two former com-
pany officers who were involved in
the accounting and reporting of stock
options, Apple said. But they ab-
solved Mr. Jobs by concluding that
there had been “no misconduct” by
Apple’s current management team.

The report did offer a subtle shift
in Apple’s description of Mr. Jobs’s
role in the option process. In October
the company said that Mr. Jobs was 

Apple Panel
On Options
Backs Chief

Continued on Page 8

By VIKAS BAJAJ
Federal regulators approved

AT&T’s $85.8 billion acquisition of
BellSouth yesterday, allowing the
companies to close their delayed
deal.

The approval came a day after the
two companies disclosed concessions
designed to win the support of dis-
senting policy makers.

The Federal Communications
Commission cleared the deal, the
largest telecommunications merger
in history, after AT&T offered to
abide by certain conditions sought by
two Democratic commissioners who
found themselves with leverage af-
ter one of their three Republican col-
leagues recused himself from voting
on the acquisition, leaving the agen-
cy tied 2-to-2.

The deal will go a significant dis-
tance toward recreating the pre-
break-up AT&T. The company’s lo-
cal-phone network will traverse 22
states and stretch from Miami to San
Francisco and include the Great
Lakes region. 

The old AT&T was broken up in
1984 into seven local-phone compa-
nies and one long-distance company,
of which only three survive today:
AT&T, Verizon Communications and
Qwest Communications Internation-
al. The acquisition also will give
AT&T, based in San Antonio, total
control of Cingular Wireless, the na-
tion’s largest mobile phone company
and until now a 60-40 joint venture
with BellSouth.

The combined company has 58
million cellphone customers, 67.5
million phone lines and 11.5 million
broadband users. It would have re-
ported revenue of $115 billion in 2005.
It employs more than 300,000 people.

The approval hinged on a number
of conditions, chief among them a
“network neutrality” pledge by
AT&T to allow its customers unfet-
tered access to data and services
over high-speed Internet connec-
tions. The company agreed to live by
the pledge for two years or until Con-
gress addresses the issue, something
many officials and experts say could 

BellSouth
And AT&T
Close Deal

Continued on Page 4

By EDMUND L. ANDREWS
WASHINGTON, Dec. 29 — The

Justice Department is investigating
whether the director of a multi-
billion-dollar oil-trading program at
the Interior Department has been
paid as a consultant for oil compa-
nies hoping for contracts. 

The director of the program and
three subordinates, all based in Den-
ver, have been transferred to differ-
ent jobs and have been ordered to
cease all contacts with the oil in-
dustry until the investigation is com-
pleted some time next spring, ac-
cording to officials involved.

The officials, who spoke on condi-
tion of anonymity because the in-
vestigation had not been announced
publicly, said investigators were
worried that senior government offi-
cials had been steering huge oil-trad-
ing contracts to favored companies. 

Any such favoritism would prob-
ably reduce the money that the fed-
eral government receives on nearly
$4 billion worth of oil and gas, be-
cause it would reduce competition

among companies that compete to
sell the fuel on behalf of the govern-
ment.

If the allegations prove correct,
they would constitute a major new
blot on the Interior Department’s
much-criticized effort to properly
collect royalties on vast amounts of
oil and gas produced on land or in
coastal waters.

The Interior Department’s Miner-
als Management Service, which
oversees royalty collections, is now
the target of multiple investigations
by Congress and the Interior De-
partment’s inspector general. 

Those investigations are focused
on allegations that the agency or-
dered its own auditors to abandon
claims of cheating by large oil com-
panies; that the agency’s arcane
rules for calculating sales value and
royalties make it easier for compa-
nies to understate their obligations;
and that the agency’s basic sources
of data are riddled with inaccuracies
and are unreliable.

Interior officials have promoted
“royalties in kind” as a much sim-
pler and more efficient way for the
government to get its proper share,
because it eliminates much of the ar-
cane accounting and reduces the op-
portunities for sleight-of-hand book-
keeping. 

About a quarter of all oil and gas
produced in the United States comes
from federal property, and the Inte-
rior Department collected about $10 

Continued on Page 4

U.S. Official
Overseeing
Oil Program
Faces Inquiry 

Was a director paid as
a consultant, too?

By REED ABELSON
Spinal-fusion surgery is one of the

most lucrative areas of medicine. An
estimated half-million Americans
had the operation this year, generat-
ing billions of dollars for hospitals
and doctors. 

But there have been serious ques-
tions about how much the surgery ac-
tually helps patients with back pain
and whether surgeons’ generous fees
might motivate them to overuse the
procedure. Those concerns are now
heightened by a growing trend among
some surgeons to profit in yet another
way — by investing in companies that
make screws and other hardware
they install.

The parts can be highly profitable.
A single screw that goes into the
spine, for example, sells for about
$1,000 — at least 10 times the cost of
making it. 

Within the medical device industry,
it has been well chronicled how com-
panies use consulting ties and other
financial relationships to try to gain
favor with the surgeons using their
devices. But critics are especially
troubled by the emerging trend in spi-
nal devices, which so far has occurred
largely under the radar. 

Doctors’ taking significant owner-
ship stakes in spinal parts makers,
critics say, provides an extra finan-
cial incentive for a doctor to recom-
mend a surgery. It may be one of the
most distinct examples yet of the way
monetary considerations can play a
role in the way doctors practice medi-
cine.

Such doctors face “an awfully per-
nicious conflict of interest,” said Dr.
Richard A. Deyo, a physician and
health services professor at the Uni-

their investors. Because most of the
companies are private and the rela-
tionships are not publicly disclosed,
there is no way to know how many
spine surgeons around the country
are partial owners of device makers. 

Typically, patients are not aware of
the doctor’s financial interests. One
patient who is suing her surgeon for
malpractice learned only during the
legal discovery process that her sur-
geon had a financial interest in the
maker of the artificial disk he in-
stalled in her spine. 

Federal regulators have voiced
concerns about the growing popular-
ity of the investment arrangements,
which would potentially violate antik-
ickback laws if doctors receive stock
or are otherwise compensated to use
or recommend certain devices.

“This is an area that is new and
growing,” Vicki L. Robinson, a senior
attorney in the Office of Inspector 

versity of Washington in Seattle.
About 30 start-up companies have

begun selling spinal devices, includ-
ing screws, in the last couple of years.
And industry experts say about a doz-
en companies have doctors among

Mike Mergen for The New York Times

Patricia 
Kennedy had
a disk-
replacement
operation that
she said was 
unsuccessful.
She is suing
the surgeon
and the maker
of the artificial
disk. 

The 
Spine

As Profit 
Center

Surgeons Invest
In Makers

Of Hardware

Continued on Page 9

A Booming Industry
The United States market for spinal 
implants has almost matched that of 
hip and knee implants.
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billion

Knee and hip
implants

Spinal
implants

Source: Mendenhall Associates

Joe Nocera, whose column nor-
mally appears on this page, is on
temporary leave.
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By ERIC DASH
Nothing, it seems, can put the

brakes on runaway executive pay. 
Shareholder advocates and law-

makers have harshly criticized huge
compensation packages. Better dis-
closure has led only to bigger gains.
Even when investors get the chance,

they rarely
vote against
outsized pay. 

Despite the
growing at-

tention over the last 25 years, the av-
erage chief executive’s compensa-
tion at big companies has increased
more than 600 percent, to $8 million
dollars a year after adjusting for in-
flation. Meanwhile, the ratio between
the average pay for a top executive
and a worker, which held steady in
the 30 years before 1980, has more
than quadrupled, to a multiple of 170,
according to recent academic re-
search. 

“I don’t actually believe we have
made any real progress — or very,
very little,” said Robert A. G. Monks,
a longtime corporate governance ad-
vocate. “If we cannot effectively
monitor and control what the princi-
pal executives are paid, we are kid-
ding ourselves if we can control any-
thing else.”

So what can be done to tie pay
more closely to performance, and
cut back on excessive benefits and
perks? 

Executive compensation issues
are tricky; the devil is often deep in
the footnotes of proxy statements,
employment agreements and stock
option plans. It will take a concerted
effort by both investors and boards
to effect real change. Otherwise, law-
makers have threatened to get in-
volved. “It’s not like Iraq, where ev-
erybody says it is bad, but nobody
says what to do,” said Lucian Beb-
chuk, a Harvard Law School profes-

sor who has been an outspoken critic
of executive pay. “The problem is
making the process and the people
who play a key role in making the de-
cisions want to make improve-
ments.” 

Here are eight steps that compen-
sation experts say might help rein in
executive pay: 
HIRE INDEPENDENT ADVISERS Despite
what appears to be an obvious con-
flict of interest, it is still common for
a compensation consultant, hired by
the company’s top managers for lu-
crative actuarial or benefits work, to
also help the board evaluate those
same executives’ pay.

New Securities and Exchange
Commission rules will require com-
panies to disclose the name of their
pay adviser. But unlike the rules for
auditors, they stop short of requiring
them to parse out their other finan-
cial ties to the company. 

“You certainly don’t want the out-

side adviser to the compensation
committee to become beholden to the
company,” James F. Reda, an inde-
pendent compensation consultant,
said.

PICK THE RIGHT PEER GROUP Every
computer geek understands the

phrase “garbage in, garbage out,”
but pay experts say that too many
boards are relying on bad survey
data or misuse it when compiling a
list of comparable companies known
as a peer group. 

Compensation Experts Offer Ways
To Help Curb Executive Salaries

William Thomas Cain/Getty Images

Union members protest the pay of Home Depot’s chief, Robert Nardelli.
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GILDED PAYCHECKS
Possible Solutions

By JOHN MARKOFF 
and ERIC DASH 

SAN FRANCISCO, Dec. 29 — Ap-
ple Computer said Friday that a spe-
cial committee of its board had found
that its chief executive, Steven P.
Jobs, was not responsible for im-
proper dating of stock options at the
company. To account for the back-
dating, Apple restated its financial
reporting back to 2002 and took an
$84 million charge.

Investors were cheered by the
news, which was contained in the an-
nual report Apple filed with securi-
ties regulators; Apple’s stock rose
4.9 percent to close at $84.84. But the
report failed to completely remove a
cloud hanging over the company as a
result of the backdating of options
and improper record keeping, espe-
cially concerning two large option
grants made to Mr. Jobs in 2000 and
2001.

In its summary of the findings of a
six-month internal investigation, Ap-
ple said it had found that 6,428 option
grants, or 15 percent of the 42,000 op-
tions it awarded, had been improp-
erly dated from 1997 to 2002. Those
included grants made on 42 separate
dates to senior executives, new hires
and ordinary employees.

Investigators, led by a committee
of outside directors and the law firm
Quinn Emanuel Urquhart Oliver &
Hedges, raised “serious questions”
about the actions of two former com-
pany officers who were involved in
the accounting and reporting of stock
options, Apple said. But they ab-
solved Mr. Jobs by concluding that
there had been “no misconduct” by
Apple’s current management team.

The report did offer a subtle shift
in Apple’s description of Mr. Jobs’s
role in the option process. In October
the company said that Mr. Jobs was 

Apple Panel
On Options
Backs Chief

Continued on Page 8

By VIKAS BAJAJ
Federal regulators approved

AT&T’s $85.8 billion acquisition of
BellSouth yesterday, allowing the
companies to close their delayed
deal.

The approval came a day after the
two companies disclosed concessions
designed to win the support of dis-
senting policy makers.

The Federal Communications
Commission cleared the deal, the
largest telecommunications merger
in history, after AT&T offered to
abide by certain conditions sought by
two Democratic commissioners who
found themselves with leverage af-
ter one of their three Republican col-
leagues recused himself from voting
on the acquisition, leaving the agen-
cy tied 2-to-2.

The deal will go a significant dis-
tance toward recreating the pre-
break-up AT&T. The company’s lo-
cal-phone network will traverse 22
states and stretch from Miami to San
Francisco and include the Great
Lakes region. 

The old AT&T was broken up in
1984 into seven local-phone compa-
nies and one long-distance company,
of which only three survive today:
AT&T, Verizon Communications and
Qwest Communications Internation-
al. The acquisition also will give
AT&T, based in San Antonio, total
control of Cingular Wireless, the na-
tion’s largest mobile phone company
and until now a 60-40 joint venture
with BellSouth.

The combined company has 58
million cellphone customers, 67.5
million phone lines and 11.5 million
broadband users. It would have re-
ported revenue of $115 billion in 2005.
It employs more than 300,000 people.

The approval hinged on a number
of conditions, chief among them a
“network neutrality” pledge by
AT&T to allow its customers unfet-
tered access to data and services
over high-speed Internet connec-
tions. The company agreed to live by
the pledge for two years or until Con-
gress addresses the issue, something
many officials and experts say could 

BellSouth
And AT&T
Close Deal

Continued on Page 4

By EDMUND L. ANDREWS
WASHINGTON, Dec. 29 — The

Justice Department is investigating
whether the director of a multi-
billion-dollar oil-trading program at
the Interior Department has been
paid as a consultant for oil compa-
nies hoping for contracts. 

The director of the program and
three subordinates, all based in Den-
ver, have been transferred to differ-
ent jobs and have been ordered to
cease all contacts with the oil in-
dustry until the investigation is com-
pleted some time next spring, ac-
cording to officials involved.

The officials, who spoke on condi-
tion of anonymity because the in-
vestigation had not been announced
publicly, said investigators were
worried that senior government offi-
cials had been steering huge oil-trad-
ing contracts to favored companies. 

Any such favoritism would prob-
ably reduce the money that the fed-
eral government receives on nearly
$4 billion worth of oil and gas, be-
cause it would reduce competition

among companies that compete to
sell the fuel on behalf of the govern-
ment.

If the allegations prove correct,
they would constitute a major new
blot on the Interior Department’s
much-criticized effort to properly
collect royalties on vast amounts of
oil and gas produced on land or in
coastal waters.

The Interior Department’s Miner-
als Management Service, which
oversees royalty collections, is now
the target of multiple investigations
by Congress and the Interior De-
partment’s inspector general. 

Those investigations are focused
on allegations that the agency or-
dered its own auditors to abandon
claims of cheating by large oil com-
panies; that the agency’s arcane
rules for calculating sales value and
royalties make it easier for compa-
nies to understate their obligations;
and that the agency’s basic sources
of data are riddled with inaccuracies
and are unreliable.

Interior officials have promoted
“royalties in kind” as a much sim-
pler and more efficient way for the
government to get its proper share,
because it eliminates much of the ar-
cane accounting and reduces the op-
portunities for sleight-of-hand book-
keeping. 

About a quarter of all oil and gas
produced in the United States comes
from federal property, and the Inte-
rior Department collected about $10 

Continued on Page 4

U.S. Official
Overseeing
Oil Program
Faces Inquiry 

Was a director paid as
a consultant, too?

By REED ABELSON
Spinal-fusion surgery is one of the

most lucrative areas of medicine. An
estimated half-million Americans
had the operation this year, generat-
ing billions of dollars for hospitals
and doctors. 

But there have been serious ques-
tions about how much the surgery ac-
tually helps patients with back pain
and whether surgeons’ generous fees
might motivate them to overuse the
procedure. Those concerns are now
heightened by a growing trend among
some surgeons to profit in yet another
way — by investing in companies that
make screws and other hardware
they install.

The parts can be highly profitable.
A single screw that goes into the
spine, for example, sells for about
$1,000 — at least 10 times the cost of
making it. 

Within the medical device industry,
it has been well chronicled how com-
panies use consulting ties and other
financial relationships to try to gain
favor with the surgeons using their
devices. But critics are especially
troubled by the emerging trend in spi-
nal devices, which so far has occurred
largely under the radar. 

Doctors’ taking significant owner-
ship stakes in spinal parts makers,
critics say, provides an extra finan-
cial incentive for a doctor to recom-
mend a surgery. It may be one of the
most distinct examples yet of the way
monetary considerations can play a
role in the way doctors practice medi-
cine.

Such doctors face “an awfully per-
nicious conflict of interest,” said Dr.
Richard A. Deyo, a physician and
health services professor at the Uni-

their investors. Because most of the
companies are private and the rela-
tionships are not publicly disclosed,
there is no way to know how many
spine surgeons around the country
are partial owners of device makers. 

Typically, patients are not aware of
the doctor’s financial interests. One
patient who is suing her surgeon for
malpractice learned only during the
legal discovery process that her sur-
geon had a financial interest in the
maker of the artificial disk he in-
stalled in her spine. 

Federal regulators have voiced
concerns about the growing popular-
ity of the investment arrangements,
which would potentially violate antik-
ickback laws if doctors receive stock
or are otherwise compensated to use
or recommend certain devices.

“This is an area that is new and
growing,” Vicki L. Robinson, a senior
attorney in the Office of Inspector 

versity of Washington in Seattle.
About 30 start-up companies have

begun selling spinal devices, includ-
ing screws, in the last couple of years.
And industry experts say about a doz-
en companies have doctors among

Mike Mergen for The New York Times

Patricia 
Kennedy had
a disk-
replacement
operation that
she said was 
unsuccessful.
She is suing
the surgeon
and the maker
of the artificial
disk. 
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A Booming Industry
The United States market for spinal 
implants has almost matched that of 
hip and knee implants.
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Joe Nocera, whose column nor-
mally appears on this page, is on
temporary leave.

