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THE 2006 PRUDHOE BAY SHUTDOWN: WILL
RECENT REGULATORY CHANGES AND BP
MANAGEMENT REFORMS PREVENT FUTURE
FAILURES?

WEDNESDAY, MAY 16, 2007

HoOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON OVERSIGHT
AND INVESTIGATIONS,
COMMITTEE ON ENERGY AND COMMERCE,
Washington, DC.

The subcommittee met, pursuant to call, at 9:30 a.m., in room
2123 of the Rayburn House Office Building, Hon. Bart Stupak
(chairman) presiding.

Members present: Representatives Melancon Green, Schakowsky,
Inslee, Dingell, Whitfield, Walden, Burgess, and Barton.

Staff present: John Sopko, Scott Schloegel, Chris Knauer, Rich-
ard Miller, Rachel Bleshman, Alec Gerlach, Jodi Seth, Alan
Slobodin, Dwight Cates, and Matthew Johnson.

OPENING STATEMENT OF HON. BART STUPAK, A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF MICHIGAN

Mr. STUPAK. The hearing on the “2006 Prudhoe Bay Shutdown:
Will Recent Regulatory Changes and BP Management Reforms
Prevent Future Failures?” will come to order. Each Member will be
recognized for 5 minutes for an opening statement. I apologize to
everyone. We are waiting for one or two Members who are stuck
in traffic. They should be here soon, including chairman of the full
committee, as he wants to participate in this hearing. So we start-
ed a little bit late today. I will begin with my opening statement.

On March 2, 2006, BP discovered that oil was leaking from a
major transmission pipeline responsible for connecting its west oil
field with the Trans-Alaskan Pipeline. Almost 200,000 gallons of
crude spilled out of the pipeline and became the largest spill in
Prudhoe Bay history. Prudhoe Bay oil field is the Nation’s largest
and most strategic oil field producing 400,000 barrels a day. What
started as a single oil spill ended in the shutdown of the entire
Prudhoe Bay oil field. As a result, the Nation faced a significant
reduction, almost 8 percent, of its domestically-produced oil supply.
This shutdown caused a severe spike in oil prices.

This committee’s investigation into the failures of BP’s Alaska
operations began shortly after the Department of Transportation
issued its March 15, 2006 Corrective Action Order. The CAO man-
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dated that BP smart pig a number of key pipelines, including the
Western Operating Area and the Eastern Operating lines.

At last year’s September 6 Oversight and Investigations Sub-
committee hearing, a number of key questions were posed to BP
about its Alaska pipeline maintenance and safety. Among the key
questions raised at that hearing was: “What role did cost-cutting
play in managing the field and did it have any affect on whether
to smart pig or maintenance pig the critical transit lines that ulti-
mately led to the field’s shutdown?” The committee members also
posed a number of organizational and management question on
how BP’s pipeline maintenance decisions were made. Members
were assured by BP that cost cutting measures did not affect main-
tenance and a lack of maintenance did not cause the oil leak.

Today’s hearing was originally intended to be an update as to
what corrective actions BP, as well as State and Federal agencies,
had taken to improve conditions at Prudhoe Bay. Unfortunately, as
a result of recent documents produced to the committee, we will
also need to revisit the issue of what caused the leaks.

In the 6 months since our last hearing, a number of new develop-
ments have occurred, including a reorganization of BP’s Alaska
management structure and personnel, as well as the engineering
and rebuilding of key pipelines. Evidence shows that severe cost
cutting pressures existed between 1999 and 2005, which may ex-
pliin why pipeline corrosion mitigation activities were never under-
taken.

Several thousand documents recently provided by BP shed addi-
tional light on how the Prudhoe Bay oil field was managed. Some
of these documents were actually available to BP officials before,
before the September 6 hearing, yet BP failed to disclose this infor-
mation to the committee. These documents show that cost cutting
pressures on Prudhoe Bay operations were sever enough that some
BP field managers were considering reducing or halting the range
of actions related to preventing or reducing corrosion.

For example, some documents detail proposals to cut funding for
corrosion inhibitor. These documents show that proposals were
made between 1999 and 2004, and in such locations as the “pro-
duced water” lines which we understand are highly susceptible to
corrosion. Documents also suggest that corrosion monitoring efforts
such as smart pigging, coupon pulling and digging up crossroads
for visual inspections were reduced or put on hold because of budg-
etary pressures. This was occurring while BP received more than
$106 billion in profits. The documents further show that BP’s Cor-
rosion, Inspection and Chemicals Group, CIC Group, was under ex-
treme pressure to constantly find new ways to cut costs.

For instance, one e-mail from October 2001 said, and I quote,

As you know, we are under huge budget pressure for the last quarter of the year
and therefore we have to take some rather disagreeable measures. Can you please
implement the following changes/reviews:

Shut down the PW, this is produced water lines, inhibition systems for the re-
mainder of the year.

Discontinue the additional corrosion inhibitor for velocity control.
These need to happen as soon as possible.

The author of this e-mail refused to testify at the September 6
hearing and instead took the fifth amendment. While it is not
known if specific activities as referenced in this e-mail occurred,
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other e-mails and documents show BP field managers were being
asked to choose between saving money and critical maintenance.

BP recently released to the committee a major audit conducted
by Booz Allen Hamilton which attempted to answer key questions
on why last year’s shutdown occurred. The audit assessed both
management and processes which led to the corrosion and the fail-
ures of the Oil Transit Lines. The Booz Allen Hamilton report also
found weaknesses in the way BP’s Alaska unit was structured. The
Booz Allen Hamilton findings included the following:

There was no formal holistic risk assessment for pipeline integ-
rity.

BP’s corrosion management strategy was developed in the late
1990’s and had not been substantially reviewed or revised until re-
cently, despite specific direction to do so in a 2004 internal audit.

BP’s Alaska team often operated in vertical silos and there was
little sharing of technical knowledge outside of Alaska or even
across key business segments within Alaska.

BP’s information technology infrastructure was fragmented and
weak, making data analysis on key areas of the system difficult or
impossible.

While some credit should go to Booz Allen Hamilton for identify-
ing a number of weaknesses in BP’s management of Prudhoe Bay
operations, it also failed to answer why certain decisions were
made or more importantly, not made. It also failed to explain why
some of the field’s key operational assets, such as the transit lines,
were allowed to corrode and were not smart-pigged.

Two other reports about BP were also finalized since our last
hearing. These include the Report of BP U.S. Refineries Independ-
ent Safety Review Panel, known as the Baker Panel Report, and
the U.S. Chemical Safety and Hazard Investigation Board, CSB, re-
port.

These reports focused on the 2005 Texas City refinery explosion,
which resulted in 15 deaths and 180 injuries, as well as the other
four BP refineries in the United States. The findings of these two
reports have relevance to BP Alaska operations and they also ex-
plain what went wrong at Prudhoe Bay. We will hear today from
the Chemical Safety Board that “There are striking similarities in
the reported causes of the 2006 pipelines and the 2005 explosion
at the BP Texas City refinery.” In fact, as reported by the Chemical
Safety Board, most, if not all the seven root causes that BP con-
sultants identified for the Prudhoe Bay incidents have strong
echoes in Texas City. These include the checkbook mentality of cost
cutting where budgets and funding were largely based on afford-
ability as opposed to necessity and were not supported by an ana-
lytical process to prioritize risk.

It is the committee’s understanding that considerable design and
construction work has already gone into rebuilding the systems
that failed at Prudhoe Bay. BP should be applauded for their re-
construction. Nevertheless, we will hear from Department of Trans-
portation and the State of Alaska on how these efforts are pro-
gressing, whether it believes BP’s physical problems have been
solved and how it will prevent future failures.

Within the past month, for example, the State of Alaska created
the Petroleum Systems Integrity Office, which will attempt to serve
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as a bridge between the various State and Federal agencies now re-
sponsible for regulating Prudhoe Bay operations. The coordinator
for that office will also testify today. We look forward to under-
standing how this new organization differs from what was used in
the past and whether it will be more effective in regulating pipeline
and oil production operations.

Roughly 6 months ago, BP president Bob Malone made a com-
mitment to this committee that he would return to provide a
progress report. I am pleased that he is before us, but I want to
know is about Booz Allen report’s findings; how senior manage-
ment intends to restructure Prudhoe Bay operations so pipeline
failures are not repeated and how the contributing factors which
led to the tragic Texas City explosion reflect on the failures at
Prudhoe Bay. Also, one of the primary findings in the Chemical
Safety Board report was that cost cutting and budget pressures
from BP executive managers impaired process safety at Texas City.
BP’s Health, Safety and Environment Business Plan for 2005
warned that the refinery would “kill someone in the next 12 to 18
months if changes were not made.” Nonetheless, BP’s Group Refin-
ing Management executives issued a 25 percent reduction chal-
lenge.

An internal BP document found and again, I quote, “A culture
that evolved over the last years at Texas City seemed to ignore
risk, tolerated non-compliance and accepted incompetence.” It
found that the Group Vice President for Refining “was well aware
of under-investment at” Texas City refinery and failed to draw the
necessary inferences from the warning signals, such as a 2002 re-
port which found that there was potential for a major site incident.
Isn’t under-investment essentially a polite way of saying we will
cut costs without regard to safety? Similarly, documents made
available to this subcommittee suggest that BP field managers
were under extreme pressure to cut costs in Alaska. E-mails and
budget challenges paint an environment of extensive cost cutting to
save money in the Prudhoe Bay operations.

While some may argue that these activities did not relate to the
shutdown or any given spill, my review of the mountain of cir-
cumstantial evidence can only lead me to conclude that severe
pressure for cost cutting did have an impact on maintenance of the
pipelines. With such severe pressure to reduce costs, would a pipe-
line manager have been able to propose excavating the low points
to examine for corrosion? Would a manager be allowed to smart pig
or maintenance pig the oil transit lines? These corrosion mainte-
nance activities are very expensive. In an atmosphere where man-
agers were contemplating shutting down corrosion inhibitor to save
money, I doubt the high costs associated with these proposals
would have been tolerated.

This investigation has been difficult. Documents which should
have been produced half a year ago were not made available to us
until a few weeks ago and more seem to roll in each day. In fact,
over 800 pages were provided to committee staff at 8:00 p.m. last
night. The committee’s findings thus far paint a picture of how cost
cutting impacted the way the oil field was run. There are dozens
of documents showing how employees, because of budget pressure
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from management, struggled to make the right call when it came
to meeting the bottom line or to maintain pipeline integrity.

Perhaps most cynically, budget pressure was being exerted dur-
ing the 1999-2006 time period when BP earned more than $106
billion in after-tax profits. As a result of BP’s poor management of
Prudhoe Bay, the public are the ones who ultimately are left foot-
ing the bill as the costs of supply interruptions are passed on to
them in the form of higher prices at the pump. This practice of
record high corporate profits coupled with continued cost cutting
and neglect of infrastructure must end. The atmosphere of little ac-
countability, minimal penalties and no financial risk due to the fact
that oil companies merely heap their additional costs onto the
backs of consumers at the pump, will not continue to be tolerated
by this Congress or the American consumers.

This committee will continue to investigate BP’s management of
this strategic oil field and as more documents become available, ad-
ditional hearings may be warranted. I just hope BP does not turn
into the Los Alamos of the north.

And with that, I would yield time for opening statement to my
friend, Mr. Whitfield, from Kentucky.

OPENING STATEMENT OF HON. ED WHITFIELD, A REPRESENT-
ATIVE IN CONGRESS FROM THE COMMONWEALTH OF KEN-
TUCKY

Mr. WHITFIELD. Thank you, Chairman Stupak, and this morning
we revisit the topic that the Oversight and Investigation Sub-
committee examined at some length last fall at a September 7,
2006 hearing. BP was and remains today responsible for the oper-
ation and integrity of the transit lines as they move crude oil from
the wells on the north slope to the Trans-Alaska pipeline system.
Specifically, BP-Alaska has operational unit known as the Corro-
sion, Inspection and Chemicals Group that is directly responsible
for monitoring and mitigating pipeline corrosion.

During our investigation last year, we learned that a key compo-
nent of this corrosion control program had been neglected with re-
spect to the transit lines, a practice known as pigging, where de-
vices are placed into the pipelines to clean out sludge, sediment,
sand and other material. Smart pigs, on the other hand, provide
pipeline operators with a comprehensive picture of internal and ex-
ternal corrosion of the pipelines. The western transit pipeline that
leaked in March 2006 had not been pigged since 1998 and the east-
ern transit pipeline that leaked in August 2006 had last been
pigged in 1991.

Documents recently produced to the committee by BP reveal that
employees had discussed pigging the transit lines on many occa-
sions, but the idea was routinely rejected. We were stunned that
BP’s transit pipelines, which transport one of the country’s most
vital domestic resources of crude oil, had been allowed to deterio-
rate to such a state. BP testified that they thought their corrosion
and monitoring program was state-of-the-art and that pigging tran-
sit lines was not imperative. Obviously, that judgment was wrong.

In fact, some of the testimony by Admiral Barrett, the head of
DOT’s Pipeline and Hazardous Materials Safety Administration at
that time, is worth repeating here. He said typically, up on the
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north slope and generally in the industry, he would see mainte-
nance pigs every couple of weeks, certainly every couple of months,
but never on these lines. Last year we sought to understand ex-
actly what BP knew and when they knew it and what steps the
company would take to adequately respond to the concerns raised
by its own employees, as well as others.

We wanted to know why the transit pipelines were not properly
maintained and did budget pressures lead to decisions that re-
sulted in the neglect of these lines. BP has recently provided the
committee with over 5,000 pages of documents related to these
questions and as Chairman Stupak pointed out, many of these doc-
uments were available to them last September. And so we are dis-
appointed that BP decided to withhold these documents for so long.
However, the documents do provide insight on the cost pressures
faced by pipeline safety managers that may have led to bad deci-
sions on corrosion management. And these questions need to be ex-
plored more fully today.

We also look forward to testimony from the representatives of
the Pipeline and Hazardous Materials Safety at DOT today, as well
as the Chemical Safety Board and OSHA, as well as the Alaska
Department of Natural Resources is represented here today, as
well. We look forward to their testimony. We also welcome back
Mr. Bob Malone, president of BP America and look forward to what
he will say about BP’s plans for future operations at Prudhoe Bay
and at BP facilities around the country.

At a time when the American people are paying the highest
prices for gasoline in a long time, and when the American people
are consuming around 22 million barrels of oil every day, we do not
have any margin of error for maintenance problems in this indus-
try. And we want to make sure that the production and the trans-
portation and the refining and the distribution is working the way
it is supposed to work in order to protect our economy and to shield
the American people from higher fuel prices.

So we look forward to the testimony as we all work together to
address the serious issues facing our country and thank you again,
Chairman Stupak, for having this hearing. I yield back my 19 sec-
onds. Thank you, Mr. Chairman.

Mr. STUPAK. Mr. Melancon for an opening statement.

OPENING STATEMENT OF HON. CHARLIE MELANCON, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF LOUISI-
ANA

Mr. MELANCON. Thank you, Mr. Chairman. I appreciate it.
Prudhoe Bay is an important component of our Nation’s domestic
energy supply, producing roughly 8 percent of domestic oil and gas.
I do have an understanding of energy producing regions of the
country and of energy production. As you may know, I represent
much of the energy producing Gulf Coast of Louisiana, as my
friend, Mr. Green, next to me, and we produce roughly 30 percent
of our domestic supply of oil and gas out of the Gulf of Mexico.

The impact of shut in production during Hurricanes Katrina and
Rita rippled across our Nation’s economy in the form of higher
prices at the pump for all Americans. Similarly, a shutdown of the
distribution system in the oil fields of northern Alaska have dis-
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rupted supply. The Prudhoe Bay shutdown pushed the price of oil
above $70 a barrel and gasoline above $3 a gallon. Because of
tightly balanced supply and demand in the world markets and a
lack of refining capacity in the United States, even a small disrup-
tion in supply can impact all our constituents’ wallets.

As we speak, retail gasoline is climbing above a $4 threshold in
parts of the country. Continued high prices have created a market
dependent on production in unstable and dangerous regions of the
world. We live in a time when a crude oil pipeline explosion in Ni-
geria will impact the downstream prices at the pump in New York
City. Our energy supply is intertwined, tightly balanced and vul-
nerable to events far beyond our control. Because of geopolitical in-
stability and consistent volatility in the prices, I believe that secur-
ing our domestic energy supply should be one of our Nation’s top
priorities. America’s enemies know that creating a supply disrup-
tion like the refinery explosion in Texas City can take as much as
400,000 barrels a day out of the market.

What we have learned from the Chemical Safety Board inves-
tigation in Texas City, the Baker Panel Report on BP’s five U.S.
refineries, the BP-sponsored Management Accountability Project
evaluation related to the Texas City refinery explosion and the
Booz Allen report on Prudhoe Bay pipeline leaks is that the same
kind of supply disruptions threatened by terrorists can result from
underinvestment in basic refining maintenance, corrosion protec-
tion of critical pipelines and management’s failure to keep hydro-
carbons inside the pipes using long established process safety man-
agement.

Prudhoe Bay and the Gulf must keep producing, no matter what,
in order for our economy to enjoy prosperity and our energy supply
to remain secure. That means that BP and its working interest
owners should not be making short-terms tradeoffs between cost
cutting to boot the bottom line, and necessary investments in safety
and pipeline integrity. I am glad that BP has been accessible in its
dealings with the subcommittee and your recent efforts to disclose
information requested is appreciated. However, I share some con-
cerns of the committee about the speed in which documents have
been produced.

Furthermore, I understand that many answers still remain illu-
sive and we will ask many questions here today and hope that we
will get honest and deliberative answers. I would like to thank the
witnesses for appearing today and I am looking forward to learning
more about the Prudhoe Bay and Texas City incidents and what
BP is doing to learn from these past mistakes. Thank you, Mr.
Chairman.

Mr. StuPAK. Thank you, Mr. Melancon. Mr. Walden, please, for
an opening statement.

OPENING STATEMENT OF HON. GREG WALDEN, A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF OREGON

Mr. WALDEN. Thank you, Mr. Chairman. Thank you for provid-
ing this hearing for us, a follow-up from the one that I chaired last
year. The leaks we deal with here in Washington generally don’t
hurt the environment, but leaks in oil pipelines in Alaska and else-
where can and do and that is why we are here today, to figure out
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what went wrong, why did it go wrong and how do we make sure
it doesn’t happen again, to the best of our human ability. Because
we want to make sure the environment is protected and that the
flow of oil can proceed safely and efficiently. So I look forward to
learning more about what went wrong, why it went wrong and
what we can do to fix it so it doesn’t happen again.

Why were alarms ignored when they went off? Why is somebody
driving along the pipeline has to sniff out the hydrocarbons, since
they are already leaking? How do we make sure that doesn’t hap-
pen again? So Mr. Chairman, I look forward to hearing from our
witnesses and the questions that we have to ask them and I thank
you again for holding this hearing.

Mr. STUuPAK. Thank you, Mr. Walden. Mr. Green for an opening
statement.

OPENING STATEMENT OF HON. GENE GREEN, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Mr. GREEN. Thank you, Mr. Chairman, for holding the hearing
and I want to welcome our panelists today. I especially want to
welcome Ms. Merritt and thank you for the job you have done and
your staff has done at the Chemical Safety Board on this particular
issue. This issue is probably one of the most important in the dis-
trict I represent in Texas, where we have both refineries, chemical
plants and pipelines that play such an important part of our life
and our local economy and of course, in the economy of our Nation.

As the father of two children, I have tried to teach them many
life lessons; one of them, the most important, is when you make a
mistake, you find out why you made that mistake and you learn
from that experience. We must ask ourselves what went wrong and
how can we improve and how can we emerge stronger than before.
I hope today’s hearing helps shed some light on whether BP Amer-
ica, the Occupational Safety and Health Administration and other
industrial players learn from the mistakes of the past to help pro-
tect the health and safety of America’s workers and maintain the
integrity of our Nation’s critical energy infrastructure.

Although unfortunately, I do not believe all the lessons have
been learned from the accident in Prudhoe Bay nor the accident
that hit home in Texas City. On March 15, 2005 an explosion at
BP’s Texas City refinery took 15 lives. One of them was a constitu-
ent of mine from Baytown, Texas, and injured 180 others. This was
the worst workplace disaster since 1990, one that still affects the
lives of these families who lost loved ones in the blast.

And I believe we look back at 1990, there was a chemical facility
in Pasadena, TX, that is in our district, that exploded, which
means this I take very seriously and I think between Charles
Melancon and I, there is not two Members who are closer to the
energy industries, because it is our tax base and our job base. But
if you are making lots of money like BP does, no matter what com-
pany you are, and you are cost cutting and you are causing the
lives of 15 people to be lost or product to be left out on the tundra
in Alaska, you have to be answerable for it and that is why we are
here today and I just wish we also had oversight in our committee
on OSHA, because obviously they are not doing their job, either.
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But I will let the Committee on Education and Labor take care of
that with our encouragement.

The U.S. Chemical Safety Board, an independent agency that in-
vestigates major chemical accidents, completed the most thorough
investigation in its history of the accident in Texas City and came
up with several important conclusions. Cost cutting, failure to in-
vest and production pressures from BP management, in the safety
performance, BP did not provide effective oversight of its safety cul-
ture and major accident prevention program.

BP lacked an effective culture to report safety concerns and
OSHA should increase inspection and enforcement at all U.S. refin-
eries and chemical plants should require these corporations to
evaluate the safety and impact of mergers, reorganizations and
downsizing. As a result of the investigations, CSB has made new
recommendations to BP board of directors, OSHA and others to rec-
tify inherent flaws and discrepancies that led to the disaster.

I hope today’s testimony and the question and answer will deter-
mine that those recommendations are followed. Although I have to
admit, last summer I was at a plant in my district and I asked,
touring that plant, I said seems like that construction shack is
pretty close to the unit and I was told we are getting ready to move
that. I said this last year at the hearing and I am saying it today,
BP cost 15 peoples’ lives and 180 injured. Those of us who work
and live in the energy industry need to know we need to learn from
the mistakes that BP made. And if they haven’t moved those
shacks now, that should be done; should have been done right
afterwards.

After reviewing the recommendations, I introduced H.R. 141 in
this 110th Congress and it seeks to require more accurate injury
and accident logs for all employees, including contract workers at
these sites across the country. These site logs, I believe, will better
enable OSHA to determine which sites need inspection to protect
workers’ safety. When I found out that in the energy industry, so
much of our work is now done by contract workers, but when that
injury for that worker or death is not counted on that site, some-
thing is wrong.

One of the most startling conclusions I have come to realize,
since reviewing BP’s two major accidents, is many of the fun-
damental causes in Texas City and the exact same causes found in
Prudhoe Bay almost 1 year later and obviously, we have a lesson
that is lost. Whether BP’s operations are in Alaska or Texas or
anywhere in our country, Congress expects BP to invest in the nec-
essary resources to protect human life and the environment and
our economy and we should do all we can to ensure the commit-
ment be followed through for the American people. These actions
come at a most unfortunate time. One of the Congress’s top prior-
ities includes addressing climate change and believe an important
part of this piece will be ensure adequate oil and natural gas pro-
duction to provide affordable, reliable energy for U.S. consumers.

Incidents such as we are going to discuss today breeds on that
distrust citizens already have in the high energy prices and appar-
ent neglect that certain energy companies are providing to their
workers in the infrastructure. Mr. Chairman and ranking member,
thank you again for holding this hearing and I know we held one
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last year and I hope we will continue to do this because we make
things in my district that are volatile and I want to make sure we
use every safety precaution we can to protect my constituents, and
I yield back my time.

er. STUPAK. Thank you. Mr. Burgess for an opening statement,
please.

Mr. BURGESS. Thank you, Mr. Chairman. I have a prepared
statement that I will put into the record, but let me just say, when
we had this hearing last September and we specifically left out
anything that dealt with the Texas City accident. I thought that
was an oversight by the Oversight Committee. I thought we should
have included the fact that there were 15 people lost in Texas. We
should have included the facts of that accident as part of our hear-
ing last September, so I am grateful that now we do have the
chairman of the U.S. Chemical Safety Board to testify before us
this morning and certainly, in reading through that testimony in
preparation for this hearing, it does come up that there apparently
were striking similarities between the accident that occurred in
Texas City and the conditions that led to the non-inspection of the
transfer lines in the Prudhoe Bay area that led to the hydrocarbon
leaks on the north slope.

So I think this is getting at the essence of the critical heart of
the problem. I obviously am anxious to hear BP’s answer to some
of the issues that have been raised, but I agree with my colleague
from Texas that it is not just because those were Texans that were
lost, but we all have an obligation to protect lives and safety and
welfare of our constituents and while energy is of vital importance
to our country and at no time in our country’s history has it been
more important than it is right now, we must not ignore the safety
concerns for the people who provide us the ability to have that en-
ergy. So thank you, Mr. Chairman, for holding the hearing and I
will yield back the balance of my time.

Mr. StuPAK. Thank you, Mr. Burgess. Texas City, as I made in
my opening statement and we will hear today, there were so many
similarities of management between what happened in Texas City
and Prudhoe Bay, I think that is why you see greater emphasis
upon it at this hearing and appreciate your input at this hearing.

Mr. Inslee, I think, is next for an opening statement, please.

Mr. INSLEE. Thank you. I will reserve my time, Mr. Chairman.

Mr. STUPAK. Ms. Schakowsky.

OPENING STATEMENT OF HON. JAN SCHAKOWSKY, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF ILLINOIS

Ms. SCHAKOWSKY. Just a couple of things. I was at the hearing
last September and so of course, I am very much looking forward
to seeing the kinds of changes that were made, but I am looking
now at the reports that BP commission from Booz Allen to examine
the root causes of both Prudhoe Bay and the Texas City disaster.
The No. 1 cause would be of deep concern and great surprise to my
constituents who are now paying $3.49-$3.59 in Chicago for gaso-
line. The first is BP had a “deeply ingrained cost management
ethic” as a result of low oil prices. That was last year and oil
prices, gas prices were still pretty high then and for the Prudhoe
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Bay and for Texas City, cost cutting and budget pressures from BP
Group executive managers impaired the process.

Really, we are talking about record high oil prices and that is not
new this year. We had this surge in prices last year, as well. I
think people who are filling their tanks are expecting a little bit
more, perhaps a lot more from British Petroleum, from BP, in the
way of spending the necessary money to prevent these kinds of ac-
cidents and devastating oil leaks that do such damage to our envi-
ronment. So I am looking forward to seeing what progress has been
made and I want to commend our chairman. All too often we have
hearings on a topic and reveal a problem, but sometimes we don’t
get back and check up and see how things have progressed, so I
really appreciate this hearing today, Mr. Chairman, and I yield
back my time.

Mr. StupAK. I thank the gentlelady. Seeing no other Members
who wish to be recognized, at this time I am going to ask unani-
mous consent, if it is OK with you, Mr. Whitfield, to, if Mr. Dingell
or Mr. Barton comes for an opening statement, we will accommo-
date them when they arrive? Without any objection, so ordered.

That concludes the opening statements by members of the sub-
committee and I will call our first panel of witnesses. Stacy Gerard,
Assistant Administrator of the U.S. Department of Transportation
Pipeline and Hazardous Materials Safety Administration; Ms.
Jonne Slemons, coordinator of the Petroleum Systems Integrity Of-
fice at the Alaska Department of Natural Resources; Ms. Carolyn
Merritt, Chair and CEO of the U.S. Chemical Safety and Hazard
Investigation Board; Mr. Richard Fairfax, Director of the Enforce-
ment Programs at the Department of Labor’s Occupational Safety
and Health Administration.

I welcome the witnesses to the committee. It is the policy of this
subcommittee to take all testimony under oath. Please be advised
that witnesses have the right under the rules of the House to be
advised by counsel during their testimony. Do any of our four wit-
nesses before us wish to be represented by counsel at this time? All
indicating no. Therefore, I would ask if you would please rise and
raise your right hand and take the oath.

[Witnesses sworn.]

Mr. STUPAK. Let the record reflect that the witnesses replied in
the affirmative. They are now under oath. We will begin with our
opening statement. Ms. Merritt, you are on my left. We will start
with you, please, if you would, for 5 minutes.

Ms. MERRITT. Thank you.

Mr. STUPAK. Excuse me a minute. We said that we would accom-
modate either Mr. Dingell or Mr. Barton. Chairman Dingell, has
arrived and he has been very active in this investigation, so if you
may, I will ask you to hold a minute. We will turn to the chairman
of the full committee, Mr. Dingell, for an opening statement.
Please, sir.

OPENING STATEMENT OF HON. JOHN D. DINGELL, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF MICHI-
GAN

Chairman DINGELL. You are most gracious. Thank you.
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The hearing today was supposed to be a simple follow up of last
September’s hearing that concerned the shutdown of the Prudhoe
Bay field. This committee was preparing for today’s hearing at that
time. However, a number of documents were recently discovered by
British Petroleum and turned over to us; for that, we commend
them. These documents clearly shed new light on the cause of the
Prudhoe Bay failures and raise questions about the testimony of
BP officials who appeared least year.

They suggest that cost cutting drove many key management deci-
sions in the Prudhoe Bay field and dovetail with a number of re-
ports that surfaced since last year’s hearings that also raise serious
questions about BP management. One study conducted by the
Chemical Safety Board found that severe cost cutting contributed
to the refinery explosion in Texas City that killed 15 people.

These new documents and reports strongly suggest that BP field
managers were asked to consider trimming key activities related to
halting or mitigating corrosion to meet very tight safety and main-
tenance budgets. For example, we recently found an e-mail that
discusses corrosion inhibitor and how it would prevent corrosion in
the produced water lines. It reads, in part, that, and I quote now,

Due to budgetary constraints, the decision has been made to discontinue the in-

hibitor currently being injected at Gathering Center 2 and Gathering Center 3. The
bulk tank should run out within the next 2 days and will not be refilled.

What is particularly interesting is a follow-up e-mail that sug-
gests that BP staff were aware that this would increase corrosion.
The e-mail reads as follows, in part:

FYI-We have conducted the field trial of the produced water inhibition chemical
and found it to be very successful at cleaning up the system and arresting corrosion
activity. Unfortunately, we did not budget a full year’s chemical expense. We are
now at a point where the original monies for this program are used up, so we will
be shutting it down until year’s end. In the meantime, the produced water system
may be subject to increased corrosion activity and fouling.

Mr. Chairman, these e-mails are quoted because they capture the
essence of what went wrong with Prudhoe Bay. Workers were often
forced to forego safety measures to save money and to ultimately
increase BP’s profits. Other e-mails that we recently uncovered
refer to stopping or halting other key corrosion inspection pro-
grams, including smart pigging, looking for corrosion under the in-
sulation that covers and thus hides the pipe, and digging up key
road crossings where corrosion can be a significant problem. These
are all key activities in running a safe field. Yet these programs,
in many cases, appear to have been halted or cut due to budgetary
reasons.

This is the core of what we have learned about the way British
Petroleum managed Prudhoe Bay. Until BP fully acknowledges the
role cost cutting and budget pressure played in creating this mess,
I fear other problems like this may be occurring at other BP facili-
ties throughout the United States. At a time when oil and gas
prices are again squeezing consumers, it is critical that we keep a
vigilant eye on how these precious resources are managed. As the
largest oil field in North America, oversight of Prudhoe Bay’s man-
agement is a wise investment of the committee’s time and atten-
tion.
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I thank you for holding this hearing, Mr. Chairman, and I look
forward to today’s testimony. I yield back the balance of my time.

Mr. StuPAK. Thank you, Mr. Chairman, for your opening state-
ment.

Ms. Merritt, we will begin with you now. I remind the witnesses
that they are under oath, including your opening statement. Please
start.

TESTIMONY OF CAROLYN MERRITT, CHAIR AND CHIEF EXEC-
UTIVE OFFICER, U.S. CHEMICAL SAFETY AND HAZARD IN-
VESTIGATION BOARD

Ms. MERRITT. Thank you, Mr. Chairman, Ranking Member
Whitfield and the distinguished members of the committee. I am
Carolyn Merritt, Chairman of the U.S. Chemical Safety Board. The
Chemical Safety Board is an independent, non-regulatory Federal
agency that investigates major chemical accidents. Today, I speak
as an independent member of that board.

The CSB recently completed a 2-year investigation of the disaster
at the BP Texas City refinery, which killed 15 workers, injured 180
and was the worse U.S. workplace accident since 1990. On March
23, 2005 a distillation tower and blowdown drum were flooded with
highly inflammable hydrocarbons, causing a massive explosion and
fire that filled workers in a nearby trailer. This accident was the
direct result of organizational and safety deficiencies at all levels
of the BP Corporation.

At the committee’s request, we reviewed the Booz Allen Hamilton
report on Prudhoe Bay and compared its findings with our own.
Mr. Chairman, there are striking similarities in the reported
causes of the BP Prudhoe Bay pipeline incident and the BP Texas
City explosion. Virtually all of the seven root causes identified for
the Prudhoe Bay incidents have strong echoes in Texas City. Both
reports point to the significant role of budget and production pres-
sures in driving BP’s decision-making and ultimately harming safe-
ty. Our report describes what BP itself called a “checkbook mental-
ity.” Budgets were not large enough to control known risks, but
spending was nonetheless limited to the budgets provided.

Cost considerations led to drastic staffing and training cuts and
even dissuaded BP from replacing its antiquated blowdown drums
with an inherently safer flare system, which likely would have pre-
vented this accident. Both investigations found deficiencies in how
BP managed the safety of process change. The Booz Allen report
speaks of a “normalization of deviance where risk levels gradually
crept up due to evolving operating conditions.”

In BP Texas City, abnormal startups were not investigated and
became routine, while critical equipment was allowed to decay. By
the day of the accident, the distillation equipment had six key
alarms, instruments and controls that were malfunctioning. Trail-
ers had been moved into dangerous locations without appropriate
safety reviews.

In Prudhoe Bay, BP’s internal audit findings faced “long delays
in implementations, administrative documentation of close-out even
though remedial actions were not actually taken, or simple non-
compliance.” In Texas City, the closure rate for action items from
incident investigations was only 33 percent and maintenance per-
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sonnel were authorized to close job orders even if no work had been
completed. Other common findings include flawed communication
of lessons learned, excessive decentralization of safety functions
and high management turnover. BP focused on personal safety sta-
tistics but allowed catastrophic process safety risks to grow. I de-
scribe all these commonalities in greater detail in my written state-
ment.

Finally, the CSB investigation included an analysis of OSHA’s
role in enforcing safety rules at refineries and chemical plants. We
found that OSHA did not conduct any comprehensive, planned
process safety inspections at the Texas City Refinery or any U.S.
refinery for at least 10 years prior to this event. Other jurisdic-
tions, including the United Kingdom, and California’s Contra Costa
County, are doing comprehensive regular inspections each year of
major oil and chemical facilities every 3 to 5 years. Those are mod-
els that we should emulate at the Federal level. The CSB therefore
recommended that OSHA conduct more comprehensive inspections
and train more specialized inspectors.

Mr. Chairman, more stringent Federal oversight will help protect
our workers and our communities from chemical disasters. Im-
proved process safety also protects the American public from gaso-
line supply disruptions that analysts say cost millions of dollars a
day at the pump. I thank the committee for convening this impor-
tant hearing today and will be pleased to answer your questions.
Thank you.

[The prepared statement of Ms. Merritt follows:]
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Testimony of Carolyn W. Merritt
Chairman and Chief Executive Officer
U.S. Chemical Safety Board
Before the U.S. House of Representatives
Committee on Energy and Commerce
Subcommittee on Investigations and Oversight
May 16, 2007

Mr. Chairman, Ranking Member Whitfield, and distinguished members of the
Committee: thank you for the opportunity to testify this morning. Tam Carolyn W. Merritt,
a member of the U.S. Chemical Safety Board or CSB, an independent federal agency that
investigates major chemical accidents. 1 testify today in my individual role as Chairman of
the Board and Chief Executive Officer. k

On March 20, 2007, the CSB completed its investigation of the causes of the March
2005 explosion and fire at the BP Texas City refinery. This explosion killed 15 workers and
injured 180 others, It caused the greatest loss of life of any U.S, workplace disaster since
1990.

The accident occurred during the startup of the refinery’s octane-boosting
isomerization (ISOM) unit, when 2 distillation tower and attached blowdown drum were
overfilled with highly flammable liquid hydrocarbons. Because the blowdown drum vented
directly to the atmosphere, there was a geyser-like release of highly flammable liquid and
vapor. The equivalent of nearly a full tanker trunk of gasoline rained onto the grounds of
the refinery in less than two minutes. The vapor ignited, causing a seties of explosions and
fires that swept through the unit and the surrounding area. All the fatalities and most of the
injuries occurred in and around occupied work trailers, which were placed too close to the
ISOM unit and were not evacuated prior to the startup.

Qur investigation determined that the Texas City disaster was caused by
organizational and safety deficiendies at all levels of the BP Corporation. Adhesing to and
enforcing federal regulations already on the books would likely have prevented this accident
and its tragic consequences.

At the Committee’s request, we reviewed a report prepared by Booz Allen Hamilton,
under contract to BP, on the 2006 pipeline events in Prudhoe Bay, and compared the
findings with our own. I emphasize that the CSB did not independently investigate the
events in Prudhoe Bay, and we did not have access to the evidence, witnesses, or authors
who contributed to the Booz Allen report. We took the statements and conclusions in the
Booz Allen report at face value. Based upon that review, I make the following observations.

There are striking similarities in the reported causes of the 2006 events involving
BP’s Prudhoe Bay pipelines fmd the 2005 explosion at the BP Texas City Refinety. Most if
not all of the seven root causes' that BP consultants identified for the Prudhoe Bay incidents
have strong echoes in Texas City.

! Booz Allen Hamilton, 2006 Management Systems Review (March 2007), p. 56
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Budgetary Concerns Overshadowed Growing Risk

The Booz Allen report states that “Alaska was under severe budget pressure from
BP.”* The budgeting process was “largely driven by top-down targets™ rather than an
analysis of risks, and the “top-down targets were considered sacrosanct and were rarely
exceeded.” The cost pressures, we are told, resulted in staff reductions throughout BP
Alaska and specifically in the corrosion control program, and in the deferral of integrity
projects. The report states that “from 2002 to 2004, a series of reorganization projects
focused on streamlining business operations and cutting costs.”’

Furthermore, the Booz Allen report states that “budgets and funding [were] largely
based on affordability (vs. necessity) and were not supported by an analytical process to
priotitize risk. Senior management incentives [were] based on cost and production.”® This
finding is essentially identical to the “checkbook mentality” we uncovered at the Texas City
Refinery, based upon a 2003 finding from BP’s own health and safety audit of the facility.
As noted in our report, “The ‘checkbook mentality’ meant that the budgets were not large
enough to address identified risks, and that only the money on hand would be spent, rather
than increasing the budget.””

In the CSB’s report, we found that cost cutting, production pressures, and a failure
to invest left the BP Texas City refinery vulnerable to a catastrophe. Shortly after acquiring
Amoco in 1999, the BP Group Chief Executive ordered an across-the-board 25% cut in
fixed spending. Such policies were particularly imprudent in light of the age and condition
of some of BP’s newly acquired assets, including the Texas City Refinery. A 2002 internal
BP repott, cited in our investigation, noted that “the prevailing culture at the Texas City
refinery was to accept cost reductions without challenge and not to raise concerns when
operational integrity was compromised.”

Cost considerations discouraged BI? Texas City officials from replacing the refinery’s
antiquated and unsafe ISOM blowdown drum with an inhereatly safer flare system, a
measure that would have prevented or greatly minimized the severity of the March 2005
accident.

The condition of BP Texas City’s infrastructure and assets deteriorated due to a lack
of required maintenance expenditure, and budget pressures also led to cuts in operator
training and staffing levels. Training positions were cut by nearly 75%, and the training of
operators was inadequate, particularly in the handling of abnormal situations. In 1999, to
economize, BP also eliminated one of two control board operators who oversaw the ISOM
unit and an adjacent process unit. In 2001, a third process unit was added to the

2 phid, p. 3

* Ibid., p. 71

4 Ibid., p. 41

* Ibid,p. 27

8 fbid., p. 82

7U.8. Chemical Safety and Hazard Investigation Board, BP Texas City Final Investigation Report (March
2007), p. 161

8 CSB, p. 158

2
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responsibilities of the sole remaining board operator. Each of these process units is itself a
sprawling complex of pipes and equipment that may cover several acres. Our report
documents how diminished human performance — due to poor communication, excessive
work hours, fatigue, and a lack of adequate staffing, training, and supervision — contributed
to the accident.

Although spending at the Texas City Refinery increased between 2000 and 2004,
most of the increases were focused on environmental projects and emergency capital needs
— not on correcting chronic problems with equipment maintenance and integrity. In 2004,
BP executives challenged their refineries to cut yet another 25% from their budgets for the
following year. This cut was promoted (and partially realized) despite clear evidence from
safety audits, seen by at least one member of BP’s executive board of directors, indicating
that the lack of investment in maintenance and new equipment was compromising safety in
Texas City and leaving the site at risk for a major accident.

Management of Change Processes Were Deficient

The Booz Allen report speaks of “a *normalization of deviance’ where risk levels
gradually crept up due to evolving operating conditions.” Tn the case of the aging Pradhoe
Bay lines, the report cites increasing water and sediment levels and decreasing flow as
insidious risk factors for corrosion. We observed a similar indifference to growing
catastrophic risk in our Texas City investigation. Unit startup procedures and processing
conditions evolved over time without a formal assessment of the safety impact. Most
startups of the ISOM distillation tower from 2000 to 2005 exhibited abnormally high
internal pressures and liquid levels but these were not investigated as near-misses nor were
corrective measures taken. Furthermore, the integrity of tower equipment detetiorated over
the years, so that by the day of the accident there were six key alarms, instruments, and
controls that were not functioning properly.