Nxxx,2006-12-30,C,001,Bs-BK,E3

C1Ø Ø N

SATURDAY, DECEMBER 30, 2006

S.& P. 500 1,418.30 D 6.43

Dow industrials 12,463.15 D 38.37

Nasdaq composite 2,415.29 D 10.28

10-yr. Treasury yield 4.70% U 0.02

The euro $1.3198 U 0.0052

Executive Pursuits
Eggs Fit for a Czar
Sampling 15 types of caviar, even some of the scarce
remaining supply of beluga, and yes, it’s legal. C5

Falling Behind the Technology Curve C6

Gucci Owner Considers Utility Bid C3

The Best Ways to Save Energy C4

Stocks End Big Year With a Whimper C6

By ERIC DASH
Nothing, it seems, can put the

brakes on runaway executive pay. 
Shareholder advocates and law-

makers have harshly criticized huge
compensation packages. Better dis-
closure has led only to bigger gains.
Even when investors get the chance,

they rarely
vote against
outsized pay. 

Despite the
growing at-

tention over the last 25 years, the av-
erage chief executive’s compensa-
tion at big companies has increased
more than 600 percent, to $8 million
dollars a year after adjusting for in-
flation. Meanwhile, the ratio between
the average pay for a top executive
and a worker, which held steady in
the 30 years before 1980, has more
than quadrupled, to a multiple of 170,
according to recent academic re-
search. 

“I don’t actually believe we have
made any real progress — or very,
very little,” said Robert A. G. Monks,
a longtime corporate governance ad-
vocate. “If we cannot effectively
monitor and control what the princi-
pal executives are paid, we are kid-
ding ourselves if we can control any-
thing else.”

So what can be done to tie pay
more closely to performance, and
cut back on excessive benefits and
perks? 

Executive compensation issues
are tricky; the devil is often deep in
the footnotes of proxy statements,
employment agreements and stock
option plans. It will take a concerted
effort by both investors and boards
to effect real change. Otherwise, law-
makers have threatened to get in-
volved. “It’s not like Iraq, where ev-
erybody says it is bad, but nobody
says what to do,” said Lucian Beb-
chuk, a Harvard Law School profes-

sor who has been an outspoken critic
of executive pay. “The problem is
making the process and the people
who play a key role in making the de-
cisions want to make improve-
ments.” 

Here are eight steps that compen-
sation experts say might help rein in
executive pay: 
HIRE INDEPENDENT ADVISERS Despite
what appears to be an obvious con-
flict of interest, it is still common for
a compensation consultant, hired by
the company’s top managers for lu-
crative actuarial or benefits work, to
also help the board evaluate those
same executives’ pay.

New Securities and Exchange
Commission rules will require com-
panies to disclose the name of their
pay adviser. But unlike the rules for
auditors, they stop short of requiring
them to parse out their other finan-
cial ties to the company. 

“You certainly don’t want the out-

side adviser to the compensation
committee to become beholden to the
company,” James F. Reda, an inde-
pendent compensation consultant,
said.

PICK THE RIGHT PEER GROUP Every
computer geek understands the

phrase “garbage in, garbage out,”
but pay experts say that too many
boards are relying on bad survey
data or misuse it when compiling a
list of comparable companies known
as a peer group. 

Compensation Experts Offer Ways
To Help Curb Executive Salaries

William Thomas Cain/Getty Images

Union members protest the pay of Home Depot’s chief, Robert Nardelli.

Continued on Page 9

GILDED PAYCHECKS
Possible Solutions

By JOHN MARKOFF 
and ERIC DASH 

SAN FRANCISCO, Dec. 29 — Ap-
ple Computer said Friday that a spe-
cial committee of its board had found
that its chief executive, Steven P.
Jobs, was not responsible for im-
proper dating of stock options at the
company. To account for the back-
dating, Apple restated its financial
reporting back to 2002 and took an
$84 million charge.

Investors were cheered by the
news, which was contained in the an-
nual report Apple filed with securi-
ties regulators; Apple’s stock rose
4.9 percent to close at $84.84. But the
report failed to completely remove a
cloud hanging over the company as a
result of the backdating of options
and improper record keeping, espe-
cially concerning two large option
grants made to Mr. Jobs in 2000 and
2001.

In its summary of the findings of a
six-month internal investigation, Ap-
ple said it had found that 6,428 option
grants, or 15 percent of the 42,000 op-
tions it awarded, had been improp-
erly dated from 1997 to 2002. Those
included grants made on 42 separate
dates to senior executives, new hires
and ordinary employees.

Investigators, led by a committee
of outside directors and the law firm
Quinn Emanuel Urquhart Oliver &
Hedges, raised “serious questions”
about the actions of two former com-
pany officers who were involved in
the accounting and reporting of stock
options, Apple said. But they ab-
solved Mr. Jobs by concluding that
there had been “no misconduct” by
Apple’s current management team.

The report did offer a subtle shift
in Apple’s description of Mr. Jobs’s
role in the option process. In October
the company said that Mr. Jobs was 

Apple Panel
On Options
Backs Chief
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By VIKAS BAJAJ
Federal regulators approved

AT&T’s $85.8 billion acquisition of
BellSouth yesterday, allowing the
companies to close their delayed
deal.

The approval came a day after the
two companies disclosed concessions
designed to win the support of dis-
senting policy makers.

The Federal Communications
Commission cleared the deal, the
largest telecommunications merger
in history, after AT&T offered to
abide by certain conditions sought by
two Democratic commissioners who
found themselves with leverage af-
ter one of their three Republican col-
leagues recused himself from voting
on the acquisition, leaving the agen-
cy tied 2-to-2.

The deal will go a significant dis-
tance toward recreating the pre-
break-up AT&T. The company’s lo-
cal-phone network will traverse 22
states and stretch from Miami to San
Francisco and include the Great
Lakes region. 

The old AT&T was broken up in
1984 into seven local-phone compa-
nies and one long-distance company,
of which only three survive today:
AT&T, Verizon Communications and
Qwest Communications Internation-
al. The acquisition also will give
AT&T, based in San Antonio, total
control of Cingular Wireless, the na-
tion’s largest mobile phone company
and until now a 60-40 joint venture
with BellSouth.

The combined company has 58
million cellphone customers, 67.5
million phone lines and 11.5 million
broadband users. It would have re-
ported revenue of $115 billion in 2005.
It employs more than 300,000 people.

The approval hinged on a number
of conditions, chief among them a
“network neutrality” pledge by
AT&T to allow its customers unfet-
tered access to data and services
over high-speed Internet connec-
tions. The company agreed to live by
the pledge for two years or until Con-
gress addresses the issue, something
many officials and experts say could 

BellSouth
And AT&T
Close Deal
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By EDMUND L. ANDREWS
WASHINGTON, Dec. 29 — The

Justice Department is investigating
whether the director of a multi-
billion-dollar oil-trading program at
the Interior Department has been
paid as a consultant for oil compa-
nies hoping for contracts. 

The director of the program and
three subordinates, all based in Den-
ver, have been transferred to differ-
ent jobs and have been ordered to
cease all contacts with the oil in-
dustry until the investigation is com-
pleted some time next spring, ac-
cording to officials involved.

The officials, who spoke on condi-
tion of anonymity because the in-
vestigation had not been announced
publicly, said investigators were
worried that senior government offi-
cials had been steering huge oil-trad-
ing contracts to favored companies. 

Any such favoritism would prob-
ably reduce the money that the fed-
eral government receives on nearly
$4 billion worth of oil and gas, be-
cause it would reduce competition

among companies that compete to
sell the fuel on behalf of the govern-
ment.

If the allegations prove correct,
they would constitute a major new
blot on the Interior Department’s
much-criticized effort to properly
collect royalties on vast amounts of
oil and gas produced on land or in
coastal waters.

The Interior Department’s Miner-
als Management Service, which
oversees royalty collections, is now
the target of multiple investigations
by Congress and the Interior De-
partment’s inspector general. 

Those investigations are focused
on allegations that the agency or-
dered its own auditors to abandon
claims of cheating by large oil com-
panies; that the agency’s arcane
rules for calculating sales value and
royalties make it easier for compa-
nies to understate their obligations;
and that the agency’s basic sources
of data are riddled with inaccuracies
and are unreliable.

Interior officials have promoted
“royalties in kind” as a much sim-
pler and more efficient way for the
government to get its proper share,
because it eliminates much of the ar-
cane accounting and reduces the op-
portunities for sleight-of-hand book-
keeping. 

About a quarter of all oil and gas
produced in the United States comes
from federal property, and the Inte-
rior Department collected about $10 

Continued on Page 4

U.S. Official
Overseeing
Oil Program
Faces Inquiry 

Was a director paid as
a consultant, too?

By REED ABELSON
Spinal-fusion surgery is one of the

most lucrative areas of medicine. An
estimated half-million Americans
had the operation this year, generat-
ing billions of dollars for hospitals
and doctors. 

But there have been serious ques-
tions about how much the surgery ac-
tually helps patients with back pain
and whether surgeons’ generous fees
might motivate them to overuse the
procedure. Those concerns are now
heightened by a growing trend among
some surgeons to profit in yet another
way — by investing in companies that
make screws and other hardware
they install.

The parts can be highly profitable.
A single screw that goes into the
spine, for example, sells for about
$1,000 — at least 10 times the cost of
making it. 

Within the medical device industry,
it has been well chronicled how com-
panies use consulting ties and other
financial relationships to try to gain
favor with the surgeons using their
devices. But critics are especially
troubled by the emerging trend in spi-
nal devices, which so far has occurred
largely under the radar. 

Doctors’ taking significant owner-
ship stakes in spinal parts makers,
critics say, provides an extra finan-
cial incentive for a doctor to recom-
mend a surgery. It may be one of the
most distinct examples yet of the way
monetary considerations can play a
role in the way doctors practice medi-
cine.

Such doctors face “an awfully per-
nicious conflict of interest,” said Dr.
Richard A. Deyo, a physician and
health services professor at the Uni-

their investors. Because most of the
companies are private and the rela-
tionships are not publicly disclosed,
there is no way to know how many
spine surgeons around the country
are partial owners of device makers. 

Typically, patients are not aware of
the doctor’s financial interests. One
patient who is suing her surgeon for
malpractice learned only during the
legal discovery process that her sur-
geon had a financial interest in the
maker of the artificial disk he in-
stalled in her spine. 

Federal regulators have voiced
concerns about the growing popular-
ity of the investment arrangements,
which would potentially violate antik-
ickback laws if doctors receive stock
or are otherwise compensated to use
or recommend certain devices.

“This is an area that is new and
growing,” Vicki L. Robinson, a senior
attorney in the Office of Inspector 

versity of Washington in Seattle.
About 30 start-up companies have

begun selling spinal devices, includ-
ing screws, in the last couple of years.
And industry experts say about a doz-
en companies have doctors among

Mike Mergen for The New York Times
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A Booming Industry
The United States market for spinal 
implants has almost matched that of 
hip and knee implants.
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By ERIC DASH
Nothing, it seems, can put the

brakes on runaway executive pay. 
Shareholder advocates and law-

makers have harshly criticized huge
compensation packages. Better dis-
closure has led only to bigger gains.
Even when investors get the chance,

they rarely
vote against
outsized pay. 

Despite the
growing at-

tention over the last 25 years, the av-
erage chief executive’s compensa-
tion at big companies has increased
more than 600 percent, to $8 million
dollars a year after adjusting for in-
flation. Meanwhile, the ratio between
the average pay for a top executive
and a worker, which held steady in
the 30 years before 1980, has more
than quadrupled, to a multiple of 170,
according to recent academic re-
search. 

“I don’t actually believe we have
made any real progress — or very,
very little,” said Robert A. G. Monks,
a longtime corporate governance ad-
vocate. “If we cannot effectively
monitor and control what the princi-
pal executives are paid, we are kid-
ding ourselves if we can control any-
thing else.”

So what can be done to tie pay
more closely to performance, and
cut back on excessive benefits and
perks? 

Executive compensation issues
are tricky; the devil is often deep in
the footnotes of proxy statements,
employment agreements and stock
option plans. It will take a concerted
effort by both investors and boards
to effect real change. Otherwise, law-
makers have threatened to get in-
volved. “It’s not like Iraq, where ev-
erybody says it is bad, but nobody
says what to do,” said Lucian Beb-
chuk, a Harvard Law School profes-

sor who has been an outspoken critic
of executive pay. “The problem is
making the process and the people
who play a key role in making the de-
cisions want to make improve-
ments.” 

Here are eight steps that compen-
sation experts say might help rein in
executive pay: 
HIRE INDEPENDENT ADVISERS Despite
what appears to be an obvious con-
flict of interest, it is still common for
a compensation consultant, hired by
the company’s top managers for lu-
crative actuarial or benefits work, to
also help the board evaluate those
same executives’ pay.

New Securities and Exchange
Commission rules will require com-
panies to disclose the name of their
pay adviser. But unlike the rules for
auditors, they stop short of requiring
them to parse out their other finan-
cial ties to the company. 

“You certainly don’t want the out-

side adviser to the compensation
committee to become beholden to the
company,” James F. Reda, an inde-
pendent compensation consultant,
said.

PICK THE RIGHT PEER GROUP Every
computer geek understands the

phrase “garbage in, garbage out,”
but pay experts say that too many
boards are relying on bad survey
data or misuse it when compiling a
list of comparable companies known
as a peer group. 

Compensation Experts Offer Ways
To Help Curb Executive Salaries
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Union members protest the pay of Home Depot’s chief, Robert Nardelli.
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GILDED PAYCHECKS
Possible Solutions

By JOHN MARKOFF 
and ERIC DASH 

SAN FRANCISCO, Dec. 29 — Ap-
ple Computer said Friday that a spe-
cial committee of its board had found
that its chief executive, Steven P.
Jobs, was not responsible for im-
proper dating of stock options at the
company. To account for the back-
dating, Apple restated its financial
reporting back to 2002 and took an
$84 million charge.

Investors were cheered by the
news, which was contained in the an-
nual report Apple filed with securi-
ties regulators; Apple’s stock rose
4.9 percent to close at $84.84. But the
report failed to completely remove a
cloud hanging over the company as a
result of the backdating of options
and improper record keeping, espe-
cially concerning two large option
grants made to Mr. Jobs in 2000 and
2001.

In its summary of the findings of a
six-month internal investigation, Ap-
ple said it had found that 6,428 option
grants, or 15 percent of the 42,000 op-
tions it awarded, had been improp-
erly dated from 1997 to 2002. Those
included grants made on 42 separate
dates to senior executives, new hires
and ordinary employees.

Investigators, led by a committee
of outside directors and the law firm
Quinn Emanuel Urquhart Oliver &
Hedges, raised “serious questions”
about the actions of two former com-
pany officers who were involved in
the accounting and reporting of stock
options, Apple said. But they ab-
solved Mr. Jobs by concluding that
there had been “no misconduct” by
Apple’s current management team.

The report did offer a subtle shift
in Apple’s description of Mr. Jobs’s
role in the option process. In October
the company said that Mr. Jobs was 

Apple Panel
On Options
Backs Chief

Continued on Page 8

By VIKAS BAJAJ
Federal regulators approved

AT&T’s $85.8 billion acquisition of
BellSouth yesterday, allowing the
companies to close their delayed
deal.

The approval came a day after the
two companies disclosed concessions
designed to win the support of dis-
senting policy makers.

The Federal Communications
Commission cleared the deal, the
largest telecommunications merger
in history, after AT&T offered to
abide by certain conditions sought by
two Democratic commissioners who
found themselves with leverage af-
ter one of their three Republican col-
leagues recused himself from voting
on the acquisition, leaving the agen-
cy tied 2-to-2.

The deal will go a significant dis-
tance toward recreating the pre-
break-up AT&T. The company’s lo-
cal-phone network will traverse 22
states and stretch from Miami to San
Francisco and include the Great
Lakes region. 

The old AT&T was broken up in
1984 into seven local-phone compa-
nies and one long-distance company,
of which only three survive today:
AT&T, Verizon Communications and
Qwest Communications Internation-
al. The acquisition also will give
AT&T, based in San Antonio, total
control of Cingular Wireless, the na-
tion’s largest mobile phone company
and until now a 60-40 joint venture
with BellSouth.

The combined company has 58
million cellphone customers, 67.5
million phone lines and 11.5 million
broadband users. It would have re-
ported revenue of $115 billion in 2005.
It employs more than 300,000 people.

The approval hinged on a number
of conditions, chief among them a
“network neutrality” pledge by
AT&T to allow its customers unfet-
tered access to data and services
over high-speed Internet connec-
tions. The company agreed to live by
the pledge for two years or until Con-
gress addresses the issue, something
many officials and experts say could 

BellSouth
And AT&T
Close Deal

Continued on Page 4

By EDMUND L. ANDREWS
WASHINGTON, Dec. 29 — The

Justice Department is investigating
whether the director of a multi-
billion-dollar oil-trading program at
the Interior Department has been
paid as a consultant for oil compa-
nies hoping for contracts. 

The director of the program and
three subordinates, all based in Den-
ver, have been transferred to differ-
ent jobs and have been ordered to
cease all contacts with the oil in-
dustry until the investigation is com-
pleted some time next spring, ac-
cording to officials involved.

The officials, who spoke on condi-
tion of anonymity because the in-
vestigation had not been announced
publicly, said investigators were
worried that senior government offi-
cials had been steering huge oil-trad-
ing contracts to favored companies. 

Any such favoritism would prob-
ably reduce the money that the fed-
eral government receives on nearly
$4 billion worth of oil and gas, be-
cause it would reduce competition

among companies that compete to
sell the fuel on behalf of the govern-
ment.

If the allegations prove correct,
they would constitute a major new
blot on the Interior Department’s
much-criticized effort to properly
collect royalties on vast amounts of
oil and gas produced on land or in
coastal waters.

The Interior Department’s Miner-
als Management Service, which
oversees royalty collections, is now
the target of multiple investigations
by Congress and the Interior De-
partment’s inspector general. 

Those investigations are focused
on allegations that the agency or-
dered its own auditors to abandon
claims of cheating by large oil com-
panies; that the agency’s arcane
rules for calculating sales value and
royalties make it easier for compa-
nies to understate their obligations;
and that the agency’s basic sources
of data are riddled with inaccuracies
and are unreliable.

Interior officials have promoted
“royalties in kind” as a much sim-
pler and more efficient way for the
government to get its proper share,
because it eliminates much of the ar-
cane accounting and reduces the op-
portunities for sleight-of-hand book-
keeping. 

About a quarter of all oil and gas
produced in the United States comes
from federal property, and the Inte-
rior Department collected about $10 

Continued on Page 4

U.S. Official
Overseeing
Oil Program
Faces Inquiry 

Was a director paid as
a consultant, too?

By REED ABELSON
Spinal-fusion surgery is one of the

most lucrative areas of medicine. An
estimated half-million Americans
had the operation this year, generat-
ing billions of dollars for hospitals
and doctors. 

But there have been serious ques-
tions about how much the surgery ac-
tually helps patients with back pain
and whether surgeons’ generous fees
might motivate them to overuse the
procedure. Those concerns are now
heightened by a growing trend among
some surgeons to profit in yet another
way — by investing in companies that
make screws and other hardware
they install.

The parts can be highly profitable.
A single screw that goes into the
spine, for example, sells for about
$1,000 — at least 10 times the cost of
making it. 

Within the medical device industry,
it has been well chronicled how com-
panies use consulting ties and other
financial relationships to try to gain
favor with the surgeons using their
devices. But critics are especially
troubled by the emerging trend in spi-
nal devices, which so far has occurred
largely under the radar. 

Doctors’ taking significant owner-
ship stakes in spinal parts makers,
critics say, provides an extra finan-
cial incentive for a doctor to recom-
mend a surgery. It may be one of the
most distinct examples yet of the way
monetary considerations can play a
role in the way doctors practice medi-
cine.

Such doctors face “an awfully per-
nicious conflict of interest,” said Dr.
Richard A. Deyo, a physician and
health services professor at the Uni-

their investors. Because most of the
companies are private and the rela-
tionships are not publicly disclosed,
there is no way to know how many
spine surgeons around the country
are partial owners of device makers. 

Typically, patients are not aware of
the doctor’s financial interests. One
patient who is suing her surgeon for
malpractice learned only during the
legal discovery process that her sur-
geon had a financial interest in the
maker of the artificial disk he in-
stalled in her spine. 

Federal regulators have voiced
concerns about the growing popular-
ity of the investment arrangements,
which would potentially violate antik-
ickback laws if doctors receive stock
or are otherwise compensated to use
or recommend certain devices.

“This is an area that is new and
growing,” Vicki L. Robinson, a senior
attorney in the Office of Inspector 

versity of Washington in Seattle.
About 30 start-up companies have

begun selling spinal devices, includ-
ing screws, in the last couple of years.
And industry experts say about a doz-
en companies have doctors among

Mike Mergen for The New York Times

Patricia 
Kennedy had
a disk-
replacement
operation that
she said was 
unsuccessful.
She is suing
the surgeon
and the maker
of the artificial
disk. 

The 
Spine

As Profit 
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Surgeons Invest
In Makers

Of Hardware

Continued on Page 9

A Booming Industry
The United States market for spinal 
implants has almost matched that of 
hip and knee implants.
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Joe Nocera, whose column nor-
mally appears on this page, is on
temporary leave.
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By MATTHEW L. WALD
WASHINGTON, Dec. 29 — The En-

vironmental Protection Agency
kicked off Energy Awareness Month
in October with the slogan “change a
light, change the world,’’ and encour-
aged Americans to buy compact
fluorescent lights instead of conven-
tional incandescent bulbs.

Useful as that may be, picking a
large sport utility vehicle that goes
two miles farther on a gallon of gaso-
line than the least-efficient S.U.V.’s
would have an impact on emissions
of global warming gases about five
times larger than replacing five 60-
watt incandescent bulbs. The dollar
savings would be about 10 times larg-
er. And the more-efficient light bulbs
would have a negligible effect on oil
consumption.

Almost everything Americans do
uses energy, making the earth
warmer and purses thinner, and
often raising demand for oil from un-
stable places. People eager to reduce
their consumption can take many
steps, but the size of their benefit —

or cost — is not always evident. 
The New York Times compared a

number of such steps by three stand-
ards — reduction in global warming
gases emitted, reduction in oil con-
sumed and the dollar savings. 

The calculations, shown in the ac-
companying chart, found that while
choosing energy-efficient lighting
and appliances makes a difference,
changing how we travel would make
by far the biggest difference. 

Energy-saving light bulbs, the ex-
perts say, are relatively easy to
adopt, and if everybody used them,
the collective difference would be
large. But they do not rival vehicles
in potential savings.

Changing to a light bulb that gives
three times as much light per watt of
electricity means reducing energy
use by cutting “a big share of a small
thing,’’ said Lee Schipper, research
director of the World Resources In-
stitute, an environmental group. But
picking a better vehicle, or using it
less, is “a small share of a big thing.’’
And that has more potential, he said. 

The larger the vehicle, the bigger
difference even a small increase in
fuel economy makes. For example,
buying an S.U.V. with fuel economy
rated at 16 miles per gallon instead
of 14 — say a Chrysler Pacifica or a
Buick Rendezvous, instead of a Chev-
rolet Tahoe or GMC Yukon — cuts oil

consumption and reduces carbon di-
oxide emissions by three and a half
times more than saving 2 miles per
gallon in a typical car — going from,
say, the 23 miles per gallon consump-
tion of a V-6 Camry to the 25 miles
per gallon of a Saturn Ion or a Honda
Accord hybrid. 

Of course, driving a car far more
fuel-efficient than an S.U.V. saves the
most of all. But many people will not
consider such a vehicle, so they can
help by picking a better model in the
class they prefer. 

Two miles per gallon may mean
nothing more than picking a vehicle
with the standard engine instead of
the souped-up version, or picking the
vehicle that has the best fuel econ-
omy in its size class.

The 16-mile-per-gallon models (as
measured in road tests by Consumer
Reports magazine) are very big
S.U.V.’s, although not as large as the
14-mile-per-gallon models. Mr.
Schipper said it was a change “that
your neighbors won’t notice. They
won’t look down on you.’’ 

There are lots of choices available
beyond compromising on the size of
an S.U.V. Some of the biggest also in-
volve travel. 

Commuting by train or bus, when
that choice is available, will make
the biggest difference. Consider the
average round trip to work — 23
miles. In the average sedan, which
gets 23 miles to the gallon, that is 250
gallons of gas a year and about 5,000
pounds of carbon dioxide emissions. 

In cutting emissions of carbon di-
oxide, consumers can help by saving
either gasoline or electricity. But as
for cutting consumption of oil, saving
electricity provides little help, be-
cause only 3 percent of electricity
comes from burning oil.

That said, there are changes
around the house that make a big dif-
ference. In many parts of the coun-
try, for example, heating a home for
a winter takes about as much energy
as running a car for a year. In a cli-
mate like Boston’s, replacing single-
pane windows and storm windows
with new thermal windows in a two-
story, 2,000-square-foot house would
save about 100 gallons of heating oil
(about two-thirds as much oil as the
switch to a 16-mile-per-gallon S.U.V).
It would also reduce carbon dioxide
production by more than 2,000
pounds. If the heating fuel is natural
gas, the savings is about 1,600
pounds.

The next biggest energy user at
home — again, depending on climate
— is the air-conditioner. Replacing a
10-year-old air-conditioner with a
new one would save about 871 pounds
of carbon dioxide a year, although
only a little more than a gallon of oil. 

Even the most significant energy
savings mentioned here are modest
when compared with what it would
take to limit global warming. Joseph

J. Romm, an analyst at the Center
for Energy and Climate Solutions
and a head of the Energy Depart-
ment’s efficiency and renewable en-
ergy program during the Clinton ad-
ministration, said American carbon
dioxide emissions come to about
44,000 pounds per person per year.
Stabilizing the atmospheric concen-

tration of carbon dioxide would re-
quire cutting that by 26,000 pounds to
35,000 pounds. 

But the more modest goal set by
the Kyoto Protocol, which would
have required the United States to
cut emissions by about 3,100 pounds
per person annually, are well within
reach.

Mr. Romm, the author of a new
book about energy and climate
change, “Hell and High Water,’’ said
that eventually the world’s indus-
tries would have to switch to lower-
carbon fuels, but before that time in-
dividuals and industries could take
plenty of action. “You use efficiency
to stop demand growth,’’ he said. 

Travel Habits Must Change
To Make a Big Difference
In Energy Consumption 

The Low-Carbon, Low-Oil Diet
The compact fluorescent light bulb, that $6 device shaped like a frozen custard swirl cone, is the semi-official 
symbol of energy conservation. But some other steps are much bigger.

ANNUAL SAVINGS (except where noted) NOTES

MONEY CARBON
DIOXIDE

(pounds)

PETROLEUM
(gallons)

Buy a vehicle that 
gets two more miles 
per gallon than the 
average.

The bigger the vehicle the 
bigger the impact two more 
miles per gallon will have on 
annual savings. 

Fuel economy matters less 
if the car sits at home a few 
days a week, or carries an 
extra passenger.

This has been obvious since 
the oil embargo of 1974, but 
is still true, and average 
speeds have risen, with 
laxer laws and enforcement, 
and bigger engines.

$212 1,540 76.9

Buy a car that 
burns E-85 (an 
ethanol based fuel) 
instead of gasoline. 

Ethanol is not widely 
available outside the 
Midwest. It saves 
petroleum but its carbon 
savings is limited, because 
it takes natural gas or coal 
to make it.

$0 2,280 495.6

$58 871 1.3

$16 243 0.4

$39 591 0.8

($586) 13,850 22.3

Drive 400 miles at 65 
m.p.h. instead of 75. $7 48 2.5

Cut your driving by 
23 miles a day (the 
average round-trip 
journey to work) by 
taking the bus, train 
or telecommuting.

$897
(cost of

gasoline)

6,520 325.9

Replace single-pane 
windows and storm 
windows in a 
two-story,
2,000-square-foot
house in Boston 
with new thermal 
windows.

Expensive and disruptive, 
but may also make the 
house quieter and more 
comfortable. May also cut 
air conditioning cost, and 
increase resale value.

Excludes electricity savings.

1,626$168 0

2,200$249 100.8

Buy electricity 
from a wind farm.

extra
expense

Replace a 
10-year-old air 
conditioner with 
a new one.

Replace a 
19-year-old
refrigerator with a 
new one. (Average 
life is 19 years.)

Replace five 
60-watt
incandescent bulbs 
with compact
fluorescent
models.

Usually comes at an extra
cost, but a very effective 
way to reduce carbon 
dioxide output.

New air conditioners have 
bigger heat exchangers and 
thus use less power to do 
the same work. They also 
cut electric demand on 
peak days.

Savings from a new, more 
energy efficient 
refrigerator is negated if 
the old one is kept in the 
basement to hold beer.

A cheap and easy step, 
but will only save energy 
in locations where they 
will fit existing sockets 
and burn several hours
every day.

MATTHEW L. WALD

With gas heat:

With oil heat:

(Savings per trip*)

*Savings computed at $2.75 a gallon, 1.3 pounds of carbon dioxide per kilowatt hour and 445 kilowatt-hours per gallon of oil.

The New York Times

Switching to thermal
windows and compact
fluorescent lights
would help, too.

billion in royalties last year on about
$60 billion in oil and gas.

At issue is the “royalty in kind”
program, a fast-growing program
under which companies pay their
royalties in the form oil or gas rather
than in the traditional form of cash. 

For the 12 months ending last
April, the government collected
about $3.7 billion in oil and gas. Until
recently, most of the oil simply went
to the government’s Strategic Petro-
leum Reserve. But the strategic re-
serve was essentially filled this year,
so the Interior Department hires pri-
vate companies to resell the fuel on
the open market.

To ensure that it gets the best
price, the Interior Department takes
bids for contracts in which compa-
nies typically offer to pay a specific
premium over the daily spot-market
prices quoted on the Nymex com-
modity exchange. The companies of-
fering the biggest premium over the
spot market get the contracts.

People familiar with the investiga-
tion said it had begun several months
ago, but had picked up speed in the
last few weeks.

The most prominent figure in the
inquiry is Gregory W. Smith, who
was director of the royalty-in-kind
program at the Minerals Manage-
ment Service in Denver. Mr. Smith
oversaw the entire program, which
now covers 75 percent of royalties
for all oil and 30 percent of royalties
for all natural gas produced in the
Gulf of Mexico.

One person familiar with the in-
vestigation said it originally had fo-
cused on potentially improper social
ties between some of Mr. Smith’s
subordinates and executives at com-
panies vying for contracts. The sub-
ordinates include two women, includ-
ing one who is said to be in charge of
oil marketing, and a second man. 

All four people were transferred
out of the royalty-in-kind office sev-
eral weeks ago. Mr. Smith was re-
assigned as a “special assistant” to
Lucy Querques Dennett, associate di-
rector of the Mineral Management
Service in Washington. He was given
strict orders to avoid any contact
with industry executives, according
to one official.

One official said investigators
were now looking at possible consult-
ing arrangements between the Den-
ver officials and oil companies. The
official said the most recent informa-
tion had, if anything, hardened the
suspicions of investigators, and said
the potential ramifications could
turn out to be far-reaching. 

Mr. Smith did not return calls to
his office in Denver. Spokesmen for
the Interior Department in Washing-
ton as well as in the inspector gen-
eral’s office, which began the in-
vestigation before referring the mat-
ter to the Justice Department, re-
fused to comment on the matter. 

U.S. Official
In Oil Deals
Faces Inquiry 
Continued From First Business Page

happen in the coming year.
In practical terms, the guarantee

will not change how consumers use
the Internet. But many advocates
and policy makers have worried that
with the dominance that cable and
phone companies exercise over the
broadband business, they could con-
trol, restrict or impede what custom-
ers can do with their connections. 

That fear has been stoked by tele-
communications executives who
have said they would like to charge
content providers like Google extra
for the smooth and speedy delivery
of services like TV shows over broad-
band connections.

“It’s a historic breakthrough,”
Jonathan S. Adelstein, one of the
Democratic commissioners who vot-
ed for the deal, said in a telephone in-
terview. “It’s going to set the terms
of the debate going forward. It is go-
ing to cause us all to think deeply
about how we address this.”

In a statement, the other Demo-
cratic commissioner, Michael J.
Copps, described the agreement as a
step “that will preserve and encour-
age the truly transformative open-
ness and power of the Internet.” 

Though hailed by several consum-
er advocates, critics said AT&T’s
pledge did not go far enough because
it would not cover a new higher-
speed service AT&T is building in
California, Texas and elsewhere to
provide video over fiber optic cables. 

“Whether I want to watch the
Southern Baptist Convention or Al
Jazeera or The Jerusalem Post, that
should be my decision,” said Dave
Burstein, the publisher of DSL
Prime, an industry newsletter.
“That’s what we are fighting for: the
basic First Amendment.”

AT&T officials said that while its
video service would not be covered,
customers who signed up for broad-
band Internet services would be able
to tap into Internet-based video and
data services from other sources
without restriction or interference.

“These commitments reflect our
long history of providing consumers
and businesses with the most ad-
vanced and affordable communica-

tions services," AT&T’s chairman
and chief executive, Edward E. Whit-
acre Jr., said in a statement.

The latest negotiations on this and
other concessions between AT&T
and the F.C.C. began after Robert M.
McDowell, the Republican commis-
sioner who had recused himself, an-
nounced on Dec. 18 that he could still
not vote on the deal even though the
commission’s general counsel had
cleared him to do so. Before being
appointed to the commission this
summer, Mr. McDowell was the gen-
eral counsel for Comptel, a trade
group that represented rivals of
AT&T and opposed the deal.