Changes in process conditions, instrument operability, or startup procedures should
have immediately triggered what are called “management of change” safety reviews. Each
review is a formal, documented process to analyze the safety ramifications of the change. In
oil refineries, such reviews are mandatory under the OSHA Process Safety Management
(PSM) standard. However, we found that there were serious, longstanding deficiencies in
Texas City’s management of change program.

As described in our report, a number of design and equipment changes were never
evaluated under BP’s management of change policy, even though the refinery had designated
the equipment as “safety critical.”"” Our report also notes that BP management allowed
operators and supervisors to alter, edit, add, and remove procedural steps without
conducting management of change reviews to assess the safety risk.

BP policies required management of change reviews for the placement of trailers in
the refinery. However, the majority of the portable trailers in the vicinity of the ISOM unit
were placed in harm’s way without conducting such safety reviews, Even when BP

® Booz Allen Hamilton, p.78
' CSB, p. 332
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conducted a management of change analysis — e.g, for the placement of a double-wide trailer
where twelve occupants later perished — there was no closure of hazard review action items
or final approval of the proposed change by the unit superintendent, as required by BP
procedures.

The Booz Allen report draws broadly similar conclusions. It notes that BP Alaska
operated under a management of change policy. However, “the established risk assessment
processes and practices were not adequate to detect and address new risks due to evolving
operating conditions.”"" Tn the words of the report, “There was no analysis of the potential
effects of changing flow composition and rates on the [oil transit lines].” These lines were
erroneously perceived as “low risk”" in the same way that Texas City’s unsafe trailers,
blowdown drums, obsolete procedures, and deteriorated equipment came to be treated as
acceptable.

In an observation that also applies to Texas City, the Booz Allen report states: “The
change management processes become more important as time passes, especially with an
aging kit If equipment drawings do not reflect the true as-built condition, there is added
risk (that may be unknown to the operator) because of the lack of understanding of the
system configuration.”” In Texas, the written startup procedures for the ISOM unit became
increasingly out-of-date, as various pieces of equipment ceased working as intended, and
informal deviations from written procedures became the norm. Those deviations increased
the likelihood of the catastrophic overfilling of the tower.

Failure to Close Action Items, Audit Findings

The Booz Allen report states that BP’s “corrosion management strategy was
developed in the late 1990s, and had not been substantially reviewed or revised until now,
despite specific direction in a 2004 internal technical audit to do so .... A number of key
assurance processes (e.g. Audit, Management of Change) were not ‘closed loop’ to ensure
that required changes were truly implemented and documented.”" The report goes on to
state, “The absence of third-patty verification and sanction led to long delays in
implementation, administrative documentation of close-out even though remedial actions
were not actually taken, or simple non-compliance.””

The CSB made essentially identical findings in Texas City. The CSB report points to
a 2004 BP audit of 35 different business units, including the Texas City Refinery, which
found common problems, including “a lack of leadership focus on closing action items from
audits and other safety reviews, as well as a backlog of maintenance items.”’® More
specifically, the closure rate for process safety management action items was actually
decreasing in Texas City, falling to 79% by 2004. The closure rate for action items from
process safety incident investigations was a dismally low 33%.

" Ibid , p. 56
2 1bid., p. 73
¥ Ibid., p. 81
* tbid., p. 7

S Ibid., p. 75
¥ CSB, p. 166
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We also found information system deficiencies, as did the Booz Allen report. For
example, our investigation found that the refinery’s computerized work order process did
not require verification that required maintenance had been completed before closing a job
order. We found that BP maintenance personnel were in fact authorized to close job orders
even if work had not been completed.

Inadequate Communication and Excessive Decentralization

The Booz Allen report found that BP Alaska “operated in vertical silos. There was
minimal cross functional communication ...”"7 The report went on to state that inadequate
communications “preclude the efficient exchange of information related to corrosion.” A
2004 safety audit in Texas City similatly revealed that the refinery lacked a formal process for
communicating lessons learned from incidents. This finding was corroborated in the 2004
BP audit of 35 different business units, which found what it termed “poor processes”” to
disseminate lessons learned.

Among the lessons sez learned in Texas City were those from three serious process
incidents at the BP refinery in Grangemouth, Scotland, in 2000, which became the subject of
a major report by the UK. Health and Safety Executive. The Grangemouth incidents were
linked to excessive cost-cutting, a lack of focus on and measurement of process safety, and a
decentralized management structure that impaired efforts to prevent major accidents,

The Booz Allen teport also points to a decentralized management structure for the
pipelines, stating, “There was no single owner of the [oil transit lines] as a system.
Accountability for them was divided geographically among the six [Greater Prudhoe Bay]
Area Managers.”” "The report notes that business unit leaders “are given significant
autonomy to deliver against [their} performance contracts™ which is consistent with the
CSB’s findings about BP’s management practices.

The Booz Allen report notes further, “Because [the Corrosion, Inspection, and
Chemicals Group] was hierarchically four levels down from senior leadership, corrosion risk
management had less visibility.”” We made an analogous finding in our report: following
BP’s mergers with Arco and Amoco “process safety functions were largely decentralized and
split into different parts of the corporation. These changes to the safety organization
resulted in cost savings, but led to a diminished process safety management function that no
longer reported to senior refinery executive leadership.”® The decentralized approach led to
a lack of focus on process safety, the CSB report concluded.

High Management Turnover

Y bid., p. 8

 Ibid., p. 77

' C8B, p. 167

# Booz Allen Hamilton, p.7
* Ibid,, p. 34
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As stated in the Booz Allen report, BP Alaska’s “senior management tenure averaged
roughly three years. This lack of continuity contributed to perceptions of disconnection
... "The report notes that only two senior managers from 2000 remained in place by
2006.” Both the CSB’s report and the independent Baker panel report (which the CSB
recommended and BP funded) draw similar attention to the extraordinary management
turnover in Texas City. Since 1997, the refinery has had nine different plant managers.
During the critical period between 2001 .and 2003, there were five different plant managers,
as noted in the Baker report.

The impact of this constant turnover was pointed out in a safety culture survey of
the Texas City site completed on the eve of the accident, known as the Telos report. The
Telos report authors stated, “We have never seen an organization with such a history of
leadership changes over such a short period of time.”* The Telos report as well as the CSB
investigation found that the constant turnover impaired efforts to improve process safety at
the facility. Constant management turnover persuaded employees that any new initiatives
would be short-lived. Tt also promoted short-term decision-making by management, who
would reap the reward for meeting cost targets but who would be gone before the
consequences for such risk-loaded decisions were realized.

Focus Was Personal Safety; Process Safety Measures Lacking

One of the major themes in the CSB report, as well as the Baker panel report, is that
BP did not use effective metrics for process safety. In fact, one of the principal
organizational causes of the accident, according to our report, was that “BP management
paid attention to, measured, and rewarded personal safety rather than process safety.””’

BP focused its safety efforts on improving statistics for personal injuries — chicfly
from slips, trips, falls, and vehicle accidents — and made progress in that area. However,
growing catastrophic process risks were either overlooked or not effectively controlled. The
CSB report found that in the refining and marketing sector, managers’ performance
contracts and incentive plans were heavily weighted in favor of financial petformance and
what was termed “cost leadership.” Safety received a weighting of only 10% in pay plans
and the sole metric for safety performance was the recordable injury rate, a measure of
personal safety. Likewise, the Booz Allen report found: “Performance Contracts included
metrics for recordable injury frequency (RIF) as the only explicit target for risk
management.” The report also noted that “HAZOP [Hazard and Operability] studies
focused on personnel safety ...

As stated in our report; “Financial and personal safety metrics largely drove BP
Group and Texas City performance, to the point that BP managers increased performance
site bonuses even in the face of the three fatalities in 2004.”% Similarly, the Booz Allen

* Booz Allen Hamilton, p. 8
= Ibid., p. 27

% CSB, p. 193

7 Ibid., p. 179

* Boaz Allen Hamilton, p. 72
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S CSB, p. 178
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report found: “Because no leading risk indicators or root causes were studied, when the
product composition changed, it was not flagged as an important corrosion management
issue. This led to an increase in corrosion risk on the {oil transit lines] that ultimately
precipitated the two incidents.”

Corporate managers and regulators should not rely on recordable injury rates to
assess the likelihood of catastrophic process accidents. In its final report, the CSB
recommended that the American Petroleum Institute (API) and the United Steelworkers
(USW) collaborate with other stakeholders to develop a standard for leading and lagging
process safety performance indicators in the refining and petrochemical industries. The
recommendation ask the organizations to work together with a diverse group of industry,
labor, public interest, and environmental organizations and scientific experts in developing
the new standard. The Baker Panel also recommended that BP take a leading role, in
collaboration with the CSB and other stakeholders, in developing and implementing process
safety performance indicators.

OSHA Enforcement at High-Risk Chemical Facilities

As requested by the Committee, I will summarize the CSB’s findings on OSHA -
enforcement at the BP Texas City refinery and other high hazard chemical facilities, Our BP
investigation determined that diligent implementation of OSHA safety rules that are already
on the books would have prevented the accident. Specifically, the OSHA Process Safety
Management standard, enacted in 1992, has 14 required elements for preventing catastrophic
accidents at facilities that handle highly hazardous chemicals.

The PSM standard requires process hazard analyses, management of change reviews,
investigation of incidents, and preventative maintenance programs, All these functions were
deficient for many years at the Texas City refinery, out report found. After the March 2005
accident, OSHA conducted an inspection at the refinery, focusing largely on the ISOM unit,
which is but one of 30 units in the refinery. This inspection resulted in the biggest OSHA
fine in history, $21 million, which is indicative of the extent of the pre-existing safety
problems at the facility,

Out investigation found that prior to the 2005 accident, OSHA did not conduct any
comprehensive, planned process safety inspections at the Texas City Refinery. Furthermore,
our investigation found that in the ten years from 1995 to 2005, federal OSHA only
conducted nine such inspections anywhere in the countty, and none in the refining sector.

The Texas City Refinery was an extremely dangerous workplace, with 23 workers
killed in the 30 years prior to March 23, 2005, not counting the 15 workers who were fatally
injured that day. OSHA did conduct unplanned inspections of the Texas City Refinery in
response to accidents, complaints, or referrals. But these unplanned inspections are typically
narrower in scope and shorter than planned inspectons. Proposed OSHA fines during the
twenty years preceding the March 2005 disaster — a period when ten fatalities occurred at the
refinery — totaled $270,255; net fines collected after negotiations totaled $77,860.

M Booz Allen Hamilion, p. 80
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Our report concluded OSHA has focused its inspections for a number of years on
facilities that have injury rates. While OSHA is to be commended for trying to reduce these
rates, the Chemical Safety Board believes that OSHA should also pay increased attention to
preventing less frequent, but catastrophic, process safety incidents such as the one at Texas
City. If necessary, we suggest that Congress consider providing OSHA with additional
resources for this activity. Following the Sago mine disaster, there has been an effort to
significantly increase the resources for conducting federal mine safety inspections, and mines
were already inspected far more frequently than most oil and chemical facilities.

When the PSM standard was created, OSHA envisioned a highly technical, complex,
and lengthy inspection process for regulated facilities, called a Program Quality Verification
or PQV inspection. The inspections would take weeks or months at each facility and would
be conducted by a select, well-trained, and experienced team. Indeed, thoroughly inspecting
a 1,200-acre chemical complex with 30 major process units — like the Texas City Refinery —
is a significant undertaking. However, the statistics we gathered from public records during
our BP investigation indicate that OSHA has not developed sufficient capacity to conduct
these inspections on a widespread basis.

We note in our report that other safety authorities do conduct regular,
comprehensive process safety inspections at hazardous chemical facilities. For example, the
UK. Health and Safety Executive, which oversees a much smaller oil and chemical industry
than exists in the U.S., has 105 specialized inspectors for high-hazard facilities; each covered
facility in the UK. is thoroughly inspected every five years. Contra Costa County in
California has its own industrial safety ordinance and has a program to inspect each covered
oil and chemical facility every three vears. A team of five engineers performs an average of
16 inspections each year. The program costs a relatively modest $1 million a year, which is
financed through fees collected from the regulated facilities.

In our final report on BP, the Chermical Safety Board called on OSHA to identify
and conduct comprehensive inspections of those facilities at the greatest risk of a
catastrophic accident. We also recommended that OSHA hire or develop new, specialized
inspectors and expand the PSM training curriculum at its National Training Instinute. We
urge OSHA to accept and promptly implement these recommendations, which will make
U.S. chemical facilities safer and protect the communities where they operate from the
consequences of chemical disasters.

Conclusion

The CSB report and the Booz Allen report point to similar cultural factors within
BP, in both its upstream production and downstream refining operations. The similarity in
the two reports underscores how safety culture truly is set at the top at a corporation. After
all, the upstream and downstream sides of BP have separate reporting lines all the way to the
Group Chief Executive and the board of directors in London.

Our report further points to the need for improved federal oversight of refineries
and chemical plants. Many corporations ate already doing an excellent job of preventing
major process-related accidents and are investing the necessary resources on a long-term
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basis. More stringent federal oversight will not only help level the playing field but more
importantly will protect our workers and our communities from chemical disastess.
Improved process safety efforts also protect the American public from gasoline refinery
and petroleum supply disruptions that can cost millions of dollars a day at the pump.

T thank the Committee for convening this important hearing today and will be
pleased to answer any questions.
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Mr. STUPAK. Thank you. Mr. Fairfax, please, opening statement.

TESTIMONY OF RICHARD FAIRFAX, DIRECTOR, DIRECTORATE
OF ENFORCEMENT PROGRAMS, OCCUPATIONAL SAFETY
AND HEALTH ADMINISTRATION, U.S. DEPARTMENT OF
LABOR

Mr. FAIRFAX. Thank you, Chairman Stupak, Ranking Member
Whitfield and Congressman Dingell and members of the sub-
committee. I appreciate the opportunity to appear today before you
to discuss OSHA'’s efforts to protect health and safety at America’s
refineries.

My name is Richard Fairfax. I am the director of OSHA’s En-
forcement Program and I have been with the agency for 29 years.
As a side note, I just would like to point out, prior to joining OSHA,
I worked in refineries in both California and Texas as a pipe fitter
and welder, so I am somewhat familiar with those industries.
Twenty-one States and Puerto Rico have chosen to exercise the op-
tion given to them by the OSH Act to operate their own occupa-
tional safety and health program. These State programs conduct
inspections in their own jurisdictions. Alaska, where BP’s Prudhoe
Bay facility is located, is a state-plan State and not covered by Fed-
eral OSHA.

We believe that OSHA’s efforts to address workplace safety and
health are achieving results, as evidenced by all-time low occupa-
tional injury and illness rates and fatality rates. The overall work-
place injury and illness rate is 4.6 per 100 employees in 2005. That
is the lowest rate since the Bureau of Labor Statistics began col-
lecting data in 1973. Since 2002, the injury and illness rate has
fallen by more than 13 percent and the fatality rate has fallen by
about 7 percent.

Enforcement is a key component to our strategy and let me be
perfectly clear in stating that compliance with OSHA standards is
mandatory, not voluntary, and all employers are responsible for en-
suring the safety and health of the employees at their worksite.
Since 2001, OSHA has proposed more than three quarters of a bil-
lion dollars in penalties for safety and health violations and we
have made 56 criminal referrals to the Department of Justice since
2001. The refinery industry is a major focus for us. Last year we
and our State partners conducted 98 inspections in refineries.

When OSHA encounters a company that repeatedly ignores its
legal obligations and places employees at risk, the agency employs
it Enhanced Enforcement Program. This program targets employ-
ers with serious violations related to worker fatalities or multiple
and willful repeated violations of various laws that we have. For
these employers, OSHA schedules mandatory follow-up inspections
and negotiate comprehensive settlement agreements and provisions
in those agreements to protect the workforce and we will conduct
inspections of other work places of that same employer.

As to the inspection that killed 15 workers at BP Products in
Texas City, OSHA conducted the most extensive inspection of a re-
finery in the agency’s history. In a settlement agreement with BP,
BP Products paid more than $21 million in penalties and agreed
to abate all cite hazards and agreed to extensive additional mon-
itoring analysis of safety operations at the Texas facility. In Janu-
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ary 2006 OSHA referred this case to the Department of Justice to
determine if criminal charges should be pursued against the com-
pany.

To determine whether similar conditions existed at other BP fa-
cilities, OSHA issued and enhanced enforcement alert to all its re-
gional offices and state-plan States. OSHA’s inspection at the BP
facility refinery in Oregon, OH, under this alert, identified a num-
ber of violations very similar to those found in Texas City. Using
the Enhanced Enforcement Program, OSHA penalized the company
more than $2.4 million and this inspection resulted in 32 willful
violations. Similar to Texas City, the violations found employees lo-
cated in vulnerable buildings and found numerous ignition sources
that compound the risk of fire and explosion; again, very similar
to BP in Texas City.

Additionally, under this alert, with assistance from our staff and
OSHA'’s region 5, Indiana-OSHA, which is a state-plan State, con-
ducted an inspection of BP Products facility in Whiting, Indiana.
That inspection resulted in over $300,000 in penalties and we
issued several willful violations in that inspection. We are cur-
rently conducting a follow-up inspection at Texas City, including an
investigation of an incident last month in which more than 100
workers were taken to the hospital after complaining of flu-like
symptoms.

Since OSHA has begun enforcing the Process Safety Manage-
ment Standard, there has been a steady decline in the number of
fatality and catastrophe events. These are the types of incidents
which the Process Safety Management Standard was promulgated
to prevent. The number of fatal or catastrophic events related to
PSM has declined from 24 in 1995 to five in 2005.

To address refinery safety and to address some of the rec-
ommendations of the Chemical Safety Board, prior to the event in
Texas City, we began working on a National Emphasis Program for
refineries. That program, our national program, is very close to
being ready to be released. The emphasis program will use a new
inspection strategy which frankly, I am quite proud of that we will
use to yield better results in our inspections. OSHA will encourage
its State partners to implement the emphasis program and/or to
create their own emphasis program. Our agency will inspect, in the
next 2 years, all 81 refineries under OSHA’s jurisdiction under this
program.

OSHA currently provides three course on Process Safety Manage-
ment at its training institute. More than 200 of our compliance offi-
cers have received instruction in one or more of these classes. We
project that by the time we complete our Advanced Process Safety
Management Course this fall, we will have trained more than 280
workers or employees of OSHA.

Mr. Chairman, although we have made considerable progress in
reducing injuries and illnesses in the American workplaces over the
last 36 years, any fatality, including those at petrol and chemical
companies is one death too many. We are aware of the devastation
wrought by refinery explosions and fires in the communities where
they are located. Our staff has met with the families of these work-
ers and seen the toll that it takes. Our agency is using all its re-
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sources to reduce the dangers and risk in the refinery industry, as
well as all companies nationwide.

Mr. Chairman, that concludes my testimony and I would be
happy to answer your questions.

[The prepared statement of Mr. Fairfax follows:]
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STATEMENT OF RICHARD FAIRFAX
DIRECTOR OF ENFORCEMENT PROGRAMS
OCCUPATIONAL SAFETY AND HEALTH ADMINISTRATION
BEFORE THE
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS
COMMITTEE ON ENERGY AND COMMERCE
U.S. HOUSE OF REPRESENTATIVES

May 16, 2007
Chairman Stupak, Ranking Member Whitfield, and Members of the Subcommittee:

Thank you for the opportunity to testify today and discuss the Occupational Safety and
Health Administration’s (OSHA) role in safeguarding workers in the nation’s refining

industry.

My name is Richard Fairfax. 1have worked for OSHA for 29 years. Since 1998, I have
been the Director of OSHA’s Directorate of Enforcement Programs, for which 1
coordinate the agency’s federal inspection efforts. Federal OSHA conducts inspections
from each of its 86 local offices around the nation. These efforts are overseen and
supported by the agency’s 10 regional offices. Twenty-one states and Puerto Rico have
chosen to exercise the option given them by the QOccupational Safety and Health (OSH)
Act of 1970 to become “state-plan states” and operate OSHA-approved occupational
safety and health programs covering employers and workers in their states. These state
programs conduct inspections in their own jurisdictions. Alaska, where BP’s Prudhoe
Bay facility is located, is a state-plan state which is not under federal OSHA’s

jurisdiction,



28

QOSHA uses a variety of strategies to accomplish its mission of saving lives and reducing
injuries and illnesses. This balanced approach includes: 1) strong, fair, and effective
enforcement; 2) safety and health standards and guidance; 3) training and education; and

4) cooperative programs, compliance assistance, and outreach.

OSHA’s balanced strategy is achieving results, as evidenced by all-time low
occupational injury, illness, and fatality rates. The overall workplace injury/illness rate,
at 4.6 per 100 employees in 2005, is the lowest since the Bureau of Labor Statistics began
publishing data in 1973, Since 2002, the injury/illness rate has fallen by more than 13
percent, and the overall fatality rate has fallen by 7 percent since 2001. These numbers
highlight OSHA"s commitment to protecting the safety and health of the nation’s

workforce,

Enforcement is a key component of our strategy. Let me be perfectly clear in stating that
compliance with OSHA standards is mandatory. All employers are responsible for
ensuring the safety and health of the employees at their worksites. Since 2001, OSHA
has proposed more than three-quarters of a billion dollars in penalties for safety and
health violations. In addition, the agency has made 56 criminal referrals to the
Department of Justice when we believed that an employer willfully violated the law, and
one or more employees died as a result. Referrals to the Justice Department have
increased from six cases per year on average in the 10 years preceding Fiscal Year (FY)
2003 to 9 cases in FY “03, 10 cases in each of FY ‘04 and FY ‘05, and 12 cases in the last

fiscal year. Last year’s total is the highest number of referrals since FY 1991,
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The refinery industry is a major focus for this agency. Last year, OSHA and its state
partners conducted 98 inspections in refineries. Comprehensive refinery inspections are
complex and lengthy, often taking hundreds and, in some cases thousands, of hours of

inspector time for OSHA s multi-member inspection teams to complete.

The OSH Act provides us with the tools we need to deal with companies that have
encountered systemic problems at multiple worksites. When OSHA encounters a
company that repeatedly ignores its legal obligations and places workers at risk, the
agency employs its Enhanced Enforcement Program (EEP). This program targets’
employers, such as BP Products, with serious violations related to a worker fatality or
multiple; willful or repeated violations of the law. Since the EEP was launched in FY
2004, OSHA has identified 1844 establishments meeting the criteria defined by the EEP.
These establishments were targeted for additional enforcement action. For these
employers, OSHA schedules enhanced follow-up inspections, negotiates comprehensive
settlement provisions to protect the site’s workforce and may conduct inspections of other

workplaces of the same employer, as well.

Prior to the explosion at BP Products in Texas City, Texas, in March of 2005, there were
no incidents at the Texas City refinery that caused OSHA to employ the EEP. Following
the March 2005 disaster, OSHA, utilizing the EEP, conducted an extensive inspection of
the refinery. OSHA has since taken significant enforcement action against the company,
including imposing the largest penalty in the agency’s history, which BP is paying in full.

In a settlement agreement, BP Products paid more than $21 million in penalties and will
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abate all cited hazards. As required by that settlement, the company retained a consultant
with expertise in process safety management (PSM) and another expert corsultant in
human factor analysis to conduct refinery-wide audits and analyses. BP Products will
also submit to OSHA and to the company’s employee representative logs of occupational
injuries and illnesses every six months for three years, Any incident at the Texas City
site that results in workers losing one or more workdays during that period will also be
reported to OSHA. BP has notified OSHA that the blowdown stack in the Isomerization
unit, which was the cause of the explosion, has been permanently removed from service.
In January 2006, OSHA referred this case to the Department of Justice to determine if

criminal willful charges should be pursued against the company.

To determine whether similar conditions existed at other BP refineries, OSHA issued
alerts to its regional offices and state plan partners concerning its findings for Texas City
N
and began inspections at BP’s other refineries. Soon after completing the Texas
investigation, OSHA inspected the BP refinery in Oregon, Ohio (the only other BP
refinery under federal OSHA jurisdiction), and identified a number of violations similar
to those found at Texas City. Using the EEP, OSHA issued numerous citations and
assessed the company more than $2.4 million in fines. OSHA issued 32 willful citations,
focusing on the company’s practice of placing employees in vulnerable buildings among
its processing units, failing to correct de-pressurization deficiencies, as well as failing to

correct deficiencies with gas monitors. Similar to Texas City, OSHA found numerous

ignition sources that compound the risk of fire and explosion. BP has contested these
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citations and their accompanying abatement orders. This contested case is now pending

before the Occupational Safety and Health Review Commission.

Comprehensive OSHA enforcement involving BP Products continues, We are currently
conducting a follow-up inspection at the Texas City refinery, including an investigation
of an incident last month in which more than 100 workers were taken to a hospital after
complaining of flu-like symptoms. With assistance from our staff in OSHA’s Region 5,
Indiana~-OSHA (a state-plan state) conducted an inspection of a BP Products refinery in
Whiting, Indiana, resulting in over $300,000 in penalties and the issuance of several
willful citations. In recent years, the California and Washington State OSHA plans have
also conducted inspections of BP refineries (Carson, California, and Cherry Point,

Washington).

Not all BP workplaces have safety and health problems, however. Nine of its facilities
participate in OSHA's Voluntary Protection Programs, which recognize worksites that go
above and beyond OSHAs requirements in protecting their workforce. OSHA officials
have met with representatives of BP, who have expressed a desire to make improvements
to their safety and health practices and procedures. OSHA will continue to monitor the

company’s facilities closely to ensure that these improvements do occur.

The refinery incidents we are discussing today are very serious matters. While large-
scale disasters at these refining and chemical facilities are low-probability events, such

events can have catastrophic consequences. OSHA is proud of the fact that since the
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agency began enforcing its PSM standard, there has been a steady decline in the number
of fatality/catastrophe events. These are the types of incidents that the PSM standard was
promulgated to prevent. The number of fatal or catastrophic events declined from 24 in

1994 to 5 in 2005.

In addition to ongoing effective enforcement activities, OSHA participates in Alliances
with the petroleum industry to promote safety and health. For instance, an Alliance
between OSHA, the American Petroleum Institute and the National Fire Protection
Association (NFPA) facilitates worker training on safe tank entry, cleaning, maintenance
and rescue operations in petroleum refining facilities and encourages workers to take
NFFPA courses on confined space practices and share this knowledge with fellow

operators.

OSHA also shares expertise with the industry to help protect refinery workers. For
instance, in 2003, OSHA and the Environmental Protection Agency (EPA) issued a
Safety and Health Information Bulletin alerting workers, employers and emergency
responders about the hazards associated with Delayed Coker Unit (DCU) Operations in
the oil refining process. The bulletin addressed the batch stage of the operation, which is
responsible for most of the serious incidents during the DCU operation. The bulletin was

sent to hundreds of refineries and was posted on the websites of both OSHA and EPA.

As aresult of the Texas City accident, OSHA began evaluating its data on fatalities and

catastrophes and determined that refineries experienced more of these problems than the
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next three industry sectors combined. Accordingly, OSHA is preparing to launch a
National Emphasis Program (NEP) for petroleum refineries focusing on the PSM
standard. NEPs target establishments or industries based upon hazardous conditions such
as employee exposures to trench cave-ins, lead exposure, or hazards of amputations. The
NEP will use a new inspection strategy that we believe will yield more effective results
than the current approach to enforcing PSM. OSHA’s compliance officers will enter
each facility with a list of items on which they will focus their attention during the visit.
These items will represent the conditions most likely to be significant hazards to workers
in the facility. Before the end of 2008, our agency will conduct enforcement inspections
at all 81 refineries under federal jurisdiction. In addition, OSHA will encourage its state

partners to implement our NEP or create their own emphasis program.

After the 81 refinery NEP inspections have been completed, OSHA will continue to
address low-probability/high consequence events in refineries and high risk chemical
operations. The agency is conducting research to identify indicators that are most useful

in predicting which facilities are most at risk of a catastrophe.

As the Subcommittee knows, following the BP Texas City explosion, the Chemical
Safety Board (CSB) made a number of recommendations to OSHA. For example, the
Board suggested that OSHA strengthen enforcement of its PSM Standard by identifying
facilities at greatest risk of catastrophic accident and conducting comprehensive

inspections at those workplaces.
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As stated earlier, OSHA had already begun work on its Refinery NEP in recognition of
the need identified by its analysis of fatality/catastrophe data. In addition, OSHA has
been conducting a comprehensive training program for its compliance officers on the
PSM Standard, which contains requirements for the management of hazards associated
with processes that use highly hazardous chemicals. OSHA’s investigators are already
capable and highly-trained individuals. This comprehensive training will enhance their
expertise. OSHA currently provides three courses on this standard at its Training
Institute. Enforcement personnel conducting the NEP inspections ~ Team Leaders and
our top technical experts — will have taken all three courses: Advanced Process Safety,
Hazard Analysis in Chemical Process Industries, and Safety and Health in the Chemical
Processing Industries. By the time we conclude our Advanced Process Safety Course this
fall, we project that we will have at least 75 Team Leaders or top technical experts
trained. More than 200 of our compliance officers have received instruction in one or
more of these classes thus far. 'We project that by the time we complete our Advanced
Process Safety Course this fall, we will have trained 280 compliance officers in our PSM
courses. These numbers of trained PSM compliance officers reflect those individuals
who will have received PSM {training since we began our aggressive approach to
increasing our trained PSM staff last fall. We also have other OSHA personnel who have

received advanced training and are conducting PSM inspections.

All of OSHA’s efforts are intended to strengthen worker protections in this industry, as

well as other industries. Although OSHA and our state partners have made considerable
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progress in reducing the injury/iliness and fatality rates in America’s workplaces over the

past 36 years, even a single fatality is one too many.

Mr. Chairman, we are aware of the devastation wrought by refinery explosions and fires
in the communities where they are located. Our staff has met with the families of these
workers and has seen the toll it takes upon their lives, This agency is using all of its
resources to combat the dangers in this industry and will continue to work to improve

conditions in refineries nationwide.

T would be happy to answer any questions.
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Mr. STUPAK. Thank you, Mr. Fairfax. Ms. Slemons, if you would
for an opening statement, 5 minutes.

TESTIMONY OF JONNE SLEMONS, COORDINATOR, PETRO-
LEUM SYSTEMS INTEGRITY OFFICE DIVISION AND OIL GAS,
ALASKA DEPARTMENT OF NATURAL RESOURCES, ANCHOR-
AGE, AK

Ms. SLEMONS. Chairman Stupak, Representative Whitfield, Vice
Chairman Melancon and distinguished members of the committee,
thank you for the opportunity to appear here today. My name is
Jonne Slemons. I am the acting coordinator of the new State of
Alaska Petroleum Systems Integrity Office.

The March 2006 pipeline corrosion in the Prudhoe Bay Unit led
to a spill of approximately 200,000 gallons of oil from a transit line
onto the tundra. Five months later, a different transit line on the
same unit leaked 735 gallons onto the tundra. After the August
spill, BP determined that the Prudhoe field, which accounts for 8
percent of domestic output, had to be partially shut down, reducing
by half the field’s production of 400,000 barrels of oil a day, directly
affecting gasoline prices nationwide and costing the State of Alaska
approximately a million dollars per day.

BP acknowledge problems when the leaks were discovered that
called into question their assumptions and decisions regarding cor-
rosion monitoring. Those events have been and continue to be care-
fully investigated. Remedial actions are underway and the flow of
oil has resumed. But the spills and shutdown demonstrated to the
State and to the Nation that preventive safeguards in both opera-
tor performance and government oversight were lacking. I would
like to describe to you the actions being instituted by the State of
Alaska in response to those events.

First, the Department of Environmental Conservation has pro-
mulgated regulations for oversight of flow lines upstream of the
separation facility, pipelines not regulated by the Pipeline and Haz-
ardous Materials Safety Administration. Those regulations were
approved shortly after the events of 2006 and are now in phased
implementation with full implementation scheduled for 2009.

Second, and on a much broader scale, on April 18th, Alaska’s
governor, Sarah Palin, signed Administrative order 234, which cre-
ated the Petroleum Systems Integrity Office or PSIO. We believe
that the PSIO will have a significant and long-term effect on pre-
venting future incidents such as those described above.

The PSIO resides within Alaska’s Division of Oil and Gas, a divi-
sion of the Alaska Department of Natural Resources. The division
conducts oil and gas lease sales, issues oil and gas leases, performs
royalty accounting, administers the creation and operation of oil
and gas units, approves surface activities and facilities, conducts
inspections and reviews to ensure protection of coastal resources
and compliance with the lease terms and stipulations. Tradition-
ally, the division has not engaged in the review, approval or inspec-
tion of maintenance programs or practices. As is common through-
out the country, the division has relied on the “enlightened self-in-
terest” of operators to maintain their equipment properly in order
to maximize the safe and continuing production of oil and gas re-
sources.
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The events of 2006 in the Prudhoe Bay Unit taught us that we
cannot rely on “enlightened self-interest” to ensure that prudent
maintenance practices are carried out. We also learned of several
regulatory gaps in oversight of oil and gas infrastructure. The
PSIO addresses these findings.

Governor Palin’s Administrative order establishes that the PSIO
resides within the Division of Oil and Gas, the State’s landlord,
and there the body responsible for ensuring that State leases are
properly maintained. The PSIO will utilize the broad authorities
vested in the division through our oil and gas leases.

The order also establishes that the Alaska Department of Natu-
ral Resources Commissioner shall be the lead official for commu-
nication and coordination with all Federal agencies relative to over-
sight of oil and gas exploration, production and transportation on
State lands.

It further establishes that the Coordinator of the PSIO shall be
the lead official in exercising oversight of maintenance of oil and
gas facilities, equipment and infrastructure.

And finally, it establishes that designated State agencies coordi-
nated by the PSIO shall participate in interagency activities and
provide technical assistance as requested by the PSIO. Those des-
ignated State agencies are the Alaska Departments of Natural Re-
sources, including the Office of Habitat Management and Permit-
ting, the Office of Project Management and Permitting, the Divi-
sion of Mining, Lands and Water, and the State Pipeline Coordina-
tor’s Office. It also includes the Alaska Oil and Gas Conservation
Commission and the Departments of Environmental Conservation,
Fish and Game, Public Safety, Revenue, Transportation and Public
Facilities, Labor and Workforce Development, Law and the Wash-
ington, DC Governor’s Office.

In regard to the PSIO’s coordination with Federal agencies, we
have conducted introductory meetings with the U.S. Coast Guard
and the U.S. Army Corps of Engineers and we have met several
times with the Pipeline and Hazardous Materials Safety Adminis-
tration of the U.S. Department of Transportation. Further, we have
established a Letter of Intent with PHMSA to document our mu-
tual commitment to work cooperatively in the regulation and over-
sight of oil and gas productions and transportation in Alaska. As
part of that agreement, the State and PHMSA will delineate clear
jurisdictional roles and develop a unified strategic plan for the
oversight of oil and gas production and transportation, including
risk assessment, standards, inspections and overall, communica-
tion.

In addition to coordinating the efforts of State agencies and pro-
viding a point of contact for Federal and local government coordina-
tion, the Administrative order also directs specific actions. Two pri-
mary tasks are identified as a starting point.

First, a regulatory gap analysis, which will assess the authorities
and practices of State and Federal agencies regarding oil and gas
oversight to avoid duplication and identify any regulatory gaps.

The second task is the evaluation and approval of operators’
maintenance and oversight programs, including inspections, to en-
sure compliance with approved programs.



38

The regulatory gap analysis is underway. When it is complete,
the PSIO will commence the assessment of operators’ maintenance
programs, beginning with that of the Prudhoe Bay Unit. I expect
both of these efforts to be substantially completed within the cal-
endar year. Follow-up tasks, such as development of regulations to
address oversight gaps and assessment of the maintenance pro-
grams of other oil and gas units will be designed and implemented
based upon the results of the gap analysis and the initial mainte-
nance assessment. Concurrent with these efforts, a comprehensive
risk assessment of all oil and gas facilities and infrastructure is
planned to be conducted by an independent third part. This risk as-
sessment will identify and prioritize areas of risk and will provide
valuable direction to our focus going forward.

Alaska is the only State in the country to require industry to
allow regulator access to operator facilities in order to ensure com-
pliance with their own maintenance programs. We look forward to
breaking this new ground and to cooperative efforts with our Fed-
eral partners, and in doing so, maximizing the safe and stable flow
of our oil and gas resources to the Nation. Thank you.

[The prepared statement of Ms. Slemons follows:]
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Chairman Stupak, Representative Whitfield, Vice Chairman Melancon,
and distinguished members of the Committee. Thank you for the opportunity
to appear today. My name is Jonne Slemons; I am the Acting Coordinator of

the State of Alaska's Petroleum Systems Integrity Office.

In March 20086, pipeline corrosion in the Prudhoe Bay Unit led to the
spill of 267,000 gallons of oil from a transit line onto the tundra. Five months
later, a different transit line on the same unit leaked 735 gallons onto the
tundra. After the August spill, BP determined that the Prudhoe field, which
accounts for 8 percent of domestic output, had to be partially shut down,
reducing by half the field's production of 400,000 barrels of oil a day, directly
affecting gasoline prices nationwide, and costing the state of Alaska

approximately a million dollars a day.

BP acknowledged problems when the leaks were discovered that called
into question their assumptions regarding corrosion monitoring. Kemp
Copeland, BP's Greater Prudhoe Bay field manager, stated, "Clearly ink
hindsight, we would have been doing some things different with those old

transit lines."”

Those events have been carefully investigated, remedial actions are
underway, and the flow of oil has resumed. But the spills and shutdown
demonstrated to the state and to the nation that preventive safeguards in both

operator performance and governmental oversight were lacking. I would like to
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describe to you the actions being instituted by the State of Alaska in response

to those events.

First, the Department of Environmental Conservation has promulgated
regulations for oversight of flow lines upstream of the separation facilities,
pipelines not regulated by the Pipeline and Hazardoué Materials Safety
Administration {PHMSA)} of the U.S. Department of Transportation. Those
regulations were approved shortly after the events of 20086, and are now in

phased implementation, with full implementation scheduled for 2009.

Second, and on a much broader scale, on April 18th Alaska’s Governor,
Sarah Palin, signed Administrative Order 234, which created the Petroleum
Systems. Integrity Office or PSIO. We believe that the PSIO will have a
significant and long-term effect on preventing future incidents such as those

described above.

The PSIO resides within Alaska’s Division of Oil and Gas, a Division of
the Alaska Department of Natural Resources. The Division of Oil and Gas
conducts oil and gas lease sales, issues oil and gas leases, performs royalty
accounting, administers the creation and operation of oil and gas units,
approves surface activities and facilities, conducts reviews to ensure protection
of coastal resources, and routinely inspects facilities to ensure compliance with
lease terms and stipulations. Traditionally, the Division has not engaged in
review, approval or inspection of maintenance programs or practices. As is

common throughout the country, the Division has relied on the “enlightened
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self interest” of operators to maintain their equipment properly in order to

maximize the safe and continuing production of oil and gas resources.

The events of 2006 in the Prudhoe Bay Unit taught us that we cannot
rely on “enlightened self interest” to ensure that prudent maintenance practices
are carried out. We also learned of several regulatory gaps in oversight of oil

and gas infrastructure. The PSIO addresses these findings.
Governor Palin’'s Administrative Order established the following:

» that the PSIO is established within the Division of Oil and Gas, the
State’s landlord and therefore the body responsible for ensuring
that state leases are properly maintained. The PSIO will facilitate
coordination of division management with other agencies, and will
utilize the broad authorities vested in the Division through our oil
and gas leases.

s that the Alaska Department of Natural Resources Commissioner
shall be the lead official for communication and coordination with
all federal agencies relative to oversight of oil and gas exploration,
production and transportation on state lands.

s that the Coordinator of the PSIO shall be the lead official in
exercising oversight of maintenance of oil and gas facilities,
equipment and infrastructure.

* that designated state agencies, coordinated by the PSIO, shall

participate in interagency activities and provide technical
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assistance as requested by the PSIO. The designated state
agencies are the Alaska Departments of:

=  Environmental Conservation

« Fish and Game

= Public Safety

" Revenue

= Transportation and Public Facilities

= Labor and Workforce Development

= Law

= Natural Resources, including
¢ Office of Habitat Management and Permitting
= Office of Project Management and Permitting
¢ Division of Mining, Lands and Water
s State Pipeline Coordinator’s Cffice

» Alaska Oil and Gas Conservation Commission

= Director, Governor's Office, Washington, D.C.

In regard to the PSIO’s coordination with federal agencies, we have
conducted intreductory meetings with the U.S. Coast Guard, the U.S. Army
Corps of Engineers. and the Pipeline and Hazardous Materials Safety
Administration (PHMSA) of the U.S. Department of Transportation. Further,
we have established a Letter of Intent with PHMSA to document our mutual
commitment to work cooperatively in the regulation and oversight of oil and gas
production and transportation in Alaska. As part of the agreement, the State
and PHMSA will delineate clear jurisdictional roles and develop a unified

strategic plan for the oversight of oil and gas production and transportation,
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including risk assessment, standards, inspections, and overall,

communication.

In addition to coordinating the efforts of state agencies and providing a
point of contact for federal and local government coordination, the
Administrative Order also directs specific actions. Two primary tasks were

identified as a starting point:

1. aregulatory gap analysis, which will assess the authorities and
practices of state and federal agencies regarding oversight of oil
and gas facilities to avoid duplication and identify any regulatory
gaps; and

2. the evaluation and approval of operators’ maintenance and
oversight programs, including inspections to ensure compliance

with the approved programs.

The regulatory gap analysis is underway. When it is complete, the PSIC
will commence the assessment of operators’ maintenance programs, beginning
with that of the Prudhoe Bay Unit. I expect both of these efforts to be
substantially completed within the calendar year. Follow-up tasks, such as
development of regulations to address oversight gaps and assessment of the
Quality Assurance programs of other oil and gas units, will be designed and
implemented based upon the results of the gap analysis and initial

maintenance assessment.
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Alaska is the only state in the country to require industry to allow
regulator access to operator facilities in order to ensure compliance with their
own maintenance programs. We look forward to breaking this new ground,
and to cooperative efforts with cur federal partners, and in doing so, protecting
the environment while maximizing the safe and stable flow of our oil and gas

resources to the nation.