His recusal left the F.C.C. chair-
man, Kevin J. Martin, without
enough votes in favor of the deal,
which had already won a uncondi-
tional approval from the antitrust di-
vision of the Justice Department.

Analysts and officials said the ne-
gotiations took on a sense of urgency
because AT&T wanted the deal,

which had already been delayed sev-
eral times, completed by the end of
the year so it could be closed and ac-
counted for in the current year and to
please investors. Shares of AT&T are
up more than 26 percent and Bell-
South 48 percent since the deal was
announced in March. At that time the
deal was valued at $67 billion. Both
stocks rose slightly yesterday.

“While this is not at all show-stop-
ping by any means, it is the best that
all the parties could do given the
enormous pressure to get this deal
done before the end of the year,” said
Jessica Zufolo, senior policy director
for Medley Global Advisors, a re-
search firm.

Members of Congress with an in-
terest in telecommunications have
been urging the two sides to get the
deal done. Representative John D.
Dingell, the Michigan Democrat who
is expected to head the Energy and
Commerce Committee in January,
publicly chided the Democratic com-

missioners for pressing AT&T to
make concessions he said had noth-
ing to do with the merger.

“I have significant concerns over
the process followed at the F.C.C.
during these final weeks, and believe
that such process may be suitable for
committee review,” Mr. Dingell said
in a statement yesterday.

Other concessions AT&T agreed to
in exchange for approval included:

¶A freeze on some fees it charges
rivals for the rent of some high-
capacity wires that serve office
buildings.

¶A commitment to offer high-
speed Internet service to all of its lo-
cal phone customers by the end of
next year.

¶Allowing customers to buy high-
speed Internet service without a lo-
cal-phone line.

¶The sale of certain wireless spec-
trum.

¶Bringing back 3,000 jobs Bell-
South has sent overseas.

BellSouth and AT&T Close Merger Deal After F.C.C. Approves

Brendan Smialowski/Bloomberg News

The Federal Communications Commission cleared AT&T’s $85.8 billion acquisition of BellSouth yesterday.

Continued From First Business Page
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INSIDE

By SAM ROBERTS
Annie Moore is memorialized by

bronze statues in New York Harbor
and Ireland and cited in story and
song as the first of 12 million immi-
grants to arrive at Ellis Island. Her
story, as it has been recounted for
decades, is that she went west with
her family to fulfill the American
dream — eventually reaching Texas,
where she married a descendant of
the Irish liberator Daniel O’Connell
and then died accidentally under the
wheels of a streetcar at the age of 46. 

The first part of the myth seems
authentic enough. 

Hustled ahead of a burly German

by her two younger brothers and by
an Irish longshoreman who shouted
“Ladies first,” one Annie Moore from
County Cork set foot on Ellis Island
ahead of the other passengers from
the steamship Nevada on Jan. 1,
1892, her 15th birthday. She was offi-
cially registered by the former pri-
vate secretary to the secretary of the
treasury and was presented with a
$10 gold piece by the superintendent
of immigration. 

“She says she will never part with
it, but will always keep it as a pleas-
ant memento of the occasion,” The
New York Times reported in describ-
ing the ceremonies inaugurating El-
lis Island.

As for what happened next,
though, history appears to have em-
braced the wrong Annie Moore. 

“It’s a classic go-West-young-
woman tale riddled with tragedy,”
said Megan Smolenyak Smolenyak, a
professional genealogist. “If only it
were true.”

In fact, according to Mrs. Smole-
nyak Smolenyak’s research, the An-
nie Moore of Ellis Island fame set-
tled on the Lower East Side, married
a bakery clerk and had 11 children.
She lived a poor immigrant’s life, but
her descendants multiplied and 

First Through Gates of Ellis I.,
She Was Lost. Now She’s Found.

Continued on Page B4

By ERIC LICHTBLAU 
and KATE ZERNIKE

WASHINGTON, Sept. 13 — The
White House took a critical step on
Wednesday in its effort to get Con-
gressional blessing for President
Bush’s domestic eavesdropping pro-
gram, but it ran into increasingly
fierce resistance from leading Re-
publicans over its plan to try terror
suspects being held in Guantánamo
Bay, Cuba. 

The mixed results signaled the
tough road the White House faces in
trying to sell the two key planks in its
national security agenda to some-
times skeptical Congressional Re-
publicans less than two months be-
fore the midterm elections.

Democrats have allowed Repub-
licans to fight among themselves
over the issues, and appear willing to
allow the issues to come to a vote
rather than risk charges of political
obstructionism in an election season. 

The White House has turned its fo-
cus to Capitol Hill as part of a broad
push to shift the public debate
toward national security and away
from Iraq. After kicking off the cam-
paign in a series of recent speeches,
Mr. Bush is scheduled to visit Capitol
Hill on Thursday morning to rally
support for his proposals. 

On the domestic eavesdropping
program, strong White House lobby-
ing began to pay dividends on
Wednesday as the Senate Judiciary
Committee approved on a party-line
vote two legislative approaches fa-
vored by the White House, along with
a third the Bush administration op-
poses. The program would allow the
National Security Agency to eaves-
drop without a warrant on the in-
ternational phone calls and e-mail of
people in the United States. 

But negotiations between Capitol
Hill and the White House broke down
as three Republican senators crucial
to passage of the legislation hard-
ened their stance against a White
House plan that would reinterpret a
main provision of the Geneva Con-
ventions.

Senator John W. Warner, Repub-
lican of Virginia, the chairman of the
Armed Services Committee, said the
committee would vote Thursday in a
closed session on an alternative that
he and his two chief allies — Sena-
tors Lindsey Graham of South Caro-
lina and John McCain of Arizona —
have championed, even if the White
House refuses to go along with them.
The senators have said changes to 

PANEL IN SENATE
BACKS BUSH PLAN

FOR MONITORING

DOMESTIC EAVESDROPPING 

But Resistance of G.O.P.
Senators Is Stiffening 
on Terror Tribunals

Continued on Page A25

Shawn Baldwin for The New York Times

Zidan Abu Reziq preparing dinner by candlelight and flashlight for his family in the Gaza Strip because of a lack of electricity, a recurrent problem. 

By STEVEN ERLANGER

KHAN YUNIS, Gaza Strip, Sept. 12
— For the last week, Zidan Abu
Reziq has been sleeping outside, next
to his plantings on a small square of
sand he expropriated.

The Abu Reziqs, like many of the
large, destitute refugee families in
this shrapneled, tumbledown slum,
need to plant to eat. They took the
land and planted it with vegetables,
an investment of about $50, most of
the money that the United Nations
Relief and Works Agency gave them
to buy school uniforms for the chil-
dren. 

Zidan’s wife, Tamam, admits her
51-year-old husband sleeps with his
plants because he needs to protect
their investment in the lawless chaos
of Gaza, where his own small theft of
land, 20 square yards that belongs to
the government, is dwarfed by the
huge expropriations by gangs and
families and militia groups that have
taken over much of the best land left
behind when the Israelis pulled out
their settlers a year ago.

It is difficult to exaggerate the eco-
nomic collapse of Gaza, with the Pal-
estinian Authority cut off from funds
by Israel, the United States and the
European Union after Hamas won
the legislative elections on Jan. 25.

Since then, the authority has paid
most of its 73,000 employees here,
nearly 40 percent of Gaza’s work
force, only 1.5 months’ salary, re-
sulting in a severe economic depres-
sion and growing signs of malnutri-
tion, especially among the poorest
children. 

Few here are using the United Na-
tions grants for school. The Abu
Reziqs are carefully investing the
rest of their relief money. More than
$20 went straight to the local grocer,

Tamam said, as a down payment on
the credit extended to the family,
which still owes more than $200.
About $11 went to buy the ingredi-
ents, including two chickens, for the
couscous dish that Tamam and her
daughter, Fatma, 29, are making
early this morning, kneading relief
agency flour in big aluminum bowls,
pouring in relief agency oil, rubbing
the flour over a screen to get the
right consistency.

The result will serve 15 people,
Tamam said. “We want to feed the
people who helped us with the land,”
she said, and some of their neigh-
bors, even worse off than they.

Gaza’s situation has worsened
since Palestinian gunmen, including
those from Hamas, killed two Israeli
soldiers and captured a third on June
25. Israel reinvaded Gaza, and has
since killed more than 240 Palestin-
ians, many of them in gun battles.

An Israeli airstrike on Gaza’s only
electrical power plant means that
most Gazans now get only 7 to 12
hours a day of electricity, at unpre-
dictable hours, with running water
largely dependent on electric pumps.

Fishermen, now prevented from
going more than a few hundred
yards from shore by the Israeli
Navy, are using hand-thrown nets
from the beach to catch a few sprats
and sardines.

Jan Egeland, the United Nations
under secretary for humanitarian af-
fairs, said that Gaza was “a ticking
time bomb.” The United Nations
Conference on Trade and Develop-

As Parents Go Unpaid, Gaza Children Go Hungry

Cut Off From Funds,
Region Is Enduring
Economic Collapse

Continued on Page A17

By KATIE HAFNER
SAN FRANCISCO, Sept. 13 — The

ambitious founders of Google, the
popular search engine company,
have set up a philanthropy, giving it
seed money of about $1 billion and a
mandate to tackle poverty, disease
and global warming. 

But unlike most charities, this one
will be for-profit, allowing it to fund
start-up companies, form partner-
ships with venture capitalists and
even lobby Congress. It will also pay
taxes.

One of its maiden projects reflects
the philanthropy’s nontraditional ap-
proach. According to people briefed
on the program, the organization,
called Google.org, plans to develop
an ultra-fuel-efficient plug-in hybrid
car engine that runs on ethanol, elec-
tricity and gasoline. 

The philanthropy is consulting
with hybrid-engine scientists and
automakers, and has arranged for
the purchase of a small fleet of cars
with plans to convert the engines so
that their gas mileage exceeds 100
miles per gallon. The goal of the
project is to reduce dependence on
oil while alleviating the effects of glo-
bal warming.

Google.org is drawing skeptics for
both its structure and its ambitions.
It is a slingshot compared with the
artillery of charities established by
older captains of industry. Its financ-
ing pales next to the tens of billions
that the Bill and Melinda Gates 

Continued on Page C4
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New York: Today, cloudy, scattered
showers, high 68. Tonight, lingering
showers, low 64. Tomorrow, mostly
cloudy, brief showers, high 73. Yester-
day, high 67, low 56. Details, Page D7.

ONE DOLLAR

Late Edition

By PATRICK HEALY
Kicking off their general-election

battle for New York State attorney
general yesterday, Andrew M. Cuo-
mo and Jeanine F. Pirro could not
have smiled more, sounded nicer, or
done a poorer job of concealing their
true feelings: they want to shred
each other.

Ms. Pirro, the Republican candi-
date, said she would run a “positive,
issues-oriented campaign” and chal-
lenged Mr. Cuomo to do the same,
and then found five different ways to
describe him as totally unqualified
for the job.

“There is no comparison between
our records,” declared Ms. Pirro, the
former district attorney of West-
chester County.

Mr. Cuomo, the Democrat, who
has a substantial lead in public opin-
ion polls, said he would stick to sub-
stance, but then assailed Ms. Pirro
as a handmaiden of Gov. George E.
Pataki, whom he had no problem
calling a failure. Asked if he would
push back any and all Pirro attacks,
he said, “Do I ever push?” and then
let a cackle rip.

As the fall election campaign be-
gan, on the heels of Tuesday’s prima-
ry, the most attention and energy
flowed to the Cuomo-Pirro race to
succeed the attorney general, Eliot
Spitzer, in large part because it pits
against each other two candidates
who are perhaps the most aggres-
sive New York politicians in their re-
spective parties. Then add volatile 

Cuomo Smiles,
Pirro Gleams,
And War Is On
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Critics say that Paul D. Wolfowitz,
president of the World Bank, is tak-
ing an approach to fighting corrup-
tion in poor countries that is interfer-
ing with the bank’s central mission. 

BUSINESS DAY, PAGE C1

Wolfowitz Draws Criticism

The American sportswear of Michael Kors, left, and the body-skimming de-
signs of Narciso Rodriguez were the popular shows midway through Fashion
Week. A review by Cathy Horyn. PAGE B7

So far on the runways, four trends have come into focus. No. 1: a correction
of the unsexy layered looks of fall. THURSDAY STYLES, PAGE G1

Spring Fashions Take Shape
Rahav Segev for The New York TimesRobyn Beck/Agence France-Presse—Getty Images

Many lyrics on Bob Dylan’s latest
album, “Modern Times,” bear strong
echoes to verse by Henry Timrod, a
Confederate poet. THE ARTS, PAGE E1

Bob Dylan, Rebel

Nearly 90 Iraqis were killed or
found dead in Baghdad, an Interior
Ministry official said, making for a
grim day even amid the intense sec-
tarian violence. Of the 60 bodies
found, nearly all were shot in the
head, had clear signs of torture or
were blindfolded, bound or gagged.
But American military officials, who
have been challenging body counts,
disputed the number found.

At Saddam Hussein’s trial, a pros-
ecutor accused the judge of letting
defendants “treat the chamber as a
political forum.” PAGE A10 

In Iraq’s Grim Capital,
Bodies Lie Everywhere

The first effort in the nation to im-
pose minimum wage regulations on
big-box stores unraveled in Chicago,
as the City Council fell short of over-
riding a veto by the mayor. PAGE A18

Wage Rules Fail in Chicago

Gay rights groups are making the
biggest push in a decade to repeal the
policy known as “don’t ask, don’t
tell,” which bars openly gay men and
lesbians from the military. PAGE A18

Don’t Ask, Don’t Tell, Again

By EDMUND L. ANDREWS
WASHINGTON, Sept. 13 — The In-

terior Department’s chief official re-
sponsible for investigating abuses
and overseeing operations accused
the top officials at the agency on
Wednesday of tolerating widespread
ethical failures, from cronyism to
cover-ups of incompetence.

“Simply stated, short of a crime,
anything goes at the highest levels of
the Department of the Interior,”
charged Earl E. Devaney, the Interi-
or Department’s inspector general,
at a hearing of the House Govern-
ment Reform subcommittee on ener-
gy.

“I have observed one instance af-
ter another when the good work of
my office has been disregarded by
the department,” he continued. “Eth-
ics failures on the part of senior de-
partment officials — taking the form
of appearances of impropriety, fa-
voritism and bias — have been rou-
tinely dismissed with a promise ‘not
to do it again.’ ”

The blistering attack was part of
Mr. Devaney’s report on what he
called the Interior Department’s
“bureaucratic bungling” of oil and
gas leases signed in the late 1990’s,
mistakes that are now expected to
cost the government billions of dol-
lars but were covered up for six
years.

While these leases were the spe-
cific focus of the hearing, Mr. Deva-
ney directed most of his criticism at
what he called a broader organiza-
tional culture at the Interior Depart-
ment of denial and “defending the in-
defensible.”

He expressed particular fury at
the willingness to dismiss two dozen
potential ethical lapses by J. Steven
Griles, a former industry lobbyist
who served as deputy secretary of
the interior during President Bush’s
first term.

Mr. Griles resigned after allega-
tions surfaced that he pushed policy
decisions that favored some of his
former oil and gas industry clients
and that he tried to steer a $2 million
contract to a technology firm that
had also been one of his clients. 

In a 145-page report in 2004, the in-
spector general described Mr. Griles

Interior Official
Assails Agency
For Ethics Slide

At Oil Lease Hearing,
a Broad Attack
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Former Gov. Ann
W. Richards of Tex-
as, who galvanized
the 1988 Democrat-
ic National Conven-
tion with her tart
keynote speech and
was later upset by
a challenger named George W. Bush,
was 73. PAGE D8 

Ann Richards Dies
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INSIDE

By SAM ROBERTS
Annie Moore is memorialized by

bronze statues in New York Harbor
and Ireland and cited in story and
song as the first of 12 million immi-
grants to arrive at Ellis Island. Her
story, as it has been recounted for
decades, is that she went west with
her family to fulfill the American
dream — eventually reaching Texas,
where she married a descendant of
the Irish liberator Daniel O’Connell
and then died accidentally under the
wheels of a streetcar at the age of 46. 

The first part of the myth seems
authentic enough. 

Hustled ahead of a burly German

by her two younger brothers and by
an Irish longshoreman who shouted
“Ladies first,” one Annie Moore from
County Cork set foot on Ellis Island
ahead of the other passengers from
the steamship Nevada on Jan. 1,
1892, her 15th birthday. She was offi-
cially registered by the former pri-
vate secretary to the secretary of the
treasury and was presented with a
$10 gold piece by the superintendent
of immigration. 

“She says she will never part with
it, but will always keep it as a pleas-
ant memento of the occasion,” The
New York Times reported in describ-
ing the ceremonies inaugurating El-
lis Island.

As for what happened next,
though, history appears to have em-
braced the wrong Annie Moore. 

“It’s a classic go-West-young-
woman tale riddled with tragedy,”
said Megan Smolenyak Smolenyak, a
professional genealogist. “If only it
were true.”

In fact, according to Mrs. Smole-
nyak Smolenyak’s research, the An-
nie Moore of Ellis Island fame set-
tled on the Lower East Side, married
a bakery clerk and had 11 children.
She lived a poor immigrant’s life, but
her descendants multiplied and 

First Through Gates of Ellis I.,
She Was Lost. Now She’s Found.

Continued on Page B4

By ERIC LICHTBLAU 
and KATE ZERNIKE

WASHINGTON, Sept. 13 — The
White House took a critical step on
Wednesday in its effort to get Con-
gressional blessing for President
Bush’s domestic eavesdropping pro-
gram, but it ran into increasingly
fierce resistance from leading Re-
publicans over its plan to try terror
suspects being held in Guantánamo
Bay, Cuba. 

The mixed results signaled the
tough road the White House faces in
trying to sell the two key planks in its
national security agenda to some-
times skeptical Congressional Re-
publicans less than two months be-
fore the midterm elections.

Democrats have allowed Repub-
licans to fight among themselves
over the issues, and appear willing to
allow the issues to come to a vote
rather than risk charges of political
obstructionism in an election season. 

The White House has turned its fo-
cus to Capitol Hill as part of a broad
push to shift the public debate
toward national security and away
from Iraq. After kicking off the cam-
paign in a series of recent speeches,
Mr. Bush is scheduled to visit Capitol
Hill on Thursday morning to rally
support for his proposals. 

On the domestic eavesdropping
program, strong White House lobby-
ing began to pay dividends on
Wednesday as the Senate Judiciary
Committee approved on a party-line
vote two legislative approaches fa-
vored by the White House, along with
a third the Bush administration op-
poses. The program would allow the
National Security Agency to eaves-
drop without a warrant on the in-
ternational phone calls and e-mail of
people in the United States. 

But negotiations between Capitol
Hill and the White House broke down
as three Republican senators crucial
to passage of the legislation hard-
ened their stance against a White
House plan that would reinterpret a
main provision of the Geneva Con-
ventions.

Senator John W. Warner, Repub-
lican of Virginia, the chairman of the
Armed Services Committee, said the
committee would vote Thursday in a
closed session on an alternative that
he and his two chief allies — Sena-
tors Lindsey Graham of South Caro-
lina and John McCain of Arizona —
have championed, even if the White
House refuses to go along with them.
The senators have said changes to 

PANEL IN SENATE
BACKS BUSH PLAN

FOR MONITORING

DOMESTIC EAVESDROPPING 

But Resistance of G.O.P.
Senators Is Stiffening 
on Terror Tribunals

Continued on Page A25

Shawn Baldwin for The New York Times

Zidan Abu Reziq preparing dinner by candlelight and flashlight for his family in the Gaza Strip because of a lack of electricity, a recurrent problem. 

By STEVEN ERLANGER

KHAN YUNIS, Gaza Strip, Sept. 12
— For the last week, Zidan Abu
Reziq has been sleeping outside, next
to his plantings on a small square of
sand he expropriated.

The Abu Reziqs, like many of the
large, destitute refugee families in
this shrapneled, tumbledown slum,
need to plant to eat. They took the
land and planted it with vegetables,
an investment of about $50, most of
the money that the United Nations
Relief and Works Agency gave them
to buy school uniforms for the chil-
dren. 

Zidan’s wife, Tamam, admits her
51-year-old husband sleeps with his
plants because he needs to protect
their investment in the lawless chaos
of Gaza, where his own small theft of
land, 20 square yards that belongs to
the government, is dwarfed by the
huge expropriations by gangs and
families and militia groups that have
taken over much of the best land left
behind when the Israelis pulled out
their settlers a year ago.

It is difficult to exaggerate the eco-
nomic collapse of Gaza, with the Pal-
estinian Authority cut off from funds
by Israel, the United States and the
European Union after Hamas won
the legislative elections on Jan. 25.

Since then, the authority has paid
most of its 73,000 employees here,
nearly 40 percent of Gaza’s work
force, only 1.5 months’ salary, re-
sulting in a severe economic depres-
sion and growing signs of malnutri-
tion, especially among the poorest
children. 

Few here are using the United Na-
tions grants for school. The Abu
Reziqs are carefully investing the
rest of their relief money. More than
$20 went straight to the local grocer,

Tamam said, as a down payment on
the credit extended to the family,
which still owes more than $200.
About $11 went to buy the ingredi-
ents, including two chickens, for the
couscous dish that Tamam and her
daughter, Fatma, 29, are making
early this morning, kneading relief
agency flour in big aluminum bowls,
pouring in relief agency oil, rubbing
the flour over a screen to get the
right consistency.

The result will serve 15 people,
Tamam said. “We want to feed the
people who helped us with the land,”
she said, and some of their neigh-
bors, even worse off than they.

Gaza’s situation has worsened
since Palestinian gunmen, including
those from Hamas, killed two Israeli
soldiers and captured a third on June
25. Israel reinvaded Gaza, and has
since killed more than 240 Palestin-
ians, many of them in gun battles.

An Israeli airstrike on Gaza’s only
electrical power plant means that
most Gazans now get only 7 to 12
hours a day of electricity, at unpre-
dictable hours, with running water
largely dependent on electric pumps.

Fishermen, now prevented from
going more than a few hundred
yards from shore by the Israeli
Navy, are using hand-thrown nets
from the beach to catch a few sprats
and sardines.

Jan Egeland, the United Nations
under secretary for humanitarian af-
fairs, said that Gaza was “a ticking
time bomb.” The United Nations
Conference on Trade and Develop-

As Parents Go Unpaid, Gaza Children Go Hungry

Cut Off From Funds,
Region Is Enduring
Economic Collapse

Continued on Page A17

By KATIE HAFNER
SAN FRANCISCO, Sept. 13 — The

ambitious founders of Google, the
popular search engine company,
have set up a philanthropy, giving it
seed money of about $1 billion and a
mandate to tackle poverty, disease
and global warming. 

But unlike most charities, this one
will be for-profit, allowing it to fund
start-up companies, form partner-
ships with venture capitalists and
even lobby Congress. It will also pay
taxes.

One of its maiden projects reflects
the philanthropy’s nontraditional ap-
proach. According to people briefed
on the program, the organization,
called Google.org, plans to develop
an ultra-fuel-efficient plug-in hybrid
car engine that runs on ethanol, elec-
tricity and gasoline. 

The philanthropy is consulting
with hybrid-engine scientists and
automakers, and has arranged for
the purchase of a small fleet of cars
with plans to convert the engines so
that their gas mileage exceeds 100
miles per gallon. The goal of the
project is to reduce dependence on
oil while alleviating the effects of glo-
bal warming.

Google.org is drawing skeptics for
both its structure and its ambitions.
It is a slingshot compared with the
artillery of charities established by
older captains of industry. Its financ-
ing pales next to the tens of billions
that the Bill and Melinda Gates 

Continued on Page C4
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New York: Today, cloudy, scattered
showers, high 68. Tonight, lingering
showers, low 64. Tomorrow, mostly
cloudy, brief showers, high 73. Yester-
day, high 67, low 56. Details, Page D7.

ONE DOLLAR

Late Edition

By PATRICK HEALY
Kicking off their general-election

battle for New York State attorney
general yesterday, Andrew M. Cuo-
mo and Jeanine F. Pirro could not
have smiled more, sounded nicer, or
done a poorer job of concealing their
true feelings: they want to shred
each other.

Ms. Pirro, the Republican candi-
date, said she would run a “positive,
issues-oriented campaign” and chal-
lenged Mr. Cuomo to do the same,
and then found five different ways to
describe him as totally unqualified
for the job.

“There is no comparison between
our records,” declared Ms. Pirro, the
former district attorney of West-
chester County.

Mr. Cuomo, the Democrat, who
has a substantial lead in public opin-
ion polls, said he would stick to sub-
stance, but then assailed Ms. Pirro
as a handmaiden of Gov. George E.
Pataki, whom he had no problem
calling a failure. Asked if he would
push back any and all Pirro attacks,
he said, “Do I ever push?” and then
let a cackle rip.

As the fall election campaign be-
gan, on the heels of Tuesday’s prima-
ry, the most attention and energy
flowed to the Cuomo-Pirro race to
succeed the attorney general, Eliot
Spitzer, in large part because it pits
against each other two candidates
who are perhaps the most aggres-
sive New York politicians in their re-
spective parties. Then add volatile 

Cuomo Smiles,
Pirro Gleams,
And War Is On
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Updated news: nytimes.com
Tomorrow in The Times: Page B6

Critics say that Paul D. Wolfowitz,
president of the World Bank, is tak-
ing an approach to fighting corrup-
tion in poor countries that is interfer-
ing with the bank’s central mission. 

BUSINESS DAY, PAGE C1

Wolfowitz Draws Criticism

The American sportswear of Michael Kors, left, and the body-skimming de-
signs of Narciso Rodriguez were the popular shows midway through Fashion
Week. A review by Cathy Horyn. PAGE B7

So far on the runways, four trends have come into focus. No. 1: a correction
of the unsexy layered looks of fall. THURSDAY STYLES, PAGE G1

Spring Fashions Take Shape
Rahav Segev for The New York TimesRobyn Beck/Agence France-Presse—Getty Images

Many lyrics on Bob Dylan’s latest
album, “Modern Times,” bear strong
echoes to verse by Henry Timrod, a
Confederate poet. THE ARTS, PAGE E1

Bob Dylan, Rebel

Nearly 90 Iraqis were killed or
found dead in Baghdad, an Interior
Ministry official said, making for a
grim day even amid the intense sec-
tarian violence. Of the 60 bodies
found, nearly all were shot in the
head, had clear signs of torture or
were blindfolded, bound or gagged.
But American military officials, who
have been challenging body counts,
disputed the number found.

At Saddam Hussein’s trial, a pros-
ecutor accused the judge of letting
defendants “treat the chamber as a
political forum.” PAGE A10 

In Iraq’s Grim Capital,
Bodies Lie Everywhere

The first effort in the nation to im-
pose minimum wage regulations on
big-box stores unraveled in Chicago,
as the City Council fell short of over-
riding a veto by the mayor. PAGE A18

Wage Rules Fail in Chicago

Gay rights groups are making the
biggest push in a decade to repeal the
policy known as “don’t ask, don’t
tell,” which bars openly gay men and
lesbians from the military. PAGE A18

Don’t Ask, Don’t Tell, Again

By EDMUND L. ANDREWS
WASHINGTON, Sept. 13 — The In-

terior Department’s chief official re-
sponsible for investigating abuses
and overseeing operations accused
the top officials at the agency on
Wednesday of tolerating widespread
ethical failures, from cronyism to
cover-ups of incompetence.

“Simply stated, short of a crime,
anything goes at the highest levels of
the Department of the Interior,”
charged Earl E. Devaney, the Interi-
or Department’s inspector general,
at a hearing of the House Govern-
ment Reform subcommittee on ener-
gy.

“I have observed one instance af-
ter another when the good work of
my office has been disregarded by
the department,” he continued. “Eth-
ics failures on the part of senior de-
partment officials — taking the form
of appearances of impropriety, fa-
voritism and bias — have been rou-
tinely dismissed with a promise ‘not
to do it again.’ ”

The blistering attack was part of
Mr. Devaney’s report on what he
called the Interior Department’s
“bureaucratic bungling” of oil and
gas leases signed in the late 1990’s,
mistakes that are now expected to
cost the government billions of dol-
lars but were covered up for six
years.

While these leases were the spe-
cific focus of the hearing, Mr. Deva-
ney directed most of his criticism at
what he called a broader organiza-
tional culture at the Interior Depart-
ment of denial and “defending the in-
defensible.”

He expressed particular fury at
the willingness to dismiss two dozen
potential ethical lapses by J. Steven
Griles, a former industry lobbyist
who served as deputy secretary of
the interior during President Bush’s
first term.

Mr. Griles resigned after allega-
tions surfaced that he pushed policy
decisions that favored some of his
former oil and gas industry clients
and that he tried to steer a $2 million
contract to a technology firm that
had also been one of his clients. 

In a 145-page report in 2004, the in-
spector general described Mr. Griles

Interior Official
Assails Agency
For Ethics Slide

At Oil Lease Hearing,
a Broad Attack
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Former Gov. Ann
W. Richards of Tex-
as, who galvanized
the 1988 Democrat-
ic National Conven-
tion with her tart
keynote speech and
was later upset by
a challenger named George W. Bush,
was 73. PAGE D8 

Ann Richards Dies
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INSIDE

By SAM ROBERTS
Annie Moore is memorialized by

bronze statues in New York Harbor
and Ireland and cited in story and
song as the first of 12 million immi-
grants to arrive at Ellis Island. Her
story, as it has been recounted for
decades, is that she went west with
her family to fulfill the American
dream — eventually reaching Texas,
where she married a descendant of
the Irish liberator Daniel O’Connell
and then died accidentally under the
wheels of a streetcar at the age of 46. 

The first part of the myth seems
authentic enough. 

Hustled ahead of a burly German

by her two younger brothers and by
an Irish longshoreman who shouted
“Ladies first,” one Annie Moore from
County Cork set foot on Ellis Island
ahead of the other passengers from
the steamship Nevada on Jan. 1,
1892, her 15th birthday. She was offi-
cially registered by the former pri-
vate secretary to the secretary of the
treasury and was presented with a
$10 gold piece by the superintendent
of immigration. 

“She says she will never part with
it, but will always keep it as a pleas-
ant memento of the occasion,” The
New York Times reported in describ-
ing the ceremonies inaugurating El-
lis Island.

As for what happened next,
though, history appears to have em-
braced the wrong Annie Moore. 

“It’s a classic go-West-young-
woman tale riddled with tragedy,”
said Megan Smolenyak Smolenyak, a
professional genealogist. “If only it
were true.”

In fact, according to Mrs. Smole-
nyak Smolenyak’s research, the An-
nie Moore of Ellis Island fame set-
tled on the Lower East Side, married
a bakery clerk and had 11 children.
She lived a poor immigrant’s life, but
her descendants multiplied and 

First Through Gates of Ellis I.,
She Was Lost. Now She’s Found.

Continued on Page B4

By ERIC LICHTBLAU 
and KATE ZERNIKE

WASHINGTON, Sept. 13 — The
White House took a critical step on
Wednesday in its effort to get Con-
gressional blessing for President
Bush’s domestic eavesdropping pro-
gram, but it ran into increasingly
fierce resistance from leading Re-
publicans over its plan to try terror
suspects being held in Guantánamo
Bay, Cuba. 

The mixed results signaled the
tough road the White House faces in
trying to sell the two key planks in its
national security agenda to some-
times skeptical Congressional Re-
publicans less than two months be-
fore the midterm elections.

Democrats have allowed Repub-
licans to fight among themselves
over the issues, and appear willing to
allow the issues to come to a vote
rather than risk charges of political
obstructionism in an election season. 

The White House has turned its fo-
cus to Capitol Hill as part of a broad
push to shift the public debate
toward national security and away
from Iraq. After kicking off the cam-
paign in a series of recent speeches,
Mr. Bush is scheduled to visit Capitol
Hill on Thursday morning to rally
support for his proposals. 

On the domestic eavesdropping
program, strong White House lobby-
ing began to pay dividends on
Wednesday as the Senate Judiciary
Committee approved on a party-line
vote two legislative approaches fa-
vored by the White House, along with
a third the Bush administration op-
poses. The program would allow the
National Security Agency to eaves-
drop without a warrant on the in-
ternational phone calls and e-mail of
people in the United States. 

But negotiations between Capitol
Hill and the White House broke down
as three Republican senators crucial
to passage of the legislation hard-
ened their stance against a White
House plan that would reinterpret a
main provision of the Geneva Con-
ventions.

Senator John W. Warner, Repub-
lican of Virginia, the chairman of the
Armed Services Committee, said the
committee would vote Thursday in a
closed session on an alternative that
he and his two chief allies — Sena-
tors Lindsey Graham of South Caro-
lina and John McCain of Arizona —
have championed, even if the White
House refuses to go along with them.
The senators have said changes to 

PANEL IN SENATE
BACKS BUSH PLAN

FOR MONITORING

DOMESTIC EAVESDROPPING 

But Resistance of G.O.P.
Senators Is Stiffening 
on Terror Tribunals

Continued on Page A25
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Zidan Abu Reziq preparing dinner by candlelight and flashlight for his family in the Gaza Strip because of a lack of electricity, a recurrent problem. 

By STEVEN ERLANGER

KHAN YUNIS, Gaza Strip, Sept. 12
— For the last week, Zidan Abu
Reziq has been sleeping outside, next
to his plantings on a small square of
sand he expropriated.

The Abu Reziqs, like many of the
large, destitute refugee families in
this shrapneled, tumbledown slum,
need to plant to eat. They took the
land and planted it with vegetables,
an investment of about $50, most of
the money that the United Nations
Relief and Works Agency gave them
to buy school uniforms for the chil-
dren. 