Thank you.
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Mr. StuPAK. Thank you. Mr. Gerard, your opening statement,
please.

TESTIMONY OF STACEY GERARD, ACTING ASSISTANT ADMIN-
ISTRATOR, CHIEF SAFETY OFFICER, PIPELINE AND HAZARD-
OUS MATERIALS SAFETY ADMINISTRATION, U.S. DEPART-
MENT OF TRANSPORTATION

Ms. GERARD. Thank you. Chairman Stupak, Ranking Member
Whitfield, members of the committee, I am Stacey Gerard, the
Chief Safety Officer of PHMSA, the Pipeline and Hazardous Mate-
rials Safety Administration. Thank you for the invitation to appear
today. I am pleased to discuss PHMSA’s actions to oversee the safe
continued operations of BP Exploration Alaska. I would also like to
thank the committee for its leadership in advancing the important
safety legislation we know as the PIPES Act. PHMSA is moving
forward with several rulemakings, including extending full, regu-
latory protection to low-stress hazardous liquid pipelines. Just yes-
terday we posted a supplemental notice proposing new additional
requirements for low-stress pipelines.

We do have some progress report concerning our oversight of
BPXA. Based on our ongoing monitoring and the degree of control
over BP, we exercise, through orders, our confidence in engineer-
ing, operations and maintenance of the existing transit lines is cau-
tiously increasing. BP has begun replacement of the Prudhoe Bay
transit lines and is beginning to address management problems
that contributed to the failures they experienced last year. They
have a long road ahead to address these concerns.

We also are improving coordination with the State of Alaska,
which will result in better oversight of future BPXA activities in
Alaska. Earlier this week, as Ms. Slemons mentioned, we did sign
a Letter of Intent to confirm our new and approved commitment,
recognizing the impact on nationwide crude production following
the shutdown of the system this past year. PHMSA maintained a
monitoring presence on the north slope through the process of both
getting a better understanding of the transit line conditions and
controlling their safe operation. A review of the data from testing
has been extensive.

It took an extraordinary effort to get BPXA ready to pig the tran-
sit lines, but it is done now. The end line inspection results, along
with other external test findings, indicated that the lines are “fit”
for continued use until the new pipelines are ready next year. Any
damaged observed was not significant enough to warrant imme-
diate repair, but PHMSA is requiring aggressive corrosion control
and continuous monitoring. We issued a third amendment to our
order on April 27 to that point.

Additionally, we are requiring that these lines be pigged on a 12-
month cycle, that is smart pigged, and provide us with the results
for review. We have continued our examination of corrosion to im-
prove our understanding of how the leaks occurred and the risk of
further line degradation. PHMSA is reviewing and analyzing the
pipeline designs, maintenance policies, corrosion monitoring meth-
ods, inspection procedures and operating practices.

Last September, we believed that internal corrosion induced by
microbial activity caused the western, the WOA, pipe to deteriorate
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at the low section at the Caribou Crossing. Additional testing since
then reinforces that assessment. We have found evidence of an en-
vironment conducive to microbial sulfur reducing bacteria leading
to localized corrosion.

Additionally, sludge likely reduced the effectiveness of any corro-
sion inhibitors that were being used prior to the cleaning regime
we have required. Given the many risk factors on the north slope
environment, including use of water in the production process, the
chemistry of the crude oil product itself, and the varied geological
factors in the production field, we believe that BPXA should have
been running cleaning pigs on these lines on a regular basis to re-
duce the potential for this microbial process.

PHMSA has reviewed BPXA’s plans for rebuilding the eastern
and western pipelines and we oversee the construction. The plans
reflect many upgrades over the existing system and construction of
the new pipeline is underway. The new lines are designed to
PHMSA code. Smaller pipe diameters to increase fluid velocity
should minimize solids and microbial growth. Pipe elevation will be
higher, providing better access for inspection and maintenance and
reducing collection of water and solids. Better coatings and insula-
tion will help to reduce external corrosion. A dedicated chemical in-
jection system will provide greater effectiveness.

All segments will have pipe launching and receiving facilities
that are appropriate to the harsh climate. BP’s schedule calls for
all of the new oil transit systems to be in operation by the end of
December 2008. If the project milestones were to change, we would
require BP to resolve issues with us. PHMSA requires a strong
space systems approach to ensure pipeline safety and reliability.
Our Integrity Management approach continues to show positive re-
sults. IMP, as we call it, is our primary strategy to protect infra-
structure and people and managed system risks through processes
that improve safety performance.

Integrity Management is solidly based on process safety manage-
ment principles. IMP is the operator’s responsibility. Company
leaders must communicate this IM to all employees and know the
approach is understood, executed and measured. Transparency is
critical throughout the organization and identifying risks, choosing
controls and evaluating program effectiveness. As risks change, the
operator needs to be vigilant. They need to use the best data on
risk, make the best risk control decisions and employ resources to
the greatest risk, worst first.

We have championed this message for 15 years. More recently,
we have looked at the lessons from the Texas City refinery accident
as determined by the Chemical Safety Board and other reports.
The Process Safety Management message should be highly instruc-
tive to BP. If safety demands, it is BP’s responsibility to go beyond
Integrity Management minimums. Top management must have
and share safety values throughout the organization. Safety has to
be integrated into business priorities. Employees need a trusting
and open environment for the discovery and resolution of safety
problems.

Emphasis needs to be on looking forward on what could happen,
rather than solely through the rear view mirror on what has hap-
pened. We are currently working with BPXA and establishing lead-
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ing indicators on improved processes to help track how safety pro-
grams are working. We will address how risk assessment and risk
management can become more effective. BP is putting all their ju-
risdictional pipelines into the Integrity Management Program, a
good first step. This is a change and they have a way to go. We
will be monitoring this process carefully and for a long time.

I also want to highlight the commitment of the Department and
the State of Alaska to coordinate our efforts. We believe better in-
sights on improved safety, environment and reliability performance
will be derived from a holistic systems perspective, looking at all
oil and gas operations through the same lens. We foresee good op-
portunity for progress through improved coordination of our pro-
grams. Thank you. I would be pleased to answer any questions.

[The prepared statement of Ms. Gerard follows:]
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WRITTEN STATEMENT OF STACEY GERARD
ASSISTANT ADMINISTRATOR/CHIEF SAFETY OFFICER
PIPELINE AND HAZARDOUS MATERIALS SAFETY ADMINISTRATION
U.S. DEPARTMENT OF TRANSPORTATION
BEFORE THE
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS
COMMITTEE ON ENERGY AND COMMERCE
UNITED STATES HOUSE OF REPRESENTATIVES

May 16, 2007

L. INTRODUCTION

Chairman Dingell, Ranking Member Barton, members of the Committee:
Thank you for the invitation to appear today. 1 am pleased to discuss the
actions of the Department of Transportation’s Pipeline and Hazardous
Materials Safety Administration (PHMSA) to oversee continued safe
operations of BP Exploration Alaska, Inc. (BPXA) and to prevent future
pipeline failures like the one that occurred on BPXA’s operations on the North
Slope in March 2006.

Since we last appeared before the Committee, Congress passed and the
President signed the Pipeline Inspection, Protection and Enforcement Safety
(PIPES) Act of 2006. I want to thank Chairman Dingell, Ranking Member
Barton and the Committee for their leadership in advancing this important
safety legislation. In compliance with the PIPES Act, PHMSA is moving
forward with several rulemakings, including extending full regulatory
protection to low-stress hazardous liquid pipelines, like the BPXA lines that
are the subject of this hearing. These new requirements will reduce the risk of
future failures of this type. We also recently launched our enforcement

transparency website, to provide the public important information about
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PHMSA’s enforcement actions. I am pleased to report we took this action
eight months in advance of the statutory deadline and we have received
positive feedback from the stakeholder community on the use of this website.
To further enhance the transparency of our operations we also have restored
limited public access to the National Pipeline Mapping System. We took this
action in close coordination with the Transportation Security Administration
in order to properly balance important security and public right-to-know
interests. We have a public meeting next week on improving control room
management and human factors risks, We look forward to continuing to work
closely with the Committee and keeping you apprised of our progress as we

work to implement the PIPES Act.

We also have progress to report concerning our oversight of BPXA. Based on
our ongoing monitoring of BPXA activities and pipeline inspection results, we
have increasing confidence in engineering, operations and maintenance of the
existing transit lines. BPXA has also begun replacement of the Prudhoe Bay
transit pipelines and is beginning to address management problems that
contributed to the failures they experienced last summer. We are also
improving our coordination with the State of Alaska and our expectation is
this improved coordination will result in better oversight of future BPXA

activities in Alaska,

. QVERVIEW OF DOT RESPONSE TO THE BPXA FAILURES

As you know, PHMSA immediately took action following a March 2, 2006 oil
spill caused by the failure of a 34-inch diameter above ground pipeline in the

Western Operating Area (WOA) referred to as OT-21. We exercised statutory
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jurisdiction over BPXA’s three transit lines by issuing a Corrective Action
Order (CAQ), and directed the remediation and repair of the failed line. Our
order covered the WOA line, which failed in March, as well as the Eastern
Operating Area and the Lisburne lines, a total of 22 miles of low-stress lines.
Our mission remains knowing the condition of these lines, understanding past
and potential failure mechanisms, and ensuring that the operator takes all

needed action to keep the pipelines operating safely in the future.

Qur Corrective Action Order required BPXA to determine the condition of its
pipelines and to repair defects. We ordered BPXA to run what are known as
cleaning or maintenance pigs to remove solids in the line and to perform in-
line inspections, known as smart pigging, to understand the pipe condition
from the inside out. We directed more frequent testing and an enhanced
corrosion management plan, including addressing the use of corrosion
inhibitors to improve corrosion prevention. We required running cleaning
pigs on a routine basis to remove water and other constituents that could

contribute to internal corrosion.

Since then, we dispatched multiple teams to inspect the pipe that failed; assess
the cause of failure; review operations and maintenance records; review
qualifications of personnel; monitor operations, including testing; inspect
repairs; and verify compliance with our requirements. PHMSA personnel
evaluated fully all potential integrity threats to the transit lines along with

BPXA programs to mitigate those threats.

We directed improvements of BPXA’s Interim Monitoring Strategy such as

increased corrosion monitoring points to reduce the risk that vulnerable
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locations could be overlooked. PHMSA directed BPXA to utilize extensive
non-destructive testing to better evaluate the condition of the pipelines until
the lines could be fully assessed with an in-line inspection tool or smart pig.
We directed that more stringent repair criteria be utilized and that
communications be improved between analysts and field teams. We also
required frequent patrolling of the pipelines, including the use of infrared
technology. We have maintained a field oversight presence to ensure the

operator was taking the actions necessary to maintain safety.

Before we allowed BPXA to proceed with pigging, we investigated the
amount, composition and density of “sludge” material and how it would be
handled to be sure that BPXA operations posed no risk to the safety and
reliability of the Trans-Alaska Pipeline System. On July 20, 2006, we issued
-an amendment (Amendment Number One) to our original order, mandating
that BPXA develop specific plans and timetables or parallel tactics to expedite
pigging operations on lines that had not yet been cleaned. We required safe
“de-oiling™ of the idled OT-21 line segment that failed in March, 2006. The
pipeline still contained approximately 17,000 barrels of oil. We also ordered
BPXA to obtain post-pigging wall samples and gamma ray photography post
pigging to gain the best possible understanding of the real-time levels of

remaining solids.

On July 22, 2006, 37 days after the deadline established in our March order,
BPXA performed the smart pigging ordered by PHMSA on the 30-inch
segment of the FS2-FS1 Eastern Operating Area (EOA) pipeline. BPXA
informed us of the results of the testing on August 4. BPXA’s report

identified 16 locations of wall loss in excess of 70 percent of the original
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thickness in 12 separate areas. Two locations showed over 80 percent loss
and 187 sites showed pipe wall loss exceeding 50 percent. While the failure
on the WOA line occurred on a low spot in a caribou crossing, the locations of
severe wall loss on the EOA line were on straight pipe, indicating the
possibility of different types of corrosion processes occurring in different

operating areas.

On August 6, 2006, BPXA discovered a leak while performing direct
examination of the EOQA as a follow-up to the mandated smart pig inspection.
On the basis of this leak and the discovery of several other locations that were
beginning to leak, BPXA reported to us its initial decision to shut down both
the EQA line and the WOA line. BPXA subsequently decided to keep the
WOA line operating and to consider restarting the 34-inch segment of the
EQA line.

In response to this second spill on the EOA line, on August 10, 2006, PHMSA
issued a second amendment to our order (Amendment Number Two),
requiring, among other safety measures, additional rigorous, automated
ultrasonic inspections on a continuous basis of the pipelines that had not yet
been pigged and outlining the standards BPXA would need to meet to restart
its EOA pipeline. The order also required the de-oiling of the failed segment
of the EOA line. Given that BPXA was not able to sufficiently explain the
causes of the corrosion on the Eastern line at that time, and the potential
extent of damage to the pipe wall, PHMSA required that BPXA demonstrate
that the EOA line was in safe condition for pigging operations. PHMSA
authorized restart for testing only when we had adequate data and corrosion

modeling plus analysis of data regarding the EOA line.
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III. DOT HAS TAKEN ACTIONS TO REQUIRE SAFE OPERATION

OF THE PRUDHOE BAY OIL TRANSIT LINES

Recognizing the impact on nationwide crude production following the shut
down of this system, PHMSA maintained a monitoring presence on the North
Slope through this assessment process, focused on getting a better
understanding of the condition of the EOA line to determine whether it could
safely return to operation for the purposes of cleaning and inspection, and
eventually operation. Qur review of the data collected for the EOA 34-inch
diameter pipeline was extensive. We engaged expert independent consultants
to provide an additional perspective on the statistical sampling approach that
BPXA employed and the effectiveness of the corrosion field testing. PHMSA
expertise, combined with opinions provided by these additional resources, as

well as the results of BPXA independent consultants, were integrated into our
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decision in September of last year to allow the 34-inch EOA pipeline to return

to operation for the purposes of cleaning and inspection.

Following DOT protocol for preparing the EOA pipeline for return to service,
BPXA launched a magnetic flux tool in the 34-inch diameter pipeline, which
could detect the level of internal and external corrosion on the full

circamference of the pipeline.

As a parallel activity, as required by our CAQ, BPXA continued to conduct
external tests, using ultrasonic means and other approved technologies on the
WOA pipeline, to provide data to support that pipeline’s continued safe

operation.

With respect to the WOA pipeline which was still in operation. BPXA
removed the sludge from the line and launched an in-line inspection tool, as

required by PHMSA orders, to determine the extent of corrosion on the line.

The in-line inspection results for both of the oil transit lines, along with results
from the other external tests, indicated that the lines are “fit” for continued use
until the new pipelines that are currently under construction are operational
next year. Any damage observed is not significant enough to warrant
immediate concern, but aggressive corrosion control and continuous
monitoring is required. Prior to making this determination, PHMSA staff
physically inspected all of the higher profile corrosion sites identified by the

smart tool runs.

As added protection to people and the environment, with a third Amendment
of the CAQ issued on April 27, 2007, PHMSA is requiring frequent corrosion
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monitoring of numerous sites on the pipelines. Additionally, we are requiring
that BPXA repeat in-line inspections for these pipelines on a 12-month cycle

and provide data from the inspections for our review and analysis.

To complete our investigation, PHMSA and subject matter experts from the
Qak Ridge National Laboratory are reviewing and analyzing the WOA and
EOA pipeline designs, maintenance policies, corrosion monitoring methods,

inspection procedures and operating practices.

IV. MORE INSIGHT INTO CORROSION

We’ve continued our examination of corrosion mechanisms affecting these
lines to improve our understanding of how the leaks occurred and the risks of

further line degradation.

Last September, based on our analyses at that time, we believed that internal
corrosion, induced by microbial activity, caused the WOA pipe to deteriorate
at the point where it failed — a low section in a caribou crossing. Additional
testing conducted since the fall reinforced that assessment. Given the many
risk factors in the North Slope environment, including use of water in the
production process, the chemistry of the crude oil product itself, and the
varied geologic factors in the production field, we believe BPXA should have
run cleaning pigs on these lines on a regular basis to reduce the potential for

this microbial process.

Under PHMSA’s direction, independent corrosion experts reviewed the
conditions of the EOA and WOA pipelines and found evidence of

emulsified/entrained water in the oil - and that the water has a high chloride
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concentration. This enviromment is conducive to microbial populations
leading to localized corrosion. Additionally, sediments/sludge likely reduced
the effectiveness of any corrosion inhibitors that were being used, prior to the

cleaning regimen required by PHMSA.

Laboratory test results and analysis on the WOA pipe sample, from BPXA’s
third party consultant, became available on March 30, 2007. The pipe
contents included a 5-inch thick layer of sand and silt with evidence of
corrosion inhibitor bound ;[o it. The BPXA analysis confirms our original
assessment from last year that the primary corrosion mechanism involved

sulfur-reducing bacteria.

Last week, we observed final testing of the EQA pipe sample and reviewing
the results. We will withhold a determination on the EQA until we have

reviewed the data from this testing,

V. CONSTRUCTION OF NEW PIPELINES UNDERWAY

In response to a formal request, on January 10, 2007, BPXA presented
PHMSA its plans for rebuilding the EOA and WOA pipelines. The plans
reflect many engineering and safety upgrades over the existing pipeline

system and construction of the new pipeline is underway.

The new lines are being designed to PHMSA code requirements. BPXA is
utilizing smaller pipe diameters to increase fluid velocity to a point that should
prevent any water from dropping out of the oil mixture; minimize the
accurnulation of fine solids; and reduce the opportunity for microbial growth.

The pipe elevation will also be higher, providing better access for inspection
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and maintenance. The higher elevation will also eliminate intentional dips for
animal- and road-crossings and will reduce the potential collection of water
and solids. In addition, new and deeper pipeline supports for stability, and
better coatings and insulation, will also be utilized to reduce external

corrosion.

Additionally, BPXA has committed to installation of new and redundant leak
detection systems which are more sensitive and more likely to detect small
leaks. A dedicated chemical injection system will provide better control and
greater effectiveness of corrosion inhibitors in the fluid stream. The system
design will include pig launching and receiving facilities for all segments and

will also be appropriate to withstand the harsh climatic conditions.

PHMSA continues to provide in the field oversight of the constraction
activities. Progress is constrained by weather conditions, allowing for heavy
construction only during the winter months of January through April when ice
roads provide for travel over tundra without damage. BPXA’s schedule calls
for all of the new Qil Transit System lines to be in operation by the end of
December 2008. Communication from BPXA to PHMSA with respect to the

project milestones is required by our third Amendment of the CAQ.

Vi. GOOD ENGINEERING IS ONLY PART OF THE SOLUTION

PHMSA requires a strong risk-based systems approach to ensure the safety
and reliability of our nation’s energy pipeline infrastructure, and our Integrity
Management Program (IMP) (49 C.F.R. 195.452) approach continues to show

positive results. PHMSA uses integrity management as the primary strategy
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to integrate protection of infrastructure and people and manage the pipeline
systems’ risk through plans and safety processes that attain improved safety

performance.

The IMP process is the operator’s responsibility. In using this strategy,
operators must communicate it through their leadership to all employees and
know the approach is understood, implemented, documented and measured.
Operators need to provide transparency throughout their organization in
identification of risks; controls chosen; and evaluation of risk control
effectiveness. As risks change over time, operators need to be vigilant to
assess these risks thoroughly and systematically and measure risk control
performance. Operators need to use the best available data on risk history and
potential; analyze results; make the best decisions; and deploy attention and

resources against the greatest risks--worst risk first.

In evaluating BPXA’s posture on the North Slope, in addition to our own
observations, PHMSA took a hard look at the important lessons learned from
BP’s Texas City Refinery accident as determined by the U.S. Chemical Safety
and Hazard Investigation Board and other reports prepared for BP. These
examinations, and their focus on BP’s “process safety management” programs
and systems, should be highly instructive to BP. In addition, reports have
noted that a strong culture in personal safety does not necessarily translate to a
strong culture in process safety. PHMSA agrees and because our pipeline
integrity management program is based on these process safety principles, we
believe expanding the application of the IMP system-wide by BPXA is a good
first step.

May 16, 2007 - - House Committee on Energy and Commerce 1
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BPXA is, in fact, doing this on the North Slope. We believe that to improve
performance and continue to make progress, it is BPXA’s responsibility to go
beyond IMP regulatory minimums if safety demands. To advance safety
culture, the set of clearly defined values must be communicated and
demonstrated by top management and shared throughout the organization.
Safety must be integrated into business priorities. Safety culture promotes a
trusting and open environment for the discovery and resolution of safety
problems and emphasizes the importance of looking forward, rather than
looking solely through a “rear view mirror” which focuses only on incident

data.

We are currently working with BPXA in reviewing leading indicators to get
better insights into their operations. We will address how BPXA can make
more effective the practice of comprehensive risk assessment and risk
management — we believe this is critical to their improved safety,

environmental and reliability performance.

BPXA is significantly modifying its approach to managing risks on the
Prudhoe Bay systems, and has included all jurisdictional pipelines in its
integrity management program, whether or not the lines are actually in or near
a high consequence area. We are pleased to see this higher level of

commitment from BPXA and will be monitoring its implementation carefully.

I also want to highlight the commitment of the Department and the State to
coordinate our efforts to provide more effective oversight of BPXA and other
_pipeline operations in Alaska.- PHMSA jurisdiction over the transportation of

oil and gas products covers only a part of a vast system of oil and gas
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operations. For the most effective oversight, we believe insights on improved
safety, environment, and reliability of performance will be derived from a
holistic systems perspective. We have offered to share our data and
approaches with the State as part of broader efforts in this area. We foresee
good opportunity for progress through improved coordination of our

programs.

Thank you. I would be pleased to answer any questions you may have,

i
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Mr. StupAK. Thank you, Ms. Gerard. Before we go to questions,
I see the ranking member of the full committee, Mr. Barton, is
here. Mr. Barton, would you care to make an opening statement?

Mr. BARTON. Thank you, Mr. Chairman, but in the interest of
time, I want to apologize for being late. We have got another hear-
ing going upstairs, so I have to shuttle back and forth.

[The prepared statement of Mr. Barton follows:]

PREPARED STATEMENT OF HON. JOE BARTON, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF TEXAS

Mr. Chairman, I am very pleased that you have continued our investigative work
on this issue, because more work is needed to get to the bottom of what went wrong
last year.

At our subcommittee hearing last September, I had hoped that the committee
would get to the bottom of what caused the leaks that led to the shut-down of
Prudhoe Bay oil field last August. I had hoped that the subcommittee could make
sure that all the facts were in the public domain on what caused the corrosion that
led to the spills in both the east and west transmission lines on the North Slope
of Alaska.

BP left many questions unanswered last September. The subcommittee issued a
subpoena to Mr. Richard Woollam—the BP executive in charge of corrosion control
and the individual most knowledgeable about what went wrong—but Mr. Woollam
asserted his fifth amendment right against self-incrimination and declined to pro-
vide testimony or answer questions before the subcommittee.

After the hearing, the subcommittee discovered that BP failed to produce impor-
tant documents that were its possession before the hearing. In October, we sent BP
a letter demanding an explanation on why some of these documents were not pro-
vided. Finally, just last month, the floodgates opened and BP provided thousands
of documents responsive to several written requests from the committee from last
year and that should have been provided much earlier.

I had hoped that this hearing could focus on BP’s path forward, the company’s
plans to replace corroded transit lines, and BP’s efforts to rebuild the public trust
in its North American operations.

But how do we know that BP has taken the necessary steps to correct its past
mistakes? Instead, BP and its lawyers have withheld important information from
the committee throughout our investigation. And now it looks like the company had
plenty to hide. The recently provided documents reveal questionable corrosion man-
agement decisions in the years leading up to the leaks in 2006. Until these concerns
are fully understood and addressed, no one should conclude that BP has turned the
corner.

In addition to problems in Alaska, BP has experienced more serious problems at
its refinery in Texas City. The U.S. Chemical Safety Board recently investigated the
Texas City Refinery explosion that killed 15 people in March 2005. That report
found “organizational and safety deficiencies at all levels of the BP Corporation.” I
am glad the CSB is here today to discuss their findings.

I look forward to the testimony today from chairman and president of BP America
Mr. Bob Malone. I believe Mr. Malone has taken several positive steps since he took
over last summer, and I am confident that he wants to set things right. His com-
pany got off to a bad start and then it made things worse. Now would be a good
time to demonstrate that BP can be a reliable producer of petroleum and a reliable
producer of truth, too.

I thank the chairman and I yield back.

Mr. STUuPAK. I understand and there are a number of hearings.
I know I will be shuffling back and forth as well, and Mr. Melancon
will have to take over.

Mr. Whitfield asked unanimous consent that the binders—which
I will be asking questions from—be made part of the record. With-
out objection, so ordered.

Members will have 10 minutes for questions.

Ms. Merritt, if I may start with you, please, with my questions.
On page 25 of your Chemical Safety Board’s Investigation Report
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on the Texas City refinery explosion, the first finding is cost cut-
ting and budget pressures from BP Group executive managers im-
paired process safety performance at Texas City. Is that correct?
And how deeply had BP cut and for how long? I mean, was this
recent, did it go back at this Texas City refinery? Could you explain
a little bit more on page 25 of your report?

Ms. MERRITT. Thank you. Yes, that is correct. How far back did
it go? Well, actually, 1999 we know that the first 25 percent operat-
ing budget cut was issued.

Mr. STUPAK. So 1999, that is when BP just purchased it from
Amoco?

Ms. MERRITT. That is correct. And that was issued by Lord
Browne.

Mr. StupAK. OK. And Mr. Browne, at that time, was the CEO
of BP, right?

Ms. MERRITT. That is right.

Mr. STUPAK. In your testimony you state there are striking simi-
larities in the reported causes of the 2006 events involving BP’s
Prudhoe Bay pipelines and the 2005 explosion at the BP Texas
City refinery. What are those similarities?

Ms. MERRITT. Well, there were a number of them. One of them
is management had changed efficiencies. One of the things that we
found in our investigation was that changes were made in proc-
esses, procedures and operations without an appropriate evaluation
of those risks. Failure to close action items from audit; there were
many audits that were conducted at Texas City, as well as is re-
ported in the Booz Allen report, and items that were identified in
those audits that should have been red flags were not evaluated by
management and they were not properly addressed, investigated or
corrected.

Inadequate communications and excessive decentralization; the
organization at BP was highly decentralized. There were a lot of
people responsible for a lot of things, but it was almost impossible
to find a chain of accountability for process safety in the organiza-
tion.

Mr. STUPAK. The committee asked you to take a look at the Booz
Allen Hamilton report and on page 2, and you alluded a little bit
to this in your testimony, the Booz Allen Hamilton report found
that, and I quote, “budgets and funding levels were largely based
on affordability versus necessity and were not supported by an ana-
Iytical process to prioritize risk.” Is this finding essentially iden-
tical to a checkbook mentality, the words you used, found by the
Chemical Safety Board in their audit of BP?

Ms. MERRITT. Yes, exactly. Budget cost cutting became the driv-
ing factor in management bonuses and recognition and as a result,
short-term cost cuts were often made at the risk of long-term risks,
so we found that consistent with the BP investigation.

Mr. STUPAK. You said bonuses. Did the bonuses, I take it, for the
executives, were they based upon profitability of the company? I
know I brought up $106 billion over the years; we are talking about
from 1999 to 2006. So if you cut your maintenance costs, which in-
creases the risk factors, but if you cut costs, therefore there is more
money, therefore more profits, i.e. bigger bonuses, is that fair?
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Ms. MERRITT. That was the plan. Their performance standards
focused only 10 percent on safety and that was based on a lost time
incident rate rather than a recognition of risk, of growing cata-
strophic risk.

Mr. StUPAK. Thank you. Ms. Slemons, there should be a binder
there with a bunch of tabs. Can you go to No. 28 for me?

Ms. SLEMONS. Yes, sir.

Mr. STUuPAK. And No. 28, if you will, is an August 31 letter to
Mr. Malone from this subcommittee signed by Mr. Barton, Mr. Din-
gell, Mr. Whitfield and myself. Again, this is back in August 2006.
There is another letter, October 4, from Mr. Whitfield and if we go
on there, in the letter of—all letters are there and in order as they
were written. There is a letter of October 28 and attached to it is
the Compliance Order by Consent before the State of Alaska De-
partment of Environmental Conservation.

Ms. SLEMONS. What was the date of the letter, sir?

Mr. STUPAK. October 28. But it would be CBOC there. The com-
pliance order, Compliance Order by Consent.

Ms. SLEMONS. Yes, sir, I am looking for it. I don’t see it here. Tab
28, correct?

Mr. STUPAK. Yes.

Ms. SLEMONS. I have the Compliance Order by Consent.

Mr. StuPAK. OK, there you go. Let me ask you this. On that com-
pliance order, when I take a look at it here—I am on page 5, para-
graph 23. It says in order to address the violations outlined, count
1 through 4, specifically, BPXA agrees to perform the following
tasks by the dates indicated herein. Then there are about eight
items they have to do, two of them which, No. 3 was take EOA,
that is the Eastern Operating Area pipeline, from FS1 launcher to
Skid 50 by 6/30/02 right underneath there.

The next one, No. 4, pig WOA, Western Operating Area, pipeline
segments, if necessary, by 9/30/02. Then we find they are required
to do the pigging. Now, this is going back some time. Yet, Alaska
reversed this requirement. It was a consent agreement. BP agreed
to pig these two operating areas, Eastern and Western, by 2002,
but then suddenly there was an agreement not to do it, not to do
the pigging. Do you have any reason why that was rescinded by the
State of Alaska after they agreed to do it in a compliance order?

Ms. SLEMONS. I have asked the Department of Environmental
Conservation for the reasons for that decision. The intent of the
consent order by decree, as I understand it, was to identify the ac-
tions that BP needed to take prior to testing a leak detection sys-
tem, specifically. Sediments were raised as an issue that could af-
fect test performance and were the prime reason for requiring the
pigging. This consent order by decree took quite some time to actu-
ally accomplish and to move through and there were several ac-
tions that took place over the course of, as I understand it, about
a year.

Approximately 1 month before the leak detection test was to be
performed, BP responded to the various issues identified and noted
that sedimentation would not affect the leak detection test results,
therefore the pigging was not necessary. And in conversations with
the Department of Environmental Conservation, it is my under-
standing that DEC did consider that issue to be addressed and that
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it would not affect the leak detection system test, which was their
primary goal.

Mr. STUPAK. But was anyone aware that even at that date, it
was probably 10 years before that, it was the Eastern line, I think
it was, had not been pigged for 10 years?

Ms. SLEMONS. I can’t answer to what the DEC officials’ knowl-
edge was at that time.

Mr. STuPAK. What about the solids in the pipeline? Wouldn’t that
affect the flow and the integrity of those pipelines?

Ms. SLEMONS. One would think, of course.

Mr. STUPAK. And isn’t the standard now every 3 years you have
to pig a pipeline, transit oil pipeline?

Ms. SLEMONS. Yes. And in fact, they are pigged quite frequently.

Mr. STUPAK. You said this took a long time to put together. This
consent order was issued in May 2002 and then on August 9, 2002,
BP asked to eliminate the requirement of piggings for the lines and
then let us say in a month later, actually 5 days later, State of
Alaska agreed to it. It seems like it takes a long time to put to-
gether but then as soon as they want something, snap, quick, it is
done, it is resolved and that is a critical element of maintaining the
integrity of these lines, were they not?

Ms. SLEMONS. I agree that it is a critical element, yes, sir.

Mr. StupAK. OK, thank you.

Ms. Gerard, in your testimony, you said something there about
the—and I want you to explain a little bit more—the sludge build
up makes the corrosion inhibitor that we have been talking about
ineffective. Explain that a little bit more for us, if you would,
please.

Ms. GERARD. The corrosion inhibitor should be able to reach the
wall of the pipeline, but if sludge and sediment is adhering to the
wall of the pipeline, then the inhibitor doesn’t have a good chance
to do its job.

Mr. STUPAK. So how would you get the sludge that is adhering
to the wall of the pipeline, how would you get it out?

Ms. GERARD. By regular cleaning of the pipeline.

Mr. STUPAK. By pigging, is that correct?

Ms. GERARD. Usually by cleaning pigs, yes, sir.

Mr. STUPAK. Ms. Slemons, I know you weren’t there at the time,
but any reason why Alaska didn’t require them to do it then? I
mean, we had it in the order, they rejected the order; no expla-
nation why other than they didn’t think it was necessary. I mean,
if you get the sludge building up, you know you have to get it out.
You have got to pig it. They were told to do it and less than a
month later, you were told you don’t have to do it.

Ms. SLEMONS. Mr. Chairman, it has been explained to me that
the entire focus of the COB was the leak protection system and
that the explanation that BP offered regarding the sediment and
the requirement of pigging, that the pigging was not a requirement
to address the leak detection system was sufficient at the time. Be-
yond that, I am afraid that is just beyond my expertise. I would
be happy to find any answers that I can for you and provide them
later.



66

Mr. STUuPAK. When you have sludge building up on the side
walls, the corrosion inhibitors are not working and then you don’t
pig, that pipeline is going to leak eventually, right?

Ms. SLEMONS. And so we saw that it did, sir.

Mr. STUuPAK. Thank you. My time has expired. Mr. Whitfield for
questions, please.

Mr. WHITFIELD. Thank you, Mr. Chairman.

Ms. Gerard, Mr. Malone took over the reins of BP America some-
time last year, after the event at Prudhoe Bay, and my understand-
ing that he replaced the entire management team in Alaska and
I am assuming that you all, and I would ask all of you involved,
that new team, I am assuming, has been more responsive than cer-
tainly they were before. Would that be accurate?

Ms. GERARD. The new team has been extremely responsive.

Mr. WHITFIELD. And have you been involved with them at all?

Ms. SLEMONS. No, sir.

Mr. WHITFIELD. Ms. Slemons, I am sure you have.

Ms. SLEMONS. Yes, I have, sir.

Mr. WHITFIELD. And what is your assessment of the new team?

Ms. SLEMONS. I also find them to be extremely responsive and
cooperative.

Mr. WHITFIELD. OK. Now, in your testimony, you mentioned that
Prudhoe Bay taught you that you cannot rely on enlightened self
interests to ensure that prudent managed maintenance practices
are carried out and by that, I am assuming that you meant that
the company took on that responsibility and no one really mon-
itored it at all, is that correct?

Ms. SLEMONS. That is correct. That has traditionally been the
status.

Mr. WHITFIELD. And prior to the formation of the integrity group
that you are now with, what authority did the State of Alaska have
over these pipelines?

Ms. SLEMONS. Over the specific pipelines, we did not have over-
sight authority. The Department of Environmental Conservation
has authority, generally, throughout the State, for environmental
concerns, protection of land, water and air.

Mr. WHITFIELD. Right. But you had no authority over the actual
maintenance of these low-stress pipelines?

Ms. SLEMONS. That is correct. We believe that to be the fact.

Mr. WHITFIELD. And DOT, prior to the passage of the PIPES Act
by Congress last year, you had no authority over the low-stress
pipelines, Ms. Gerard?

Ms. GERARD. That is not exactly correct. We had authority that
we had not exercised over the low-stress pipelines in rural areas.
We had the authority prior to the PIPES Act. The PIPES Act gave
us some specific additional requirements.

Mr. WHITFIELD. And so that is when you did this correction ac-
tion order or

Ms. GERARD. We did the correction action order the week follow-
ing the accident.

Mr. WHITFIELD. And Ms. Merritt, did your agency have any over-
sight or responsibility for these pipelines and safety issues or do
you primarily become involved after an accident?
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Ms. MERRITT. Yes. Well, we have authority to investigate haz-
ards, but normally, the pipeline would not have been something we
have looked at.

Mr. WHITFIELD. And Mr. Fairfax, what about OSHA? What re-
sponsibility did you all have prior to the leakage?

Mr. FAIRFAX. Alaska is a state-plan State, so we had no really
involvement or authority, although I will point out if there is a
complaint related to pipeline safety, that way we would have juris-
diction for investigating the complaint of the whistleblower related
to pipeline safety.

Mr. WHITFIELD. OK. Well, looking back in retrospect, I mean, ob-
viously BP had some major problems and some major failures in
their maintenance program, but in retrospect, did government fail
in any way in this process? Yes, Ms. Gerard.

Ms. GERARD. We regret that we did not have the regulation of
rural low-stress pipelines in effect before the accident occurred. We
had regulation on low-stress pipelines in populated areas and of
course, all high-pressure pipelines, but we had just begun the proc-
ess of public meetings and proposing regulation just about the time
the accident occurred.

Mr. WHITFIELD. So you had the authority to oversee these, but
the regulations were not in effect?

Ms. GERARD. That is correct.

Mr. WHITFIELD. But they are in effect today?

Ms. GERARD. We have just issued a supplemental notice that
adds to our original proposal the additional requirements that the
PIPES Act mandates for all low-stress pipelines. The PIPES Act
broadened areas of coverage to include all low-stress pipelines and
all parts of part 195 of the Federal Pipeline Safety Code. That is
a bit broader than what the administration had proposed.

Mr. WHITFIELD. And if you had had those regulations in place
prior to this event, what steps would you have taken to be more
up to speed on the maintenance and the condition of those pipe-
lines?

Ms. GERARD. If this was a regulated pipeline, we would have
been conducting a comprehensive Integrity Management inspec-
tion, operator qualification inspections and all other types of in-
spection of our code that we routinely do for all regulated pipelines.

Mr. WHITFIELD. And how many miles of pipelines do you regulate
today? Do you have any idea?

Ms. GERARD. All pipelines in the United States.

Mr. WHITFIELD. And pigging is a regular maintenance step that
is taken on all those pipelines, correct?

Ms. GERARD. We believe that most operators routinely clean
their pipelines in order to be able to maintain them in a safe condi-
tion. The Pipeline Safety Code doesn’t specifically use the word
cleaning. We do require smart pigging in high-consequence areas to
be able to assess condition of pipeline.

Mr. WHITFIELD. And how expensive is that for a company, say,
smart pigging? Do any of you on this panel have any idea of the
cost of that?

Ms. GERARD. I would say an average segment of pipeline would
be about $50,000 to $80,000 to pig, to smart pig, based on the
length, the condition, the type of pig.
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Mr. WHITFIELD. I see. Now, it is my understanding that the
Western and the Eastern pipelines are now in operation and yet
there is a construction project going on for 16 miles of pipeline, is
that correct, Ms. Slemons?

Ms. SLEMONS. Yes, that is correct.

Mr. WHITFIELD. And do you feel confident that BP can operate
the old transit lines safely over the next few years as they try to
complete this new pipeline?

Ms. SLEMONS. We are confident in census assessment that those
lines are fit for use and we are keeping a close eye.

Mr. WHITFIELD. And does the State of Alaska have the authority
to impose fines or take other actions to see that that is done?

Ms. SLEMONS. The Department of Environmental Conservation
has recently promulgated new regulations that address flow lines,
which are those lines that extend from the wellhead to the produc-
tion facilities and those regulations are in phased implementation
now and do include several different layers of penalty, including
fines. For the OTL lines, themselves, the State of Alaska does not
have fining capabilities. PHMSA regulates those lines.

Mr. WHITFIELD. Oh, so you have no authority to enforce on those
lines, the OTL lines?

Ms. SLEMONS. We believe that the broad authority in our oil and
gas leases allow us to assert ourselves and exercise oversight wher-
ever that is necessary, however it is our policy not to duplicate
oversight where it is sufficient and PHMSA’s oversight of those
lines is what we rely on at this time.

Mr. WHITFIELD. And since BP acquired these lines from Amoco
in 1999, have there been any additional spills in Alaska other than
this one, what, it was 210,000 gallons, is that correct? Is that the
only spill that you are aware of?

Ms. SLEMONS. Since 1999 there have been several very small
spills, most of them below the reporting threshold, some at the re-
porting threshold. There have not been, to my knowledge, any
major spills other than those.

Mr. WHITFIELD. And my understanding is that BP operates,
what, five refineries in the U.S., is that correct, today or is it four?

Ms. MERRITT. Five.

Mr. WHITFIELD. Five? And they operated the Texas City refinery,
as well, correct?

Ms. MERRITT. That is correct.

Mr. WHITFIELD. And that refinery is not in operation today
or—

Ms. MERRITT. Yes, it is in operation. However, the unit where
the explosion occurred in 2005, I believe, is not operational.

Mr. WHITFIELD. Yes. Now, I know that Lord Browne resigned. 1
am not sure if he resigned or he was asked to resign as chairman
of BP International, but I am assuming that part of that probably
came about because of these events at Prudhoe Bay and the Texas
City refinery and just that culture of problems relating to mainte-
nance and so forth. Are you all aware of that from your personal
knowledge?

Ms. MERRITT. No.

Mr. WHITFIELD. OK. I yield back my 25 seconds.
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Mr. StuPAK. Can I use your 25 seconds? Ms. Gerard, I asked Ms.
Slemons about the Compliance Order by Consent on Alaska. You
issued compliance orders, do you not, DOT?

Ms. GERARD. Yes, we do, under our statutory authority.

Mr. STUPAK. In fact, on this one, you are requiring them to pig
every 12 months, if I remember correctly, right?

Ms. GERARD. That is correct.

Mr. STuPAK. Do you ever waive, after you ask them, if it is part
of a consent order, do you ever go back and waive the pigging re-
quirements, like Alaska did? I just find that highly unusual, be-
cause that is such a critical part of maintaining integrity of a line.

Ms. GERARD. We would not waive pigging requirements.

Mr. StupAk. OK, thank you. Mr. Melancon.