Zidan’s wife, Tamam, admits her
51-year-old husband sleeps with his
plants because he needs to protect
their investment in the lawless chaos
of Gaza, where his own small theft of
land, 20 square yards that belongs to
the government, is dwarfed by the
huge expropriations by gangs and
families and militia groups that have
taken over much of the best land left
behind when the Israelis pulled out
their settlers a year ago.

It is difficult to exaggerate the eco-
nomic collapse of Gaza, with the Pal-
estinian Authority cut off from funds
by Israel, the United States and the
European Union after Hamas won
the legislative elections on Jan. 25.

Since then, the authority has paid
most of its 73,000 employees here,
nearly 40 percent of Gaza’s work
force, only 1.5 months’ salary, re-
sulting in a severe economic depres-
sion and growing signs of malnutri-
tion, especially among the poorest
children. 

Few here are using the United Na-
tions grants for school. The Abu
Reziqs are carefully investing the
rest of their relief money. More than
$20 went straight to the local grocer,

Tamam said, as a down payment on
the credit extended to the family,
which still owes more than $200.
About $11 went to buy the ingredi-
ents, including two chickens, for the
couscous dish that Tamam and her
daughter, Fatma, 29, are making
early this morning, kneading relief
agency flour in big aluminum bowls,
pouring in relief agency oil, rubbing
the flour over a screen to get the
right consistency.

The result will serve 15 people,
Tamam said. “We want to feed the
people who helped us with the land,”
she said, and some of their neigh-
bors, even worse off than they.

Gaza’s situation has worsened
since Palestinian gunmen, including
those from Hamas, killed two Israeli
soldiers and captured a third on June
25. Israel reinvaded Gaza, and has
since killed more than 240 Palestin-
ians, many of them in gun battles.

An Israeli airstrike on Gaza’s only
electrical power plant means that
most Gazans now get only 7 to 12
hours a day of electricity, at unpre-
dictable hours, with running water
largely dependent on electric pumps.

Fishermen, now prevented from
going more than a few hundred
yards from shore by the Israeli
Navy, are using hand-thrown nets
from the beach to catch a few sprats
and sardines.

Jan Egeland, the United Nations
under secretary for humanitarian af-
fairs, said that Gaza was “a ticking
time bomb.” The United Nations
Conference on Trade and Develop-

As Parents Go Unpaid, Gaza Children Go Hungry

Cut Off From Funds,
Region Is Enduring
Economic Collapse

Continued on Page A17

By KATIE HAFNER
SAN FRANCISCO, Sept. 13 — The

ambitious founders of Google, the
popular search engine company,
have set up a philanthropy, giving it
seed money of about $1 billion and a
mandate to tackle poverty, disease
and global warming. 

But unlike most charities, this one
will be for-profit, allowing it to fund
start-up companies, form partner-
ships with venture capitalists and
even lobby Congress. It will also pay
taxes.

One of its maiden projects reflects
the philanthropy’s nontraditional ap-
proach. According to people briefed
on the program, the organization,
called Google.org, plans to develop
an ultra-fuel-efficient plug-in hybrid
car engine that runs on ethanol, elec-
tricity and gasoline. 

The philanthropy is consulting
with hybrid-engine scientists and
automakers, and has arranged for
the purchase of a small fleet of cars
with plans to convert the engines so
that their gas mileage exceeds 100
miles per gallon. The goal of the
project is to reduce dependence on
oil while alleviating the effects of glo-
bal warming.

Google.org is drawing skeptics for
both its structure and its ambitions.
It is a slingshot compared with the
artillery of charities established by
older captains of industry. Its financ-
ing pales next to the tens of billions
that the Bill and Melinda Gates 

Continued on Page C4

Philanthropy
Google’s Way:

Not the Usual 

New York: Today, cloudy, scattered
showers, high 68. Tonight, lingering
showers, low 64. Tomorrow, mostly
cloudy, brief showers, high 73. Yester-
day, high 67, low 56. Details, Page D7.

ONE DOLLAR

Late Edition

By PATRICK HEALY
Kicking off their general-election

battle for New York State attorney
general yesterday, Andrew M. Cuo-
mo and Jeanine F. Pirro could not
have smiled more, sounded nicer, or
done a poorer job of concealing their
true feelings: they want to shred
each other.

Ms. Pirro, the Republican candi-
date, said she would run a “positive,
issues-oriented campaign” and chal-
lenged Mr. Cuomo to do the same,
and then found five different ways to
describe him as totally unqualified
for the job.

“There is no comparison between
our records,” declared Ms. Pirro, the
former district attorney of West-
chester County.

Mr. Cuomo, the Democrat, who
has a substantial lead in public opin-
ion polls, said he would stick to sub-
stance, but then assailed Ms. Pirro
as a handmaiden of Gov. George E.
Pataki, whom he had no problem
calling a failure. Asked if he would
push back any and all Pirro attacks,
he said, “Do I ever push?” and then
let a cackle rip.

As the fall election campaign be-
gan, on the heels of Tuesday’s prima-
ry, the most attention and energy
flowed to the Cuomo-Pirro race to
succeed the attorney general, Eliot
Spitzer, in large part because it pits
against each other two candidates
who are perhaps the most aggres-
sive New York politicians in their re-
spective parties. Then add volatile 

Cuomo Smiles,
Pirro Gleams,
And War Is On

Continued on Page B5
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Critics say that Paul D. Wolfowitz,
president of the World Bank, is tak-
ing an approach to fighting corrup-
tion in poor countries that is interfer-
ing with the bank’s central mission. 

BUSINESS DAY, PAGE C1

Wolfowitz Draws Criticism

The American sportswear of Michael Kors, left, and the body-skimming de-
signs of Narciso Rodriguez were the popular shows midway through Fashion
Week. A review by Cathy Horyn. PAGE B7

So far on the runways, four trends have come into focus. No. 1: a correction
of the unsexy layered looks of fall. THURSDAY STYLES, PAGE G1

Spring Fashions Take Shape
Rahav Segev for The New York TimesRobyn Beck/Agence France-Presse—Getty Images

Many lyrics on Bob Dylan’s latest
album, “Modern Times,” bear strong
echoes to verse by Henry Timrod, a
Confederate poet. THE ARTS, PAGE E1

Bob Dylan, Rebel

Nearly 90 Iraqis were killed or
found dead in Baghdad, an Interior
Ministry official said, making for a
grim day even amid the intense sec-
tarian violence. Of the 60 bodies
found, nearly all were shot in the
head, had clear signs of torture or
were blindfolded, bound or gagged.
But American military officials, who
have been challenging body counts,
disputed the number found.

At Saddam Hussein’s trial, a pros-
ecutor accused the judge of letting
defendants “treat the chamber as a
political forum.” PAGE A10 

In Iraq’s Grim Capital,
Bodies Lie Everywhere

The first effort in the nation to im-
pose minimum wage regulations on
big-box stores unraveled in Chicago,
as the City Council fell short of over-
riding a veto by the mayor. PAGE A18

Wage Rules Fail in Chicago

Gay rights groups are making the
biggest push in a decade to repeal the
policy known as “don’t ask, don’t
tell,” which bars openly gay men and
lesbians from the military. PAGE A18

Don’t Ask, Don’t Tell, Again

By EDMUND L. ANDREWS
WASHINGTON, Sept. 13 — The In-

terior Department’s chief official re-
sponsible for investigating abuses
and overseeing operations accused
the top officials at the agency on
Wednesday of tolerating widespread
ethical failures, from cronyism to
cover-ups of incompetence.

“Simply stated, short of a crime,
anything goes at the highest levels of
the Department of the Interior,”
charged Earl E. Devaney, the Interi-
or Department’s inspector general,
at a hearing of the House Govern-
ment Reform subcommittee on ener-
gy.

“I have observed one instance af-
ter another when the good work of
my office has been disregarded by
the department,” he continued. “Eth-
ics failures on the part of senior de-
partment officials — taking the form
of appearances of impropriety, fa-
voritism and bias — have been rou-
tinely dismissed with a promise ‘not
to do it again.’ ”

The blistering attack was part of
Mr. Devaney’s report on what he
called the Interior Department’s
“bureaucratic bungling” of oil and
gas leases signed in the late 1990’s,
mistakes that are now expected to
cost the government billions of dol-
lars but were covered up for six
years.

While these leases were the spe-
cific focus of the hearing, Mr. Deva-
ney directed most of his criticism at
what he called a broader organiza-
tional culture at the Interior Depart-
ment of denial and “defending the in-
defensible.”

He expressed particular fury at
the willingness to dismiss two dozen
potential ethical lapses by J. Steven
Griles, a former industry lobbyist
who served as deputy secretary of
the interior during President Bush’s
first term.

Mr. Griles resigned after allega-
tions surfaced that he pushed policy
decisions that favored some of his
former oil and gas industry clients
and that he tried to steer a $2 million
contract to a technology firm that
had also been one of his clients. 

In a 145-page report in 2004, the in-
spector general described Mr. Griles

Interior Official
Assails Agency
For Ethics Slide

At Oil Lease Hearing,
a Broad Attack

Continued on Page C4

Former Gov. Ann
W. Richards of Tex-
as, who galvanized
the 1988 Democrat-
ic National Conven-
tion with her tart
keynote speech and
was later upset by
a challenger named George W. Bush,
was 73. PAGE D8 

Ann Richards Dies
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Foundation will have at its disposal,
especially with the coming infusion
of some $3 billion a year from War-
ren E. Buffett, the founder of Berk-
shire Hathaway.

But Google’s philanthropic work is
coming early in the company’s life-
time. Microsoft was 25 years old be-
fore Bill Gates set up his foundation,
which is a tax-exempt organization
and separate from Microsoft.

By choosing for-profit status, Goo-
gle will have to pay taxes if company
shares are sold at a profit — or if cor-
porate earnings are used — to fi-
nance Google.org. Any resulting ven-
ture that shows a profit will also
have to pay taxes. Shareholders may
not like the fact that the Google.org
tax forms will not be made public,
but kept private as part of the tax fil-
ings of the parent, Google Inc.

Google’s founders, Larry Page and
Sergey Brin, believe for-profit status
will greatly increase their philan-
thropy’s range and flexibility. It
could, for example, form a company
to sell the converted cars, finance
that company in partnership with
venture capitalists, and even hire a
lobbyist to pressure Congress to pass
legislation granting a tax credit to
consumers who buy the cars.

The executive director whom Mr.
Page and Mr. Brin have hired, Dr.
Larry Brilliant, is every bit as icono-
clastic as Google’s philanthropic
arm. Dr. Brilliant, a 61-year-old phy-
sician and public health expert, has
studied under a Hindu guru in a mon-
astery at the foothills of the Himala-
yas and worked as a Silicon Valley
entrepreneur.

In one project, which Dr. Brilliant
brought with him to the job, Google
.org will try to develop a system to
detect disease outbreaks early. 

Dr. Brilliant likens the traditional
structure of corporate foundations to
a musician confined to playing only
the high register on a piano. “Google
.org can play on the entire key-
board,” Dr. Brilliant said in an in-
terview. “It can start companies,
build industries, pay consultants, lob-
by, give money to individuals and
make a profit.” 

While declining to comment on the
car project specifically, Dr. Brilliant
said he would hope to see such ven-
tures make a profit. “But if they
didn’t, we wouldn’t care,” he said.
“We’re not doing it for the profit. And
if we didn’t get our capital back, so
what? The emphasis is on social re-
turns, not economic returns.”

Development of ultra-high-mile-
age cars is under way at a number of
companies, from Toyota to tiny
start-ups. Making an engine that
uses E85 — a mixture of 85 percent
ethanol and 15 percent gasoline — is
not difficult, but the lack of availabil-

ity of the fuel presents a challenge,
said Brett Smith, a senior industry
analyst at the Center for Automotive
Research in Ann Arbor, Mich. 

Another barrier, Mr. Smith said,
lies in the batteries for so-called
plug-in hybrids, which require more
powerful batteries that charge more
quickly than the current generation
of hybrid batteries. 

There are skeptics, too, among tax
lawyers and other pragmatists fa-
miliar with the world of philanthro-
py. They wonder whether Google’s
directors might be tempted to take
back some of the largess in an eco-
nomic downturn. 

“The money is at the beck and call
of the board of directors and share-
holders,” said Marcus S. Owens, a
tax lawyer in Washington who spent
a decade as director of the exempt
organizations division of the Internal
Revenue Service. “It’s possible the
shareholders of Google might some-
day object, especially if we go into an
economic depression and that money
is needed to shore up the company.” 

And there is the question of how
many of the planet’s problems can
truly be addressed by a single corpo-
rate entity.

But even while expressing reser-
vations about Google’s approach,
Mr. Owens said that the structure of
Google.org “eliminates all the con-
straints that might otherwise apply.”

The only conventional part of Goo-
gle.org is the Google Foundation, a
nonprofit with an endowment of $90
million that is constrained in how it
spends by the 501(c)(3) section of the
Internal Revenue Service code. 

Google’s big philanthropic experi-
ment lies in the part of Google.org
where the bulk of the funding now re-
sides. This part of Google.org will be
fully taxable, with the ability to in-
vest in a full spectrum of programs
and companies.

All of Google.org’s spending, Dr.
Brilliant said, will be in keeping with
its mission, and there is to be no
“blowback.” That is, should Google
.org make a profit with one of its ven-
tures, those funds will not go to the
search engine business, but will stay
within Google.org.

Google had existed for only six
years, when, in advance of the com-
pany’s initial public offering in Au-
gust 2004, Mr. Page and Mr. Brin told
potential investors that they planned
to set aside 1 percent of the compa-
ny’s stock and an equal percentage
of profits for philanthropy. By the
end of 2004, Google.org was formed.

The company has said it plans to
spend the money over the next 20
years, and the Google board recently
approved a more rapid disburse-
ment rate, $175 million over the next
two years. 

“Poor people can’t wait,” Dr. Bril-
liant said. “Dying people can’t wait
for some 20-year plan. It’s not what
we’re doing here.”

Ventures that grow out of Google
.org could be seen to have a compet-
itive edge because they do not need
to show a financial profit. But finan-
cial returns from a project like the
high-mileage car are not necessarily
the aim.

“I think how you count profit is the
issue here,” said Peter Hero, presi-
dent of the Community Foundation
of Silicon Valley, a charitable foun-
dation with about $1 billion in assets.
“Google.org is measuring return on
cleaner air and quality of life. Their
bottom line isn’t just financial. It’s
environmental and social.” 

Once Google.org was formed, the
company spent months searching for
an executive director. There was no
lack of interest in the job. 

“Literally thousands of people
worldwide got in touch with us,” said
Sheryl Sandberg, the Google vice
president who led the search. “We’d
get someone who was an amazing

technology entrepreneur but who
didn’t know anything about the de-
veloping world.”

Then along came Dr. Brilliant, an
affable man generous with bearhugs
and self-deprecating humor whose
unlikely résumé looks like a compos-
ite career summary of multiple high
achievers.

After receiving his medical de-
gree, Dr. Brilliant studied for two
years with Neem Karoli Baba, a fa-
mous Hindu guru.

As Dr. Brilliant tells the story, in
1973, shortly before the guru’s death,

he told Dr. Brilliant to “take off the
ashram whites” and use his skills as
a physician to help eradicate small-
pox, which was devastating India at
the time. 

Dr. Brilliant joined a team of Unit-
ed Nations workers who painstak-
ingly worked their way through India
inoculating people against the dis-
ease. In 1980, the World Health Or-
ganization declared that smallpox
had been eradicated.

In 1978, Dr. Brilliant started the
Seva Foundation, which focuses on
preventing and curing blindness
throughout Asia and Latin America.
In 1985, Dr. Brilliant was a co-
founder of the Well, a seminal online
community. Throughout the 1990’s
and early 2000’s, he ran several high-
tech companies in Silicon Valley.

Dr. Brilliant first heard about
Google.org in early 2005 while lying
in bed in India, sick with dysentery.
He had gone there to work with the
polio eradication program of the
United Nations and, while recover-
ing, he saw news of Google.org in a

local newspaper. 
He sent an inquiry to the only

e-mail address he could find: info
@google.com. He got no response.

This year, Dr. Brilliant was award-
ed the TED Prize, an award given at
the annual Technology, Entertain-
ment and Design conference, a gath-
ering of leaders from the technology
and entertainment industries. The
prize awards three recipients
$100,000, and a “wish” for how to
change world.

Dr. Brilliant’s wish was for the
creation of an “early detection, rapid
response” system for disease out-
breaks. The idea would be an open-
source, nongovernmental, public ac-
cess network for detecting, reporting
and responding to pandemics. 

Some Google insiders heard about
the award and invited Dr. Brilliant to
give a talk at the company. Mr. Page
and Eric E. Schmidt, Google’s chief
executive, were in the audience as
Dr. Brilliant described the polio
eradication efforts of the United Na-
tions. They agreed they had found
their director and began to recruit
him.

At first, Dr. Brilliant said, he was
thrilled. But then he turned skeptical,
largely because of the for-profit
structure of the organization. 

“I got weak knees,” he said. “It was
weird. It was precedent setting.” Af-
ter several lengthy conversations
with executives at Google, Dr. Bril-
liant changed his mind. Six months
into the job, he has traveled to India
to visit eye clinics and polio vaccina-
tion projects with Mr. Page, and to
China to discuss clean energy al-
ternatives. Next week, he leaves for
Africa to visit Google grant recipi-
ents in Ghana.

Dr. Brilliant said he had no desire
to “reinvent the wheel” by working
on projects others are already in-
volved in. And although Google is a
high-tech company, that does not
mean that Google.org will be throw-
ing around high-tech solutions.

“Why would we put Wi-Fi in a
place where what they need is food
and clean water?” he said.

Philanthropy Google’s Way
Doesn’t Follow Usual Path 

Peter DaSilva for The New York Times

Dr. Larry Brilliant, the executive director of Google.org., used to have
concerns about the new foundation’s for-profit status.

Continued From Page A1

The goals include
super-fuel-efficient
cars and less disease.
But taxes will be paid.

as a “train wreck waiting to happen.”
But on Wednesday, Mr. Devaney said
he was appalled that the Interior De-
partment’s office of ethics dismissed
23 out of 25 potential ethical breaches
against Mr. Griles and that Gale A.
Norton, then secretary of the interi-
or, decided not to act on the two re-
maining allegations.

Mr. Griles is once again a lobbyist
in Washington. Efforts to reach Mr.
Griles on Wednesday evening at his
lobbying firm, Lundquist, Nethercutt
& Griles, were unsuccessful.

Mr. Devaney said that case was
typical of a much broader “culture of
managerial irresponsibility and lack
of accountability” in the top reaches
of the Interior Department.

“I have unfortunately watched a
number of high-level Interior offi-
cials leave the department under the
cloud of O.I.G. investigations,” Mr.
Devaney said, referring to the Office
of Inspector General.

“Absent criminal charges, howev-
er, they are sent off in the usual fash-
ion, with a party paying tribute to
their good service and the secretary
wishing them well, to spend more
time with their family or seek new
opportunities.”

That was almost exactly what hap-

pened to Mr. Griles, who was never
charged with any wrongdoing,
though he admitted to using bad
judgment in some cases. 

Dirk Kempthorne, who succeeded
Ms. Norton as interior secretary ear-
lier this year, said Wednesday that
he took the inspector general’s alle-
gations “very seriously” and had
sent a letter to all employees on his

first day at the department on the
need to follow ethical guidelines.

Mr. Kempthorne declined to say
what additional actions he might
take until he saw Mr. Devaney’s final
report.

Mr. Devaney, a burly man who be-
gan his career as a police officer in
Massachusetts, is no stranger to
combative investigations or confron-
tations with top officials.

He spent more than 20 years as a
special agent in the Secret Service,
specializing in white-collar crime,
eventually being put in charge of the
service’s fraud division. In the

1990’s, he became director of crimi-
nal enforcement at the Environmen-
tal Protection Agency. 

He was named inspector general
at the Interior Department in 1999,
just as whistle-blowers outside the
government were pressing huge law-
suits alleging that oil companies
were fraudulently underpaying roy-
alties.

Three years ago, Mr. Devaney
scathingly criticized the Interior De-
partment’s auditing program for oil
and gas royalties.

Beyond finding that investigators
had missed millions of dollars in un-
derpayments, his office uncovered
evidence that agency auditors had
lost key files, then tried to fool in-
vestigators by forging and backdat-
ing the missing documents. In an
acid rebuke of the agency, Mr. Deva-
ney noted that the agency gave a bo-
nus to the official who came up with
the false papers. 

Mr. Devaney’s broadside against
the Interior Department’s culture
dovetailed with his tentative conclu-
sions in his most recent investiga-
tion, into how the department had
managed to sign 1,100 leases for off-
shore drilling that inadvertently let
energy companies escape billions of
dollars in royalties on gas and oil
produced in the Gulf of Mexico.

The leases, signed in 1998 and 1999
during the Clinton administration, al-
low companies to escape normal fed-
eral royalties — usually 12.5 percent

of sales — on the tens of millions of
barrels of oil on each lease. 

The royalty break was intended as
an incentive for deepwater drilling,
but it was also supposed to end if oil
prices climbed above a “threshold”
level of about $34 a barrel. The leases
at issue omitted that restriction, and
department officials kept quiet about
their mistake for six years after they
discovered it.

The problem was first disclosed by
The New York Times in March. Gov-
ernment officials now estimate that
the mistake could cost the Treasury
as much as $10 billion over the next
decade.

“The Interior Department holds
our natural resources in trust for the
American people,’’ said Representa-
tive Darrell Issa, Republican of Cali-
fornia and chairman of the House
Government Reform subcommittee
on energy and resources. “It squan-
dered billions instead.”

Mr. Devaney said the error, a re-
sult of compartmentalized thinking
within the department, might have
remained buried if senior officials
had had their way. 

“We do not have a ‘smoking gun,’ ’’
Mr. Devaney said. “We do, however,
have a very costly mistake which
might never have been aired publicly
absent The New York Times, the in-
terest of this committee, the Senate
Committee on Energy and Natural
Resources and several other inter-
ested members of Congress.”

Interior Official Assails His Agency for an Ethics Slide

Jamie Rose for The New York Times

Earl Devaney, the Interior Department inspector general, told a House
hearing, “short of a crime, anything goes” at high levels of the agency.
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Criticism by the
inspector general goes
beyond errors that
may cost billions.

Felicity Barringer contributed re-
porting.

every case, the funds were restored
after safeguards were set up.

He has begun firing back at the
critics at internal meetings and in
public statements. He notes, for ex-
ample, that the bank’s lending under
his leadership actually rose slightly
last year, to nearly $23 billion.

Mr. Wolfowitz says he has tried to
rebut what he calls the myth that
combating fraud is “somehow at
odds with development or becomes
an excuse not to provide assistance.” 

While no one knows how much of
the bank’s resources have been im-
properly diverted, informal esti-
mates range from 10 percent to the
25 percent that Mr. Wolfowitz says
went to corrupt cronies and family
members of Indonesia’s leadership
in the 1990’s.

During the Reagan administra-
tion, Mr. Wolfowitz served as assist-
ant secretary of state for East Asia,
and, in the Clinton years, as dean of
the Johns Hopkins University School
of Advanced International Studies. 

Some bank officials say that the
widespread concern about Mr. Wolf-
owitz’s approach reflects lingering
doubts among many international
aid specialists about his selection for
the bank post by President Bush. 

The doubts center on Mr. Wolfo-
witz’s role as a leading advocate of
the American invasion of Iraq, with
many critics contending that his zeal
on corruption reminds them of what
they say was his messianic but unre-
alistic faith that installing democra-
cy by force in Iraq, and by other
means through the Middle East,
would bring stability to the region. 

The criticism has been especially
sharp among Europeans at the bank,
where many officials say that judg-
ments about what constitutes “good
governance” could rupture the
bank’s delicate relationships with
aid recipients, especially if the judg-
ments are based on information
gathered from dissidents and other
critics in those countries.

“We must not use corruption as an
excuse for a massive withdrawal of
our help,” a senior French finance of-
ficial involved in discussions with the
bank said. The official was among
many who agreed to discuss the in-
ternal debate only on condition of an-
onymity.

In recent months, Mr. Wolfowitz
and his aides have been negotiating
with skeptical members of the
bank’s board of 24 executive direc-
tors from around the world on guide-
lines for handling corruption issues.
Several of the meetings have been
contentious, participants say.

This week, the board forwarded a
draft of the guidelines and policies
for approval by the world’s finance
ministers at the annual meeting of
the World Bank and the International
Monetary Fund, which begins Thurs-
day in Singapore. But many officials
said they expected the arguments to
continue there and into the future.

Several longtime bank officials
say they cannot remember when
board members wrangled over the
wording of a policy paper with a
bank president. At recent meetings,
directors demanded that Mr. Wolfo-
witz agree to a greater role for the
board in any future decisions on cut-
ting off aid. 

In addition, members forced the
deletion of language suggesting that
the United Nations’ goal of reducing
world poverty 50 percent by 2015
would have to take second place to
the bank’s drive against corruption.

Still, Britain and other European
and developing countries remain
skeptical on what may happen when
the document is approved, bank offi-
cials said.

“The bank,” a board member said,
“should not become a world police-
man pointing its moral finger and
conditioning everything on whether
or not a country is believed to be cor-
rupt. The more the bank goes beyond
its old mandate of reducing poverty,
the more problems will come up.”

In an interview, Mr. Wolfowitz ac-
knowledged that the idea of drafting
a paper on bank corruption policies
had been urged on him out of fear
that he would punish countries with-
out consulting the board. He said he
did not take the criticism as person-
ally directed at him or his record on
Iraq.

“I think some of the board mem-
bers,” Mr. Wolfowitz said, “are legiti-
mately afraid that as soon as you
start criticizing, the next thing
you’re going to do is wag your finger

and say, ‘You’re not going to get
money unless you behave.’ That’s not
our objective. Our objective is to
make the lending go up.”

Past actions taken on behalf of the
bank have involved a variety of pre-
sumed improprieties. For example,
aides to Mr. Wolfowitz said he sus-
pended debt relief talks with Congo
because he was dissatisfied with au-
dits of its state oil company. They
said he expressed indignation over
news reports about extravagant ho-
tel bills incurred by Congo’s presi-
dent during United Nations General
Assembly meetings in New York last
September.

The bank has looked at, among
other things, accusations of corrupt
bidding practices for road projects in
Bangladesh, kickbacks to politicians
in Argentina and the resignation of
high officials in Kenya linked to
projects there.

By all accounts, a pivotal moment
in Mr. Wolfowitz’s campaign came
last year when the bank suspended
$800 million in loans for maternal
and children’s health in India in re-
sponse to assertions that illicit pay-
ments had been going to officials.

Nancy Boswell, president of
Transparency International USA, a
nongovernmental monitoring group
that strongly supports Mr. Wolfo-
witz’s efforts on corruption, said, “It
sent a tremor through the bank that
Wolfowitz was serious, that he was
going to ask hard questions, look at
the track record of countries and
make some changes.” 

But many at the bank complained
that the action had been taken with-
out consultation, and protests were
lodged by top aides to Prime Min-
ister Tony Blair of Britain, bank offi-
cials said.

Few would characterize the bank’s
10,000 employees, 70 percent of
whom work in Washington, as enthu-
siastic supporters of the Bush admin-
istration. Since taking office, Mr.
Wolfowitz has told staff members

that he wants to listen to them. He
has impressed many with his trips to
Africa and advocacy of debt relief
for the poorest countries.

But distrust of Mr. Wolfowitz re-
mains high, in part because, accord-
ing to some, he has not given enough
credit to his predecessor, James D.
Wolfensohn, who spoke out against
corruption and set up the bank’s first
investigative unit in the late 1990’s.

When Mr. Wolfowitz arrived, he
acknowledged Mr. Wolfensohn’s ef-
forts, but also complained that the
fraud unit had more than 300 unre-
solved cases. He increased its budget
nearly 50 percent and appointed a
new director. He has also set up a
program for companies to disclose
bribes they paid in order to avoid
sanctions.

Currently, about 330 companies
accused of corruption have been
barred from bank-financed business
or been otherwise penalized. The
bank is trying to get nations and oth-
er international aid agencies to take
similar action. 

Mr. Wolfowitz’s management
style also grates on some bank offi-
cials, with a number of them com-
plaining that he has relied on a small
coterie of loyal aides. “He pre-
sumes,” said Mr. Dañino, the former
bank senior vice president and once
prime minister of Peru, “that anyone
who opposes him is either incompe-
tent or corrupt.”

But supporters say Mr. Wolfowitz
is determined to shake up the bank
and was inspired to move on corrup-
tion by staff members, especially
those posted outside Washington and
Europe. They say he has had to bat-
tle a mentality that emphasizes loan
programs, not crackdowns on cor-
rupt individuals.

“Let’s face it, promotion at the
World Bank comes from spending
money,’’ said John Githongo, a one-
time campaigner against corruption
in Kenya who has fled to safety in
Britain and is now an adviser to Mr.
Wolfowitz. “If you’re in the field, and
too many complaints about corrup-
tion interrupt the spending, it has an
impact on your career trajectory.’’

Wolfowitz Corruption Drive
Rattles Some at World Bank
Continued From First Business Page

Less than helpful is
his lingering Pentagon
image: a true believer
in the Iraq war.

By Bloomberg News

Microsoft increased its dividend
yesterday by 11 percent as the com-
pany seeks to distribute more of the
$34 billion that it has on hand.

The new dividend is 10 cents a
share, Microsoft said, up from 9
cents. 

The company last raised its divi-
dend to 9 cents from 8 cents in De-
cember.

Microsoft’s chief executive, Steve
A. Ballmer, has been under pressure
from shareholders to increase the
company’s stock price, which fell in
both 2004 and 2005. 

The company, which first declared
a dividend in January 2003, an-
nounced a plan in July to buy back as
much as $40 billion in stock.

Microsoft Raises Dividend
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Foundation will have at its disposal,
especially with the coming infusion
of some $3 billion a year from War-
ren E. Buffett, the founder of Berk-
shire Hathaway.

But Google’s philanthropic work is
coming early in the company’s life-
time. Microsoft was 25 years old be-
fore Bill Gates set up his foundation,
which is a tax-exempt organization
and separate from Microsoft.

By choosing for-profit status, Goo-
gle will have to pay taxes if company
shares are sold at a profit — or if cor-
porate earnings are used — to fi-
nance Google.org. Any resulting ven-
ture that shows a profit will also
have to pay taxes. Shareholders may
not like the fact that the Google.org
tax forms will not be made public,
but kept private as part of the tax fil-
ings of the parent, Google Inc.

Google’s founders, Larry Page and
Sergey Brin, believe for-profit status
will greatly increase their philan-
thropy’s range and flexibility. It
could, for example, form a company
to sell the converted cars, finance
that company in partnership with
venture capitalists, and even hire a
lobbyist to pressure Congress to pass
legislation granting a tax credit to
consumers who buy the cars.

The executive director whom Mr.
Page and Mr. Brin have hired, Dr.
Larry Brilliant, is every bit as icono-
clastic as Google’s philanthropic
arm. Dr. Brilliant, a 61-year-old phy-
sician and public health expert, has
studied under a Hindu guru in a mon-
astery at the foothills of the Himala-
yas and worked as a Silicon Valley
entrepreneur.

In one project, which Dr. Brilliant
brought with him to the job, Google
.org will try to develop a system to
detect disease outbreaks early. 

Dr. Brilliant likens the traditional
structure of corporate foundations to
a musician confined to playing only
the high register on a piano. “Google
.org can play on the entire key-
board,” Dr. Brilliant said in an in-
terview. “It can start companies,
build industries, pay consultants, lob-
by, give money to individuals and
make a profit.” 

While declining to comment on the
car project specifically, Dr. Brilliant
said he would hope to see such ven-
tures make a profit. “But if they
didn’t, we wouldn’t care,” he said.
“We’re not doing it for the profit. And
if we didn’t get our capital back, so
what? The emphasis is on social re-
turns, not economic returns.”

Development of ultra-high-mile-
age cars is under way at a number of
companies, from Toyota to tiny
start-ups. Making an engine that
uses E85 — a mixture of 85 percent
ethanol and 15 percent gasoline — is
not difficult, but the lack of availabil-

ity of the fuel presents a challenge,
said Brett Smith, a senior industry
analyst at the Center for Automotive
Research in Ann Arbor, Mich. 

Another barrier, Mr. Smith said,
lies in the batteries for so-called
plug-in hybrids, which require more
powerful batteries that charge more
quickly than the current generation
of hybrid batteries. 

There are skeptics, too, among tax
lawyers and other pragmatists fa-
miliar with the world of philanthro-
py. They wonder whether Google’s
directors might be tempted to take
back some of the largess in an eco-
nomic downturn. 

“The money is at the beck and call
of the board of directors and share-
holders,” said Marcus S. Owens, a
tax lawyer in Washington who spent
a decade as director of the exempt
organizations division of the Internal
Revenue Service. “It’s possible the
shareholders of Google might some-
day object, especially if we go into an
economic depression and that money
is needed to shore up the company.” 

And there is the question of how
many of the planet’s problems can
truly be addressed by a single corpo-
rate entity.

But even while expressing reser-
vations about Google’s approach,
Mr. Owens said that the structure of
Google.org “eliminates all the con-
straints that might otherwise apply.”

The only conventional part of Goo-
gle.org is the Google Foundation, a
nonprofit with an endowment of $90
million that is constrained in how it
spends by the 501(c)(3) section of the
Internal Revenue Service code. 

Google’s big philanthropic experi-
ment lies in the part of Google.org
where the bulk of the funding now re-
sides. This part of Google.org will be
fully taxable, with the ability to in-
vest in a full spectrum of programs
and companies.