Mr. MELANCON. Thank you, Mr. Chairman. Let me start by ask-
ing, if I could, each one of you, and I think I understand Alaska
does not have the ability to fine on the pipeline incident because
of the spills?

Ms. SLEMONS. We do not have regulatory fining authority for
those pipelines, however the Department of Law is investigating
both civil and criminal suits as we speak.

Mr. MELANCON. OK. You have the ability to fine, is that correct?
I am sorry.

Ms. GERARD. We have the ability to fine for violations of our reg-
ulations.

Mr. MELANCON. And to date, how much have you fined BP?

Ms. GERARD. We have reserved the right to fine BP and have not
completed that enforcement action yet.

Mr. MELANCON. What is the preliminary estimates of fines?

Ms. GERARD. It would be preliminary to say what the prelimi-
nary fine was.

Mr. MELANCON. So then, maybe I should ask you if BP is con-
sulting with you to determine how much it is going to be.

Ms. GERARD. I would not say that, but the fines are established
in statute.

Mr. MELANCON. They are in statute?

Ms. GERARD. Yes, they are.

Mr. MELANCON. On the chemical safety, the fines for the refin-
ery, after these incidences that BP has had, what are the total
fines that have been issued against BP?

Ms. MERRITT. The OSHA fine was—and Mr. Fairfax probably
could answer that better than I can.

Mr. MELANCON. Yes, I will go to him first.

Ms. MERRITT. I think it was $21.6 million.

Mr. MELANCON. OK. And that is from your agency?

Ms. MERRITT. No, no, we do not issue fines or penalties or write
regulations. We are an investigative board, similar to the National
Transportation Board; make recommendations.

Mr. MELANCON. I have got you. Then, Mr. Fairfax, on the issue
of fines, we have got at one plant five dead, I believe, another plant
15 dead, 180 people injured. What was the total fines against BP
for these?

Mr. FAIRFAX. The total fine for the British Petroleum for the ex-
plosion was a little bit over $21 million and then we followed up
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with an inspection at the Oregon, Ohio facility and the penalties
issued in that one were a little bit in excess of $2.4 million.

Mr. MELANCON. Do you recall the profits of BP in these specific
years? Do you know?

Mr. FAIRFAX. No, no. I heard it mentioned earlier but I just don’t
remember what was quoted.

Mr. MELANCON. Just based upon what I have seen of earnings
of all companies, in recent years, and I have been in support of
them, $21 million sounds like kind of a low ball to me.

OéVII-{A FAIRFAX. Well, that is the highest penalty ever issued by

Mr. MELANCON. Maybe we, as legislators, need to review it. Is
that by statute or is that by rule or regulation?

Mr. FAIRFAX. It is in the statute.

Mr. MELANCON. It is in the statute. Ms. Gerard, last September
the Pipeline Hazardous Materials Safety Administration proposed
new regulations to cover low stress oil transit lines such as the
Texas City refinery to Prudhoe Bay. Yet, 7 months later, these reg-
ulations have not been issued. Why haven’t they been issued?

Ms. GERARD. The passage of the PIPES Act did significantly ex-
pand the original proposal that we issued and we are required to
do regulatory analysis to consider the additional mileage and the
effect on small business, the effect on the Nation’s energy supply.
Comments on the docket, in fact, have indicated that there could
be an adverse impact for western States who may not be able to
keep pipelines in operation if these requirements were imposed, so
we have to address those requirements in going to a final rule. The
supplemental notice that we published yesterday, or we posted yes-
terday, picks up all the additional requirements of the PIPES Act
and seeks comment on that, which is required by due process.

Mr. MELANCON. Now, the PIPES Act was effective when?

Ms. GERARD. In December.

Mr. MELANCON. This past December?

Ms. GERARD. Just this past December.

Mr. MELANCON. But this goes back to 2006 when we started the
problem with the Prudhoe Bay issue?

Ms. GERARD. Well, the PIPES Act that passed at the end of De-
cember only at the end of December gave us clear additional re-
quirements that we needed to add to our regulatory proposal, so
those new requirements were only effective, basically, at the begin-
ning of this year.

Mr. MELANCON. OK. So you have got all of these regulations that
have been issued?

Ms. GERARD. They have been proposed and we were required to
propose additional requirements to be consistent with the new law
that passed in December. We have to get comments on those in the
next 30 days and we will be proceeding with all due haste to meet
the statutory deadline in the PIPES Act, to be complete within a
year.

Mr. MELANCON. Within a year. Now is that year going to be back
to 2006, because I think we have past a year.

Ms. GERARD. It would be a year from December 2006. But in the
meantime, BP is—they are protected by the compliance order that
PHMSA has issued and amended three times, so we have 36 to 37
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specific requirements which we can enforce using our statutory au-
thority.

Mr. MELANCON. Do you find that the approval is a slow in com-
ing or is this normal? I understand. How much did you add into
it with the PIPES Act?

Ms. GERARD. It was quite significant to consider all the addi-
tional regulations in the Federal Code, in addition to the require-
ments that we have proposed and given the fact that there is a lot
of small operators in parts of the United States, we had to hear
their comments and issues with, for example, the high cost of doing
assessments like pigging and consider the effect on their oper-
ations, particular an issue in the Rocky Mountain States.

Mr. MELANCON. It is kind like I tell my son, if you can’t afford
Mercedes, you get a Chevrolet because buying is the cheap part. It
is the maintaining that is the problem.

Ms. GERARD. Well, we have to be concerned about drinking water
supply and if the pipelines operators chose not to operate, whether
it would be as safe in a truck on a Rocky Mountain road.

Mr. MELANCON. Is there no regulations for preconstruction of
ownership and maintenance and requirements of bonds, none of
that?

Ms. GERARD. Until we bring the rural low-stress operator under
regulation, they are not regulated, but we expect them to have good
corporate stewardship no matter whether they are regulated or not.

Mr. MELANCON. Now, BP is under compliance under audit pres-
ently?

Ms. GERARD. That is correct.

Mr. MELANCON. And how long on the Prudhoe Bay issue do we
plan to keep them under audit?

Ms. GERARD. As long as it is necessary.

Mr. MELANCON. Meaning?

Ms. GERARD. Years.

Mr. MELANCON. Years?

Ms. GERARD. As long as it is necessary.

Mr. MELANCON. So what do we do during those years, are we
going to be checking them or are they going to be pigging these
things or are they going to be cleaning these lines? What exactly
is the agency going to be doing?

Ms. GERARD. Well, first of all, when this low-stress regulation is
final, any of the system that is still low stress would be regulated.
With the rebuilding of the pipelines, the majority of the lines we
expect will no longer be low stress and they will become regulated
when they are rebuilt and operational and they are a higher stress.
In the meantime, PHMSA maintains, on-duty, several inspectors
who are on site to witness all the required activities, including in
the construction activities. And so they are required to assess and
maintain corrosion protection, patrol, surveil, basically continu-
ously understand the threats and address those threats on a prior-
ity basis.

Mr. MELANCON. BP indicated that the reason why this replace-
ment line they were building in Alaska, because of lack of steel,
they asked for a deferment or something to that effect. When did
they make that request?
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Ms. GERARD. I am not sure what request you are referring to. I
know that there was a commitment to have the new construction
done sooner than December 2008, but we reviewed their plans and
for the significance of the upgrades that they have proposed, and
pig launching and receiving, design to code, corrosion inhibitor sys-
tems, replacing the pipelines on new supports, deeper and stabiliz-
ing the soil, we believe that the rebuilding plan is worth the time
of the December 2008 deadline.

Mr. MELANCON. So next year, 2008?

Ms. GERARD. December 2008.

Mr. MELANCON. Thank you, Mr. Chairman. I yield back my time.

Mr. STUPAK. For questions, Mr. Barton, please.

Mr. BARTON. Thank you, Mr. Chairman. My first question is to
you, Mrs. Gerard. We passed what we call the PIPES Act last fall,
on a bipartisan basis, giving more authority to regulate some of
these low-stress, low-pressure lines. From what I can tell, that au-
thority, you are attempting to use it but your final rule has not
been implemented yet because of some problem at OMB. Is that
correct or incorrect?

Ms. GERARD. No, sir, we published a supplemental notice yester-
day which picks up the additional requirements that you PIPES
Act, and I want to say thank you very much for giving us the
PIPES Act. It is a great improvement for safety. So with that sup-
plemental notice being out and getting public comment in the next
30 days from operators, about any additional burdens or oper-
ational problems we might need to consider, we expect to get the
final rule on time, in accordance with the statutory deadline you
gave us, Sir.

Mr. BARTON. So you think that is going to be implemented in the
time we fashioned?

Ms. GERARD. Yes, sir.

Mr. BARTON. OK. Now to you and the rest of the group, I know
we have got a different mix of regulatory authorities, both State
and Federal. Is there any additional Federal legislation that this
committee or other committees need to implement to help you do
your jobs?

Ms. MERRITT. One of the things I would like to comment on is
that the process safety rule, which was implemented in 1993, was
well thought out and an excellent rule. From the industry perspec-
tive, I have been in process engineering in many different indus-
tries for a long time. It was needed but it hit the nail on the head.
There are two sides to that. One is the 14 elements that industry
is required to implement, but the other side of that is the enforce-
ment element that is written into the rule. OSHA has the authority
to do program quality verifications and the way it was conceived
is that these would be conducted as multi-day, possibly multi-week
investigations by multiple inspectors who have education in engi-
neering, refineries, chemical facilities, and they know what they
are looking at. If this part of the rule had been implemented, which
it was not, these program quality verifications would have done a
lot to have sustained the implementation of PSM in industry. In
1993, I was part of the requirement, both at corporate and facility
levels, to put it into place and I can tell you that the perspective
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of having a PQV audit did a lot to help us with that implementa-
tion.

Mr. BARTON. Is that something that you want Congress to take
a look at legislatively, or is that something you just want somebody
in the administration to arbitrate between you and OSHA?

Ms. MERRITT. Well, I don’t think it is between us and OSHA, but
the necessity for implementation and enforcement of the process
safety rule is certainly necessary and the provision is there if
OSHA were to implement it to have the authority to do the PQV
audits. Our recommendation is that OSHA conduct the PQV au-
dits. These are not the same thing as just a one-day inspection.

Mr. BARTON. OK. Thank you. We will continue that. Now you,
ma’am. I think you represent Alaska?

Ms. SLEMONS. I do, the State of Alaska. Thank you for the ques-
tion. I would like to speak to OSHA funding, if I could. You opened
the door about improvements to Federal legislation.

Mr. BARTON. We will stipulate that you can always use more
money. I mean, if that is what you are going to say, I can save you
2 minutes.

Ms. SLEMONS. It is not, sir.

Mr. BArRTON. OK.

Ms. SLEMONS. The problem that we see with the OSHA funding
is not that we need more, as you know, because everyone could al-
ways use more, but one of the problems is that Federal funding
does not keep pace with increasing costs and it is our understand-
ing that legislation does not allow it to do so. Increasing funding
can be interpreted in several ways. We interpret it as not applying
to simply inflation proofing the funding that we get. Over time, the
funds available to Alaska, for both consultation and the enforce-
ment arm of Alaska OSHA, have been eroded to the point where
inspector positions are kept vacant in order to free up those funds
for day-to-day business. So the ability to inflation proof the OSHA
funding that comes our way would be important to the State of
Alaska.

Mr. BARTON. Thank you.

Ms. SLEMONS. Thank you, sir.

Mr. BARTON. Well, I have only about 4 full minutes, so I am
going to kind of cut to the chase. In response to either Mr.
Whitfield or Mr. Stupak’s question about how BP was cooperating,
everybody gave an affirmative answer, that you thought BP was
trying to cooperate. That is a little bit surprising to me, since the
number one person, Mr. Richard Woollum, who was their corrosion
manager, as far as I can tell, BP is putting on leave, he is still
being fully paid, but he is not allowed to talk to anybody. Have any
of you folks or your designees been able to interview Mr. Woollum?
That doesn’t sound like cooperation to me. The guy that is most re-
sponsible for the program, who apparently is part of a criminal in-
vestigation, I say apparently, because I don’t know that for a fact,
and he won’t—his attorneys won’t let him to talk to the committee
staff. He took the fifth amendment, which he has every right to
take. But if I had a full-time employee working for me and I was
cooperating, I would at least let that individual who worked for me,
while protecting his individual rights under the Constitution, I
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would at least make him available to be interviewed, especially if
the company says he is fully cooperative.

Now, I have got also a list of things here in the committee memo
that, since the investigation started in this subcommittee back in
September of last year, kind of a timeline of what has been going
on, and a retired U.S. District Court judge, who has been tasked
with interviewing all of the complaints that the employees of BP
have on safety. They have looked at 11 so far. In nine cases, the
judge said they were substantiated, one is still to be determined
and one was unsubstantiated. It says, our committee staff believes
that the Alaska BP managers have resisted recommendations by
the ombudsman and as a result, problem resolution has been de-
layed. That doesn’t sound like cooperation to me.

I am also made aware, in October 2006, we finally got a copy of
an Alaska Department of Environmental Conservation consent
order, by decree, that BP was aware of sediment buildup in the oil
transit lines. This is back in 2002. They did not provide that docu-
ment to our subcommittee staff. Everything that is in this docu-
ment, it looks like BP is trying to do the right thing in public and
they are fighting like a tiger in private, but not implementing. So
I know Mr. Malone is in the audience and he has been in to see
me and I assume he has seen Mr. Stupak and Mr. Whitfield and
Mr. Dingell and I will stipulate that he is trying to do the right
thing, but it sure seems to me that everybody below him is resist-
ing at least the implementation phase. Am I wrong? Are these staff
reports that are given to me just incorrect?

Ms. GERARD. The answer that we gave on responsiveness related
to new executive leadership put in place in December-January
timeframe. We have under orders requested actions in about 37
areas under corrective action orders, and the company has been re-
sponsive to those. We are beginning to pursue inquiry with the BP
on the extent to which the system BP has put in place to address
employee concerns, how it is working, how it is organized, and we
have notified BP that we intend to pursue investigation in that
area.

Mr. BARTON. How strongly are you pursuing interviewing Rich-
ard Woollum?

Ms. GERARD. We have not attempted to interview Richard
Woollum. We have been working with Mr. Bill Hedges and his
team and we have requested required sampling of pipe wall, pipe
fluids, solids, extensively and we have gotten access to the mate-
rials, we have done the analysis, we have looked at the results and
we feel that the response we are getting from the current corrosion
management leadership team is acceptable.

Mr. BARTON. Well, my time has expired, Mr. Chairman. I am
going to yield back. I hope that we can continue to pursue this. I
know it is a difficult balancing act between the rights of the indi-
viduals and also, frankly, the rights of the corporation. But the
Booz Hamilton report that BP authorized talks about a ingrained
corporate culture and systemic management failure. And that is
not congressional investigation words. Those are words of their own
consulting company. And these folks that represent the regulatory
authorities at the State and Federal level can do the very, very
best that they are allowed to do by law and if the entity in ques-
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tion, in this case British Petroleum, doesn’t admit the problem and
willingly agree to redress it, you are just going to shuffle the deck
chairs. You are not going to really get the change that you need
to in order to operate the BP facilities, not only efficiently and prof-
itably, but safely. And this is an issue of a safety and we had nu-
merous people killed. We have had a complete shutdown, at least
temporarily, of the largest oilfield in North America, because of, ap-
parently, a management culture that just refuses to get it, or at
least did refuse to get it. And I don’t know how we get to the bot-
tom of that, but I hope, on a bipartisan basis, we will continue to
try. And with that, I yield back.

Mr. StUuPAK. I thank the ranking member. You know me, I am
persistent and I will get the answers and I am sure we will have
another hearing. I said in my opening that I hope that BP did not
become the Los Alamos of the north, but you never know. I think
we are headed for another hearing. We have three votes on the
floor, but I think we can still get in Mr. Green for 10 minutes.

Mr. GREEN. Thank you, Mr. Chairman. Mr. Fairfax, I want to ap-
preciate Occupational Safety being before the Energy and Com-
merce Committee and Oversight Committee. I know our jurisdic-
tion is elsewhere. But you heard my opening statement and I have
similar plans along the use of ship channeling and I want to make
sure that we learn from those mistakes. The Texas City Refinery
experience and the extraordinary high number of deaths, 23 work-
ers over 30 years, 10 workers died during the previous 20 years,
yet in your testimony you state that, prior to the explosion at BP
Products in Texas City in March of 2005, there were no incidents
at the Texas City Refinery that caused OSHA to employ the En-
hanced Enforcement Program, a program OSHA uses to identify
companies that repeatedly place its workers at risk. How can a re-
finery that, we know now, has one of the worst safety records in
America not raise that red flag at OSHA?

Mr. FAIRFAX. Well, the Enhanced Enforcement Program actually
started in October of 2004, so an incident before that did not get
picked up in the program. That was a program we launched.

Mr. GREEN. There wasn’t any effort to look at previous safety
records?

Mr. FAIRFAX. No, we always look at previous safety records and
the incidents that happened previous to the 2005 explosion, we cer-
tainly investigated, we have issued citations and penalties in those
incidents, the Enhanced Enforcement Program we have was not in
place at that time, so the 2005 inspection was really the first one
where we launched that effort and did an alert for British Petro-
leum and conducted several other inspections.

Mr. GREEN. The Chemical Safety Board reported on the Texas
City accident and found that, while OSHA did conduct a few un-
planned inspections of the refinery in response to accidents or re-
ferrals, OSHA did not conduct a comprehensive planned process
safety inspections at the refinery. In addition, from 1995 to 2005,
OSHA only conducted nine such inspections anywhere in the coun-
try and none in the refinery section. How do you explain this low
inspection record on the refinery industry, which statistically has
more fatalities and catastrophe problems than the next three in-
dustry sectors combined?
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Mr. FAIRFAX. I would have to go back and look at the data. I
don’t think I really agree with that. We have certainly done pro-
gram inspections. I will agree that we haven’t done as many as we
should have, particular in the Texas area during that time period.
We were focusing a lot on chemical plants, which you have and in
Louisiana, have a lot of chemical plants. We had a local emphasis
program at that time and it was focusing on process safety man-
agement in the chemical industry. One thing I want to make clear,
I have been listening and it sounds like everyone seems to think
that process safety management only applies to refineries. It
doesn’t. It applies to lots and lots of facilities, poultry plants,
meatpacking plants, chemical facilities. We are doing inspections
under that program in all of them. Just prior to the explosion in
2005, we did start putting together an national emphasis program
and you know, I certainly appreciated the recommendations from
Chem. Board, because that helped us in further developing a pro-
gram. I will say that the Secretary just approved that program yes-
terday and we will be launching it shortly and under that program
we will be doing process safety management inspections in every
refinery under our jurisdiction for the next 2 years.

Mr. GREEN. Well, I know budget is always the issue, but it seems
like, in our area, in Texas, the particularly the Houston area and
Texas City, if there is an accident, it is not just somebody in a
meatpacking plant that may have a problem, it is one person, but
we make volatile chemicals. Unless you are very safe, they are
going to blow up and they are going to kill people, plus the pollu-
tion, and that is why I think the emphasis ought to be looking at
where the most injuries and the most damage could be done. So I
am glad it was started. When did you say it was started?

Mr. FAIRFAX. Just before the explosion.

Mr. GREEN. OK. The Chemical Safety Board has made several
major recommendations to OSHA, some of which OSHA has acted
upon. And in 2002, after a 2-year study, the Chemical Safety Board
recommended that OSHA expand the process safety management
standard to include reactive chemicals, which could possibly pre-
vent such reactive chemical accidents in and near our district.
What is the status of that recommendation at OSHA, and why
hasn’t OSHA moved forward on that recommendation?

Mr. FAIRFAX. We have actually moved forward on the rec-
ommendation. We evaluated that recommendation, as we do every
recommendation we get.

Mr. GREEN. You have been reevaluating, though, since 2002?

Mr. FAIRFAX. No, we have gotten, I think, 16 recommendations
from the Chem. Board and we have implemented, Carol may know
better, but I think nine of those recommendations. I am the one
dealing with reactive chemicals. We did evaluate, at the time, the
recommendation that came. We did not feel that we needed to open
up the rulemaking for the Process Safety Management Standard.
We have developed, and it is not done yet, but we have developed
a directive for dealing with interpretation and inspections for reac-
tive chemicals. We think that will cover the recommendation, plus
some other things.

Mr. GREEN. Let me ask you, I had the impression in 2002, after
the two-study, that CSB recommendation to OSHA, on the process
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safety management, PSM. Has it not been 5 years since you rec-
ommended that?

Ms. MERRITT. Yes, just about almost exactly 5 years.

Mr. GREEN. Mr. Fairfax, as I sit here today, in 5 years, do you
know how many plants that should have been looked at that,
again, are very volatile unless everything works right? And we
need those chemicals, we need those refined products and I want
to—their jobs and out tax base, but I also know that if there is not
oversight from the Federal agency for inspections for job safety, 5
years is way too long to act on a recommendation.

Mr. FAIRFAX. I certainly hear you. In fact, you missed my oral
testimony earlier. I used to work in the refineries in your area
many years ago, so I am familiar with it, but it is not just to say
that just because we haven’t completed a directive on reactive
chemicals, that we haven’t been doing anything. We have been
doing a lot in the area and we certainly can do more in our refinery
emphasis—points to that. But we have done a tremendous amount
of process safety work. We are retraining all of our investigators
and we have done inspections. As I mentioned earlier, we had a
local emphasis program where we were targeting the chemical
plants in your area as well as in Louisiana and throughout what
we call our region 6, which is the Texas area.

Mr. GREEN. Well, I know OSHA has and I have plants that have
been awarded, because of their safety record, and so I appreciate
that OSHA is proactive on that side. But I also know, if there is
a problem, like whether it is Texas City or some other plant that
is in my area, I want to be very proactive so we don’t end up hav-
ing another loss of 15 lives. And I guess the frustration is, and like
I said in my opening statement, as Democrats, we are a minority
here on energy legislation and what happens up here with this,
this flies in the face when you see BP’s profits, even in the years
that they were doing the cost cutting, whether it is in Alaska or
in Texas City, and we see that. So if we can’t depend on the man-
agement to do it, that means the Federal agency has to do it. And
again, 5 years is way too long, because I would hope that I don’t
go home tomorrow or Friday and see another tragedy, but it is just
frustrating to see that.

Mr. FAIRFAX. I understand, Congressman. Let me just say a cou-
ple of things. First off, every workplace death that comes in that
happens in this country comes across my desk and we prepare a
condolence letter for that. It deeply affects me. But as far as reac-
tive chemicals, under the Process Safety Management Standard,
we are working on a directive to implement and it will deal with
reactive chemicals and deal with that on our inspections, but also
the Process Safety Management Standard incorporates the NFPA
standards that deal with reactive chemicals and we are addressing
it through those industry consensus standards, which direct how
industry should be applying and dealing with reactive chemicals.

Mr. GREEN. Well, I appreciate the condolence letter, but I would
rather it be done before the fact.

Mr. FAIRFAX. I understand.

Mr. GREEN. And I have been a legislator both on the State level
and the Federal level for my area and I have watched, when the
accident happens, the people who feel the worse are the plant man-



78

agers, because they are also under the pressure. And I have also
watched what has happened. The same thing that happened at BP/
Texas City, it happened at ARCO, in Sheldon and Channelview in
the 1980’s. They start writing big checks to survivors, but it is real
difficult to explain that to a 6-year-old child, that you have a mil-
lion dollars, son, to take care of your education, but you don’t have
a father, and that is what OSHA is tasked to do and that is our
job to make sure that if you are not doing it, we do whatever we
can to encourage you to do it, whether it is funding or statutory
law, and I guess that is the frustration that, again, Congressman
Melancon and I both have that problem and we want those chemi-
cals and we want that refined product, but we also want it done
safely.

Mr. FAIRFAX. That is our same goal, also.

Mr. GREEN. Thank you, Mr. Chairman.

Mr. StuPAK. Before I yield back, Mr. Fairfax.

Mr. FAIRFAX. Yes, sir?

Mr. StuPAK. When Ms. Merritt talked about the PVQ Audit Pro-
gram, is OSHA in favor of that?

Mr. FAIRFAX. It is the PQV.

Mr. STUPAK. PQV.

Mr. FAIRFAX. It is program quality verification .

Mr. StupAK. OK.

Mr. FAIRFAX. That is a targeting system and process safety man-
agement evaluation that we launched when the Process Safety
Management Standard came out. Yes, we are in favor and yes, I
agree with it, but we found, in launching that program, that it
ended up being too open-ended and resource intensive. The inspec-
tions just took too long and we weren’t doing our job elsewhere.

Mr. STUPAK. In order to get the safety that Mr. Green and we
all insist upon, you almost have to do it, do you not?

Mr. FAIRFAX. We do but the new program we are getting ready
to launch, I think it is far better than anything we have ever had
before.

Mr. STUPAK. Can you do this PQV plus your new program?

Mr. FAIRFAX. The new program is basically an improvement of
the PQV. We will cancel the PQV program and replace it with this
new one, which incorporates the elements of the PQV system that
we did. And you know, it allows us to more effectively, and with
better use of resources, address process safety management in the
refinery industry, and once we are done with the inspections, we
plan on expanding that. I think it is a better system. It is one of
the best emphasis programs I have ever seen developed. I have
been with OSHA 29 years, so

Mr. StupAK. OK, we will be interested in seeing that. We have
got three votes on the floor. We will hold this committee in abey-
ance for the next half-hour. We should be back by 12:10. Then they
promised us, for 3 hours we don’t have any votes. We should be
able to finish this hearing. You are not excused. We would like you
to come back because we have got a couple more Members yet who
would like to ask questions, OK, before this panel here. Then we
will go to Mr. Malone after that. Thanks.

[Recess]
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Mr. STUPAK. Before we hear questions from Mr. Inslee, a couple
of housekeeping matters. I talked with Mr. Whitfield, with unani-
mous consent, to submit the Chemical Safety Board of March 23,
2007, the Booz Allen Hamilton report. It is a very thick report but
I will now make it part of the record; the management of change
document received last night. It is 13 pages. I provided it to you
earlier, Mr. Whitfield. In the upper right-hand corner, the work
order No. is 29314644. And last but not least, the March 12, 2003
VECO Alaska report. That report will also be entered, with unani-
mous consent, into the record. Without objection and hearing none,
those four documents will be entered.

Next, I would turn to Mr. Inslee for questions, please. Ten min-
utes, sir.

Mr. INSLEE. Ms. Slemons, I want to ask you about the compli-
ance order by consent situation. In May 2002, the State of Alaska
required BP to determine sediment levels and to commencing pig-
ging. On August 9, BP asked for that elimination. On August 14,
the State of Alaska sent a letter removing that requirement. It is
well understood that suspected sediment buildup is really a red
flag and I listened to your testimony saying, well, this wasn’t your
requirement, originally. It was not related to issues of corrosion.
But I am having a hard time understanding how you could have
and why you would have required, originally, pigging for reasons
of preventing corrosion, if that is the reason you do it, and then
think it is not important enough. How could that have happened?

Ms. SLEMONS. I was not present in the discussions that were
held between DEC and BP. I was also not present at the discus-
sions internal to DEC determining what they would require and
why. All T can report to you today is what they have reported to
me, which is that leak detection was their focus. I share your con-
cern about the change in that decision and I do intend to look into
this. What I find, I will be happy to provide to you afterwards, but
I simply don’t have that information now.

Mr. INSLEE. Well, I appreciate that and if you would provide us
any more, I would appreciate it, because I am continually flab-
bergasted of the failure to do pigging after our loss in Bellingham,
WA, a loss to these kids. We have been asking the industry to do
pigging because it is the most acceptable, most reliable way. The
industry has come back with news and said, oh no, we have other
sort of abstract models to do it. But models don’t prevent corrosion,
always, as we have found out and so we expect our regulators to
be aggressive on this and if you could provide us more information,
and hopefully you will take back to the State of Alaska that we
want you to be aggressive on this and we will back you with ag-
gressive on this. I hope that you will continue to do so. I want to
ask you if you could turn to tab 24 to talk about the budget issues
and the lack of corrosion inhibitor. On tab 24 there is an e-mail of
October 2005 and it says, “attached, please find a list of potential
budget control objects broken out by chemicals and manpower.” Do
you have that before you?

Ms. SLEMONS. I do.

Mr. INSLEE. And the next page is a spreadsheet which is at-
tached to the e-mail and it talks about a proposal to reduce the in-
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jection rates of corrosion inhibitor. It would save $400,000 a month.
Do you see that?

Ms. SLEMONS. Yes, sir.

Mr. INSLEE. And then another line item says reduce biocide fre-
quency to every 2 weeks. Projected savings of $36,000 a month.
And of course, biocide is used to prevent organisms from eating
away the walls, when it does, right?

Ms. SLEMONS. Yes.

Mr. INSLEE. And then at both of those items you will see a col-
umn marked risk category and it is rated as high. In other words,
BP has seemed to understand that that reduction or that safety
measure would create a high risk and yet they decided to take that
risk anyway, for cost reasons. Does that appear pretty clear to you
of what happened there?

Ms. SLEMONS. It does.

Mr. INSLEE. OK. If you look at tab 16 now. At tab 16, it talks
about CIC grew 2002 budget challenge $1 million opportunities,
which I assume mean the things listed there are opportunities to
save a million dollars. And it shows in the third line 40H chemical
ops, corrosion, and below that, about halfway down in the notes it
says 10-percent reduction in inhibition levels would result in a 30-
percent increase in corrosion rate. Could you explain what that
means?

Ms. SLEMONS. I can take a guess at it. It appears to me that the
relationship in the reduction in inhibition levels, the use of that
particular chemical is not linear and that, in fact, a small reduction
in the use of that chemical would reduce—would result in a larger
increase in corrosion rate than the actual reduction.

Mr. INSLEE. In the dangerous side of the nonlinear side, you get
a larger risk factor than you do a linear cut in expenditures.

Ms. SLEMONS. That is my interpretation, yes.

Mr. INSLEE. Now I want to ask, in relationship to the budget
pressure issue, I want to ask what you have done to prevent budg-
et pressures, in regard to executive compensation, from allowing
these kinds of decisions to happen again. Has the State done any-
thing to address the issue of executives increasing their bonuses by
making decisions like this?

Ms. SLEMONS. We have not, Congressman, and I would explain
that answer. Our oil and gas leases give us very broad authorities
on several issues, especially regarding access to plans for construc-
tion, operations, maintenance plans and performance logs and
records of the operators. Our authorities do not address the intent
of management decisions. Neither do they allow us to go in and
look at the internal decision-making processes of the company. To
the extent that PHMSA has a window into the operational manage-
ment system of BP and into the similar systems in other compa-
nies, with our letter of intent, we will be looking at that informa-
tion. The State of Alaska does not have the authorities that allow
us to do that.

Mr. INSLEE. And do you know if the Department of Transpor-
tation is looking at that issue? The concern is, if you have an exec-
utive compensation system that rewards danger and increasing
risk in a nonlinear fashion, you are going to have problems no mat-
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ter how observant and the regulatory ambitions you have. Do you
know, is anyone else looking at that potential?

Ms. SLEMONS. I certainly understand the concern and we share
that concern. I am told by Mr. Nard that, in fact, they are looking
at that, which encourages me that we too will be able then to see
that information.

Mr. INSLEE. OK. Could you go to tab 13, if you will, please? Tab
13, a part of this, it says ideas for saving money. It is on page 18
and I will just read it. You don’t have to follow around. “Ideas for
saving money, in no particular order, to turn off PW, produced
water and chemical and OBCQ—will help out here.” Then on page
6 it says, “as you know, we are under huge budget pressure from
the last quarter of the year and therefore we have to take some
rather disagreeable measures. Can you please implement the fol-
lowing changes-shut down the PW innovation systems for the re-
mainder of the year-discontinue the addition of corrosion inhibition
for velocity control.”

So it looked to me like BP was changing their existing status quo
maintenance protocol in a way that would create a known in-
creased risk. Does your regulatory scheme prevent companies from
going backwards from the status quo on maintenance? In other
words, do you have something that would prevent them from going
backwards from existing maintenance protocols, or at least require
your approval from doing so?

Ms. SLEMONS. Yes, we will. We don’t currently because this pro-
gram is just getting off the ground. But one of the tasks that was
identified in the administrative order is the development by opera-
tors of maintenance plans or quality assurance plans that come to
the PSIO for review and approval. Where we find them weak, we
will require that they be beefed up before they are approved. Once
those plans are approved, then there is an open and transparent,
if you will, agreement. The operators know what they are conform-
ing to and we know what we are inspecting to, and any changes
to that maintenance regime, those plans that are included in that
document, would require our approval before we would sign off on
it.

Mr. INSLEE. And will that regime be in place?

Ms. SLEMONS. For BP, we have asked for their preliminary docu-
mentation in July. We will be looking at the Prudhoe Bay unit first
and then we will be proceeding to look at other units around the
State, in a priority order based on risk.

Mr. INSLEE. Ms. Gerard, could you address this issue of executive
compensation and how it is tied to safety decisions and whether or
not the regulatory arm or arms of the Federal Government should
do something to prevent that from being an incentive for risk tak-
ing?

Ms. GERARD. Our integrity management requirements today are
focused on the assessment of the condition of the pipeline, identi-
fication of risk, prioritization of that risk, remediation and evalua-
tion. Up until this point in time, we have not established require-
ments that go to cultural issues. However, as it relates to our ongo-
ing relationship with BP and oversight under our corrective action
order, we have had discussion with BP about a number of organiza-
tional and cultural program activities that we believe is necessary



82

for us to oversee, as part of their implementation of their OMS, Op-
erating Management System. One of the items involves identifica-
tion of metrics related to safety culture, creating transparency in
the organization, as it regards all employees’ participation in haz-
ard identification, for example, and we believe that there should be
metrics that are part of the executive performance plan; that we
believe that we should be able to take a look at how executives are
doing at meeting those metrics as part of their annual

Mr. INSLEE. Are you going to insist on having that, then?

Ms. GERARD. That is the plan.

Mr. INSLEE. Because I have respected some of the things BP has
done. They have done some good things in energy and I have ad-
mired some of the things they have done. But obviously there is a
cultural failure here that was rather broad-based and to deal with
it you need something sort of intrinsic in the organization. Thank
you.

Mr. MELANCON [presiding]. I think that concludes the questions.
I want to thank the panel for coming here and I will apologize for
the delay in our process if you all can move your process a little
quicker. Thank you so much for being with us today.

The committee will call before it Mr. Robert Malone, chairman
and president of BP America, please. Thank you, Mr. Malone, we
appreciate you being here today. It is the policy of this subcommit-
tee to take all testimony under oath. Please be advised that wit-
nesses have the right under the rules of the House to be advised
by counsel during your testimony. Do you wish to be represented
by counsel?

Mr. MALONE. No, sir.

Mr. MELANCON. Then, if you would please rise and I would swear
you in?

[Witness sworn]

Mr. MELANCON. Let the reflect that the witness replied in the af-
firmative. You are now under oath. You may proceed with your
opening statement.

TESTIMONY OF ROBERT A. MALONE, CHAIRMAN AND
PRESIDENT, BP AMERICA, INC.

Mr. MALONE. Mr. Chairman and members of the subcommittee,
my name is Bob Malone and I am chairman and president of BP
America. We are privileged to be the Nation’s largest producer of
domestic oil and gas and we take our commitments here seriously.

When I accepted the position in the summer of 2006, BP was fac-
ing the biggest challenge we have ever had. I agreed to take this
job to move BP forward and I set six goals: (1) do all I can to en-
sure that BP never again experiences a tragedy like Texas City, or
allows portions of the critical North Slope pipeline to degrade to
the point that we must shut it down. (2) to create a culture in
which workers are confident that their concerns and ideas will
make a difference. (3) to provide our people with the skills, the sys-
tems and the support they need to ensure that budget pressures
never compromise the safety or integrity of our operations. (4) put
in place a central team of auditors and process safety experts to
monitor our operations, identify gaps and ensure that they are
closed. (5) restore trust in BP America by ensuring that we deliver
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on the promises we have made to workers, to regulators and the
communities in which we operate; and (6) to work with employees
and regulators to make BP America an industry leader in process
safety and integrity management.

I am encouraged by the changes I have seen during my visits to
BP operations around the Nation. I am pleased with the progress
we are making, but there is still much to do. Today, I want to as-
sure you that we get it. We have learned the lessons of the past.
Thanks to the State of Alaska, DOT, OSHA, other regulators, the
Baker Panel, the U.S. Chemical Safety Board, our own investiga-
tions, recent reviews by independent consultants and input from
this committee, we have a far deeper understanding of the gaps in
our operations than ever before. Some of these assessments have
been harsh and they have been deeply troubling, but we recognize
that unless we understand the cause of what happened, we cannot
make the necessary changes to ensure that it doesn’t happen again.

The reports were based on in-depth reviews of our operations.
Hundreds of interviews of members of our workforce and reviews
of the written records and documentation requested by investiga-
tive teams. I have reviewed all of these reports and some of the
supporting documentation. It is apparent from reading these re-
ports, from visiting our operations and talking to our employees,
that process safety and integrity management was not given suffi-
cient priority or focus in our operations. That finding is a common
theme throughout the reports and my own assessment.

I have also read some of the key e-mails selected from thousands
of pages that we provided to this committee. It is disturbing to me
if even one person in our organization thought of options of placing
budget considerations over the safety and the integrity of our oper-
ations. It is clear that budget impacted our culture and that we
stopped being curious. We asked our people to keep our operations
cost competitive and safe and we failed to provide them with the
systems and the skills required to recognize and mitigate all of the
risks that are inherent in operating complex facilities. Adequate
risk assessment tools were not applied with the type of rigor and
challenge that we now expect.

There were many reasons for the budget pressures that exist in
Alaska, including a 17-year, 75 percent decline in Prudhoe Bay and
years of low wellhead prices. And although the corrosion program
spending increased ever since 2001, it appears as though our corro-
sion team members developed options for operating within budget.
Some workers expressed opposition to some of the measures being
considered. The cause of the level of frustration evident in some of
the e-mails is absolutely unacceptable to me and I am encouraged
that our workers did make their concerns known. It is important
that we communicate the risks they see associated with any reduc-
tion in budget or activity levels so that accountable managers can
make sound decisions. However, I am not going to be satisfied until
no one feels it is necessary to suggest cost-cutting options that he
or she believes compromises the safety of our operations.

As to the cause of the leaks on the oil transit line that occurred
last year, the fact is, is that our corrosion team had an unwar-
ranted sense of confidence in their own program. They believed
that they were appropriately managing risk, but they did not have



84

the right tools to challenge their own assumptions. Booz Allen
Hamilton concluded that without better risk assessment processes
sensitive to changing conditions in the field, larger corrosion pro-
gram budgets alone would not have prevented these leaks.

When I appeared before this committee last September, I made
a number of commitments. As promised, I have retained a panel
of corrosion and large infrastructure maintenance experts to rec-
ommend improvements in the way we manage corrosion. We in-
creased operations in maintenance spending in Alaska and Texas
City and our other U.S. refineries. I appointed to Judge Stanley
Sporkin as our U.S. Ombudsman and assigned his office respon-
sibility for responding to current concerns as well as reviewing all
of the employee concerns raised since 2000. I created an internal
operations advisory board and recruited an external advisory coun-
cil. T built a team of internal safety and operations and compliance
and ethics experts and we have engaged with employees and con-
tract workers at all levels across the organization. We have also
conducted safety culture assessments and are addressing work en-
vironment changes.

Progress on another commitment to replacement of the Prudhoe
Bay OTL system is well underway. Rather than just replacing old
pipe for new, we opted to design a new $250 million system, sized
for the future Prudhoe Bay production. During the winter, more
than 600 workers constructed 8 miles of ice roads, completed 1,250
wells and they did it all in subzero conditions without a single lost-
time accident. I was there in March to check on the project and I
can guarantee you that it was well below 40 degrees. About 8 miles
of new pipe had been installed and we are on track to commission
this system in late 2008. Full implementation of our new corrosion
strategy is going to take time. We are adding more engineers, we
are meeting with the teams at each of the facilities, and we are
identifying areas of concern to operators and to technicians work-
ing on the front line. The plan is to finish these reviews by October
of this year and to complete all of the follow-up inspections by year-
end. If there are problems, we are going to find them and we are
going to fix them.

We are using BP’s new operations management system to drive
change in a way that the company approaches four key areas: peo-
ple, plant, process and performance. We want the right people with
the right skills in the right places. The members of the new Alaska
and Texas City leadership team have deep operating experience.
Our two top operating managers for the North Slope have each
been involved in oilfield operations for more than 30 years. We are
expanding and renewing our Alaska workforce and during 2006
and 2007, we will add nearly 400 BP employees. We have changed
the structure of the organization, creating what we call a technical
directorate that sets engineering and operation standards and veri-
fies that they are met and adequately resourced. The head of the
technical directorate reports to the head of BP Alaska and to me.
We are making a significant culture change across our operations,
ensuring that all employees feel free to raise concerns and ideas
and that their contributions are taken into consideration in how we
do business.
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Under plant we are focusing on all of the conditions of our proc-
ess facilities and pipelines. The OTL replacement is part of a larger
renewal program designed to extend the Prudhoe Bay oil and gas
production another 50 years. Under process we are working to be-
come an industry leader in process safety and integrity manage-
ment. And under performance our new operating management sys-
tems defines what is expected from our team in Alaska, in the
areas of plant integrity, process safety and safety culture.

It is impossible to visit Texas City, Prudhoe Bay or other BP lo-
cations across this country and not be impressed by what has al-
ready been done, what is being done, and by the people that are
doing it. I believe that when embedded in Alaska our U.S. refiner-
ies, the operating management system and the right safety culture
will deliver sustainable change and make BP an industry leader in
these critical areas. Please know we get it. We know what is
wrong. We have a plan for fixing it. We have the people and the
funding. We just need time to make these changes. Thank you and
I would be happy to answer any questions.

[The prepared testimony of Mr. Malone follows:]

STATEMENT OF ROBERT A. MALONE

My name is Bob Malone and I am Chairman and President of BP America Inc.
BP America and its subsidiaries employ more than 36,000 people and produce
666,000 barrels of crude oil and 2.7 billion cubic feet of natural gas per day. We
operate five refineries with a capacity to process nearly 1.5 million barrels a day
of crude oil, and a system of pipelines and terminals throughout the United States
that supply over 70 million gallons per day of gasoline and distillate fuels to cus-
tomers in 35 States.

We are privileged to operate the largest oil field in North America—Prudhoe Bay
on Alaska’s North Slope (exhibit 1). The Texas City Refinery is our largest and most
complex refinery (exhibit 2). Our charge is to operate these assets in a safe, efficient
and environmentally responsible way for the benefit of neighboring communities,
our business partners, our customers, our employees and our shareholders. The
public’s faith in us has been tested over the last two years by the tragic explosion,
fire and deaths at Texas City and by corrosion in the oil transit pipeline system that
moves processed crude oil from Greater Prudhoe Bay to the Trans Alaska Pipeline
System (TAPS).

These experiences have changed BP and all of us who work for the company. We
are determined to learn from what happened and to become a better, stronger com-
pany. I was sent here in July 2006 by our Group CEO and the BP Board, to lead
that effort. I came with a set of principles that guide my work in the U.S. We are
making progress towards our goals. However, there is much to do and accomplishing
all that needs to be done will take time.

I was asked by Chairmen Dingell and Stupak to address whether budget pres-
sures led to the corrosion and leaks which occurred last year on the oil transit lines
at Prudhoe Bay. Additionally, they asked whether we suspended the use of corrosion
inhibitor chemicals for extended periods of time due to budget pressures.

We have found there was false sense of confidence in the effectiveness of the exist-
ing corrosion management program and in the condition of the oil transit lines.
BAH concluded that in the absence of better risk assessment processes, budget in-
creases alone would not have prevented the leaks. Our own work has revealed that
the workforce did not have an adequate process to challenge their own assumptions.

This question is also addressed in a recent investigation conducted for me by Booz
Allen Hamilton (BAH). Their report, and other documents produced to this sub-
committee, makes it clear there was a concerted effort to manage the costs in re-
sponse to the continuing decline in production at Prudhoe Bay. The documents also
reveal that the effort to manage costs frustrated some workers who were account-
able for delivery of certain aspects of the corrosion management program.

Booz Allen Hamilton concluded, however, that the leaks that occurred on the OTL
system last year resulted not from budget pressures, but primarily from the lack
of a formal, holistic risk assessment process that was sensitive to changing oper-
ations and conditions in the field.
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We are making the corrosion management program improvements recommended
by Booz Allen Hamilton. We are adding people and resources. And most impor-
tantly, we are revamping our corrosion management strategy. At the heart of that
strategy will be a comprehensive risk assessment process sensitive to changing oper-
ating conditions. The strategy will apply to all Greater Prudhoe Bay facilities and
systems and will utilize an industry recognized, proven and commercially available
risk based inspection (RBI) program.

We understand that budget pressures, poorly managed, can impact the culture of
an organization. It can lead to a “make do/can do” mentality. It can dampen the
willingness of people to raise concerns or think in new or different ways—especially
if they believe they will not be heard or that there is no money to spend on their
idea or concern.

We now know as a result of the studies done at both Texas City and Alaska and
from our own employee surveys that we must change the way we identify, assess,
understand and communicate risk. We also recognize that we must do a better job
of listening to and resolving employee concerns. And finally, we understand that we
must change the way we integrate what we have learned into our operations and
our budget decisions.

Better communication and better risk assessments will mean better budget deci-
sions. The foundation of this risk management process is to understand that occupa-
tional safety, process safety and environmental standards cannot be compromised.
The next step is to be equally clear that budget discussions recognize and address
our priority of safe, reliable operations.

BP America is committed to safety, and the expectation of our management is
that budget guidelines should never result in a compromise in safety performance.
That is and has long been our philosophy, but we believe we can improve the way
we receive and resolve employee concerns and enhance the way we identify, assess,
eliminate and/or manage risk, and that, by doing so, we can make sure that that
philosophy is more than just words.

Chairman Dingell referred us to several email communications from the Alaska
workforce that BP America has provided to the committee regarding budget pres-
sures and considerations about ways to lower budgets or limit budget overruns. We
are researching the situations described to determine how the issues raised in those
emails were ultimately resolved. The frustration evident in some of those emails
causes me concern. It is clear to me the employees were troubled by some of the
cost-saving options identified for consideration. I am encouraged, however, that they
were making their concerns known.

Regarding the use of corrosion inhibitor chemicals, an investigation is being con-
ducted by the BP Ombudsman, Judge Stanley Sporkin. This investigation will in-
clude a review of documents and interviews with personnel and is expected to be
completed in July. I expect that Judge Sporkin will keep you apprised of his
progress, and I will share his final report with the committee upon completion.
However, we are not waiting on the outcome of this investigation to take action. BP
America has initiated a review of our inspection programs for all North Slope facili-
ties and systems. This will verify the current condition of the pipelines and process-
ing facilities, identify concerns in each operating area and inform the implementa-
tion of the comprehensive RBI program.

I am here today to provide you with an update on the commitments I made at
the hearing last September; update you on the status of the Greater Prudhoe Bay
Oil Transit Line replacement project; share what we have heard and learned from
the reports and studies of the incidents; and outline the actions we are taking to
reestablish BP as an industry leader in the area of process safety and to restore
the faith and confidence of the American people in our operations.September 2006
Commitments

I committed to initiate a number of actions to drive operational and safety change
within BP America, and I am pleased today to report back to you on the progress
we have made in fulfilling these commitments:

I retained three of the world’s foremost experts on corrosion and infrastructure
management. They have received unhindered access to review our corrosion man-
agement system on the North Slope and to suggest management and operational
changes to improve it. Their report will be complete this summer. We will apply
what we learn to all of our pipeline operations.

BP America committed to significant spending increases to upgrade all aspects of
safety at our refineries. We have publicly committed to spend $7 billion to improve
those operations. In addition, we have more than doubled our spending on major
maintenance projects in Alaska.

I appointed retired U.S. District Court Judge Stanley Sporkin, as Ombudsman,
reporting directly to me. He has initiated a review of all worker allegations that
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have been raised on the North Slope since 2000 and has conducted other reviews
to investigate concerns raised by our employees.

I created an Operational Advisory Board, composed of fifteen senior business lead-
ers in BP America, to lead our effort on safety, operational integrity and compliance.
This group meets quarterly and each member has committed to implementing a dif-
ferent, holistic approach to managing U.S. operations.

I have recruited an External Advisory Council to assist and advise me on all as-
pects of BP America’s US businesses and to focus in particular on safety, oper-
ational integrity, compliance and ethics. We have met as a Council twice, most re-
cently two weeks ago. That meeting included a day at the Texas City refinery.

I have built my own team of internal experts on employee safety, safety culture,
process safety, operational integrity, and compliance and ethics to assist me in mon-
itoring these aspects of our business.

I continue to meet with employees to reinforce my expectations of them: that they
must ensure that our operations are safe, that they understand they have both a
right and responsibility to shut down any process they feel is unsafe or operationally
unsound, and that they are encouraged to raise concerns on any issue. This engage-
ment has been through town hall meetings, site visits, conferences, email and inter-
nal company publications. I have even created my own web blog to communicate
with employees.

These conversations have provided me with encouragement that we are on the
right path. In fact, in a survey now being conducted on the North Slope by the Om-
budsman’s office, 98 percent of respondents would report issues that impact health,
safety or environmental protection; and the safety culture survey indicates that 97
percent of employees believe they have the ability to report and to stop any unsafe
operation. Further, 92 percent felt comfortable reporting concerns directly to their
supervisors or line managers. Similarly, across refinery operations, we have initi-
ated a “Stop Work If You Think It Is Unsafe” program as a condition of unit
startups.

I have also been to Texas City and the North Slope a number of times and the
work I have witnessed demonstrates that all of us are unified behind the need and
the desire to improve. The milestones achieved at Texas City and Alaska are signifi-
cant. At Texas City, those milestones include:

e Nearly 300,000 hours of leadership and other training;

e A total rebuilding of the training program with more than 30 new instructors;

e More than 400 new people hired;

e 15.5 million man-hours worked in 2006—3 times the average U.S. refinery—
under entirely new safety systems;

e An infrastructure renewal program so large that it requires scaffolding sufficient
to scale Mt. Everest 7 times; and

e A complete overhaul and safe re-commissioning of the 27-mile steam system.

Similar achievements have been made on the North Slope during this past Arctic
winter:

e Since the incident we have completed 21,000 ultrasonic tests on the oil transit
lines;

e Since the incident we have removed insulation and inspected and re-insulated
more than 43,000 ft (8 miles) of pipe;

e Since August 2006, we have increased BP employees on the North Slope by
more than 10 percent; and

e We had 110,000 construction man-hours worked this winter on oil transit line
replacement without a lost time accident or recordable injury.

OIL TRANSIT LINE (OTL) REPLACEMENT

Prudhoe Bay’s oil transit line system is undergoing a major upgrade, initially fo-
cusing on rebuilding the field’s most critical pipe segments, a phase that will take
until the end of next year. By then, we will have installed approximately 16 miles
of oil transit lines from the flow stations and the gathering centers to Skid 50, near
the starting point of TAPS.

The winter 2007 construction season recently ended. I am pleased to report that
approximately 8 miles of new pipe has been installed. This feat is impressive given
that during the 3-month construction season more than 600 workers constructed 8
miles of ice roads, installed 680 vertical support members, performed 1,250 welds
and installed this nearly 42,000 feet of new pipe all in sub-zero arctic conditions.
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WHO HAS INFORMED BP AMERICA’S THINKING?

The progress made in Alaska and the actions taken at Texas City are among the
many examples that prove that BP America is a different company than it was six
months ago. This change has only been accomplished with the support of our em-
ployees, management, and the entire BP Group. And, this is why I am confident
that we are on the right path to distinguish ourselves as a leader in personnel safe-
ty, process safety and operational integrity.

However, these early actions are just the starting point. There is much more to
do to drive renewal within BP America. The first step of renewal was to assess the
incidents, take the learnings and then develop a set of actions to respond. Since the
Texas City tragedy and the Alaska pipeline incidents, BP America has commis-
sioned a number of studies and also received third-party reports that have assisted
us in our efforts. These reports and studies have been freely shared with State and
Federal regulators and Congress and are supporting the changes occurring within
BP America.

I would like to briefly describe the nature of these reports; how they were received
by BP America and the actions we have taken or are contemplating as part of our
operational renewal plans within the U.S.

B00z ALLEN HAMILTON STUDY

I commissioned Booz Allen Hamilton (BAH), as an independent third party, to
identify any organizational, process, information systems and/or governance issues
that may have contributed to the March and August 2006 oil transit line (OTL) leak
incidents. BAH conducted its study between November 2006 and January 2007and
recently delivered its final report. BAH received BP’s full cooperation during its re-
view. The consultants interviewed past and present members of the Alaska manage-
ment and Corrosion Inspection and Chemicals (CIC) teams and were provided all
documents they requested as part of their review. I understand that some questions
about the report have recently been raised by the committee, and we are working
with Booz Allen Hamilton to provide the answers.

INDEPENDENT CORROSION ASSESSMENT TEAM STUDY

I initiated this study in August 2006, just after the shutdown of the Eastern Op-
erating Area (EOA) of the Prudhoe Bay field, to provide an independent assessment
of our Alaskan operation’s current corrosion management program and to make rec-
ommendations needed to firmly establish the program up to an industry-leading po-
sition. This is a “forward looking” study that is intended to meet the needs of our
commitment to a fifty-year future in Alaska.

To develop recommendations, an Independent Corrosion Assessment Team (ICAT)
was assembled comprised of two internationally recognized experts in corrosion
mechanisms and an internationally recognized expert in large asset management.
The ICAT will issue its final report this summer.

Additionally, a BP Alaska Corrosion Strategy—overviewed by members of the
ICAT—is complete and is being implemented.

LEGACY EMPLOYEE CONCERNS STUDY

During the hearings last year, I committed to review all employee concerns raised
at our Alaska operations since 2000 to determine whether there were any unre-
solved issues or whether the resolution of concerns adequately addressed matters
that presented health, safety or environmental questions. This task was assigned
to the Ombudsman’s office, and they retained MPR, Inc., an independent engineer-
ing firm, to assist in the review and disposition of the technical issues.

The initial task was the collection, review and categorization of the historical em-
ployee issues. There are approximately one thousand concerns in the Legacy Review
Issue process at this time. While none of the issues has been identified by the Om-
budsman’s office as representing an imminent safety threat, the analysis work is on-
going.

The committee staff has had an ongoing dialogue directly with my Ombudsman
regarding his investigations. A final report from the Ombudsman’s office on the Leg-
acy Issue Review will be provided with identification of issues needing further eval-
uation or corrective action. The target date for completion of this project is July,
2007.
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NO TOLERANCE FOR RETALIATION

On the broader issue of employee retaliation, BP was asked to ensure that there
is no tolerance for retaliation against workers who raise safety and health concerns
and to provide a transparent mechanism to ensure concerns are resolved in a timely
manner.

BP does not tolerate retaliation against workers who raise safety concerns. It is
prohibited by our Code of Conduct and I have made it clear that I expect appro-
priate action to be taken to anticipate and prevent, or mitigate, any such incidents
or behaviors that may discourage workers from raising safety, environmental or
other concerns. However, I also recognize that tackling long term behaviors takes
time and training.

BP America has a number of systems and processes for resolving employee con-
cerns including the BP “Open Talk” Program and the Ombudsman’s office. BPXA
currently has seven different avenues—we are evaluating how to streamline these
avenues for greater effectiveness and efficiency, but for now we would rather have
more opportunities than fewer.

COMPLIANCE ORDER BY CONSENT (COBC) REVIEW

Following the hearing in September 2006, the Oversight and Investigations Sub-
committee asked BP America to investigate whether BPXA failed to disclose infor-
mation regarding its awareness of sediment in the OTLs to the Congressional staff
prior to the hearings, and, if so, to explain that failure.

This concern arose because of the post-hearing identification of a 2002 Compliance
Order by Consent (COBC) entered into between BPXA and the Alaska Department
of Environmental Conservation (ADEC) that referred to the existence of sediment
in the lines.

In November 2006, I asked Billie Garde, as a consultant, to conduct an investiga-
tion on behalf of BP America and to provide a report to me. An interim report has
just been completed and a briefing of the interim findings has been provided to com-
mittee staff, at its request. The investigation found that our preparation for the Sep-
tember, 2006 hearing was not based on all information available to the corporation,
and thus neither I nor the committee staff had information that may have been
helpful for the hearing. For that, I apologize.

FATAL ACCIDENT INVESTIGATION REPORT—ISOMERIZATION UNIT EXPLOSION FINAL
REPORT (MOGFORD REPORT)

Following the March 23, 2005 incident at the Texas City Refinery, BP assembled
an incident investigation team, led by John Mogford, to identify the underlying root
causes of the incident. On May 17, 2005, the team released an interim report to
communicate its preliminary findings. The team released its final report on Decem-
ber 9, 2005. The report was intended to deepen understanding of the causes of the
incident; to recommend corrective actions to prevent recurrence of a similar inci-
dent; and to improve safety performance at the site. The investigation used the BP
root cause methodology supplemented by guidance issued by the Center for Chemi-
cal Process Safety.

The interim report made recommendations in the areas of: (1) People and Proce-
dures; (2) Control of Work and Trailer Siting; and (3) Design and Engineering. The
final report augmented those recommendations and made a significant number of
additional detailed, site-specific proposals for corrective actions designed to address
the root causes and underlying cultural issues identified by the investigation team.

BP U.S. REFINERIES INDEPENDENT SAFETY REVIEW PANEL (BAKER PANEL)

Pursuant to a recommendation from the Chemical Safety and Hazard Investiga-
tion Board (CSB), BP convened an independent safety review panel, chaired by
former U.S. Secretary of State James A Baker III to assess process safety manage-
ment systems and safety culture at its five U.S. refineries.

The Panel carried out its work throughout 2006 and reported its findings in 2007.
The report is hard-hitting and unique. We have committed to implement all of the
report’s recommendations, and many measures have already been taken, or are un-
derway, a fact the Panel recognized when it observed that “since March 2005, BP
has expressed a major commitment to a far better process safety regime, has com-
mitted significant resources and personnel to that end, and has undertaken or an-
nounced many measures that could impact process safety performance at BP’s five
U.S. refineries.”
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U.S. CHEMICAL SAFETY AND HAZARD INVESTIGATION BOARD

The CSB report addressed the causes of the Texas City incident. We recognize
and appreciate the effort CSB put into this investigation.

BP America will implement actions consistent with the recommendations of the
CSB and will communicate this to Chairman Merritt within the next few days.

LEARNINGS

What did these reports teach us and how have they informed our changes? We
have spent considerable time analyzing the findings of these studies and integrating
their recommendations into a cohesive plan to help BP America grow to become an
industry leader in process safety. We found these reports to contain several common
themes that have been incorporated into our new operating management system
](Oe)ihibit 3). These common themes and some corresponding observations are shown

elow:

Communications and Leadership—The reports indicated that some concerns were
either not communicated effectively or sufficiently heard. The organizational culture
must consistently encourage greater upward and cross-functional communication.
The Mogford report regarding Texas City, for example, noted that a “lack of leader-
ship visibility and poor communication through the complex siloed organization did
not assist in delivering the right messages” regarding the priority of safety at the
site.

Management’s Technical Knowledge—As observed in the Booz Allen Hamilton re-
port, because the corrosion group “was hierarchically four levels down from senior
leadership, corrosion risk management had less visibility.” As a result, “the tech-
nical evaluation of corrosion risk was not challenged by senior management to fully
understand the tradeoffs made within CIC and at the Field Operation level.” Re-
garding management knowledge at Texas City, the Mogford report stated “there
needs to be a greater line management understanding and ownership of process
safety management.”

Accountability and Clarity of Expectations—BP America’s entrepreneurial culture
engendered significant discretion and autonomy to its business unit leaders, and ex-
pectations, responsibilities or accountabilities were not always well understood.
Greater organizational clarity must be pursued to ensure understanding of oper-
ational accountabilities.

Knowledge, Expertise, and Training—Technical and institutional knowledge in
some businesses rested with a few key individuals. Greater depth and technical ca-
pability needs to be embedded more consistently across the organization. BP Amer-
ica has begun to substantially increase the number of hires, training and the knowl-
edge base across the U.S.

Risk Identification and Assessment—BP America businesses have always con-
ducted risk assessment across their operations but those assessments were not al-
ways the result of a comprehensive, systematic risk assessment process that was
consistently applied throughout the businesses. The Mogford Report observed that
the Texas City site had “no comprehensive and consistent business plans focused
on the systemic reduction of process risks.” The Booz Allen Hamilton Report found
that “there was no formal, holistic risk assessment process for pipeline integrity.”

Effective Process Safety/Integrity Management System—As operational and envi-
ronmental conditions changed, BP America’s systems and processes haven’t been
sufficiently sensitive to make the corresponding adjustments. These processes must
be more flexible and subject to greater input and challenge from the organization.

Sufficiency of Resources—We now know as a result of the studies done at Texas
City and Alaska and our own employee surveys that we must make changes in the
way we identify, assess, understand and communicate risk. We must also change
the way we integrate that knowledge into our operations and our spending deci-
sions. I believe that better risk assessments will lead to improved budget discus-
sions and spending decisions will be better as a result.

BP has a strong cost-focused performance culture. We made a virtue out of doing
more for less. The mantra of more-for-less says that we can get 100 percent of the
task completed with 90 percent of the resources. This approach needs to be deployed
with great judgment and wisdom. When it isn’t, we run into trouble.

We are committed to safety and the expectation of our management is that budget
guidelines should never result in a compromise in safety performance.— We believe
we can come closer to always achieving this goal by improving the way we receive
and resolve employee concerns and by enhancing the way we identify, assess, elimi-
Eate or manage risk. Safety must be the overriding priority in all we do—and it will

e.
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Audit, Compliance, and Monitoring—We have several different systems for mon-
itoring and auditing performance and compliance. Enhanced rigor must be applied
together with common standards, appropriate capabilities and adequate resources to
follow up and address identified concerns. According to the Mogford Report “[audit]
action items did not appear to be tracked and effectively closed.” The Booz Allen
Hamilton Report observed that “a number of key assurance processes (e.g., Audit,
Management of Change) were not ‘closed loop’ to ensure that required changes were
truly implemented and documented.”

Process Safety as a Core Value—Process safety must be instilled as a core value.
BP America has always held safety as a core value as reflected in the company’s
concerted effort to continually reduce the number of workplace injuries and fatali-
ties across its operations. The success of this effort can be seen in our occupational
safety performance metrics. At Texas City, the company reduced OSHA injury rates
by more than 70 percent in the five year period before the March 23 explosion. We
relied on these metrics as an indicator of process safety as well. We now understand
that this reliance was a mistake.

In addition, we are taking action in the area of worker fatigue and overtime, ad-
herence to formal processes and incident investigations and reporting.

THE OPERATING MANAGEMENT SYSTEM

We are folding BP America’s Health, Safety & Environment management system
into a broader, comprehensive operating management system. This new system is
based on the International Standards Organization’s management system frame-
work and is designed to support a more rigorous approach to compliance and risk
management. Implementation of the system, which will be introduced to BP oper-
f\tions worldwide, is first taking place in U.S. refineries, Alaska and other selected
ocations.

This enhanced framework provides clear guidance in what we have defined as the
eight elements of operating in BP America: risk; procedures; assets; optimization;
organization; leadership; results; and privilege to operate.

At its core, the framework helps define and add clarity to the people, plant, proc-
ess and performance measures facilities need to undertake to ensure reliable, safe
operations. We have begun to implement this new system in Alaska through the
“Renewal” program and at Texas City through the “Focus on the Future” program.
In both cases, we are integrating the learnings from the expert studies and analyses
and adopting action plans that focus on critical operational components.

How HAS OMS INFLUENCED BP’S OPERATIONS?

The operating management system framework is changing the way BPXA ap-
proaches the people, plant, process and performance issues that influence our oper-
ations (exhibit 3).

PEOPLE

The new head of BPXA has assembled a new leadership team since last Septem-
ber with a renewed emphasis on operational capability and clarity in their account-
abilities. An example of this is the separation of technical assurance from oper-
ations.

To achieve this, BPXA created and staffed a Technical Directorate organization
of 150 technical experts that are responsible for setting and verifying the standards
to which BPXA will operate. The Directorate will review budgets of the line and pro-
vide assurance that major risk items are adequately funded. They are independent
of theXlee organization and have direct accountability to both me and the President
of BPXA.

Similarly, the oil transit lines will now be managed as a system by a single area
manager. This will ensure better oversight and accountability over their operation.

PLANT

When we committed to replace the 16 miles of oil transit line serving Greater
Prudhoe Bay, we could have approached the project as simply a repair and mainte-
nance project. That is, replace the existing pipe with new pipe of the same composi-
tion and quality using existing associated infrastructure. In fact, our preliminary
plan announced in August 2006 reflected just that scenario. However, upon further
analysis and with a view to the future, we decided to incorporate additional tech-
nologies into the project to ensure oil transit line integrity and long-term safe oper-
ations.
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An important component of this project was the engagement and involvement of
the field operations staff in the planning and design of the new pipeline facilities.
In addition, we re-designed the project to incorporate best available technology de-
signed both to enhance daily operations and streamline its use. The OTL system
will include a range of leading technology and equipment, such as improved corro-
sion-resistant pipe (insulated carbon steel with special epoxy coating) and elevated
vertical support members where possible, upgraded ancillary pipeline facilities, ad-
dition of permanent pipeline pigging facilities, improved corrosion monitoring and
new leak detection systems.

NEW ABOVE-GROUND STRUCTURE (EXHIBIT 4)

To protect the fragile tundra environment and wildlife, the project is installing
hundreds of Vertical Support Members designed to hold the pipeline higher above
the tundra. Where possible, the new 7-foot clearance will protect the permafrost, ac-
commodate wildlife movement, discourage snowdrifts and support more effective
and efficient pipeline maintenance activities.

Better ancillary pipeline facilities

Pipeline facilities throughout the system will be equipped with best available
technology, operator-friendly equipment. Twenty new modules will support oper-
ations and enhanced maintenance of the pipeline, built with an eye toward the fu-
ture and easy worker access to equipment.

Key elements of this system include equipment to measure and remove factors as-
sociated with corrosion that can lead to pipeline leaks. The factors associated with
the recent leaks—stagnant water, sediment buildup, and bacteria—have been “engi-
neered” out of the new pipeline system.

The infrastructure will include the necessary facilities to support use of “mainte-
nance pigs,” capsule-shaped devices that run through the pipeline to clear out sedi-
ment and stagnant water; “smart pigs,” devices that measure pipeline wall thick-
ness; equipment that injects corrosion-inhibiting chemicals directly into the oil tran-
sit lines; and a demonstration project to determine if a new, highly sensitive leak
detection technology that allows detection of even small leaks, will work in above-
grade Arctic piping.

NEW PERMANENT PIGGING FACILITIES (EXHIBIT 5)

The OTL project upgrade includes permanent, heated facilities that accommodate
maintenance and smart pigs, as well as newer higher-quality equipment. The new
facilities, designed for access to all equipment, will include new pig “launchers” at
upstream locations and “receivers” at downstream locations so a maintenance pig
can be inserted into a stream of oil to clean out the pipe or a smart pig can be in-
serted to inspect and diagnose internal and external pipeline corrosion.

The new modules will allow us to run maintenance and smart pigs regularly.
Maintenance pigs, run on a routine basis, will help to reduce water and sediment
build-up. Any solids resulting from regular runs will be analyzed for bacteria growth
and/or sediment build-up to help identify changing conditions in the pipeline sys-
tem. Pipeline and corrosion specialists will then make appropriate adjustments in
operations or inspections.

NEW EQUIPMENT TO SUPPORT “CHEMICAL-INJECTION”

By cleaning the inside of the pipe through pigging and “sweeping” fluid velocities,
corrosion-inhibiting chemicals are much more effective at adhering to the pipe sur-
faces where they both coat the internal pipe and are toxic to bacteria. We are in-
stalling equipment that will inject these chemicals directly into the transit lines,
rather than relying on carry-over from upstream applications. This equipment will
work hand-in-hand with our corrosion-monitoring techniques.

LEAK DETECTION (EXHIBIT 6)

Complementing pigging and corrosion control is a new leak detection system to
measure the volume of flow in the line. This new equipment will be installed as the
primary system for the entire OTL renewal project.

The primary method will use several types of meters, including a new software
program, to read the volume of liquid going into and coming out of the pipeline seg-
ments. This system is designed to detect leaks as small as 1 percent of the flow rate,
as well as catastrophic leaks.

The secondary pilot system uses a chemical analysis method that passes an air
sample past a hydrocarbon analyzer, which indicates whether any crude oil has es-
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caped from the pipe and, if this has happened, triggers an alarm. This method is
intended to detect pinhole leaks, such as the ones experienced in 2006.

PROCESS

Underlying these new investments and organizational changes is the adoption of
new risk assessment and management procedures. These tools will allow us to bet-
ter identify, evaluate and target concerns with adequate budget support. BP has al-
ready initiated risk-based inspections for its entire North Slope operation and modi-
fied its operating and maintenance practices on the OTLs. For example, CIC staff
has been doubled and they have expanded their work to include greater interaction
with operations personnel and with in-field inspectors including face-to-face dialogue
and more rigorous hands-on-pipe visual and other inspection protocols.

PERFORMANCE

Management assurance has been facilitated by the adoption of a new closed-loop
safety and operations integrity management system. This new system will incor-
porate clear leading and lagging indicators, enhanced communication and trans-
parency up the line, formal reporting and clear authorities and accountabilities that
are properly linked to incentives. The BP Group Safety Culture & Leadership initia-
tive is well underway for Greater Prudhoe Bay, and is beginning at other facilities.
Culture change is among the goals of the OMS process.

While it is clear that OMS has begun to drive renewal in Alaska, behaviors have
also begun to change elsewhere in the organization. Recently, the steam provider
to our Toledo refinery experienced a plant upset causing a loss of steam to the refin-
ery. The refinery initiated emergency shut-down procedures as designed and with-
out incident. A day later, as Toledo began normal restart, personnel noticed a leak
on one of the overhead lines from a process unit. The refinery was again taken down
and upon inspection, it was determined that a stress fracture had occurred on a pipe
weld during the initial steam-provider induced refinery shut-down. We could have
performed a spot repair on the unit and continued restart operations but, informed
by a comprehensive risk assessment, we are performing additional unit inspections
to properly identify any other impacts, perform repairs and initiate safe restart.
This is exactly the behavior that OMS drives and what I am reinforcing throughout
BP America’s operations.

CONCLUSION

Much of my job over the past year as Chairman and President of BP America has
been to assess and develop new standards of operation and to ensure that the stand-
ards we have set are met.

When I appeared before the committee last September, I asked that we be meas-
ured by “what we do, not what we say.” We have made tremendous progress over
the past several months due to the deep commitment of BP America’s management
and employees to this renewal process. I am pleased with the progress but not yet
satisfied.

Renewal is taking hold. We are investing for the future but the process of renewal
will take a number of years to fully realize. Similarly, culture change will require
the same sustained commitment of management for employees to embrace BP
America’s new OMS model. I know that BP America and its 36,000 employees are
up for the challenge. My commitment is to make this all happen.
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 habnarks of the Alasks business ane s large
resource base {second anly fo Russia in BP's pof-
folio) and its 50-year fture. The BP Alaska strategy
focuses on these known resources inorder to: 1) manage the
decting of fight o produdlion; 2) unlodk heavy ol 3} renaw
our facilities, infrastructure and people; and 4} bridge to future
gas production.

BP Alaska undemping BP's workdwide cperations, acoount-
ing for 7% of the company's Gobal production and simost 7%
of the giohal E&P capex budget. Our strategy is shaped to
support the exising profit center's framework by exploiting
aur known resouwrce base and defivering strong free cash
flow 1o the business.

BP Alaska operates five producing units including Prudhoe
Bay {the largest off feid in the US.), four common camiar
pipelines, and owns a significant interest in the Kuparnk River
Uniit. Qur Midstream business provides oversight for our 47%
interesl inthe 800-mite Trans-Alaska Pipsiine Systern as well
as chartaring and overseeing the performance of & flest of
tankers hat transpont Nerth Skope crude off over 2,100 miles
o the U.S. West Coast. The worldorce is comprised of 1035

BP’s North Siope Operations
k-]

Facilities
11 Major separstion facilities
2 Major ga fecilities

Pipeline Natwork
1,500 miles of pipe fines

Wagss handiing facifit Vessels
3 Wister handling facifities
i
2,000 productionfinjsction welts 2,500 ragutstad vessals
Tanks

Production F50 regulstad > 10,000 gals

F06,500 BOPD 700 regulsted < 10,000 gate
1,500,000 BWPD
2 BCF/D gas Mitysa Poin

bpemployass on the slops and 585 bp smployees In the
Anchomge office. Addifonally, bp relies on more than
2,000 contractors statewide.

BP Alaska is on the frontier of a new Riture; a future
that can be long 2nd sustainable f the challenges of that
frontier are met. As of January 1, 2007 BP Alaska's net
cumulstive off production was approximately 6.2 bilion
blis which is nearly equal to the remaining proved and
non-proved reserve bass (5.5 bitfion bbis). However, that
fuitee is not yet secure and requires & ransformation in
the way we do business, The mix of products is chang-
ing dramatically; heavy ofl and gas resources are of a
similar scate to the revnaining fight ol resource, Techniced
chalienges increase as we are triven ko thinher, more
complex seservolrs and heavier oils. Al the white we
bear the burden of tha highest cost of supply anywhare
in BF's portickio.

MAR LOCATION
Prorhoe Bay

kY

N i G v, R

Produsing Fizlds
& Undevelopad

s,«‘»\ Roads snd Facifitiss
= Pipatines
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Exhibit 1, page 2

BP in Alaska — Building a 50-Year Future

BP Alaska — Building for the future e

|

oA = 3
A
mgmor v

This diagram, the “Green Mounizin,” highlights the contrast
betweer our heyday oflight oit production in the past and our
avolution bward a diverse and challenging future. Our suc-
cess will e in our abilty o mialn the best of the Green
Mountain while adapting and responding to diferent needs In
the future, The Alaska stralegy, articulated below, is the vehi-
cle through which we will deliver that future.

1} Manage Light Ol Decline

BP Alaska produced 236 mbd net oif during 2006. The nat-
ural dadline from all of our producing fields averages to about
18% per year. This means that by 2008, fight off producton
woutd have fallen to haff that of today, howevsr, through the
application of enhanced recovery technology, well work and
infill driling, we have stemmed the decline of light oil produc-
tion B 8% {eversil decline including viscous ot produdiion is
7%}

2} Unlock Heavy Ol

Waterfloodatie viscous off accounts for about 9% of 2006
production and 570 million bbls of reserves. However, & larg-
er haavy oil prize of 1.3 bilion bbls is contained within a non-
waterfoodable tfranche which requites technologies not yet
employed in Alaska. In order © unlock these substantial
resources, e Haavy Off Toam is taking cwnership of tech-
nology chalienges through the esiablishment of a oo
Heavy O Center of Excellonce.

3} Accelerate Renewal of Facilities,
infrastructure and People

Renewing the BP Alasks crganization is vital to buiiding our
S50-year fulure. Safety & Operations integrity {(5&Q1) is the
core of our renewat effort te protect the haaith and safety of
our employess and minimize our impact on the envionment.

37

Additionadly, evalusfing, updating and repaitng our facii-
tes and infrastructure will ensure that we officently and
dependably deliver our production. Finally, as activity
ranmps up thoughout the organization, with the Stategic
Worldorce Plan {SWP} we will renew our most important
BS5ef -~ O PEOPES.

4} Bridge to Gas

BP Alaska's inferests in the Prudhoe Bay (26.4%) and
Point Thomson {32%) fields lotal over a quarter of the
Norih Slope's 35 tof known gas resources. Construchion
of & pipeline from Alaska's Morth Slope fo the US.
Midwest to deveiop this resourcs would be the largest
private sector project ever undertaken, requiring 30% of -
the high-strength stoel word culput per yeer for threa
years and a projected investent of $25 bilion gross.
Four key slements are required {0 progress this project
U.S. Federal legislaton; an officient regulatary frame-
work in Canada; a clear and dursble scal contract with
the State of Alaska; and finally, cepital cost redustons
through the application of advanced technology. Whils
the Jong-term prosperity of our off business will depend
on the devetopment of North Slope gas, itis its healthin
the nesr-term that will enable us to forge the bridge ©
gas.

4/1/2008 11:13:34 AM
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Exhibit 1, page 3

Prudhoe Bay — How we produce oil

fler 30 years of production, Prudhoe Bay remains
tha largest off field in North America and ranks
oy the 20 lorgest fields ever discovered world-
wide, OF tha 25 bilion barrsls of original off in place. approx-
mately 13 bifion bareis can be recovered with cuwent tech-
nology. Today the fisld has produced nearly 11 bilion barmsls.
The current liquids producticn from the Greater Prudhoe Bay
Ares, whith includes the nearby sablite fiekds of Midnight
Sun, Polaris, Aurora, Orian, and Borealis, totals 430,000 bar-
rels per day. The field also contains an estinated 26 fifion
cubic fest of natural gas resource {in place} in an overying
gas cap and in solution with the oil.

Prudhce Bay produces from the Sadierochit sandstone for-
rnation nearly 9,000 fest underground. The ail-bearing ook
umn was 500 feet thick in some areas at the time of the fisld's
disoovery.

The Prudhce Bay field was discovered in 1988 and the
fisld came on-strearn June 20, 1977. Production avaraged
mere than 1.5 milfion barmrels of cit and gas liquids per day for
more than a decads,

Prudhoe Bay's 30th anniversary milestone and the evants
of 2006 have placed a new emphasis on the renewal figid's
infrastruciure and workforce. Workforee renewat and hiing
Alaskans is 8 fundamental part of achieving BP's SDyear
plan in Alaska. We support educations! and technical training
programs aimed at preparing Alaskans for jobs.

Thera has been focus on the instaliation of the oif tran-
sit pipeline system, the instaliation of pigging and cormo-
sion-inhibitor infection faciities, as well as state-of-the-ant
Isak-detection and metering facilities. This is in addilion
o work on the afiiated electrical and emergency sys-
toms, The result will boe a $250 miion upgrade the flelds
oif transit lne system and related infrastructuers by
yearend 2008, BP will continue to commit the necossary
fesources o evaluate and renew its infrastruciure at
Prudhoe Bay.

Prudhoe Bay Satellites

Satefiite felds are srmall accumulations of ofl that can
ofien be developed using existing Infrestructure. Thers
ate five sateflite felds currently produced from axisting
Prughoe Bay grave! pacds and the lquids are processed
through he field's faclliles. Aurara and Borealis produce
from simitar formations and were brought ondine in 1968 -
and 2000 respectively. Mdnight Sun produces from a
sandstona formation at 8,000 feet below sea level.

Orion and Polads satalite feids both producs the difi-
cult viscous off from the Schrader Biuff formation, st
Gepths of 4,000 to 5,000 feet, By using advanced driling
technologies the fields curently produce about 10,300
barrels per day.

38
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Exhibit 2

& Third largest U.S. refinery

= 1200 acres, 2 square miles

+ 33 process units

+ One of the most complex refineries in the world

= 460,000 barrels per day capacity, equivalent
10 7.6 Bn gallons per year

s Three percent of U.S. gasoline supply

® 2,100 company employees

s About 5,000 contractor employees daily

¢ Major area/county employer and tax-payer

= Highly integrated with BP's adjacent chemical plant
¢ 70% of crude comes via marine terminal

+ 75% of products goes out via three pipelines

e Serves East Coast and Midwest

39
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Exhibit 3

What we understand

40

4/1/2008 11:13:34 AM



99

Exhibit 4

Vertical Support Members (VSMs)

PRUDHOE BAY PIPELINE REPLACEMENT PROJECT

© protect the tundra environment and
wildlife, The Prudhos Bay Pipsline
Replacement Project  will  install
I Support Members {VSMs) designed
pend the pipeline higher above the tun-
he new 7-foot {where possibie) clear-

Existing
Pipeline
Cross Section
The current clegrance
above the tundro and

the depth of the VSM
inte the tundra

Replacement Pipeline Cross Section
The new-foot clearance above the tundra and the
depth of the VSM into the tundra

3* Insulation

wiMetal Skin Epoxy Coating

ance protacts the permafrost, accommo-
dates wildlife movement, discourages snow-
drifts, and supports efficient pipeline surveii-
lance activities. The project also calls for driv-
ing the VSMs deeper in the ground to
enhance VSM stability.

41
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Exhibit &

Pigging and chemical injection

PRUDHOE BAY PIPELINE REPLACEMENT PROJECT

major focus in the Prudhoe Bay Pipeline
Replacement Project is the installation

f new equipment to fight internal corre-

1 the pipelines. This equipment centars on
tenance pigs.” capsule-shaped devices
n through the pipeline to clear out sedi-

ment and stagnant water; “smart pigs,” devices
that inspect and measure a pipeline's wall thick-
ness; and equipment that injects corrosion-
inhibiting chemicais into the pipeline. The new
facilities will also featurs a design that aliows
operators easy access to all eguipment,

Above: Production facifities wilf include new pig “launch-
ers” and “receivers.” A fauncher is installed gt the pipeline
input point and a receiver is installfed at the pipefine output
point, Working in cancert, feunchers and receivers send a
maintenignce pig in a stream of fluid to clean out the pipe or
asmart pig to inspect and diagnose internal pipeline corro-
sion. The new modules alfow BF to run maintenance and
smart pigs regularfy. Maintenance pigs that are run on a
regular basis can keep water and sediment from building
up.

Left: By cleaning the inside of the pipe, pigs produce ¢ clean
sutface that can be easily coated with corrasion inhibitor
chemicafs that provide a protective layer and oct as a *bio
cide” for bacteria, These chemicals interface with the pipe
body itself. BP is installing equipment that can infect these
chemicals directly into the transit fines. This equipment wifi
work hand in hand with corrosion-rmonitoring technigues.

42
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Exhibit 6

Leak Detection

PRUDHOE BAY PIPELINE REPLACEMENT PROJECT

omplementing pigging and corrosion
control is a new leak detection system
being instalied as part of the Prudhos
pelins Replacement Project.

The new system offers enhanced reliability.
Leak detection involves measuring the volume
of flow in the line. The replacemant project fea-
tures both a primary upgraded system that
meets current regulations and a pilot system
being tested in above-grade applications that's

43

designed for the detecticn of very small leaks,
The primary method uses several types of
meters to read the volume of liquid going into
and coming out of the pipeline segments. This
method detects large, catastrophic leaks. The
pilot systermn {see balow) usses a gas chromato-
graph method that passes an air sample past a
hydrocarbon  analyzer, which then indicates
whethar any crude oil has escaped from the
pipe. if it has, the system triggers an alarm. This
method can detect even very small leaks.

Large leuk

pitt:
Schematic shows primary leak detection system and
secondary system {LEQS} that is being pioted between
GC2and GC 1.

4/1/2008 11:13:34 AM
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Mr. MELANCON. Mr. Malone, thank you and I am going to apolo-
gize for the second time in one day. We are going to suspend to go
vote and then we will reconvene as soon as we can get back up
here. Thank you.

[Recess]

Mr. STUPAK [presiding]. I call the subcommittee back to order. I
apologize again. There is procedural games being played on the
floor, so we think we have a couple hours. Another motion arose.
But since we are through all the rules in that, there will be no in-
tervening votes for a while, so maybe we can get through this, so
I appreciate your patience. It is just hard getting continuity going
in testimony or questions. Mr. Malone, if I may, there should be
a document there. Does he have it, the hazardous review state-
ment, the one we put in by UC?