All of Google.org’s spending, Dr.
Brilliant said, will be in keeping with
its mission, and there is to be no
“blowback.” That is, should Google
.org make a profit with one of its ven-
tures, those funds will not go to the
search engine business, but will stay
within Google.org.

Google had existed for only six
years, when, in advance of the com-
pany’s initial public offering in Au-
gust 2004, Mr. Page and Mr. Brin told
potential investors that they planned
to set aside 1 percent of the compa-
ny’s stock and an equal percentage
of profits for philanthropy. By the
end of 2004, Google.org was formed.

The company has said it plans to
spend the money over the next 20
years, and the Google board recently
approved a more rapid disburse-
ment rate, $175 million over the next
two years. 

“Poor people can’t wait,” Dr. Bril-
liant said. “Dying people can’t wait
for some 20-year plan. It’s not what
we’re doing here.”

Ventures that grow out of Google
.org could be seen to have a compet-
itive edge because they do not need
to show a financial profit. But finan-
cial returns from a project like the
high-mileage car are not necessarily
the aim.

“I think how you count profit is the
issue here,” said Peter Hero, presi-
dent of the Community Foundation
of Silicon Valley, a charitable foun-
dation with about $1 billion in assets.
“Google.org is measuring return on
cleaner air and quality of life. Their
bottom line isn’t just financial. It’s
environmental and social.” 

Once Google.org was formed, the
company spent months searching for
an executive director. There was no
lack of interest in the job. 

“Literally thousands of people
worldwide got in touch with us,” said
Sheryl Sandberg, the Google vice
president who led the search. “We’d
get someone who was an amazing

technology entrepreneur but who
didn’t know anything about the de-
veloping world.”

Then along came Dr. Brilliant, an
affable man generous with bearhugs
and self-deprecating humor whose
unlikely résumé looks like a compos-
ite career summary of multiple high
achievers.

After receiving his medical de-
gree, Dr. Brilliant studied for two
years with Neem Karoli Baba, a fa-
mous Hindu guru.

As Dr. Brilliant tells the story, in
1973, shortly before the guru’s death,

he told Dr. Brilliant to “take off the
ashram whites” and use his skills as
a physician to help eradicate small-
pox, which was devastating India at
the time. 

Dr. Brilliant joined a team of Unit-
ed Nations workers who painstak-
ingly worked their way through India
inoculating people against the dis-
ease. In 1980, the World Health Or-
ganization declared that smallpox
had been eradicated.

In 1978, Dr. Brilliant started the
Seva Foundation, which focuses on
preventing and curing blindness
throughout Asia and Latin America.
In 1985, Dr. Brilliant was a co-
founder of the Well, a seminal online
community. Throughout the 1990’s
and early 2000’s, he ran several high-
tech companies in Silicon Valley.

Dr. Brilliant first heard about
Google.org in early 2005 while lying
in bed in India, sick with dysentery.
He had gone there to work with the
polio eradication program of the
United Nations and, while recover-
ing, he saw news of Google.org in a

local newspaper. 
He sent an inquiry to the only

e-mail address he could find: info
@google.com. He got no response.

This year, Dr. Brilliant was award-
ed the TED Prize, an award given at
the annual Technology, Entertain-
ment and Design conference, a gath-
ering of leaders from the technology
and entertainment industries. The
prize awards three recipients
$100,000, and a “wish” for how to
change world.

Dr. Brilliant’s wish was for the
creation of an “early detection, rapid
response” system for disease out-
breaks. The idea would be an open-
source, nongovernmental, public ac-
cess network for detecting, reporting
and responding to pandemics. 

Some Google insiders heard about
the award and invited Dr. Brilliant to
give a talk at the company. Mr. Page
and Eric E. Schmidt, Google’s chief
executive, were in the audience as
Dr. Brilliant described the polio
eradication efforts of the United Na-
tions. They agreed they had found
their director and began to recruit
him.

At first, Dr. Brilliant said, he was
thrilled. But then he turned skeptical,
largely because of the for-profit
structure of the organization. 

“I got weak knees,” he said. “It was
weird. It was precedent setting.” Af-
ter several lengthy conversations
with executives at Google, Dr. Bril-
liant changed his mind. Six months
into the job, he has traveled to India
to visit eye clinics and polio vaccina-
tion projects with Mr. Page, and to
China to discuss clean energy al-
ternatives. Next week, he leaves for
Africa to visit Google grant recipi-
ents in Ghana.

Dr. Brilliant said he had no desire
to “reinvent the wheel” by working
on projects others are already in-
volved in. And although Google is a
high-tech company, that does not
mean that Google.org will be throw-
ing around high-tech solutions.

“Why would we put Wi-Fi in a
place where what they need is food
and clean water?” he said.

Philanthropy Google’s Way
Doesn’t Follow Usual Path 

Peter DaSilva for The New York Times

Dr. Larry Brilliant, the executive director of Google.org., used to have
concerns about the new foundation’s for-profit status.
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The goals include
super-fuel-efficient
cars and less disease.
But taxes will be paid.

as a “train wreck waiting to happen.”
But on Wednesday, Mr. Devaney said
he was appalled that the Interior De-
partment’s office of ethics dismissed
23 out of 25 potential ethical breaches
against Mr. Griles and that Gale A.
Norton, then secretary of the interi-
or, decided not to act on the two re-
maining allegations.

Mr. Griles is once again a lobbyist
in Washington. Efforts to reach Mr.
Griles on Wednesday evening at his
lobbying firm, Lundquist, Nethercutt
& Griles, were unsuccessful.

Mr. Devaney said that case was
typical of a much broader “culture of
managerial irresponsibility and lack
of accountability” in the top reaches
of the Interior Department.

“I have unfortunately watched a
number of high-level Interior offi-
cials leave the department under the
cloud of O.I.G. investigations,” Mr.
Devaney said, referring to the Office
of Inspector General.

“Absent criminal charges, howev-
er, they are sent off in the usual fash-
ion, with a party paying tribute to
their good service and the secretary
wishing them well, to spend more
time with their family or seek new
opportunities.”

That was almost exactly what hap-

pened to Mr. Griles, who was never
charged with any wrongdoing,
though he admitted to using bad
judgment in some cases. 

Dirk Kempthorne, who succeeded
Ms. Norton as interior secretary ear-
lier this year, said Wednesday that
he took the inspector general’s alle-
gations “very seriously” and had
sent a letter to all employees on his

first day at the department on the
need to follow ethical guidelines.

Mr. Kempthorne declined to say
what additional actions he might
take until he saw Mr. Devaney’s final
report.

Mr. Devaney, a burly man who be-
gan his career as a police officer in
Massachusetts, is no stranger to
combative investigations or confron-
tations with top officials.

He spent more than 20 years as a
special agent in the Secret Service,
specializing in white-collar crime,
eventually being put in charge of the
service’s fraud division. In the

1990’s, he became director of crimi-
nal enforcement at the Environmen-
tal Protection Agency. 

He was named inspector general
at the Interior Department in 1999,
just as whistle-blowers outside the
government were pressing huge law-
suits alleging that oil companies
were fraudulently underpaying roy-
alties.

Three years ago, Mr. Devaney
scathingly criticized the Interior De-
partment’s auditing program for oil
and gas royalties.

Beyond finding that investigators
had missed millions of dollars in un-
derpayments, his office uncovered
evidence that agency auditors had
lost key files, then tried to fool in-
vestigators by forging and backdat-
ing the missing documents. In an
acid rebuke of the agency, Mr. Deva-
ney noted that the agency gave a bo-
nus to the official who came up with
the false papers. 

Mr. Devaney’s broadside against
the Interior Department’s culture
dovetailed with his tentative conclu-
sions in his most recent investiga-
tion, into how the department had
managed to sign 1,100 leases for off-
shore drilling that inadvertently let
energy companies escape billions of
dollars in royalties on gas and oil
produced in the Gulf of Mexico.

The leases, signed in 1998 and 1999
during the Clinton administration, al-
low companies to escape normal fed-
eral royalties — usually 12.5 percent

of sales — on the tens of millions of
barrels of oil on each lease. 

The royalty break was intended as
an incentive for deepwater drilling,
but it was also supposed to end if oil
prices climbed above a “threshold”
level of about $34 a barrel. The leases
at issue omitted that restriction, and
department officials kept quiet about
their mistake for six years after they
discovered it.

The problem was first disclosed by
The New York Times in March. Gov-
ernment officials now estimate that
the mistake could cost the Treasury
as much as $10 billion over the next
decade.

“The Interior Department holds
our natural resources in trust for the
American people,’’ said Representa-
tive Darrell Issa, Republican of Cali-
fornia and chairman of the House
Government Reform subcommittee
on energy and resources. “It squan-
dered billions instead.”

Mr. Devaney said the error, a re-
sult of compartmentalized thinking
within the department, might have
remained buried if senior officials
had had their way. 

“We do not have a ‘smoking gun,’ ’’
Mr. Devaney said. “We do, however,
have a very costly mistake which
might never have been aired publicly
absent The New York Times, the in-
terest of this committee, the Senate
Committee on Energy and Natural
Resources and several other inter-
ested members of Congress.”

Interior Official Assails His Agency for an Ethics Slide

Jamie Rose for The New York Times

Earl Devaney, the Interior Department inspector general, told a House
hearing, “short of a crime, anything goes” at high levels of the agency.
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Criticism by the
inspector general goes
beyond errors that
may cost billions.

Felicity Barringer contributed re-
porting.

every case, the funds were restored
after safeguards were set up.

He has begun firing back at the
critics at internal meetings and in
public statements. He notes, for ex-
ample, that the bank’s lending under
his leadership actually rose slightly
last year, to nearly $23 billion.

Mr. Wolfowitz says he has tried to
rebut what he calls the myth that
combating fraud is “somehow at
odds with development or becomes
an excuse not to provide assistance.” 

While no one knows how much of
the bank’s resources have been im-
properly diverted, informal esti-
mates range from 10 percent to the
25 percent that Mr. Wolfowitz says
went to corrupt cronies and family
members of Indonesia’s leadership
in the 1990’s.

During the Reagan administra-
tion, Mr. Wolfowitz served as assist-
ant secretary of state for East Asia,
and, in the Clinton years, as dean of
the Johns Hopkins University School
of Advanced International Studies. 

Some bank officials say that the
widespread concern about Mr. Wolf-
owitz’s approach reflects lingering
doubts among many international
aid specialists about his selection for
the bank post by President Bush. 

The doubts center on Mr. Wolfo-
witz’s role as a leading advocate of
the American invasion of Iraq, with
many critics contending that his zeal
on corruption reminds them of what
they say was his messianic but unre-
alistic faith that installing democra-
cy by force in Iraq, and by other
means through the Middle East,
would bring stability to the region. 

The criticism has been especially
sharp among Europeans at the bank,
where many officials say that judg-
ments about what constitutes “good
governance” could rupture the
bank’s delicate relationships with
aid recipients, especially if the judg-
ments are based on information
gathered from dissidents and other
critics in those countries.

“We must not use corruption as an
excuse for a massive withdrawal of
our help,” a senior French finance of-
ficial involved in discussions with the
bank said. The official was among
many who agreed to discuss the in-
ternal debate only on condition of an-
onymity.

In recent months, Mr. Wolfowitz
and his aides have been negotiating
with skeptical members of the
bank’s board of 24 executive direc-
tors from around the world on guide-
lines for handling corruption issues.
Several of the meetings have been
contentious, participants say.

This week, the board forwarded a
draft of the guidelines and policies
for approval by the world’s finance
ministers at the annual meeting of
the World Bank and the International
Monetary Fund, which begins Thurs-
day in Singapore. But many officials
said they expected the arguments to
continue there and into the future.

Several longtime bank officials
say they cannot remember when
board members wrangled over the
wording of a policy paper with a
bank president. At recent meetings,
directors demanded that Mr. Wolfo-
witz agree to a greater role for the
board in any future decisions on cut-
ting off aid. 

In addition, members forced the
deletion of language suggesting that
the United Nations’ goal of reducing
world poverty 50 percent by 2015
would have to take second place to
the bank’s drive against corruption.

Still, Britain and other European
and developing countries remain
skeptical on what may happen when
the document is approved, bank offi-
cials said.

“The bank,” a board member said,
“should not become a world police-
man pointing its moral finger and
conditioning everything on whether
or not a country is believed to be cor-
rupt. The more the bank goes beyond
its old mandate of reducing poverty,
the more problems will come up.”

In an interview, Mr. Wolfowitz ac-
knowledged that the idea of drafting
a paper on bank corruption policies
had been urged on him out of fear
that he would punish countries with-
out consulting the board. He said he
did not take the criticism as person-
ally directed at him or his record on
Iraq.

“I think some of the board mem-
bers,” Mr. Wolfowitz said, “are legiti-
mately afraid that as soon as you
start criticizing, the next thing
you’re going to do is wag your finger

and say, ‘You’re not going to get
money unless you behave.’ That’s not
our objective. Our objective is to
make the lending go up.”

Past actions taken on behalf of the
bank have involved a variety of pre-
sumed improprieties. For example,
aides to Mr. Wolfowitz said he sus-
pended debt relief talks with Congo
because he was dissatisfied with au-
dits of its state oil company. They
said he expressed indignation over
news reports about extravagant ho-
tel bills incurred by Congo’s presi-
dent during United Nations General
Assembly meetings in New York last
September.

The bank has looked at, among
other things, accusations of corrupt
bidding practices for road projects in
Bangladesh, kickbacks to politicians
in Argentina and the resignation of
high officials in Kenya linked to
projects there.

By all accounts, a pivotal moment
in Mr. Wolfowitz’s campaign came
last year when the bank suspended
$800 million in loans for maternal
and children’s health in India in re-
sponse to assertions that illicit pay-
ments had been going to officials.

Nancy Boswell, president of
Transparency International USA, a
nongovernmental monitoring group
that strongly supports Mr. Wolfo-
witz’s efforts on corruption, said, “It
sent a tremor through the bank that
Wolfowitz was serious, that he was
going to ask hard questions, look at
the track record of countries and
make some changes.” 

But many at the bank complained
that the action had been taken with-
out consultation, and protests were
lodged by top aides to Prime Min-
ister Tony Blair of Britain, bank offi-
cials said.

Few would characterize the bank’s
10,000 employees, 70 percent of
whom work in Washington, as enthu-
siastic supporters of the Bush admin-
istration. Since taking office, Mr.
Wolfowitz has told staff members

that he wants to listen to them. He
has impressed many with his trips to
Africa and advocacy of debt relief
for the poorest countries.

But distrust of Mr. Wolfowitz re-
mains high, in part because, accord-
ing to some, he has not given enough
credit to his predecessor, James D.
Wolfensohn, who spoke out against
corruption and set up the bank’s first
investigative unit in the late 1990’s.

When Mr. Wolfowitz arrived, he
acknowledged Mr. Wolfensohn’s ef-
forts, but also complained that the
fraud unit had more than 300 unre-
solved cases. He increased its budget
nearly 50 percent and appointed a
new director. He has also set up a
program for companies to disclose
bribes they paid in order to avoid
sanctions.

Currently, about 330 companies
accused of corruption have been
barred from bank-financed business
or been otherwise penalized. The
bank is trying to get nations and oth-
er international aid agencies to take
similar action. 

Mr. Wolfowitz’s management
style also grates on some bank offi-
cials, with a number of them com-
plaining that he has relied on a small
coterie of loyal aides. “He pre-
sumes,” said Mr. Dañino, the former
bank senior vice president and once
prime minister of Peru, “that anyone
who opposes him is either incompe-
tent or corrupt.”

But supporters say Mr. Wolfowitz
is determined to shake up the bank
and was inspired to move on corrup-
tion by staff members, especially
those posted outside Washington and
Europe. They say he has had to bat-
tle a mentality that emphasizes loan
programs, not crackdowns on cor-
rupt individuals.

“Let’s face it, promotion at the
World Bank comes from spending
money,’’ said John Githongo, a one-
time campaigner against corruption
in Kenya who has fled to safety in
Britain and is now an adviser to Mr.
Wolfowitz. “If you’re in the field, and
too many complaints about corrup-
tion interrupt the spending, it has an
impact on your career trajectory.’’

Wolfowitz Corruption Drive
Rattles Some at World Bank
Continued From First Business Page

Less than helpful is
his lingering Pentagon
image: a true believer
in the Iraq war.

By Bloomberg News

Microsoft increased its dividend
yesterday by 11 percent as the com-
pany seeks to distribute more of the
$34 billion that it has on hand.

The new dividend is 10 cents a
share, Microsoft said, up from 9
cents. 

The company last raised its divi-
dend to 9 cents from 8 cents in De-
cember.

Microsoft’s chief executive, Steve
A. Ballmer, has been under pressure
from shareholders to increase the
company’s stock price, which fell in
both 2004 and 2005. 

The company, which first declared
a dividend in January 2003, an-
nounced a plan in July to buy back as
much as $40 billion in stock.

Microsoft Raises Dividend
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