Mr. MALONE. Yes, sir, I have it.

Mr. Stupak. OK. If you would go to page, well, in the upper
right-hand corner on the fax, page 7, if you would. Hazardous re-
view statement. My concern is this: I am sorry I was in and out
on your opening statement. I did have a chance to see it. As I ran
to the floor, they handed me a copy of it and I am encouraged
about what you said about cooperation and things like this, but I
am a little concerned. This document before us, which is 13 pages
long, if you read it, it talks about this chemical change does pose
HSE, that is Health Safety and Financial risk. Are you with me?

Mr. MALONE. Yes, I am.

Mr. StuPAK. OK. And the last paragraph says suspending the
supplemental injection into the PW system is, therefore, unlikely to
cause loss of contaminant of equipment material in the short term,
1 or 2 years; however, it will shorten the life of the system, result-
ing in either abandonment or expensive repair or replacement in
the medium to long term, 3-plus years, and this is 1999. The con-
cern I have is, if it is one person or two persons, it seems to be
systemic throughout the whole BP organization; cut maintenance,
increase profits, and whether you get bonuses or whatever you
guys have, the $106 billion in profits during this period of time.
But we got this document last night. In response to us, you said
you have this database of 20 million documents, so everything will
be in there and you will peruse it and make sure we have every-
thing, but this isn’t in the database. So while I am encouraged by
your testimony, I don’t know how we can be assured that we are
going get the documents we need. And you end up your statement
by saying judge me by what we do, not what we say, but yet we
still have to go outside of even your folks to get documents we need
to ask questions on. Why wouldn’t this have been in your main 20
million and all of that? Are there other documents like that? You
heard Chairman Barton rather frustrated today about what is
going on. Do you care to respond on that?

Mr. MALONE. Well, this is the first time I have seen this docu-
ment. I was told that it was found during our ombudsman review
that he is doing, Judge Sporkin is doing currently, and it was pro-
vided to the committee.

Mr. STUPAK. But why isn’t Judge Sporkin’s documents in part of
those 20 million we are supposed to have access to?
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Mr. MALONE. Mr. Chairman, I don’t have an answer for that. We
have populated the database with something over 20 million docu-
ments and I heard earlier this week, we think we have them all
in there, but obviously we do not, but I can’t say why this one
wasn’t in the database.

Mr. StupAK. Well, around here, especially where we sit on this
side of the dais, it is not unusual for departments and agencies to
dump documents on us the night before and hope we miss some-
thing, but this committee staff on both sides is very good and they
are going to go through this. If you will, you have got that binder
in front of you, walk with me through these documents, if you will.
And something you probably won’t have to look at, and you have
heard about them and I sure you are familiar with them. If you go
to page 82 on tab 10, that is the Booz Allen Hamilton report, and
in there they say the report is the folly in finding poor corrosion
management at Prudhoe Bay. OK, Booz Allen is a separate binder.
I am sorry, sir. There should be a separate binder, Booz Allen, page
82, table 10.

Mr. MALONE. Yes, sir, I have it.

Mr. StupAK. OK. I am looking at the second one, risk manage-
ment. Budgets and funding were largely based on affordability ver-
sus necessity and were not supported by an analytical process to
prioritize risk. Senior management incentives were based on cost
and production. And if you go to tab 4, page 2, on the bottom, this
is an 1991 e-mail from John Todd in the CIC group and it concerns
the halting of use of the corrosion inhibitor in produced water lines
and here is what it says: “Due to budgetary constraints, the deci-
sion has been made to discontinue the PW inhibitor currently being
injected at GC—2 and GC-3. The GC-2 bulk tank should run out
within the next 2 days. It will not be refilled.”

Mr. Malone, in fact, if you go to page 1 of that same tab, No. 4,
you will see how this was viewed by superiors. This e-mail is from
the head of the CIC group, Richard Woollum, the gentleman who
refused to testify. It says, “John and Rick, my impression from the
FMT meeting is that we will not be getting any relief on the budg-
et. They all think that PW—is the right thing to do, but no one is
prepared to let loose the purse strings.” That is 1999 when the
profits of BP was $5.1 billion. If you go to tab 16, this document
is a 2002 budget challenge document for the corrosion group. On
the third line down they suggest a reduction of the use of inhibitor
to save money. What is troubling is that there is also a note which
states, “A10-percent reduction in innovation levels would result in
a 30-percent increase in corrosion rate.” This is 2002 when your
profits were $6.9 billion.

If you look at tab 20 in your binder, you will find a spreadsheet,
Greater Prudhoe Bay/2004 Field Lifting Cost Challenge, Mainte-
nance and Reliability. Essentially, each year various groups within
the CIC group were asked to search for ways to save money. Mr.
Malone, the second entry states, and I read, “cancel partial PW in-
habitation at GC gathering centers. That action could save the
company $670,000.” That is 2004. Your profits were $17.2 billion
that year. If you go to tab 13, page 8, this is now 2001 and this
e-mail sent to Richard Woollum from a person named Dominic, who
we know from the first document I showed you, is a corrosion engi-
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neer. Dominic says, this document was from the 2003 time period
and yet again, there is discussion about halting the injection of cor-
rosion inhibitor in the produced water lines, in order to save money
and meeting tight budget. And it states, “ideas for saving money,
in no particular order: turn off PW chemical and halt PCQ inhibi-
tor will help out here.” Again, in 2001, your profit was $8 billion.

Then finally, if you go to tab 13, page 6, towards the bottom is
a similar e-mail from Richard Woollum. He is advocating shutting
down the inhibitors to save money, but even he acknowledges that
this is a very disagreeable measure to take. Here is what he has
to say. “As you may know, we are under a huge budget pressure
for the last quarter of the year and therefore we have to take some
rather disagreeable measures. Can you please implement the fol-
lowing changes to reduce: shut down the PW inhibitor for the re-
mainder of the year, discontinue the addition of corrosion inhibition
for velocity control.” Again, in 2001, your profits were $8 billion.

Here is the part that bothers us, Mr. Malone. Having looked at
all of these six examples, these six e-mails, will you agree with me
that there is a pattern of cost-cutting pressure during a time of
healthy profits?

Mr. MALONE. Mr. Chairman, as my opening statement said, we
recognized there were extreme budget pressures at Prudhoe Bay,
yes, sir.

Mr. StupaK. OK. Will you agree with me that this cost-cutting
pressure could have contributed to a culture that disincentifies or
discourages preventive maintenance?

Mr. MALONE. Mr. Chairman, not only could, we believe it did.

Mr. STUPAK. As has been said a couple of times today, you have
over $106 billion in profits during this time period. Was it really
necessary to skimp or save on this maintenance, especially when
we talk about the health, safety and welfare? And I know, in your
opening, you mentioned Texas City and you mentioned Prudhoe
Bay, but you see the same thing in Ohio and some of the other
places that we have talked about. All four of them, your other loca-
tions that the reports have been on, the Baker report, they all indi-
cated the same thing. At what point is your corporate responsibility
where you put maintenance to make sure that it is safety, not just
for healthier workers, but also to make sure that strategic oilfields
are not shut down. Where the corporate responsibility where prof-
itls ?are secondary to really your responsibility to the American peo-
ple?

Mr. MALONE. Mr. Chairman, if I could. I followed most of the
documents and I apologize. The last couple I was not able to follow
the tabs with you, but I understand. There are two important com-
ments for me to make, is that I need to make sure that we under-
stand the time of the Prudhoe Bay and the cost budget pressures
that we had at that time. This was a time when the field was de-
clining. It declined over 75 percent over that time period. And also
the price of oil was, I think, on average about $15 a barrel. That
is what I have been told. Yes, there were budget pressures because
we had a huge infrastructure, a very expensive infrastructure, built
for artic environment and as the production level dropped, so did
fve rlleed to find the facilities to match up against that production
evel.
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Mr. StupPAK. I don’t disagree, but you knew that field was drop-
ping when you bought it, because you have been partners up there
for some time and you bought it from ARCO shortly before 1999,
right?

Mr. MALONE. No, we started it with ARCO.

Mr. StUuPAK. Right, but then you bought them out. When did you
buy out ARCO? 2000. So you knew that had to be declining and
therefore, as you get declining quality of oil, you get more water
and you get more sediment. So therefore that would increase costs
of maintaining the pipe, not lessen the cost of maintaining corro-
sion inhibitors and smart pigs and maintenance pigs from going
down. You had to have a due diligence to report or something, be-
fore you purchased out ARCO or something. I would think they
would say the last time they pigged a pipe, because it is what, 16
years and we now find out. So 10 years before, they didn’t even pig
before you bought it.

Mr. MALONE. Well, Mr. Chairman, I wanted to at least give that
as the backdrop—excuse me—of the climate that we had during
that time. What I am not saying to you is that we don’t recognize
that the budget pressures that existed created on our employees a
very difficult situation and I would say that we see these e-mails
and that is what we have asked on the inhibitor. As you know, I
have asked Judge Sporkin to look at that. I can’t respond to the
complete picture of that. We have a review going on there. On the
OTLs, we asked that it be looked at by Booz Allen Hamilton and
their conclusion, which you have, was that even with more money,
they wouldn’t have pigged the line. They were that confident in
what they were doing on that pipeline.

Mr. STUPAK. But Booz Allen, in the March 2007 report, says on
page 72, budget pressure eventually led to de-scoping some projects
and deferring others. For example, the plan to run a smart pig in
the OTL you just talked about was dropped in 2004 and 2005. So
that sort of counters what you just said. That is in the Booz Allen
report, March 2007.

Mr. MALONE. Mr. Chairman, I have been told that Booz Allen
Hamilton has sent a correction in to the committee on that.

Mr. STUPAK. See, here is my problem. Whether it is this one,
Booz Hamilton, or else Billie Garde’s report, when something
comes up that is critical and proves the point that you dropped
maintenance which led to this leak which led to the shutdown of
the field, it gets whitewashed. This was your final report. The
other witnesses who appeared before us on the first panel, and I
know you listened to them, especially Ms. Merritt, you lied on the
Booz Allen report. Now, when Booz Allen comes to the committee
and we dig through it and we find a line that is pretty damning
of BP, suddenly Booz Allen Hamilton wants to pull back that re-
port and drop that line. I get real suspicious. My time is up but
I am sure we will probably go another round. I will to Mr.
Whitfield.

Mr. WHITFIELD. Thank you, Mr. Chairman. And Mr. Malone,
thanks for being with us today. When did you actually become the
president and chairman of BP America?

Mr. MALONE. July 1 of last year, but it feels like an eternity.

Mr. WHITFIELD. And where were you prior to that?
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Mr. MALONE. I was the chief executive of BP Shipping Limited.
I was based on London, England.

Mr. WHITFIELD. Yes. And I am glad to hear you acknowledge
that decisions were made frequently on budgetary reasons rather
than on safety reasons and so forth, and I think that is certainly
reflected and it is refreshing that you acknowledge that. But when
you look at the Baker Panel report and the Chemical Safety
Board’s report and the internal reports that you all did and Booz
Allen and others, when you look at all of the shortcomings of the
culture and management at BP America, it is really quite disheart-
ening that such a large company could, for example, they talk
about problems in leadership and trusting and open communication
and management technical knowledge and accountability and clar-
ity of expectations and worker fatigue and excessive overtime and
process safety is a core value. All of those things came up lacking.
And so when you came in and from your perspective, trying to
move off in a new direction now, in your experience as a manager,
what did you find most perplexing in the culture of BP Petroleum
for you to deal with?

Mr. MALONE. I think there are two things that are very impor-
tant, which is I want to highlight that we are looking at all of those
reports and we have looked at all of the recommendations and we
are incorporating all of those report recommendations and if they
supplement or assist us in moving forward—excuse me—we are
going to use those recommendations. The direct answer to your
question, the most striking to me was the rigor around process
safety management and the Baker Panel, Congressman, gave us a
real gift and that is that we didn’t have that embedded in our cul-
ture and that was striking to me coming back.

Mr. WHITFIELD. It is so important that, particularly with compa-
nies being in oil today, they have some management principles and
be above board and be transparent and be honest and straight-
forward, because there is a large segment of the American people
who, particularly with fuel prices being what they are, are looking
for a culprit and you are the ideal culprit to look at and particu-
larly when you have this kind of history. And you feel quite con-
fident moving forward, though, with the new management changes
in Alaska and elsewhere, that you all can address some of these
problems.

Mr. MALONE. I am. It is going to be a long process. This is not
something that is going to occur in the next year or two. To embed
process safety management under our system, it is going to take
years, but I am very encouraged with, as I go to Alaska and as I
go to Texas City, the new management in both of those locations
have embraced process safety management and our Alaskan team,
which is essentially a brand new team, I have been very impressed
with their commitment to get this right.

Mr. WHITFIELD. And do you all operate, is it five refineries in the
United States?

Mr. MALONE. Yes, sir, five.

Mr. WHITFIELD. And what is the capacity of those five refineries?
Or the total capacity would you say per day?

Mr. MALONE. I thought I might be asked that. Right now, when
they are full capacity, we can produce, for example, crude rate at
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each one of the refineries, I going to—if you don’t mind, I will just
try to do a quick add. The crude capacity is almost 3 million bar-
rels a day.

Mr. WHITFIELD. Three million barrels a day?

Mr. MALONE. That is correct.

Mr. WHITFIELD. Of those five refineries?

Mr. MALONE. Yes, sir.

Mr. WHITFIELD. Now, has BP given any thought to building addi-
tional refineries in the United States?

Mr. MALONE. No, sir, we have not. What we have been doing,
Congressman, is trying to expand our existing refinery capacity
and we have been doing that over the last 10 or 15 years.

Mr. WHITFIELD. So it is your intention to continue to expand
where you are located today?

Mr. MALONE. Yes, Congressman, and in fact, we announced
about less than a year ago that we were taking our Whiting refin-
ery and we were expanding capacity there to be able to take heavy
crude from Canada and that goes as planned, it is about 1.2 million
gallons of gasoline more a day.

Mr. WHITFIELD. Yes. Let me just ask you, if you were at a Rotary
Club in a rural part of the country and you had given your remarks
and someone stood up and asked you the question and they said,
Mr. Malone, you are the chairman and president of a large oil com-
pany and I personally think that your salaries are too high and
your performance awards are too high and that oil companies are
gouging us consumers down here and the amount of money that we
pay for gasoline is just outrageous, although we recognize that in
other parts of the world, they pay more than here. But how would
you respond to the charge that the oil companies are gouging the
American people today?

Mr. MALONE. Well, we have been trying to do an education right
now—excuse me—because right now we depend on imports to meet
our demand here in the United States and if you look at the last
few months, and this is what I talk to people about, one, our actual
consumption was higher in the first quarter of this year, 2 percent
higher than the year before and normally that is the time when
consumption is down of gasoline. It has actually risen. The econ-
omy is strong; people are driving. The second thing is that we have
less turn around time, so a lot of our refineries were down and
also, at the same time, we have a lot of refineries that had bad in-
cidents and there are still down. And third, the imports, turn
around is going on in Europe at the same time, so there is not the
volume of gasoline to come in. So what has happened, price has
risen strictly based on supply and demand.

Mr. WHITFIELD. I have no further questions.

Mr. StUPAK. Now, for Members, we have got another quorum
call, I understand. If we have a real vote, I will go there, but I am
not going to go with this quorum call, so I am going to keep this
hearing moving. Mr. Melancon for 10 minutes for questions.

Mr. MELANCON. Thank you, Mr. Chairman, I appreciate it. Mr.
Malone, thank you for being patient with us on the floor. Mr. Ma-
lone, when you were asked away, were you—before, I bet there are
days you wished you were back.
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Mr. MALONE. I know I shouldn’t say this, but I remember my
shipping company. It was a great job.

Mr. MELANCON. One of the things that, and as I look at what
transpired, the explosion in Texas City, the spill in Prudhoe and
I look at the profits that year. Do we or has anybody provided us
with the executive bonus packages were those 2 years, or what the
dividends that were paid to the stockholders during those periods?
And if not, I would like to request, if you could, that we could get
that information. The President was up at Wall Street a couple of
weeks and talking about executive salaries. He wasn’t very warmly
received and I am not one for fooling with them, but if you are
going to be cutting safety for the workers in your company, then
it is a concern to me if, in fact, there—and I would like to see that,
if I could, maybe on a 5-year spread, just to see, was the manage-
ment back then, or executives, trying to just keep a steady bonuses
or dividends going to your stockholders.

I have been a person that defends the oil and gas industry. As
Mr. Green mentioned and I think you were here, it is difficult for
me to try to convince Democrats on my side of the aisle that oil
companies are doing a good job in the Gulf of Mexico and offshore
when things like this occur. As a matter of fact, I am sure some
of them are giggling around, saying Melancon says everything is
cool. But one of the things I guess caught my attention early is Mr.
Woollum and you know, your testimony was about working with us
and trying to bring the company and move it in the right direction
and do the right things, and I have heard of witness protection, but
usually it is for the prosecutors and not the defendant. And so I
guess my question is simply who has made that determination that
no one can talk to Mr. Woollum?

Mr. MALONE. Congressman, Mr. Woollum, as you may know, in
September, chose to take the fifth [amendment] at the hearing.
That was his choice. He was represented by counsel. So the reasons
for that would have been addressed with he and his counsel. I am
not in a position to do that.

Mr. MELANCON. I heard earlier the lady from Alaska talk about
that there has been no fines and no penalties. As a matter of fact,
it almost sounded like everything went away. That bothers me. I
mean, I am from Louisiana. We have been accused of everything,
so I thought every other State was doing everything right. Does
anybody in your executive chain know what has led to just no
fines, no penalties? Is there something in their statutes that deal
with criminal negligence and whether you can continue to operate
in the State if it is found such? That bothers me.

Mr. MALONE. Well, Congressman, I know there are actions to be
taken by the Federal Government and I think we have heard that
}:‘oday. I don’t know the status with the State, but I will get that
or you.

Mr. MELANCON. One of the things, and if you will go to tab 20,
the spreadsheet called the Greater Prudhoe Bay/2004 Field Lifting
Cost Challenge, Maintenance and Reliability. This spreadsheet ap-
pears to be part of the budget challenge process employees seem to
go through each year. The first item listed is the CIC, Corrosion
Inspection Chemicals group. Cancel 2004 smart pig program. If you
follow over to the right of the spreadsheet, you see that this could
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save the company $250,000. Do you know that this cut was made
and again, why are they talking about having to cancel something
as important as a smart pig to save money?

Mr. MALONE. Congressman, I don’t know what they are speaking
of here, whether it is the oil transit lines or the flow lines or pro-
duced water lines, I don’t know. If it is using inhibitor, as I men-
tioned earlier, we do have someone looking at that. If it was on the
OTL, I had Booz Allen look at that. I am happy to take a look at
that for you, but I don’t have any information today.

Mr. MELANCON. Yes. Looking just at that first question and with
all due respect, maybe we ought to have some people that are down
further in your organization in Alaska or the United States oper-
ation that were there and that were part of what transpired at
those times. Is there any problems with us requesting those folks,
some of those folks, and can you help us identify those?

Mr. MALONE. Congressman, the answer is we will work with
Congress, absolutely.

Mr. MELANCON. Also in the same document, tab 20, there is a
line item, cut all Sunday barbeques, CPS fund runs, CPS safety
fair booths. BP was examining a $25,000 cut in areas intended to
boost employee morale and promote safety. I mean, it got that bad?
How much money did they make that year, $17.2 billion?

Mr. MALONE. We will put this fund run back in right away, sir.

Mr. MELANCON. I am not a runner but you know

Mr. MALONE. Congressman, it was difficult in Alaska. If I could
just say that we recognized that those budget pressures put our
employees in a very difficult place and if that goes on long enough,
we know that you create a culture, and as I said in my opening
statement, where the word I used was curious, but it where people
no longer begin to challenge and think. And what we need to do
and what we are working on is to establish a culture where every
employee will raise an issue and will have a comprehensive risk as-
sessment. That means it takes all the risk, water in the lines, sol-
ids, all the expertise we can get and run it through a comprehen-
sive risk to understand what that risk is and then have a manage-
ment process to allow that a decision gets made at the right level
around the risk and that every employee has a voice, and that is
our ultimate objective in what we are trying to do in Alaska and
in Texas City and across all our businesses.

Mr. MELANCON. And I realize that you run just the American op-
erations for BP and their worldwide company. They made $17.2 bil-
lion. Did they lose money in the Alaska operation that year or in
the next year? Did you lose money in the American operations
when the Texas City facility exploded or, I think, the year before
when the other facility exploded with five people killed?

Mr. MALONE. We normally don’t record that way. I can get that
answer for you, sir.

Mr. MELANCON. OK. I guess where I am coming from there is
you are big multinational corporation. You would expect that, at
some points in time, with justifiable information, for instance, the
downturn in the production out of the Prudhoe field, that corporate
would say we understand why things are tight and you maybe cut
a little bit, and that is where I keep trying to get to. Who specifi-
cally made those recommendations? Was it up the chain or at the
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bottom of the chain? It appears that it was more up the chain. And
can you help identify those folks so we can maybe find out what
actually took place on the ground before and after these events?

Mr. MALONE. Congressman, the way BP’s management system
works, that ultimately local management is accountable for its
budget and it is held accountable for its production and its safety
and integrity. That rests with the business unit. And a business
unit is our language for Alaska or Texas City.

Mr. MELANCON. I guess if I was in Alaska I would say you sent
me here. Move me elsewhere. I don’t want to do this.

Mr. MALONE. Well, Congressman, we have a new head of Alaska.
His name is Doug Suttles and he has assembled an outstanding
team in the last few months that is moving the process that I had
talked with you about forward. We have a new refinery manager
at Texas City, a gentleman named Keith Casey. They are commit-
ted to process safety management and to getting this right through
the culture and both of them are actively engaged in moving us for-
ward.

Mr. MELANCON. Well, with the price of a barrel of oil, they ought
to be able to get this thing cleaned up, I would hope. I think my
time has run out. Thank you. I yield back the balance of my time.

Mr. STUPAK. I thank the gentleman. Mr. Green for questions.

Mr. GREEN. Thank you, Mr. Chairman. And welcome again from
all of us, Mr. Malone. I have a district in Houston not too far from
Texas City and one of my constituents was a contract worker there
and died in 2005. I also understand that BP and other companies
have that similar philosophy that the plant manager is responsible.
But I also know the criteria comes from the home office, wherever
it is at, whether it is for Exxon Mobil in Las Gallinas or wherever.
And I have dealt with a lot of plant managers on the use of the
ship channel in 20 years and they are given that criteria and they
are under pressure to cut that, not for themselves, but for above.
And to say that I am glad you have new people at both places, but
I also know they need the support and the encouragement from the
folks above them so they don’t get these hard and fast numbers
that say this is what you need to cut, whether it is the smart pigs
in Alaska or some of the safety inspections or safety things in
Texas City. So you could put anybody there, but if you don’t give
them support from the upper management, their bosses, it doesn’t
do you any good. The main plate capacity at Texas City Refinery
is 460,000 barrels a day, as far as you know?

Mr. MALONE. Yes, sir.

Mr. GREEN. Do you know how many barrels are currently being
produced?

Mr. MALONE. About half that. We are about 130,000 right now.

Mr. GREEN. OK. Do you know, is there a plan for being able to
get up to the capacity safely?

Mr. MALONE. Yes, and if I could, just for the record, I am an en-
gineer but my math is pretty poor and I just noticed that I took
total and added the backup. So in answer to your question, the ca-
pacity of our refinery system is 1.525.

Mr. GREEN. OK.
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Mr. MALONE. Congressman, yes, we do have a plan. We are hop-
ing to have Texas City back at full production by the end of the
year.

Mr. GREEN. OK. I know you have five other refineries in the
United States. Are any of them operating at full capacity now?

Mr. MALONE. Right now our Carson and our Cherry Point refin-
eries are operating near capacity. Carson is main-plated to 265. It
is operating currently at 265 and operating at 235. Cherry Point
is 235; operating at 225. And Texas City, 465; 225 now. Lido is at
155. It was up 30, but we had an incident. And Whiting, 405; it
is currently operating at 225.

Mr. GREEN. Well, next week we will put on a different hat in our
committee and ask about production capacity in not only BP, for
other refineries. And I wanted to ask you before our chairman did
from northern Michigan, but——

Mr. MALONE. I thought that, maybe, it was where the question
was coming from.

Mr. GREEN. At the last hearing last year, Mr. Marshall, who was
then president of exploration in Alaska, responded to a question I
asked him, stating, safety and integrity spending at BP are their
highest things. They don’t get cut. They are the things that get
through the budget and cost is not a consideration. However, the
Booz Allen report for Prudhoe Bay, the CSB report for Texas City,
and the Baker Panel report for all five of BP’s U.S. refineries, all
concluded that cost cutting and budget pressures impaired safety
performance at your refineries. Mr. Marshall is not here, but since
you are, is there a disconnect from what he told us last year?

Mr. MALONE. Well, I can’t speak for Mr. Marshall, but what I
would tell you is that we have learned a lot. As I said in my open-
ing statement, we have learned a lot since this last hearing and we
now recognize that there were pressures on our employees.

Mr. GREEN. I understand. But after the 2005 accident in Texas
City, BP conducted what is termed the management accountability
review to determine responsibility. Isn’t it true that various current
BP executives and safety officials that were interviewed in private
during this process believe that budget cuts were one of the major
causes of the Texas City Refinery accident?

Mr. MALONE. I am sorry, I can’t answer that question. I have
read the report but I can’t answer that.

Mr. GREEN. After the March 2005 accident, I also understood
that BP pledge about $7 billion to upgrade equipment in U.S. refin-
eries and I think that tells us some concern about what we needed
to do to have that kind of investment in those refineries. What im-
provements have been made since that commitment over a year
ago now?

Mr. MALONE. Well, I think those expenditures were what we
think, over the next four or 5 years, I believe, we would be spend-
ing in order to get process safety management and our integrity
management in place at our refining system in Alaska, so I think
you will see progress being made in all our refineries as we are
taking out, and this has been highlighted, blow-down stacks and
putting in flares, as we are moving trailers out, as we are putting
in explosion-proof buildings. You will see that activity taking place
across our refining system.
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Mr. GREEN. I don’t know if you heard my questions of the first
panel. Having spent a lot of time at both refineries and chemical
plants in my area, I hope that a lot of your competitors and some
colleagues are listening and responding to what you are doing be-
cause, like I said, I was at a plant last year, it was a chemical
plant, and there was a portable building much closer than it should
have been to a unit. And I asked them at that time, I said I hope
you all have learned from what happened. You don’t want to go
through what BP is going through. And I hope the rest of the in-
dustry is hearing that, because it just does so much damage, not
only to BP, but also to the industry as a whole.

Mr. MALONE. Congressman, if I could just make one comment on
that. We found the industry to be very, very interested and I am
told are in contact with us and I know they read the Baker Panel
report and it has been distributed widely. We put it on the web so
that everyone had it.

Mr. GREEN. Mr. Chairman, I have no other questions right now,
but there are some I would like to submit for the record. I know
we have a vote and I don’t know if you and I have already missed
that vote or not.

Mr. STUPAK. It is a quorum call and it is still open and I am not
going to go back. I want to get through this hearing. It will prob-
ably be followed by a vote and we will have to do it because will
be a recorded vote. You yield back? OK. The record shall reflect
that Congresswoman Sheila Jackson Lee is here and she has been
throughout these hearings monitoring them and even on the floor
she catches Members and shares her concerns about the health and
gelfare of BP and its employees, so I am always glad to have her

ere.

It has been requested that we put in a Vinson & Elkins report,
dated February 22, 2007, entitled “BP Comments on Chemical
Safety Board’s Draft of Final Report of March 23, 2005 Explosion
at the BP Products Texas City Refinery”. Without objection, we will
enter that.

I would also like to put in the interim report of investigation on
failure to disclose sealed BP documents to a congressional sub-
committee, and other issues prepared on behalf of BP America by
Billie Garde. So without objection, those two will be entered.

I have a couple me questions, if I may. I would ask you just at
the end of my questions about those budget pressures found on
page 72 of the final report of March 30 of Booz Allen Hamilton, and
you said that line is going to be taken out. Is it going to be replaced
with anything, do you know, or is it just going to be scratched out?

Mr. MALONE. I do not know. It is Booz Allen’s report and they
have not told me.

Mr. StupAK. OK. Those 29 words, if it is Booz Allen’s report that
we received to explain those 29 words, 159 pages from BP’s attor-
neys, not Booz Allen. So that is why I was wondering if they are
going to. I just think a little overkill. As I said earlier, 159 pages
to explain 29 words and it is not coming from Booz Allen, it is com-
ing from Vinson & Elkins. So let me ask you this. If you go to Booz
Allen report page 80, after seeing this you will probably want to
take this out too. But it says, page 80, “Because no leading risk in-
dicators or root causes were studied when the product composition
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changed, it was not flagged as an important corrosion management
issue. This led to an increase in corrosion risk on the oil transit
lines that ultimately precipitated the two incidents.” Now, you
don’t disagree with that statement, right?

Mr. MALONE. And which paragraph?

Mr. STUPAK. The second paragraph, the second line. However, it
starts, “because no leading risk indicators or root causes were stud-
ied when the production composition changed” and that was that
oil makeup you were talking about, “it was not flagged as an im-
portant corrosion management issue. This led to an increase in cor-
rosion risk on the OTL that ultimately precipitated the two inci-
dents.” Do you see that there?

Mr. MALONE. I do.

Mr. StuPAK. OK. You don’t disagree with that statement? Basi-
cally it says, because of lack of maintenance, we had the two leaks.

Mr. MALONE. Again, Congressman, when Booz Allen concluded
that had we—the answer is that if we pigged the line, and which
we now know in hindsight, it could have prevented the leak.

Mr. STUPAK. Or even a corrosion inhibitor would have been
malintained, maybe, or extended the life of that line a little longer,
at least.

Mr. MALONE. My understanding is that we were using corrosion
inhibitor.

Mr. STUPAK. Correct. But as the earlier panel said, corrosion in-
hibitor doesn’t work if you have got so much sludge in the pipeline,
therefore it doesn’t get to the walls and cleans it out.

Mr. MALONE. I understand.

Mr. StuPAK. Yes, OK. And you basically testified that the lack
of maintenance did in fact cause the two leaks, correct? I don’t
mean to put word in your mouth.

Mr. MALONE. No, what we found in both cases, that had Booz
Allen found for me that had we given them more money, they
would not have pigged the line; that they believed they had a sys-
tem that was preventing corrosion. They believed they knew what
they were doing in order to prevent those leaks. So Mr. Chairman,
that is the data I have to go on, is what Booz Allen has found. We
now know

Mr. STUPAK. But if you go to page 72, before you drop those 29
words where Booz Allen said the plan to run the smart pig in the
OTL, oil transit lines, was dropped 2004 and 2005.

Mr. MALONE. Mr. Chairman, I only know——

Mr. STUPAK. You dropped that.

Mr. MALONE. What I heard was that, again, this is what I have
been told, is that was not for the OTLs. It was for the other pipe-
lines, not for the—which is why what they misread. This was actu-
ally a flow line, which is above the gas handling.

Mr. StupPAK. Yes, I know, we have got 159 pages trying to ex-
plain that, but I still—it is no more confusing than anything, but
let go here. Here is the point I am trying to make. Carolyn Merritt
of the Chemical Safety Board testified that there were striking sim-
ilarities in the reported causes of the 2006 events involving BP’s
Prudhoe Bay pipelines and the 2005 explosion at BP Texas City
Refinery. And in her statement she said the lack of investment in
maintenance and new equipment was compromising safety in
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Texas City and leaving the site at risk for a major accident. It goes
on. The Chemical Safety Board, page 147, changes to the safety or-
ganization resulted in cost savings, but to a diminished process
safety management function. What this is all telling me, whether
it is Ms. Merritt or the Chemical Safety Board or whether it is all
of this testimony that we have had today, if you would have in-
creased maintenance, we might not have had these problems. So
my question is, today, what percentage of BP’s budget goes to
maintenance of your refineries? You have five refineries, the one in
Texas, Texas City, California, Indiana, Washington, Ohio, and then
you have the Alaska or North Slope. So what percentage? Has that
percentage gone up?

Mr. MALONE. I don’t know. I will find that for you.

Mr. STUPAK. As your profits go up, will your maintenance budget
increase?

Mr. MALONE. Take our commitment that we made to spend, Mr.
Chairman, $7 billion over the next few years on our refinery sys-
tem as an indication to commit.

Mr. STUPAK. But if I remember correctly, you spent $1.5 billion
at Texas City and that is only at 50-percent capacity, so you could
spend $7 billion right at Texas City just to get back to the capacity
you were at before the explosion, and all of the rest of your mainte-
nance in your fields up in the North Slope and the other four refin-
eries would still be in bad shape. Ohio obviously is in bad shape
when you have got a $24 million fine or they wouldn’t have inves-
tigated that. So I want to make sure the whole operation, as your
profits increase, I would hope your maintenance and safety would
increase in the same proportion. Let me ask you this, if I may. Now
VECO, you are familiar with the VECO report, this one right here?
It is March 12, 3003.

VECO was a contractor, QBP. The finalized report, which esti-
mated cost of installing—excuse me—pig launching and receiving
facilities at 71 locations identified in the aforementioned pigging fa-
cility priority list, that pigging facility priority list included three
sections of the eastern operating area line, which hadn’t been
pigged for 16 years, and it was one of the three lines listed. It was
one of the lines that was severely corroded and found leaking in
August 2006. Why was the VECO report prepared for BP in 2003?
Why did BP want to a VECO report?

Mr. MALONE. I don’t have an answer to that.

Mr. StupAK. OK. The VECO report, can you get us one in writ-
ing, if you can, who wanted it and why? The VECO report provided
a range of estimates from $164 million to $643 million to install
these 71 pig launchers and receivers. The staff was told that this
report went nowhere because of cost. Do you know if that is true?

Mr. MALONE. No, I do not.

Mr. StupAK. Will you check that out for us and get back to us?
The day before this hearing, the committee received communica-
tions from your staff, BP’s staff, I should say, indicating that the
VECO report was promising to install pig launchers and receivers
in locations where BP already had pig launchers and receivers. Is
BP now suggesting that VECO was sent off to prepare cost esti-
mates for work that didn’t need to be done and that the corrosion
inspections and chemical group was so unaware of the assets under
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its stewardship that it prepared a pigging priority list which con-
tained launchers which already had fully functional launchers and
receivers? I mean, we were—reports. VECO does a report and
when we asked questions from staff, your staff, BP’s staff, they say,
oh no, we didn’t need it because we already had it. Why would you
spend all of that money for a report if you already knew you had
it?

Mr. MALONE. I can’t answer that, Mr. Chairman.

Mr. StupAk. OK.

Mr. MALONE. Mr. Chairman, if I could? I tried to have, as I com-
mitted to this committee, to have Booz Allen do an extensive re-
view of interviews and materials that related to the transit line
and then to produce its report, and that is what I have done and
I am going on their recommendation on my——

Mr. STUPAK. And we hope that BP is not pressuring Booz Allen
to change their reports when they get a little critical. Let me ask
you this one because I think this is actually one of your documents.
Tab 29 in your folder there. BP gave us a document showing where
each of the many of the reports that BP needed to make to progress
in several key areas, and it is right there. It is a colored chart, a
one-pager.

Mr. MALONE. Yes, sir.

Mr. StuPAK. Did you prepare this? I was told you prepared it.

Mr. MALONE. My team prepared that with me.

Mr. StupAK. OK. All right. So according to this document, it is
the various reports, they say that BP needs to make progress in
almost every item with the exception of one. Does this suggest that
BP U.S. operations are in need of a major overhaul? I mean, look,
you have got the Baker Panel, the Chemical Safety Board, Mogford,
Booz Allen Hamilton, and the map, and everything needed to be
improved upon. Did you guys need a major overhaul?

Mr. MALONE. Mr. Chairman, we tried to take all of these reports,
which we did voluntary most of them, to try to learn from both of
these tragedies. We looked across all of these and we said where
are the common elements that we can learn in order so that we can
design our forward program and cover all of the gaps? This was
meant to show that we listened to everyone, CSB, Baker Panel, ev-
eryone, in designing that forward program. But there were similar-
ities in what we found in these reports between Texas City and
Alaska.

Mr. StuPAK. Mr. Whitfield, questions?

Mr. WHITFIELD. No, sir.

Mr. STUPAK. Mr. Melancon? I guess with that, we have com-
pleted. I thank you very much for your time. I think it is safe to
say that, after this hearing, there will probably be another one.
When I said earlier that I hope you don’t become the Los Alamos
of the north, I sincerely mean that. But we have a number of
things we are still looking for and we are still receiving documents.
As 1 said, we received some last night and we want to see what
the final Booz Allen says. So with that, you are excused, sir. Thank
you for your time and we look forward to your questions and an-
swers to some of your questions you provide to this committee and
make sure they will be followed up in writing. Thank you.

Mr. MALONE. Thank you, Mr. Chairman.
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Mr. StUuPAK. That concludes our questions. I want to thank all
of our witnesses for coming today and your testimony. I apologize
again for the disruptions because of the procedure votes on the
floor. I ask for unanimous consent that the hearing record will re-
main open for 30 days for additional questions for the record. With-
out objection, the record will remain open. That concludes our hear-
ing. The subcommittee is adjourned. Thank you.

[Whereupon, at 2:45 p.m., the subcommittee was adjourned.]

[Material submitted for inclusion in the record follows:]
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T Jlntemal Cotrespondence on Inspection of Oil Sales Lines 06/05 50
2 Emai];on "Oil Transit Pigging” fmm'};BU, CIC Flow Lines 07/17/97
3 Email Reply on "Smart Figging of ‘g}ﬁ transit line" from PBU, CIC Flow Lines|]  07/27/97
4 pg: 1 1Email Reply on "Draft - Budget Ravi“ewj‘ Pager” from Richard Woollam 06/02/07
Email Reply on "PW inhibitor at GC2 and GC3" from PBU, CIC NS TL
4 pg. 2 Felix/Phillips 06/04/99
Email Reply on "MOC for Discontinuation of EC1081A" from PBU, CIC
4 pg. 4 iProd Chem Todd/Spano 06/08/99
Email Reply on "PW Inhibitor at GC2 and GC3" from PBU, Operations
4pg. & Manager 06/09/99
5 Email Reply on "Urgent - Please Review and Comment” from Exxon to BP 6700750,
6 Email Reply on "APC Budget" Trom Richard Woollam 10 Bob Malone { 3708700,
7 Preliminary 2001 Budget fromCI1C Town Hall “Tan-07.
8 Frail on, Smart Pigging of L1l Sales Lanes' from Richard Woollam 01/07/01
9 Email Reply on "Smart Pigging oL Ol Sales Lines” from Kip Sprague 01/08/01
Email Reply on "CIC Group Team Leader Meeting - 21st May" from Nancy
10 {Foust 05/14/01
Fmail Reply on "CIC Group 1eam Leader Meeting - 21st May" from Richard
11 {Woollam 05/14/01
Email Reply on "CIC Group Team Leader Meeting - 21st May” from PBU,
12 JCIC NS TL Felix/Phillips 05/16/01
13 Email Reply on "ACTION: 2001 Year End Forecast” from Nancy Foust T
14 {Email on Budget Reduction 1015001 |
15, TEmail on "Removal of additional corrosion mhibitor" from NSU, CIC TL 10/16/01
Spreadsheet on "CIC Group 2002 Budget Challenge - $1 Miltion
16 {Opporunities” undated
Email Reply on "Master 1D 2996 GPB Pig Launcher and Receiver Prelim
17 }Engineering” from C Drais Farnham 02/05/03
Forwarded Email on "ACTION: 2003 August LE's and Field OVERVIEW"
18 Ilfrom NSU, CIC TL 12/07/03
19 {Slide on "Opportunity to Make Stretch Budget” undated
Spreadsheet on "Greater Prudhoe Bay/2004 Field Lifting Cost Challenge
20 |(LCC) Maintenance and Reliability” 02/05/03
21 {Email Reply on "Cost Challenge Feedback” from Richard Woollam 04/16/04
Letter from Tower Petroleurn Corporation to Northwest District Debarment
22 {Council 05/08/04
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Email Reply on "‘-Emailing: CIC MR-Capex AFE Tracker 2006.xls” from Kip

23 [Sprague 04/10/05
[Email on "-Emailing: Control Options 10 22 05.xIs" with attachment from

24 INSU,CICTL 10/22/05

25 |Email Reply on "GC-2 Oil Transit Line Spill" from John Dengler 03/09/06
Email Reply on '-'-Pigging Facility Walk Down - Need your input on Pigging

26 JConcems" from GPB, FS2 Ops Lead 03/23/06
[Email Reply on "Sales Ol Pipeline Protection” from NSU, CIC Prod Chem

27 |(Nalco) 06/04/06

08/31/06 -

28  [Correspondence Regarding Oil Spill and Subsequent Investigation 05/14/07

29 IChart on Themes Highlighted in Various Reports on BP undated
ATticie on "BP admits knowing of corrosion problems: Workers had predicted

30 |'major catastrophic event’ because of cost-cutting” 08/05/06
Notes from "CIC Strategy & Planning” Interview of Bill Hedges by Tom

31 ‘Williams in Anchorage, AK 12/14/06
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ARCO! Alagks Inc. Internal Correspondence
Date: Jun? 5, 1930 File Code: Corrosion File
Subject: Inspection of Ol Sales Lines

From: M. A. Moriis/G. D. Hardng PRE.Box 5.

Tor S, J. Mdssey/d. D. Ditasen: PRE Box 20

8.3
fines iscabout 11
past.

BPXA-CECQD008258
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Smart Pigging - (Recommended)

Smart pigging would invoive running a series of cleaning pigs and the inspection pigs through
the fnes from FS 2 1o FS 1 and from FS 1 to Skid 50, Asfar 45 we know, the lines have not been
pigged since field start-up. Tentative plans have been made to run the Pipetronix smart pig in
October, 1990. Preliminary cleaning and gauge pigs could be run as soon as operationally
feasible.

Advaniages

> Comprehensive inspection: The smart pig inspection would yield information about the
entire circumfarence of the line, from the launcher o the receiver. It would lacate
external as well as internal corrosion. However, because the insulation on-the sales
fines is 1o be reconditioned this year, external corrosion should not be an issue. In
addition, fulure repeat inspections would be relatively simple to perform.

+  Production impact: Since the entire operation can be done on line, no reduction’in
production rates is necessary.

» Gosi: The estimated cost of the entire smart pigging operation for beth fines, including
support {abor and cleaning runs, is about $150,000.

Qisagvantages

« Risk of sticking: Although the risk of sticking either a cleaning pig or-an inspection pig
is very low, we acknowladge that ihie cost of such a mishap would be quite high. The
chance of an incident can be minimized by planning thoroughly and following a carefully
developed procedure. . The Corrosion Group is developing a detailed procedure for
preparing the lines and running the smart pigs. In addition, a contingancy plan will be
developed to minimize the down ime in the event that a pig does get stuck,

Automated UT - (Second choice)

i the C-scan UT method of inspection were 1o be employed on the sales lines, the scanning would
probably be limited to the bottom 6" or 12" of the line. We would recommend scanning all
acoessible areas of the lines. As discussed above, if there is significant internal corrosion in the
lines, it is most likely to occur at bottom dead center. The fines will be stripped of insulation
later in the summer; this provides an opportunity to perform a C-scan ingpection: without the
inFremensa! cost of insulation removal.

Agvaniages
» Na production impact or risk of sticking: C-scan can be performed on the iines while in

service. Of course, there is no risk of getting anything stuck or jost in the tine when
using an external NDT device.

Qisadvaniages
«  More expensive: If a one foot wide strip of pipe is C-scanned, the cost of inspection
would probably be aboutl $30 per linear foot. Scanning all accessible areas of the lines
would cost about $1,086,000.

«  Less comprehensive: The proposed C-scan inspection would yield no information
concerning the exisience of corrosion or defects anywhers away from the bottom of the

BPXA-CEC00009260
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fines. A 12-inch wide scan would give us 11% radial coverage on the 34-inch line and
13% on the 30-inch line. Saddie areas, anchor blocks and eleven road and caribou

‘ crossings would not-be inspected, further reducing our confidence in finding corrosion.
The road and caribou crossings are of particuiar concern, as there are currently no
plans to replace the GE insutation in these areas.

+ ‘Recuring inspactions: more.difficult: After-the.insulation. is. reconditioned:- any: exiernai
NDT method becomes much more. dn‘fmuﬂ -Any-repeat-scans would involve siripping:the.
new insulation, coating and tape wrap, which would be. considerably more expansivi.

Summary

The Carrasion Group recommends smart.pigging.the sales lines because:itis araliable;
cnmprehenswe inspection method.© We believe the risk of encountering significant operational
difficulties is small. The alternative, C-scanning the bottam of the accessible areas of the lines,
is a viable alternative. Howaver iiis: ‘considerably. more expenswe than.smal ging. The
proposed C-stan inspection would-give us a lower confidence in finding corrosion or defects
because we wouid not be inspecting the road crossings, anchor blocks and saddie areas and
because radial coverage is Hmited.- Since very little monitoring or inspection has been done on
these fines in the past, we strongly recommend against doing no inspection.

Corrosion Control Supervisor

ce: D. F. Scheve ATO 1576
E. W. Skaalure ATO 1526
W. W. Patierson ATO 1796
D. E. Powell ATO 1788
J. M. McCarthy/id. S. Dayton PRB Box 10
R. Farque/D. Siekkinen PRB Box 15
D. Cavin/D. Beaudry PRE Box 14
H. Hong/ PRB Box 13
N. J. Mabile/M, R. Engblom PRB Box 5
B. A, Servin/A. L. Dahlquist PRB Box 5§

R

BPXA-CEC00009261



123

Exhibit 2



124

Sprague, Kip P

From: PBU, CIC Flow Lines

Sent: Thursday, July 17, 1997 5:44 PM
To: PBU, CIC Supt

Ce: PBU, CIC Fid TL FeliWoollam
Subject: AE: Ol Trensit Pigging

Greg,

We have been UT monitoring the off transit ine since: 1088, Excluding the by-pass al Skid 50, CIC has identified 476
locations with internal corrosion betwaen GOR and SK 50: The by-pass (320! i), @ Sk 50 is.corroded almost the entire
length and three sleeve repairs wera made in 1991, Today we have thres locations atihe by-pass with-an MAOE balow
design. JoeliChuck have these isted on the PMP tracker for action, {MOC to derate the line).

iIn 1995 a subsiantial increase of intemal comosion was. observed. During the 1996 survey, a baseline Awtomated: UT
program:(GRM). was gstablished to determine internal corrosion rates. We hope this years CRM program iwifl provide
current inteinal corrosicn activityrates,

Kind of a brief summary but if you want more detall 1ot me know. ... Kip

From: PBU, GIC Fid T, FellxWoolkam
Sent: Thursday, July 17, 1957 2:40 PM
To: PBU, CIC Flow Lines

Subjsct: FW: Ol Transit Pigging

Kip - response pis.

Thx, Rick

Feom: PaU; CIC Supt

Sent: Wednesday, July 18, 1987 12:08 PM
Tor PBU, CIC Fid TL FeiWoollam
Subject: FW: Ol Transit Pigging

Rick;

Do we already have UT or TRT info on this transit line? Could let me know how much we already may know.

Greg

From: PBU, Pigging Operators

Sent Saturday, July 12, 1997 &6 FM

To: PBU, GG Fid TL FalixWocllam; PBU, CIC Fas TL Philipe/Merreth; PEU, Prod Cf & Optimization .

Cer PBU, CIC Corrosion Engr; PBU, GIC Fow Lines; PBU. CIG Prod Chem Toedd/Wasem; PBU, CIG Q&/Vessel; PBU, CIC Sup;
PBU, Chamical Fareman

Subject: OR Transit Pigging

Rick,

Ttalked to Tom Carnahan (Pump Station #1 Planner) and he only recalls one problem when Arco pigged
their transit line and that was plugging the strainers.
1

BPXA-CEC00009368
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1 contacted Kevin Mahoney (Pigging Tech that performed that job). He informed me that they had two
people at the strainers to change them as they plugged off. Tt takes about 1.5 hours to pull 2 strainer. He also
stated by blocking in a strainer for about 10 seconds after it plugged; the heavy solids wonld fall to the
bottem and then they could reopen the strainer and get apptoximately 80% flow. The metering had to be
bypassed also to prevent damage to meters. The finer solids that passed through the strainers collected in
the Pump Station tanks.

Based on the current daily average production the run would take approximately 6.5 hours actual run time.
GC-2 to GC-1 102 MBPD 1.1 fps 255 minutes

GC-1to GC-3 176 + 102 = 278 MBPIY 3.0 fps 68 minutes

GC-3 to Sk-50 73 + 278 = 351 MBFPD 3.8 fps 56 minutes

379 minutes (6.5 Hours) actual run. + set up and retums cleaning etc....

Still need to get approval from Alyeska.

Hope this helps. A lot of people are out of the office at Arco. 4&3 schedule which limited my information
gathering. Please respond if you need more info.

Doug

BPXA-CEC00008369
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Spragus, Kip P

From: PBU, GIC Fid TL FelixtWbollara'

Sent: Sunday, J6ly 27 1997 2aS M

To: PBU, Fiald Ops Myr

Ce: PBU, CIC Flow Lines; PBU, CIC Supt; GPR, Prod Opt TL; PBU, CIC Fac TL PhillipsiMerreit; :
PBU, CIC Fld TL FelidWoollam; GPB nggmg Oparators

Subject: RE: Smant Pigaing of ol ransit e

John,

Thanks for the supgort on this issue.

This line has been both maintenance pigged and smant pigged in the past, 50 we do have some history on this fine. Thy:
main concerm is the fact that veloeities in thi8 i have been significartly reduced over the lastfew yoars snd ihe quantity
of solids which are laying in the battom is entirely unknown.

Should thess solids be significant; then we:will have & problem at fump 1 with the mater steves blocking off: The conem

‘therafore has to be to have sufficient contingency plans:in place to allow s 1o pig and capturs the solidswithout knocking
Pump aver,

We are currently working through Bill and Garry with Pump 1 to get a consensus with Alyaska as 1o the contingencies
which we need 1o have in place, and plan to maintenance pig the line a couple of months prior to to the smart pig run in
1998.

We are at present wnrkmg wxlh British Gas 1o coms up with a fong term smart pigging contract which will secure a price
break o BG in for fasirnum number of lines 1 be-plgged in'any given year, Our approach,
is likely to consnst ofa rolhng §-18 year program whish inspect ALL the major WOA flow lines, gas/oilfwater, over the fife of
the contract, This will require pulting together an suitable long term AFE.

As plans progress Vil keep you informad, howsver, if you have any comments or questions pleases fat me know.
Thanks.

Richard.
From: £BU, Flsld Ops Mgr
Sent: Sunday, July 27, 1697 159 PM
Tor PBU, Fiski Malet Citr; PRU, GIC FKI T Falit¥ooliam
Cot PBY, Fashilty Ops Mg, PBU, Prod Controliers
Subjocty Smart Pigging of ofl translt Bne.
Richard,

{ understand Smart pigging of the Ol Transit line was considerad this year, but decided against given the shont
praparation fime. Can you please work towards making a recormmendation on Smart pigging of this fine for 98 'and
work the schedute and any budget issues with BiGarry and Dan/Dennis. We'll also need to addrass the opsrational
issuesfrisks of which | believe you are aware and | would appreciate your assessment of them.

Thx,

John

BPXA-CEC00009382
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Thursday, June 03, 1999 4:31 PM
H Felix, Rick D; PBU, CIC. NS TL Felix/Phillips
Subject:  RE: Draft - Budget Review 1 Pager

Rick/John,
Sounds fike a plan, 9:00 am ASCG Monday morming - Tth June, OK?
Richard.

From: PRU, CIC NS TL Felix/Phitips

Sent: Thursday, June 03, 1999 1140 AM

To: Felix, Rick D

Ca: Waoollam, Richard C.

Subject: RE: Draft - Budget Review 1 Pager

RDF/RCW,
1"l plan fo be in Sunday night, back to Fairbanks Monday PM.

JP

From:  Felix, Rick D

Sent: Thursday, June 03, 1998 7:55 AM

To: PBU, CIC NS TL Felix/Fhillips; Woollam, Richard C.
Subject: RE: Draft - Budget Revisw 1 Pager

importance: High

Let's do it on 6/7 - better to get this phase of work off of our plate, I'm assurmning that FMT
& Dave are "comfortable” with the associated risks.

John - can you make it in Sun. night?

Thx,
From: Wooltam, Richard C.
Sent: Wednesday, June 02, 1999 8:05 PM
Teo: PBU, CIC NS TL FeliwPhilips; Fefix, Rick D
Subject: RE: Draft - Budget Review 1 Pager
John/Rick,

prep th roe m;ghi bie to make &
better case in 2000, i we go into the budget process with PW as additional line item.

So we would move forward assuming this to be the case and plan on taking out the
PW and x% on the Carrosion Inhibition and y% on the inspection program - ugly 'm
afraid.

When would be a good opportunity in the near future to get together and plan the
way-forward? Monday 7th or the 14th June?

BPXA-CEC00018391
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Woollam, Richard C

Friday, June 04, 1999 6:09 PM

PBU, CIC NS TL Felix/Phillips
Subject RE: PW Inhibitor at GC2 and GC3

John,

Excelient! Good note - when we've decided what we wish to trim from the budget an Monday, we
should write something similar to Dave Calvin et al, explaining and making sure that they do
realise what they are asking us to do.

Richard.
From: PBU, CiC NS TL Felix/Philips
Sent; Friday, June 04, 1999 2:53 PM
To: PBU, Operations Manager
Ce: Woollam, Richard C.; PBU, Field OTL; PBU, GC1 OpsTrmLdr; PBU, GC2 OpsTmidr; PBU, GC3
OpsTmbdr
Sutiject: FW: PW fnhibitor at GC2 and GC3
Frank,

‘FY ‘W‘havecamﬁ ted

This may have some lmpact on con'osuon repaw acﬂvsty and aiso posssb!y BS&W qua ty
during pigging operations. We wilf be putting the remainder of our EC1081A inventory into the
3 pad PW ling for the rest of the year, as this is our highest risk cross country PW line at this
time.

| presume you may be getling some feedback on this so wanted fo assure you're informed.
{You may have been at the session with Richard Woollam the other day where this was
discussed).

Regards,

John

From: PBL, CIC Prod Chem Todd/Spano

Sent: Friday, June 94, 1989 11:42 AM

To: PBU, GG2 OpsTmbdr; PBU, GC2 Lead Techs; PBU, GC3 OpsTmldr; PBL, BGC3 Lead Techs

Ce: PBU, Mati Coord - FOC; PBU, CIC NS Tt Felix/Phillips; Crawford, Gary R; Paisiay, Dominic M.;
Wooliam, Richard C.; 'RA Brown'; Sprague, Kip P

Subject: PW Inhibitor at GCR and GC3

All,

BPXA-CEC00018393



EC 5 thie High sk S-88 line
il have enough product fo traat g

‘Pest Regards,

John Todd

(A
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Tuesday, June 08, 1999 4:06 PM
PBU, CIC Prod Chem Todd/Spang
Cc: Wooltam, Richard C.
Subject: RE: MOC for Discontinuation of EC1081A

Andy,

Here are a couple of paragraghs to summarise the technical aspects of shutting off the PW
treatment.

£ rs'mmac&m&.
suncontroliad eated

Feel free fo cut and paste so it fits in with the rest of the MoC document and the data from the
QPR that Richard sent.

Dominic
From: Woaltam, Richard C.
Sent: Saturday, June 05, 1699 10:43 AM
To: PBU, CIC Prod Chem Todd/Spano
Ce: Crawford, Gary R; PBU, CIC NS TL Feliw/Phillips; Paisley, Dominic M.; Felix, Rick D

Subject: RE: MOC for Discontinuation of EC1081A

John/Andy,

1 would suggest that you use as the basis of the risk assessment, not only tachnical but
financial, the following material which we was lifted staright out of the QPR.

<<File: PW Cl Injection FMT HL.ppt>>
As far as the requirement to complete the MOC is concerned, surely any action which
increases the risk of significant HSEffinancial impact to the business or the environment

should be thoroughly reviewed and documented by senior management prior to
implementation. This is the point, isn't it, of the MOC process to ensure that any

#
%*%’“ BPXA-CEC00018429
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process/system changes should be thoroughly reviewed and documented in order to indentify
risks associated with that actions - exactly what is happening here!

in the mean time, please maove ahead with the stopping the program and implementing the S
pad injection as quick as possible as nofed in your E-mail yesterday.

Thanks.

Richard.

From:  PBU, CIC Prod Chem Yodd/Spana
Sent: Saturday, June 05, 1898 10:58 AM
To: Paisley, Dominic M.
Crawford, Gary R; PBU, CIiC NS TL Felin/Philfips; Woollam, Richard C.
8ubject MOC for Discontinuation of EC1081A

<<File: CIHAZA~1.DOC>>

Dominic,

Gary) tQ outime the wrmsmn risksto the PW system: 1t doesn't need 1o be lemb;y
detailed or something that takes a lot of your time. Andy and | use the enclosed Hazard
Review document most of the tima for chemical changes, and it is nothing more than a
one or two paragraph statement. However, you may have other documentation that you
want to add. Your input will constitute part of the Technical Review (Stage 3 of the MOC)
and | will then present ali the data to Operations for signatures at Stage 4 and 5. Thanks
for your help.

Best Regards,

John T.

‘ ﬁ*’” BPXA-CEC00018430
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Wednesday, June 09, 1999.2:08 AM
PBU, CIC NS TL Felix/Phillips

Ce: Woollam, Richard C.; PBU, Field OTL
Subject: RE: PW inhibitor at GC2 and GC3

John/Rick,

Thanks for the warning. Is this the right thing to do?

-does this place the line infegrity in jeopardy in the short term and give us a risk of a spill
near term? | assume not or you wouldn't be recommending this?

~does this jeopardise or sighificantly shorten the ife of these fines? if so does the
i

How much money are we talking about if we continue the chemical injection at the
optimal rate?

Frank
From; PBU, CIC NS TL Felix/Phillips
Sent: Friday, June 04, 1899 2:53 PM
Ta: PBU, Operations Manager
Co: Woollam, Richard C.; PBU, Fleid OTL; PEU, GC1 OpsTmidr, PBY, GC2 OpsTmidr, PBU, GC3
OpsTmidr

Subject: FW: PW Inhibitor at GC2 and GC3

Frank,

FY1 - We have conducted the field "frlal" of the PW inhibition chemical and found it {o be very
successful at cleaning up the PW system and arresting corrosion activity, Unfortunately, we
did not budget for a full year's chiemical expense as the program was highly experimental at
the time of the budget planning process. We are now at a point where the original monies for
this program are used up, so we will be shutting it down till year's end, with the intent of
raising it as a line item for next year's budget.

in the meantime, the PW system may be subject to increased corrosion activity and fouling.
This may have some impact on corrosion repair activity and also possibly BS&W quality
during pigging operations. We will be putting the remainder of our EC1081A inventory into the
S pad PW line for the rest of the year, as this is our highest risk cross country PW line at this
time.

| presume you may bs getting some feedback on this so wanted fo assure you're informed.
{You may have been at the session with Richard Woollam the other day where this was
discussed).

Regards,
John

i@ BPXA-CEC00018431
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From:
‘Sent
To:
Subject:

inhibitor af GC2 and SC3

erd's o for ol HSE ks We'l s iF s s ot way lo dbivsingss.

From: PBU, GIG Prod Chim T

Sa: ﬂbly.m% 19801142

Tor PBU, BO2 OpsTmiter, PBU, aszmxfmﬁau GL3 OpnTrldr Pﬂu O Load Tuthe..coe ;

o FRU, Mefl Coord - POG; PBU, SI0 NS TL FelwPhilps; Sraefod, Gay R Fﬁqﬂumn..mmwgﬁnm

gt D Hown and flush the. W vetler %~Whm ‘r!seacamk racenily filled an
a&ﬁmmedtniaslabﬁu! 13 more days {@round June mm Agmn when the tank I emply, please’ mutihe wmpdovm and
flush the squipment with waler.

The cuirent plan Is b inject the rammining nvantory of EC1081A into ihe high risk §-68 ling that runs from M to & pads.
At & 40 ppm rate, we will have snouh produds to treat this 40,000 BWD for about 250 days.

Bost Rugords,
John Todd

=
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From: Daniel_G_Rey@nalcoexxon, com

Sent: Wednesday, June 08, 1989 6:53 AM

To: “David Horsup at SUG. HUB.CONEEC"@nalcoexon.com; "Daniel G Rey at
SUG_HUB CCNEEC"@naltosxxon.com; Crawford, Gary R

Ca: PBU, CIC Pred Cherm Todd/Spano; Brown, Richard A (NEEC)

Subject: Ref2}: Urgent - Please Review and Comment

Additional Header Information:

Received: from amgw3.bp.com {{208.221.178.129]) by mail.nalccexxon.com {Lotus SMTF MTA
vé.6.1  {569.2 2-6~1998}) with SMTP id 8825678%.007B3508; Mom, 7 Jun 1999 17:25:45 -0500
Received: by amgw3.bp.com; id SAAL93S50; Mon, 7 Jun 199% 18:22:21 ~0400

Received: from amclvx8.clv.am.bp.com{181.99.146.100) by amgw3 via smap
(v2.1}
id xmali8311; Mon, 7 Jun 99 18:21:55 ~0400
Received: by AMCLVAE with Internet Mail Service (5.5.2232.9)
id <M3BMQYSG»; Mon, 7 Jun 1999 18:21:55 ~0400
Message-ID: <05481C2F274CD011882A0000F8024RCDO2ETIAD ] @GAMANCK2>
From: “"Crawford, Gary R" <CrawfoGREBP.com>
Ta: "'David_Horsup@nalcoexxon.com’” <David Horsup@nalcoexxon.com»,
"'D. Rey'" <Daniel G Rey@nalcoaxxcn com>
Ce: "PBU, CIC Prod Chem Todd/Spanc” <PBUCICErodChem@iP.com>,
"Brown, Richard A {NEEC)™ «<BrownR1@RE.com>
Subject: RE: Urgent - Please Review and Comment
Date: Mon, 7 Jun 1859 18:20:41 -0490
MIME~Version: 1.0
X-Mailer: Internet Mail Service (5.5.2232.9)
Content~Type: multipart/mixed;
boundary="-~~-_= NextPart_ 000 01BEB134.25EDAIBE"

David and Danny,

T
tha budget) : sopdykathan an sorrrsstEbaBoal Y
arecmostucontident: wonld allow sion amt measurable cory damaget é good
news is that we have encugh 98VDO19 and 99VDC54 in Alaska oy on its way, that conversgion
cannot’ logistically happen befeore September 1 which is just in time to meet the budget!
Alse, very importantly, this gives us time te gather more B, X, and R LDF data as well as
complete the well line test at A-13.

Attached, are some slides summarizing our intentions at this time.

The

timeline is critical and we have been instructed to work back from September

1 to nail down the dates for ordering and shipping 95VD042. Please review these slides
and provide input regarding the drop~dead order and ship dates.

We will not be ordering any more $8VD019 or 99VD0DS54 unless something goes wrong with the
29VDO42.

Preliminary ER probe data from X pad indicates ne change in performance.
However, R pad data may show a shift toward slightly higher corrosivity (2.8 to 4.3 mpy)}
but we feel it is still too early to judge that small of change.

1

BPXA-CECO0000012641



138

Also, significant preduction changes from R pad have been occurring, creating more
complexity. The EOA still has no cox ien data from their well line fest sites,

Are thers
Richard?

any other concerns that need o be add

od before we finalize the plan for

John/Andy ~ I assume we still have EB at the WEM's and GC's to inject if OIW/BS&W become a
problem?

Thanks,
Gary

<<99VDO49ERpPlan, ppt>>

From:

David Horsup@nalecoexzon.com{SMTP:David Horsup@nalcosxxon.cam]

Sent: Monday, June 07, 1893 9:48 AM

To: Paisley, Dominic M.; Crawford, Gary R; Woollam, Richard C.
Ce:x "Richard A Brown at SUG_HUB.CCNEEC"@nalcoexxon.com; PBU, CIC
5 TL

> Felix/Phillips; Felix, Rick D; PBU, CIC Prod Chem Todd/Spano;
“Daniel G

> Ray at SUG_HUB.CCNEEC"Qunalcoexxon.com

> Subject: ~  Re: Urgent - Please Review and Comment

ZVV VY VY

Richard,

VWV Y VY Y

The team discussed this, this morning and the géneral consensus
Wa s
> that migratjen over to the 049 chemistry would offer the
minimum risk
> scenario. Obviously there are risks associated with it but
these
> would be less than a total field-wide reduction in dosage of
10%.
> Since this product contains a new demulsifier at a lower
dosage, it
> might be wise te have some of this on hand in case of an upset
at the
Gathering Centres. In terms of logistics I do not foresee any
problems at this end. Danny will be able to give you a clearer
indication of timings fer subsequent rail car quantities. FHow

o
a
=]

would you look to implement this?

Best wishes,
David

Reply Separator

Subject: L]rqar\t ~ Please Review and Comment
Author: “"Wgollidiy Rivhabd €.” <WoollaRCEBF.com> at NEEC
Date: 06/U6/ 99 2RSS

VYV VVYYVYYYVYVYEYVY

> Additional Header Information:

> Received: from amgw3.bp.com {{208.221.178.128}) by
mail.nalcoexxon. com

> {Lotus SMTP MTA v4.6.1 (562.2 2-6-1998)} with SMTP id
> 86256788.00766E10; Sun, 6 Jun 1999 16:332:34 -0500

2
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> Recelved: by amgw3.bp.com; id RAAQB296; Sun, 6 Jun 1899 17:30:15
oo

Received: from amcivxS.clv.am.bp.com({161.9%.146.1

amgwd via

ap

> {V2.1)

> id xmaG08266; Sun, & Jun 98 17:38:10 -0400

> Recelved: by AMCLVXE with Internet Mail Sexvice (5.5.2232.9)
> id <LXSS10HI>»; Sun, € Jun 1999 17:30:11 ~0400

> Message-IDt <05481CZF274CDO11R882A0N00FS024BCDO2EGAGSDRAMANCEZ>
> From: "Woollam, Richard C€." <WoollaRCE@BE.com>

> To: "Paisley, Deminic M." <PaisleDMEBP.com>,

> "Crawford, Gary R™

> <CrawfoGREBP.com>

> Cc: "'Brown, Richard A {NEEC - Anchorage}'®

> <Richard A Brown@nalcoexxon.com>,

> YPBU, CIC NS TL Felix/Phillips®

> <PBUCICNSTLABP. com>,

b3 "Felix, Rick D" <FelixRDRBE.com>,

> "PBU, CIC Prod Chem Todd/Spano” <PEUCICProdChem@BP.com>,
"Ray,

> Danny (NEEC - Sugarland)’'”

> <Daniel G Rey@nalcoexxon.som»,

> **Horsup, David (NEEC ~ Sugarland}'™

> <bavid Horsup@nalcoexxon.com>

> Subject: Urgent ~ Pleass Review and Comment

Date: Sun, & Jun 1999 17:29:05 -0480

Importance: high

¥~-Priaritys 1

Return~Receipt~To: "Woollam, Richard C." <WcollaRCEBP.com>
MIME~Version: 1.0

X-Majler: Internet Mail Service (5.5.2232.9

Content-Type: multipart/mixed;

boundary="-—-- = NextPart 000 _01BEB063.C15A110E"

)

SaeydDeninic,

Ciscussedowe are under: signibficant pressure to reduce - the budget’

was o reduce chémicgal

YOV Y Y Y MY Y VY Y VY VY VY Y Y Y Y

sospions bhat was

atealy 10% through' the remainder of the year: Ag

SinenlETiEke te 3180 ¢onsider expanding - the 049 to the Bads shiwn in

£l

> attached, effective immediately.

" :

> Efoweowere to pursue.the 049 expansion; T think We weuld get almost

=

>

> cost. reduction. as.we would be cutting 10§ sn injection raves; can
gon

pleases

>
> confidawm this is-the case including the timing and logisticg. Can wWe
>okarget an. Augustist start date?

BPXA-CECO0000012643
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Eoom a5l
the currant

(VY

I ounaaf.d

Ty

e Wik e Eas
If we move te U489,

we will get the 10% reduction 1n corrosion

W

» inhibitor costs and we

may

> not

> get the increase in corzosion rate.

>

> I fully accept that this is a risky call and we will have to review
> the risks associated with it.

>

> In crder to maximize the benefit from such a move we will have to

make

> some

> decisions very quickly. John, Rick and I are meeting Monday to
discuss

> this

and a number of other budget options. Could you please have your
thoughts together, cost implications, timing, logistics ete., by noon
Monday, June 7th, so we can make 2 decision in the afterncon.

andithe cessstion oFRbEe PR dntectdon: (with the sxgapticn

ko for the pudget theough the remainder of

If you have any questions, concerns then please let me know (break
inte the TL's meeting as required).

Thanks and sorty for the short notice ~ it only occurred to me
yesterday that this was an option!

Rivhanrd.
<<Chemical Budget Buster.xls>>

=

> PS Danny/David - Can you please start working some of the issues
first

> thing

> in Houston - the logistics are going to be a big part of this one! T
> would also like some thoughts from Sugarland on the potential risks -
likely

> performance of 0439 in essence!

>

>

Gary:

Thanks for the heads up. You indicate in the PPT slides that you will
order RC guantities of $9VDG4S on July 7 for a July 15 ship date. What

is the anticipated quantity? Are staggered ship dates ok?

We need to make sure we're ready on this end with production
scheduling, raw materials, etc.

Thanks, Danny

BPXA-CECODD00012644
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From: Woaollam, Richard C.

Sent: Wednesday, March 08, 2000 10:57 AM

To: PBU, APC Manager

Cc: Martin, Michetle O; 'Gabrielson, Lee’; ‘Burrows, Don'; Laasch, Jack {APCI); PBU, Chemical
Foreman; PBU, CIC NS TL Felix/Phillips

Subject: RE: APC Budget

Bob,

Thanks for the note.

Unfartunately, the oil business is essentially assessed on §ifting cost not on the il price, therefore, as the production level
at PBU continues on its relentiess decline so must our costs follaw, The general deciine rate over the {ast few years has
been between 12 and 15% and while the forecast is for this to reduce # still represents a reduction of some 10% per
annum, Just to emphasise the point, the amount of money/budget is aimost completely independent of the ol price.

-AS a conseguence, the overall PBU budget-is declining and the CIC Group, as part of that overall, is ajso declining. The
iype of performance we are asking of you is.not different to that which we expect of anybody.in the organization.

The idea behind a managed service is that you, as the expert, are best able to reduce cost and increase efficiency, if this
is something that you do not wish to do then please let me know and 'l do it. However, clearly, if | manage the program
rather than yourselves then we nead {o {ook at the contract structure in detail,

We have a meeting scheduled for next week - | will be available between now and then if to discuss the way-forward,

Thanks.
Richard.
From: PBU, APC Manager
Sent: Tuesday, March 07, 2000 7:15:PM
To: Wooftam, Richard C.
Cc: Martin, Michelle O; 'Gabrisisan, Les'; ‘Burrows, Don'; Laasch, Jack {APGY); PBU, Chemical Foreman, PBU, CIC NS TL
Felix/Phillips.
Subject: APC Budget
Richard,

Thank you for your response to our proposai to reduce the APC budget by 8% for the year 2000, | am disappointed
in your answer.

Qver the last severat years, the management and empioyees of APC have worked tirelessly fo meet BP expectations
for service quality and cost. 11998 was.our.most challenging yeat yet. Qur.crews worked-hard and made many
personal sacrifices to try to mest your goals.- Now; they're tired: They haven't had raisesin.yen ere. sren‘t
enough peoplé ta'do the dermanded work-load:: They are frustrated because they can'l get.ever o

frustrated because they can't meet their own expectations for a high Guality of thorough-work: and frusi{ated because
-vour employees are guick to make negative comments about APC as an emipioyer;

VWhen oil prices were below $10.00 per barre!, we were all willing to pitch in and help reduce costs., We did as much
waork.as.before {(or as close as we could get) with reduced resources. Now, with oit at over $§30.00 per barrei, you are
asking us to cut another approximately $300,000.00.

We:can't cut people (we don't have enough to do the work now!), we can't cut wages (we'll lose the excelient people
we have worked so hard to keep!), and about $55,000 of the cuts is from money paid to vendors (VECO, PEAK,
ARCO, etc.} over which we have liftie hope of control.

So, whal yau are asking us to do is to give up almost $300,000.00 in corporate profits. Profits that have already

1
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been cut from what was available in previous years. Profits that go (o Alaska Natives - not a nameless corporation
but real people who depend on this money for their existence, for basic human services, and to develop a future for
their chitdren

You have demanded that | take $300,000,00 away from aur shareheiders, and then continue to find some way to

.make our employees continue to'work beyond their capacity deny them any additional help {or finance help by
taking even more money from the sharehoiders), and then expect the employees {o keep their high standards of
service quality, safety and environmental stuardship:

} can not, in any manner of good faith; make such-a suggestion.to my. emplayer, my empioyees, of even o BP. | will
be meeting with Lee tomorrow (March 8) here in Deadhorse and will discuss my concerns with him. | urge you o
reconsider your demands. {n my opinion, they are not in the best interests of your company.

Bob Carmichael
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From: Wooltam, Richard C

Sent: Sunday, January.07, 2001 §:38.PM

Ta: Sprague, Kip P (ASCG)

Ce; Matthews, Lonnie T; PBU, CiC NS TL Felix/Phillips
Subject: Smart Pigging the Oit Sales Lines

Kip,

Can we smart pig both the EOA and the WOA off sales tine? If there are issues what are they?
Also, what sort of inspection data and damage, if any, are we seeing in the oil sales lines?

The reason is, as part of the 1% leak detection for ADEC rather than install $ 20 miltion of metering one option would be
{0 smart pig every 3 years instead, at approx $50,000 x 2, every third year is considerably cheaper than § 20 mittiont!t

Thanks.

Richard.
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From: Woollam, Richard C

Sent; Monday, January 08, 2001 12:10 PM
To: Anderson, Doug M (ASCG)

Ce: Sprague, Kip P (ASCG)

Subject: FW: Smart Pigging the O Sales Lines
Attachments: OT Metaf Loss.ppt

Doug,

Could you please pulf the inspection data for the EQA and WOA oif sales ines and review,

Thanks.
Rlchard,
-==-Qriginial Message-----
From: Sprague, Kip P {ASCG)
Sent: Monday, January 08, 2001 10:43 AM
To: Wooliam, Richard C
Subject: RE: Smart Pigging the Oil Sales Lines
Richard,

We could fikely Sman Pig each of thesg lines but'not withuut considerable amount of work. A few issues are:

e . Difficult launch da to short fraps and long pigs. (managed in ‘98 but had to modify the nose cone of the pig fo
squeeze it in the trap)

= Flow rates are below smart pig recommended specifications. Successfut in the '98 and data was pretty good but, PH
cannot guarantee quality/sizing.

+  Current configuration of EOA piping at SK-50 (18" jumper to WOA 34", Piping would have to be reconfigured and {
believe the P81 metering has been removed: Would likely have to speak with shared service to find out hat would
be required of what options exist. Also, | am not familiar with physical access 10 the Jaunch trap but, assume we tan
joad the pig.

MVOA has.seen quite a bit of intemat and a fair amaunt of externat damage, Internal is smalt pit networks. ®.6:00
azimuth. | don't have access to CATS right now but my thoughts are that the oiis sales line has cotinyed 1o degrade
very sfowly. | am fairly sure we did very fittie of the planned flowline program in 1999 and 2000 sd, not sure there is much
recent inspection to analyze.

+EQAhas done little or nothing for inspection of the sales line. Nothing to offer there.

Enclosed plot of '98 S_Pig Reporied Metal Loss -

Let me know if you want to proceed with the smart pig option, when you have to have all the answers; and | will do some
investigation.

Kip
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From: Foust, Nancy C

Sent: Monday, May 14, 2001 7:47 PM

To: Woollam, Richard C

Subject: RE: CiC Group Team Leader Meeting - 21st May
Richard --

{ had not heard this. 1 will be attending the FMT meeting tomorrow and wilt attempt o ascertain the status of these
programs in regards to the MR budget.

««««« Original Messaga----

From: Waollam, Richard C

Sent: Monday, May 14, 2001 7:24 FM

Tao: Foust, Nancy C

Subject: PW: CIC Group Team Leader Meeting ~ 21st May
Nancy,

:Please see-below, obviousty these are difficult times for the GPB budget and, unfortunately, I shall not be at the FMT
meeting tomorrow, however given all the press. coverage recently around. integrity I would fike to understand the
thinking behind the decision John/Rick are.i dicating has been taken for the:CUL {corrosion- under insulation} and
below-grade road crossings {smart pigging). Lould youn please help me understand the context/forward plan

Thanks.
Richard.
-----Qriginal Message-----
From: PBU, £1C N5 TL Felix/Phillips
Sent: Monday, May 14, 2001 6:36 PM
Woollam, Richard C
Feiix, Rick D
Subject: RE: CIC Group Team Leader Meeting - 21st May

Based on what RDF just showed me at handover, CUI Mitigation, CU{ Detection; and Smart Pigging are:ali on "hoid”

-and are helow the line. | believe he just found:this from Jack out prior to handover, so hadnt had time to:retay ityet,

It.does loak quite bad thus far, Rick can provide better context than | can on the discussions held over the past few

days:
John
~~~~~ -Original Messaga-----
From: Wooliam, Richard C
Sent: Monday, May 14, 2001 £:30 PM
TJo: PBU, (3C NS TL Felix/Phiffips
Subject: RE: CIC Group Teamn Leader Meeting - 21st May
John,

What is the fatest on the MR? Did s-pigging/CUT fall off the ist?

Richard.
wwemeOrigingt Message---
From: PBU, CIT NS TL Felix/Phillips
Sent: Monday, May 14, 2001 6:28 PM

To: Waoflarm, Richard C
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Subject: RE: CIC Group Team {eader Meeting - 215t May

| take it the current ASCG issues will be covered under Inspection Program delivery? Also, we need to be
ready to commit to what we'teeally going to do (or.notida) this year based onihe new bloodbath
‘numbers;..i.e. drop $-pigging; scale pack Ul drop:crews/activity, whatever.

John
----- Original Message--—-
From: Wonoltam, Richard C
Sent: Monday, May 14, 2001 5:50 PM
To; PBL, CIC NS TL Felix/Phillips; Paistey, Dominic M; Felix, Rick O
oy Foust, Nancy C
Subject: CIC Group Team Leader Meeting - 21st May
All,

Please plan on a CIC Group Team Leader meeting for the 21st May, 10:00 am start.
The main agenda topics,

s YTD HSE Review

= YTD Technical Review

«  YTD Financial Review

»  New people issues

s Inspection program delivery

«  GPB budget pressure and options

Are there any other topics? Please be prepared to talk about our options around the GPB budget, in
particular, can we see any cross-department opportunities?

Richard.
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From: Wooitam, Richard C

Sent: Monday. May 14, 2001 7:57 PM

To: Foust, Nancy C

Subject: RE: CIC Group Team Leader Meeting - 21t May
Nancy,

Thanks, I knaw there are some tough decisions to be made;, but, on the face of it this seems fike a poor choice, however,
there maybe some other-grand plan which [ am simply not aware of or some other circumstances/background - I'd really
just like to-understand the context.

Jf, at the end of the day, the FMT has decided that the this is the most appropriate action and the FMT.is prepared to
deal with the regulatory/reputational fallout then we, the CIC Group, will defer the external program and stand-down our
current contract manpower.

Did you get copied on the FMT agenda?
Thanks.
Richard.
weee0riginal Message-—-—
From: Foust, Nancy C
Sent: Monday, May 14, 2001 7:47 PM
To: Wooliam, Richard C
Subject: RE: CIC Group Team Leader Mesting - 21st May
Richard -

| had not heard this. | will be attending the FMT meeting iomorrow and will attempt 1o ascertain the status of these
programs in regards to the MR budget.

----- Original Message----

From: Woollam, Richard C

Sent: Monday, May 14, 2001 7:24 PM

To: Foust, Nancy C

Subject: FW: CIC Group Team Leader Meeting ~ 2ist May
Nancy,

Please see below, cbviously these are difficult times for the GPB budget and, unfortunately, I shaft not be at the
FMT meeting tamorrow, however given all the press coverage recently around integrity I would fike ta
understand the thinking behind the decision John/Rick are indicating has been taken for the CUI {corrosion under
insufation.and below-grade road crossings {smart pigging). Could youn please help me understand the
context/forward plan

Thanks.
Richard.

----- Original Message— -
From: PBU, CIC NS T, Felix/Phillips
Sent: Monday, May 14, 2001 6:36 PM
To: Waollam, Richard C
Cex Felix, Rick D

BRXA.CECONANTONN
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Erom: PBU, CIC NS TL Feilw/Phillips. 5801:5!16/2001 12:14 PM.
To: Felix, Rick Dy Woollam, Richard C; Paisiey, Dominic M.

Cer T
Beo: T o

Subject: RE: CIC Group Team Leader Meeting - 21st May.

Gents,

Discussed all this with Ruth yesterday. She indicated that $2MM will be earmarked from
contingency to do CUI work; we're already waorking on a program redesign based on that
assumption. Several of us will be having a telecon meeting this morning at 10:00 to
discuss funther. | assume we will focus on detection and let repairs get covered outside
the CIC AFE's.

falso have a meehng with Ruth and George Blankenship tomorrow to plead our case for
inic/Kip are working U some Backup material to support thatiss™
. dxscussxon ie. ADEC. commitmants and pipefine integrity management phx!msophy

I am aiso intending to tell ASCG Site Supervisor to freeze hiring till they hear from us next
week after our related discussions-are held. There was a package rofled out at the
morning Ops meeting today which attempts to explain why we're taking the budget
measures that are happening; will roll that aut to core staff today. Other groups are in the
process of scaling back work, so the work environment here at GPB is not going to be too
good the next few weeks.

Regards,
John

~~~~~ Original Message-----

From: Felix, Rick D

Sent: Wednesday,May 16, 2001 1:07 AN

To: Woollam, Richard C

Ce: PBU, CIC NS TL Felix/Phillips

Subject; RE: CIC Group Team Leader Meeting - 21st May

Richard,

; . My understandmg is that Jack/Ruih or 7'7 will be takmg the latest xteratton
of the MR Budget back to the Owners to show/tell them what we've decided (or not} to do.

‘My:guess; andd think-Jack's; ywillals that ing CUbwilbpurusiat
sodds with:the-regulators, resultingdn. ihem ;authorizingmorefunds onwill expect BR:to
;dent;fy which items abiove the jine will fall-off to make 16om.

John - can you talk with Ruth if she's up this week to see what spin she has. Any repsonse
from Jack on the smart pigging?
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Rick
CIC NS Team Leader
x5050, bpr 2267

----- Qriginal Message-----

From: Wooliam, Richard C

Sent: Monday, May 14, 2001 6:40 PM

To: Felix, Rick D

Ce: PBU, CIC NS TL Felix/Phillips

Subject: RE: CIC Group Team Leader Meeting - 21st May

Rick,
What's the story here? How did it all change or was there no rationale?
Richard.

----- Original Messageg----—

From: PBU, CIC NS TL Felix/Phillips )
Sent: Monday, May 14, 2001 6:36 PM *
To: Woollam, Richard C

Cc: Felix, Rick D

Subject: RE: CIC Group Team Leader Meeting - 21st May

Baged on what RDF just:sh dineat-handover, CUl-Mitigation; CUl.Detection; and
Smart Pigging are all on *hold” and are below the line. bhelieve he just found this from
Jack'out prior 1o handover, so hadn’t-had time to relay it yet. it does look ‘quite bad thus
far. Rick can provide better context than | can on the discussions held over the past few
days.

John

----- Originad Message---

From: Woollam, Richard C

Sent: Monday, May 14, 2001 5:30 PM

To: PBU, CIC NS TL Felix/Phillips

Subject: RE: CIC Group Team Leader Mesting - 21st May

John,

What is the latest on the MR? Did s-pigging/CUl fail off the list?
Richard.

»»»»» Criginal Message-----

From: PBU, CIC NS TL Felix/Phillips

Sent’ Monday, May 14, 2001 8:28 PM
To: Woollam, Richard C

BPXA-CECQ0007096
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From: Foust, Nancy C

Sent: Monday, October 15, 2001 10:34 AM
To: Wooltam, Richard C

Subject: RE: ACTION: 2001 Year End Forecast

Thanks, Richard. if the things you're working come fo fruition, along with the increases, you shouid end up $2.0m over
instead of the current $3.0m. Hopefuily additional insights will come up that will help to reduce the negative variance
even more.

Nancy

Origirat Message--

From: Waooffam, Richard C

Sent: Monday, Cctaber 15, 2001 8:52 AM
Tor Foust, Nancy C

L NSU, CIC TL; Felix, Rick D (Anchorage)
Subject: RE: ACTION: 2001 Year Eng Forecast
Nancy,

The following budget adjustments are known tg date,

»  ~$ 750,000 moving as much O&M money to CUI AFEs as appropriate

s ~$ 300,000 of MeOH which should have been charged to the field

= ~% 100,000 in stores issues which can be charged to ASCG Insp Inc. under the contract

s ~% 50,000 in overhaut crew costs/manhours which should have been charged to Operations Support
Being worked,

o ~% 150,000 in scaffolding costs which should be charged to Operations Support as this was a tem;iorarv
instaliation rather than permanent

»  ~$ 100,000 in AII overhead costs and manpower if negotiations are succesful
Upward pressure/declined options,
s ~$ 200,000/month in PW/CT costs which can not be saved as indicated by George

+  ~% 200,000/month in AIl manpower coists which can not be saved, again as directed by George, however, T
have nat told All as I'm sttt trying to get an averhead reduction and this is all part of the pressure

= ~% 200,000/month in increased C1 costs when B Train and Big AL come back on line

If there are anyt questions please fat me know,

Thanks.
Richard.
~~~~~ Original Message—--
Frem: Foust, Nancy C
Sent: Monday, October 15, 2001 8:12 AM

EPXA-CEC00007059
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Subject:

Richard -
What is the

Nancy
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‘Woolam, Richard C
RE: ACTION: 2001 Year End Forecast

impact of this for you?

~~~~~ Qriginal Messaggs----

From:
Sent:
To:

(==
Subject:

Btankenship, George R

Friday, Octaber 12, 2001 11:01 AM
Foust, Nancy €

Wastiam, Richard C

RE: ACTION: 2001 Year End Forecast

.Two issues. . 1) stopping the planned Clui-program at the end of the program.. i think-we-are clear, we will

siop.

2) where the money gets charged. | do not have an opinion on that, it all comes out of the opex budget and
it does not change how much is available {o spend.

George

Qriginal Message-----

From: Foust, Nancy C

Senty Friday, October 12, 2001 10:47 AM

Fo: Blankenship, Gearge R; Wooilam, Richard C

Subject: RE: ACTION: 2001 Year End Forecast

Yes, it makes sense. To make sure we're all clear, you want Richard to move the $800k from O&M to

the

$2.0m AFE?

--meeQriginal Messager---

From: Rlankenship, George R

Sent: Friday, Cctober 12, 2001 10:38 AM
To: Foust, Nancy C; Wobilam, Richard C
Subjeck: RE: ACTION: 2001 Year End Forecast

The planned program for the CU! inspection has been completed therefore the program is over for
2001, We will have a stepped up program for 2002. The sound bite is that this is NOT a reduction,
but a compietion of the planned program.

Does that make sense?

Geoige
~emOriginal Messags:
From: Foust, Nancy C
Sent: Friday, Cctober 12, 2001 10:16 AM
To: Woallam, Richard C; Blankenship, George R
Subject: RE: ACTION: 2001 Year End Forecast
George -

Refresh my memory - did you decide to teave the $800k CU! O&M where it is (.. not move it
{o the $2m CU! AFE which wouid effectively shut down the program for the rest of the year}? |
don't recall a decision but you did ask about the possibie explanatory "sound bite."

Nancy
-«--Original Massage-----
From: Waollam, Richard C
Sent: Thursday, October 11, 2091 9:59 PM
Ta: Blankenship, George R
Ce: GPB, Ops Mgr; Foust, Nancy C; NSU, CIC TL,; Felix, Rick D (Anchorage)

2
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Subject: RE: ACTION: 2001 Year End Forecast

George,
Just to confirm our conversation,
s CIC Group will look for all and every opportunity to close the budget gap and save
funds thraugh the remainder of this year, including, eliminating overtime, giving folk

the epportunity to go on vacation, reducing stores/warehause issues efc., efc...

However, the-following optichs ares-not; at this wiewed as viable,

a0 PWECORGEIoN Inhibition ~ Feinstate this program which was terminated vesterday

s Production adding corrosion inhibtion - make sure that the added production is cost
effective, highly likely, otherwise continue

»  Seek opportunities to reduce NDE manpower costs, as discussed above, but do not
implement a 1/3 reduction in workforce

+  Move the $ 800,000 O&M money to the AFE therefore completing the 2001 program
of $ 2 million

e Itis recognized that there will be an up-tick in corrosion inhibition costs with the
start-up of B-Train at F5-2 and with Big Al

To be implemented,
e Back-out corrosion inhibition changes-due-to ER probes - do-this.quietly

Hopefully, this summarizes the discussion, if I made any errors, please let me know.

Thanks.
Richard.
~~~~~ Original Message----

From: Woollam, Richard C
Sent: Thursday, October 11, 2001 2:25 PM
Te: Biankenship, George R
Cex GPR, Ops Mgr; Foust, Nancy C
Subjects RE: ACTION: 2001 Year End Forecast
George,

Certainly,4:00 pm it 1. In summary, here are the imediate actions I'm proposing to take
1o reduce the CIC Group-costs/over-run,

+- - Shit-off the' PW-corrosion inhibitor on:the WOA

« Remove the corrosion inhibitor added for velocity control/management and
lower the velocity limit to the new operating procedure

+ Back-out some chemical changes which were implemented based on ER probes,
these are pretty conservative changes so not a huge risk

» Reduce the O&M NDE/inspection crews by approx. 1/3 for remainder of the
3
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year, this is approximately 30 people. The concern is that they are members of
PACE/OCAW and how this would be interpreted in view of the integrity issues
raised by ORT

Move O&M costs which have been spent on external corrasion to the external
corrasion AFE. In a sense this will reduce expenditure on external corrosion
since we would have effectively spent an additional ~$1 milion had we not been
forced to move this money to the AFE

There is a major up-tick coming in CIC costs with the re-start of FS-2 B Train/Big AL and
the large water volumes associated with this production.

Hope this helps.

Richard.
~~~~~ Original Massage-«---
From: Blankenship, George R
Sent: Thursday, Qctober 11, 2001 2:12 PM
To: Waoollam, Richard C
Cex GPB, Ops Mgr; Foust, Nancy C
Subject: RE: ACTION: 2001 Year End Foracast

Richard, apparentty me and several other folks are confused. | have a mesting in
Jack Fritts' office at the BOC with Naney at 4pm. Can you call in there and we can
taik about this.

Thanks,
George
we-Originat Message-----
From: Woollam, Richard C
Sent: Thursday, October 11, 2001 2:01 PM
To: Blankenship, George R
Subject: RE: ACTION: 2001 Year End Forecast

... 'm confused because I haven't suggested at anytime reducing our external
corrosion program, the NDE crew reductions are for the general/internal
inspection program.

The only impact for external is that we are going to move some costs which are
currently carrying under the O&M budget, which we accumivlated in the first half
of the year awaiting various decisions, into the correct AFE.

Richard.
~~~~~ QOriginal Message-----
From: Blankenship, George R
Sent: Thursday, October 11, 2001 1:58 PM
To: Wocliam, Richard C
Subject: RE: ACTION: 2001 Year End Foracast

Specifically "corresion under insulation” inspection, | thought the secand
sentence said that. Sorry if { confused you.

George
---- Qriginal Message-----
From: Wooltam, Richard C
Sent: Thursdfay, October 11, 2001 1:48 PM

BPXA-CEC00007072
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To: Blankenship, George R
Subject: RE: ACTION: 2001 Year End Forecast
George,

Sorry, I'm confused, does this refer to the external inspection program?
Internal inspection program? PW inhibition? Can 1 give you a calt
somewhere to clarify?

Thanks.

Richard.

~«-Original Messagea:

From:
Sent:
To:

Ce:
Subject:

Blankenship, George R

Thursday, October 11, 2001 1:26 PM

Wooltam, Richard C; Foust, Naney C; GPB, Ops Mgr; GPB, Cps
Suppart Mgr

Farnham, C Drais

RE: ACTION: 2001 Year End Forecast

We have actually had quite a bit of discussion on this:subject with
Neil McCleary and Steve Marshall up hére on the sl ope the ast

couple of days. :

disiaconsensus that
insulation for, the {ast couple months

ye
husmess decision; giver all the factors nvolved: W?u!e $ apgsreaxate
and applaud the effort to-identify opportunities for savings.we need.
10 keep-fooking. +This onie will riot pass the test.

Thanks,

George

~~~~~ Original Message----

From:
Sent:
To:
Subject:

Al

1 agree, we need to understand the vanances however.

Waooftam, Richard C

Wednesday, October 10, 2001 12:00 PM

Foust, Nancy C; Blankenship, George Ry GPB,; Ops Mgr
RE: ACTION: 2001 Year End Forecast

needed t@ take some: zmmematﬁ B

solid-optimization. appexmmttes.

Richard.

~~~~~ Original Messages----

From:
Sent:
To:
Subjerct:

Richard

Foust, Nancy C

Tuesday, October 09, 2001 B:44 PM

Whooliam, Richard C; Blankenship, George R; GPB, Ops
Mgr

RE: ACTION: 2001 Year End Forecast

BPXA-CEC00007073



; P may be that we fmd st
ry to ;erk around because it's imperative wa mest
the budget and we have a very short time to make up the
variance. #t does really highlight, however, the need for us
10 stay on top of our costs and understand what is driving
them so that we can respond early and in a controlled,
thoughtfui manner. Been a great (aithough not fun)
learning experience for me.

I encourage you and your team leaders to continue digging
to determine what it is that is driving the costs and what may
be differing in our operations from the 2001 plan.

Let me know if there is anything at all | can do to help.

Nancy

~—--Qriginal Message---~

From: Wooliam, Richard C

Sent: Tuesday, October 03, 2001 &:51 FM

To: Foust, Nancy C; Blankenship, George R; GPB, Ops
- Mgr

Ce: NSU, CQIC TL; Felix, Ritk D (Ancharage)

Subject: FW: ACTION: 2001 Year End Forecast

Nancy/George/Ruth/Jack,

-available 5 us; bs i .
- be some congerns raiked - thi

If there are any questions, please let me know.
Thanks.

Richard

- (riginal Message- -

From: Wooliam, Richard C

Sent: Tuesday, October 49, 2001 6:44 PM

To: Morales, Neah L (NEEC); Crawford, Gary R; NSU,
CICTL

[o Felix, Rick D (Anchorage); Foust, Nancy C

Subject: FW; ACTION; 2001 Year End Forecast

Gary/Dominic/Noah,

As you may know we under a huge-budget pressure for
the last quarter of the year-and therefore we have to
take some rather disagreeable meaures: Can you please
implement the following changes/reviews;

BPXA-CEC00007074
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o .Shut down the PW inhibition systems.for
7 remainder Of the year

« . Dis-continue the additionof corrosion inhibition
for velacity control.

« Reverse all chemical changes made since
1/1/01 which were based on purely ER probe

changes and which did not involve either WLC
> 2oralpha =0

s  Wet gas inhibition to continue - the
consequences are too high here
s Review all the CL/LDF data for potential
reductions beyond the reversals identified
above
These need to happen as soon as possible.

Thanks.

Richard.

--~Criginat Message-----

From: NSU, CICTL

Sent: Tuesday, October 09, 2001 8:51 AM
Tox Waogllam, Richard C

Cet Felix, Rick D (Anchorage)

Subject: RE: ACTION: 2001 Year End Forecast
Richard,

Based on your other note, it appears that Ops
Corrosion and Inspection are the 2 areas that are
aver spent based on 3 quarters of the year.

The Ops. Corrosion is not too surprising as 1Q and
some of 2Q were expensive, with 129/118 on the
East and Summer version not in the system. The
comporisen I did with Andy's numbers indicated we
are broadly in line to meet the {non linear)
projections for chemical & transportation costs, with
costs currently running under projections by $0.25
million. The detail showed costs to be down by $1
million at FS-2 due to B-train ete but up elsewhere,
most nobably GC-2. There is a potential over-spend
of ~ $0.5 million if B-train, Big AL and 16/17C come
on mid-October, which seems a worst case estimate.

Of course, this doesn't compare the current status
with the budget but it does indicate that chemical
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and transportation costs are largely where we
predicted them to be, with the exception of 6C-2.
As we predicted a spend of ~ $3.5 million less than
we started the year, it looks like we are still going to
deliver the $3 million we set out to, even if B-train
comes back up.

Re: Inspection, do these costs include the external
inspection that we have not transferred to an AFE ?
If that is backed out, where do we stand ? Can we
work up some simple inspection costs from the
ground up in a similar manner, to give an indication if
the costs are reasonable i.e. X,000 items at Y
items/manhour and Z $/hour. It may give us
something to focus us.

“Tdeas for saving money, innaparticularorder:

o Tirn off PW chemical and hope the BCQ
sinhibitor will help out here.

s« Turn off the wet gas inhibitor on the West (not
a wise choice but could be defended as a short
term measure ?).

s Stop the velocity additional chemical. This is
proposed in the revised velocity g'lines but not
enacted until the new g'lines are formally
adopted by Ops. ~ $125,000/qtr. Easy win.

» Re: backing out T increases. There are a couple
of aptions:

« We recently decided o limit T increases
based on ER probe data to +5% due to data
quality/reliability. We could apply this
retroactively to the start of the year. This
would have the advantage of not breakng any
of our protocols - just back dating a recent
revision,

» Remove all ER-probe based changes since
1/1/01, as proposed.

I can carry on digging in to cost codes but it would
be great to get some professional help. Wha can
help us one on this ?

Cheers,

Dominic

BPXA-CEC0DO07076
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«  Satejlite production and E/F pad impacts $ 0.750 mitlion

Totat $ 1.155 miltion
Details below,
{
!
RE: Fand E PAD
Production Imp..,

The intent, as discussed in the e-mail above is to meet both these chalienges within the original $44.5 million budget for
2002 through judicious program management and optimization. As a conseqeunce of these pressures there is little room
for further program ‘optimization' however, with careful management of OT and strict closure of programs at completion
of work scape it is probable that a revised LE for 2002 of $44 millicn is a challenging but achievable target for 2002.

Note, the proposed target of $44 million is approximately $0.5 million below the fast LE submitted at the beginning to
Steve St ] and Jahn B., please see below.

IE: GPB Budget LE
Update

Further reductions beyond the proposed LE of $ 44 million will require significant changes to the program scope above
and beyond the optimization opportunities which will affow us to defiver the $44 million discussed-above.

1n order to deliver substantial costs in the second haif of 2001 then major changes to the major elements of the CICs
programs would be required. The major drivers for the program are,

Amount of in-service equipment Drives inspection activitly
Drives monitoring activity

Fluid composition and rates Drives chemical activity

Below are a list of aplions froms within the:CIC budgety edch of which will deliver apbr@‘ximat‘ew S1-million if implemented
in the seocnd half of the year. In summary;:

Llo.estimate: IS5C X e i
there would be an approximately 3{)‘? crease in corrosmn tates i flow hnes and well hnes

s Internalinspection Program Rediction: 30% Reducing thednspection program.in.dhe; second:half of the
1%, maving.from.approximately 9-to-6-erewswould:tedute the 2H mspectmn scapeby about 10,000
& obvious concers here is with impacts/perceptions of ORT and possibly PACE.

« External Corrosion Inspection Reduction 40% Reducing the external inspection. program by 40%yield a
new 2H scope of 10,000 versus the plannned: 17,500 for'  total of 28,000 items as.opposed to the 00

tment to both partrers and ADEC. In addition to the ORT perception impacts and ADEC, there Is
of partrier perception since partners were concerned that money for extarnat corrosion would be diverted
onteragreed:

Detailed calculations for the above options are contained in the attached spreadsheet. It should be noted that some
gross assumptions about average unti costs have been made in arder to arrive at the above estimates,

2002 Budget
Options.xs {51 KB...

The above options reflect action being taken within the CIC Group. There are an aption which coutd be taken by
2
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Operations/Production which would impact our budget directly, in summary,

. Reduce Water Rates Shutting-in the 30 most expensive wells across the field would reduce 2H 02 expenses
by approximately $3 million in corrosion intiibition costs - see e-mait exchange below. This data is a little out of
date, but, it is save to assert that a $1-2 miflion could be removed with the shut-in of the appropriate suit of
wells provided that this production was not repaiced elsewhere in the field.

RE: Vol vs exp

If you need any additional information on the items discussed above piease fet me iknow.

Thanks.

Richard.

BV AT ABEAAARDTARD
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From: GPB, GC1/GC2/Fid Proc Engr
Sent: Tuesday, October 18, 2001 05:45 AM
To: GPB, Fid AMC
Subject: FY¥: MOC Velocity change & Removat of additional corrosion inhibitor
Attachments: FW: Operational Limits for Management of Erosion and Corrosion
Jerry
here is the gist of it.
Richard
‘‘‘‘‘ Original Message--—-
From: GPB, Ops Mgr
Sent: Saturday, October 13, 200% 10:55 PM
Fo: Demby, Richard A; Poweli, Jim €
=] GPB, Fd TL; GPB, FS1 TL; GPB, F52 TL; GPB, FS3/GC3 TL; NSU, CIC TL; GPE, Prod Opt TL
Subjact: MOC Velacity change & Remaoval of additional carrosion inhibitor

Richard and Jim, .

| was wondering if you guys wauld take the lead on-putting together the MOG raising the allowable erosional flow velacity
for the WOA to match that used on the EOA. ARtached is the recommendation sent to Ruth and | in-August by the CIC
Group. if you need additional informatian or insight from me, {et me know. if you have any other tquestions, please give
Darminic or Jobn a cali.

Thanks in advance for your assistance,

Jack
----- Qriginat Message-----
From: NSU, JICTL
Sent: Thursday, October 11, 2001 $:58 PM
To: GPB, Ops Mgr; GPB, Prod Opt TL; GPB, Gas Lift Engr
[ Woollam, Richard C; G SST Corr Engrs
Subject: famoval of additional corrasion inhibitor

The practice of adding extra chemical wos intreduced last year and enabled CIC and Operations ta raise the
allowable flow velocities by 25 ft/sec and therefore increase production. In the new unified velocity guidelines
we prapssed dropping this program as it is inefficient, both in terms of chemical management and-time: Gar
proposed guidelines atlow for elevated flow velocities typically 10 to 15 ft/sec higher than the old guidelines
without the requirement for additional chemical Yo be added proactively; rather we will add extra corrosion
inhibitor in response to observed corrosion through our monitoring programs, as we have always done. The new
guidelines also recommend raising the allowable erosional flow velocity (V/Ve) from 2.0 o 25, thereby intreasing
praduction. T belizve therefore that implementation of the new guidelines should be broadly preduction reutral,
relative to the curret status afthough Russ will know much better.

As the praposed guidelines have not been formally adopted, the removal of the extra chemical program will
returh us to the previous default velacity fimits. There will clearly be a production impact associated with this
and therefore we should re-visit the recommendations ta see if and when we can implement them. To quote from
the recommendations:

"It shauld be recognized that these are only recommendations; uniike other operational parameters such as temperature
t
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and pressure, there are no codified limits for flow velocity and therefore you may accept or reject these
recommendations. Thesé recommendations are presented as appropriate technical imits that aim to maintain the
integrity of equipment whilst enabling high production rates and minimizing operational costs such as chemical
consumption and equipment repair or replacement.”

What this means in practice is that C1C and Operations can work together o implement a program quickly that
meets the main requirements of the guidelines while maintaining preduction and this should prabably be done via
an MoC. Let me know how you want to proceed,
FW: Operationat
Umits for Man...

Cheers,

Dominic

Dominic Paisley

Nerth Slope Team Leader

Corvosion, Inspection & Chemicals Team
BPX Alaska

E-mail: nsucicti®bp.com

Phone: +1 (907} 659 5050

Fax: +1{907) 659 5152

Pager: +1 (907) 659 5100, pager 2267

BPXA-CECO0000017151
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was needed on the WOA. However, there has not been any communication with partners since that time
that | am aware of.

Rick,
Corrosion, inspection, Chemicals
Anchorage, AK

(9071564-4466
(907)748-2061 {cell)

--—-Qriginal Message-----

From: NSU, CiC TL
Sent: Wednesday, February 05, 2003 12:53 PM
To: Felix, Rick D {Anchorage)
Subject: FW: Master ID 2996 GPB Pig Launcher and Receiver Prefim Engingering
Rick,
Any input?
Thx,
John
Qriginal Message----
From: Farnham, C Grais
Sent: Wednesday, February 05 2003 1159 4
To: GPB, Ops Support Mgr; GPE, Dps Mar; Wobliam, Richard € NSU, CICTL
Ca: GPB, Business Lead; Northoott, John {Accenture)
Subject: Re: Master 10 2996 GPB Fig Launcher and Receiver Prelim Engineering

Folks, can anyone tell me if we have Partner "buy-in" on the above subject project anymore than
we did on AFE 4N0492 which they rejected and requested withdrawn.

While | was of the understanding that the abave subject AFE was related to prefiminary
engineering related to tempaorary / portable pigging facilities | would still haveio ask if thisisa
way fonward conversation which has been had with our Pariners. While 1. am sure it is not our
intention, approving the subject AFE within existing operator authority (WEOA) and
communicating to our Partners as an fyi, could be misconstrued as circurnventing the approvat
process and subject BP 1a future audit claims, given thelr position on 4N0482. We very much
want ta have them in agreement on this AFE, regardiess of WEOA.

Also of concern is the description / justification ..... should this proceed as an AFE | would have
expected it to be significantly different than the earlier AFE rejected / with drawn.

Master ID 2998 ... to be approved WEOQA $1.0M:

Deveiop scope and perform preliminiary engineering for lemporary or partahie pig launching and receiving faciiities on selected

lines across GPB. Installations are required to support mainfenance pigging activities 1o reduce cofrosion rates on GPB cross-

country fines, Facnhtses wilf alsa prowde avazlabxhty to sr\!emgent pig GPB cross-country tines for the detention of both mterrai
DA

Thase p%ggmg Faclity msfa willbe
Wy s e alathme Rt Rigging Pa nghd
. The purchase of some fong lead materials will also be covered under this AFE.

gty ;
REGT SRR e ations g relative pricity.
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My "two cenis" ... piease let me know as io George / Partner "buy-in", As | noted below | am
genuinely interested in not putting George between a "rock and hard spot”, and not degrading the
Partner refationships we have "grown” over the last couple years, and want to make sure we
have appropriately communicated.

Thanks, Drais

''''' Qriginal Message---«

From: GPB, Business Lead

Sent: Wednesday, January 28, 2003 4:13 PM

To: Farnham, C Drals

Cex Northeott, John (Accenture); GPB, Ops Support Mor; Woollam, Richard C; NSU, CIC TL; GPB, Ops
Magr

Subject: RE: AFE 4N0492  Instsli Pig Launchers/Recsivers in Flowlines

Drais,

Just finished the MR/Capex meeting and the subject line item was discussed. The subjest
AFE is being dropped and replace by different scope. Nancy agreed to follow-up with the
WICO's request for ‘full scope’ with regard to what are the tofal plans for GPB and pig
launchersfreceivers. My understanding is the original AFE was for permanent pig launchers
! receivers the new approach calls for portable launchers / receivers.

Certainly agree that we do not want o put George in a difficult situation with the WIO's as
you have outlined helow.

Thanks,

Steven E. §t. John

GPB, Business Lead

Phone (807) 653-8054

GPBBusinessLead@bp.com

-—---Original Message--—

From: Farnham, C Drais

Sent: Waednesday, January 29, 2003 3:54 PM

To: GPB, Business Lead

Co Northeott, Jofiry (Accenture)

Subject: RE: AFE 4N0482  Instalt Pig Launchers/Receivers in Flowlines

Steve, getting further inte my e-mail ... | do not think this is a good idea; not sure who's idea

itis. At the fast Ops Forum, both ConocoFhiltips and ExxonMobil requested that this AFE
also be removed from the list ... except their reasons were quite different.

held. and agsaed; T 8y see this. as. me Hip.ofthe manerg" re%a{we o projects olthisiso
and want to understand how they fit within the greater corrosion mitigation / managemient
program.

{ absolutely do not think dropping this below the threshold is the right thing to do ... and
before we put George between a "rock and hard spot”, maybe discuss this with him. 1 know
he does not like the Partners "directing” our work efforts, but | know he also doesn't want to
have to explain this after the fact either.

Thanks, Drais

----- Criginal Message----

From: GPB, Business Lead
Sent; Maonday, January 27, 2003 1:53 PM
3
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To: Farnham, C Drais
Subject: AFE 4N0492  Instalt Pig Launchers/Receivers in Flowlines
Drais,

The subject AFE is listed on the Ops Forum, you can pull it off (it's for $2.5M & was
submitted June-03). Speaking with Rick Felfix today they are going to revise it & change
the scope which will bring it below the $1m threshold. The rev. will be for front end
ioading and engineering only.

Thanks,

Steven E. St John

GPB, Business Lead

Phone (907) 659-8054

GPBBusinesslead@bp.com

BPXA-CEC00009640



179

Exhibit 18



180

From: NSU, CiC TL

Sent: Sunday, Decemnber 07, 2003 5:39 PM

To: Wooltam, Richard C

Subject: FW: ACTION: 2003 August LE's and Field OVERVIEW
importance: High

FYi..

-+ Qriginal Message-—--

Fram: NSU, CICTL

Wednesday, September 10, 2003 2:43 PM
Wriolfam, Richard €
Felix, Rick D {(Anchorage)

Subject: RE: ACTION: 2003 August LE's and Field OVERVIEW
Importance: High
Richard,

Steve generated a report for Roger and Jack showing CIC Actuals vs. Budget through August. His primary focus was on
salaries which were apparently gver estimated due to an eror in a spreadsheet calcufation when the 2003 budgets were
created. The same error was propagated through alt budgets and has been adjusted out of other LE'S so significant
pressure was placed on CIC to do the same. Steve caiculated that CIC’s salary budget had been over estimated by
$1MM so we were expected by the Ops and Ops Support Managers to adjust our LE.

1 met with Roger and Nancy both this morning for a few hours (at separate times - they changed out}.

Roger was very clear that we needed to adjust the budget and that he was mainly concerned about the overalt Ops
Support budget and individual groups would e viewed based upon that success {most other groups have increased 2003
budgets aver 2002 while ours was significantly less carrying much of the organization} . He wanted us to generate a
chatienging LE (25% probability of success), acknowledged that we have invoicing (outstanding $2.3MM from August)
and exira pressure issues (Y-36). His belief was that due to phasing in December and the salary error we could handle
ihe budget reduction and still have a chance to mest the tamget.

Nancy was not in favor of the cut but felt we had {o do it based upon pressure and Steve's comments. She was clear that
she would not allaw program cuts without being directed by George to do so and.is sensitive-to news:of-this cut getting
outto.theoworkforce:which would undoubi HSE rdless of impact on.performance.. Based upon
burn rate through August and outstandmg invoices of $2. 3MM for August (Bd for $350k, BE/FTI for $700k, Canspec for
$800K, UZ for $400k) we calculated the LE to be $40MM bit obviously did not know how the entire butget had been
planned sa reatized this simple exercise was not without tisk. if we get into a position where the budget will be exceeded,
she 'wants us to get with her to develop @ pian as soon as possible,

Steve adjusted our LE by taking the $1MM from the salary budgets.

Thanks,
Gary
~~~~~ Original Message---
From: ‘Wooflam, Richard C
Sent: Tuesday, September 09, 2003 7:11 PM
To: NSy, GICTL
[ Felix, Rick D {Anchorage)
Subject: RE: ACTTON: 2003 August LE's and Fieid OVERVIEW
Gary,

An interesting list, please note I'do not want to roll-oveér on any of this stuff so don't use the tefm minimal risk. We
1
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are being asked to cut our budget because others were not responsible budget owners at the beginning of the year -
hence there is an averview while we cut cur budget 5%.

There needs to be greater emphasis on regulatory impacts, refationship with ADEC, workforce perception, as well as
the increased corrosion risks.

3 1 i Should ot Have 1 tamp
incompetence. Therefore, the bulk of the decisions the FMT should be forced to make should be difficuit.

Richard.

<< Fifer Budget Challenge I1LxIs (Compressed) >>

------ Originat Message-—---

From: NSU, CICTL

Sent: Tuesday, September 03, 2003 4:96 PM

To: Wooilam, Richard €

Ce: Felix, Rick D {Anchorage)

Subject: RE: ACTION: 2003 August LE's and Field OVERVIEW.
Richard,

Piease see the attached draft of options within CIC confrol. Also, we feel the high cost well lists-could be useful
for Operations to help reduce our costs.

Piease iet me know your comments. |will forward to Roger tomotrow when necessary with a nate that you have
not reviewed this if | do not hear back from you due to travei,

Thanks,
Gary

<= File: Budget Challenge il.xis (Compressed) >>
-----Criginal Messagerw---

From: Woollam, Richard C

Sent: Monday, September 08, 2003 5:11 PM

Yo: NSU, CLE TL; Fefix, Rick D (Archorage}

Cc: GPB, Ops Support Mgr; Foust, Nancy C

Subject; RE: ACTION: 2003 August LE's and Field OVERVIEW
John/Rick,

Please see below a request from Roger.

TAS Wit pr iabl are i basically:n twoiareas;
» “Inspection.scope - reduce scope and. increase:risks
= Inhibition levels = reduce inhibition levels-and increase risks

When outlining the risks, it will be important to make sure that we note the all the poi:entia! visks not just the
increased corrosion and leak risks, including,

« Commitments to ADEC
« Reputational issues

«  Workforce perception if reducing inspection/inhibition levels
2
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= Requlatory requirements - any risks here

Need to also identify any added workscope issues we face including Y-36 and whether ta not these wil! be
impacted.

Tl try and check my e-mail tomorrow marning your time, if the phone connectians from Siberia permit, if you
have any additional comments or questions.

Tharks,
Richard.
~~~~~ Original Messages+--—
From: GPB, Ops Support Mgr
Sent: Manday, September 08, 2003 7:01 AM
To: Woollam, Richard C; GPB, Business Lead
Ce: NSU, TCTL
Subject: RE: ACTION: 2003 August LE's and Field OVERVIEW

Richard, you and your.ieam need to wark up a plan to safely reduce your, spend..:Allteams. are baing
asked to' participate in this sffort, including CIC. | want to'see what it will take in terms of actions and
risks and mitigations 1o those Fisks to reduce your LE by 1 million bucks by Wednesday morning. Then
we will decide if the LE remains unchanged.

John, | know Richard wont see this note till tonite due to his trip, 50 you need {o take the lead to make
this happen.

Thanks,
Roger
«««« Original Message~-+-
From: Waooltam, Richard C
Sent: Monday, September 08, 2003 1:59 AM
To: GPB, Business Lead
Cex GPB, Ops Support Mgr; NSU, CIC Ti.
Subject: RE: ACTION: 2003 Augusk LE's and Field QOVERVIEW
Steve,

The LE remained and remains unchanged, as we agreed earlier - Nancy/Steve and I, due ta the fact
we have a significant outstanding invoices and the NDE costs associated with the Y-36 spill.

Richard.
~~~~~ Original Message-«--
From: GPB, Business Lead
Sentz Sunday, September 07, 2003 6:13 PM
To: NSU, CICTL
Ce: Woollam, Richard C; GPB, Ops Support Mgr
Subject: RE: ACTION: 2003 August LE's and Fleld QVERVIEW
Richard/ohn,

Weare i the proce:

Steven E. St. John

GPB, Business Lead

Phone (807) 655-8054
GPBBusinessLiead@bp.com

BEXA-CECD0007 119
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Fromm: NSU, CICTL

Sent: Sunday, September 07, 2002 6:05 PM

Yo: GPB, Business Lead

Ces Woollam, Richard C

Subject: RE: ACTION: 2003 August LE's and Feld OVERVIEW
Steve,

At last month's LE review, Richard was hesiiant to change our LE because of the following:

« In inspection, Canspec invoices have been {agging on submittal
= In pigging, the smart-pigging vendor has yet 1o be paid for work just completed in August.
This will drive the burn rate up near normal in this area

i have copied this memo to Richard directly so he can further comment. | would be hesitant to
change our LE significantly untit we understand what the costs of the above are going t¢ be.

Thanks,
Jahn

--=-0riginal Message----

From: GPB, Business Lead

Sent: Sunday, September 07, 2003 5:31 PM

To: G GPB Operations OTts

Subject: FW: ACTION: 2003 August LE's and Field OVERVIEW

Importance: High

Al

This is the note | spoke to in the Ops / Ops Support TL meeting and that Ruth asked me to
farward to you {Gary H. this doesn't reflect the additional $200k from GC-1 O&M).
Thanks,

Steven E. St John

GPB, Business Lead

Phone (907) 659-8054

GPBBusinesslead@bp.com

From: GPB, Business tead

Sent: Saturday, September 06, 2003 8:06 PM

To: GPB, Ops Mgr; GPB, Ops Support Mar; GRB, Feld Services TL; Hawley, Robert S; Higgs, Joseph A;
Seccombe, Jim C; Merrill, Mark J; Gunkel, Fritz; Staniey, Mark 1 (ANC); Wigags, CraigL; GPB,
Safety TL; Seymour, Lenl

Cex Farriham, C Drais; Baland, Dan {Actenture)
Subject: ACTION; 2003 August LE's and Field OVERVIEW
Impaortance: High

Al

Enciosed is the roll up of the August 2003 Fieid LE's as submitted.

<< File: 2003 Monthily LE INPUTS xis (Compressed) >>

if 1 publish as is we will be flagging an $8.7M overview to upper management and the WIO's.
{ do not believe the remaining overview is that targe and would propose the enclosed
additional LE adjustments (see tab # 1), Tab # 2 shows the Aug YTD Actuals vs submitted
LE's.

<< File: Aug_2003 LE's xis >>

We Need to land this early this week or we will delay the publishing of the WIO /
Management reporting.

if You have any questions please give me a call.
Thanks,

Steven E. St John
GPB, Business Lead
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Phone (307} 659-8054
GPBBusinessLead@bp.com
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From: Woollam, Richard C

Sent: Friday, Aprit 18, 2004 8:27 AM
To: NSU, CiC TL

Subject: RE: Cost Chatlienge feedback
Johin,

If, by thie end-of your shift, you could take a leok at:North Slope activities and identify any opportunities for cost
reduction in 2004 that wolld be helpful.

Thanks,
Richard.
»»»»» Original Message-—-
From; NSU, CICTL
Sent: Friday, April 16, 2004 6:00 AM
To: Woollam, Richard C
Subject:. RE: Cost Chaflenge feedback

OK, the feadback was requested by Nancy at her tast Monday's meeting, Gary had passed on the info al handover,

----- -Original Message----«
From: Woalam, Richard ©
Sent: Thursday, Aprit 15, 2004 6:18 PM
Tas NSU, CIC T1; Sprague, Kip P; Felix, Rick D {(Anchorage)
Subject: RE: Cast Challenge feedback

All,

We need to coordinate our response back to Nancy thru me. Our budget position is not as it appears in the Field
Cost Management (FCM) reports due to some issues with accruals - for example we will have a reversal of nearly
$1 million from correcting AES accurals atone!

Therefore, what we really need to look for is some options for removing casts from 2004 which have little or no
material impact on the 2004 program - items 1 and 2 below are material in my opinion - 50 what activities do we
not need to do in 2004171

Thanks.
Richard.
~~~~~ Original Message--«-
From: NSU, CICTL
Sent: Thursday, Aprit 15, 2004 5:59 PM
Tot Sprague, Kip P
(= Waoolfam, Richard C
Subject: Cost Chaffenge feedback
Confidentiat
Kip,

Gary was at a budget session the other day, and we require some feedback on consequences of a'couple of
optians for Nancy by Monday. (Richard may have already briefed you).

1
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QOne cption is 1o cancel the-2004 smarl pigging program « what are the consequences of not doing it this
year{the STLOF7 )

: lal PWinhibition at U - any spinions?
e reductions ofidnhibition and-inspection programs proposed, although RCW doubts

Thanks,
John
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To: Sprague, Kip P
Subject: RE: Emailing: CIC MR-Capex AFE Tracker 2006 .xis
Kip,

What | would like to get out from under is relying on the Detection Coordinator to determine what work gets done and
when to call it complete - too many times burned by them riot being organized enough to accomplish this.

From: Sprague, Kip P

Sent: Sunday,;Aprit:10;. 2005 5:03 P}

To: NSU, QICTL

Subject: RE: Emaifing: CIC MR-Capex AFE Tracker 2006 s
Gary,

What I think, wouldn't actually be helpfuf and what is being asked isn't practical.

Reliable funding and resources i a yo-yo, accurate scheduling activities is.a joke.and predicting line Jifts or impacts is
eversfurther out of the real of reality We.are sittingon. a backlog of over 1000 X ocations.with, CUland there are a dozen
road crossings that need to be dug up and we have.a huge infrastructyre.that is. har;gmg~0n with.no margin for errar,
Without.margin, we.are not in a position. forlong-term detail. planning, it is.difficult enough.just reacting to keep product
.inside the pipe. What we have is a log-term strategic plan and that should not be confused with a detailed execution
plan.

Analogy: Plan-do-check act: You been asked to provide the ‘plan’ {which is fine, but that is short-term not long-term).
You have aiso been asked to provide the ‘act! bafare we have done, 'do - check’, which of course determine that "act' and
as a result changes the 'plan’. Ridiculous to think we can predict all this (that is the fallacy).

«Same story,.can’t da effective planning overnight after.2Q years.of minimalist resources and maintenance (which doesn‘t
seem to be keeping  pace with the current lofty-ideas).
Bitch, hitch, bitch... I will try to wrestle down some middie ground between the reafity of the situation and some feel
good placeholders just to get people off your back. However, 1 will not run/sacrifice an inspection strategy and program
with limited resources based on the conveyance of maintenance and/or operation impact. That, in my opinion, is
negligent:

Wednesday, is the goal. Thanks for the reminder.

Kip

--Original Message---—

From; NSU, CIC TL

Sent: Sunday, Aprit 10, 2005 3:29 PM

To: Sprague, Kip P

Cc; Keck, Danny L, GPB, Planner 6 East

Subject: FW: Emailing: CIC MR-Capex AFE Tracker 2006 .xis

Kip,
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A few items for discussion/comments
CUI Detection Schedule

From a field execution perspective | believe we need to establish an external corrosion inspection schedule - semething
{o show what category of equipment will te iooked at when. My initial thought is the CUI detection work should be
treated like the CIP’s for the purpose of execution in the field (take a logical biock of work, based upon syster risk and
geography which is similar 1o current methodology, but complete # as close 10 100% as possible within access
constraints then move to the next block). The blocks of work shouid be chusen by taking saddie lifts and repairs into
consideration afeng with execution efficiency (currently, we can lift water injection and production fines on stream while
gas/Mi lines need {o be depressured)

Line lifts

In addition to generating a 2006 line tift list based upon what we know now, we shouid probably ensure a jist is compiete
for {ift work this year - | have not seen anything fike this yet.

Cased piping

In addition to getting the cased piping scope together for 2006 (at feast what we suspect), we need to get the 2005 scope
nailed down 50 we can begin the planning pracess.

| believe if we head toward the direction of having as much of our work scope as possible defined for 2006 soon (drop
dead is around June 1st to match budget cycle goal), we can at least get the place holders in the planning and
maintenance:systemns {o ensure folks do not feel like we are 'surprising’ them.

Please tet me know what you think.
Thanks,

Gary

Danny - how is the list coming along?

~~--Qriginat Message---—

From: NSUY, GiC TL

Sent: Sunday, April 03, 2005 1:17 PM

Ta: Keck, Danny L

Cc: Sprague, Kip P; GPB, Planner 6 East; Kuzma; John H; ACT, CIC Ops Integrity Support Specialist; NSU, CIC Fid
integ Ops; NSU, CIiC Mech integrity Insp; NSU, CiC OU insp

Subject: Emaiting: CIC MR-Capex AFE Tracker 2006 .xis

Danny,

1 would fike to get an initial draft list for our potentiai 2006 MR and Capex projects put together by mid week
{(Wednesday). | sent a note out several weeks aga to folks to solicit ideas and have received some feedback which is
captured in the spreadsheet.

In addition to typical MR and Capex project work, we need to capture any O&M work that could impact aperations next
year {potential for production impacts). it appears that ail known vessel/tank/PMP work scope has already been captured
and relayed 1o Operations and the TAR TL.

Some potential areas for projects...

1) Cased piping digs
Lednyext rosion special projects (HAs that could impact production-or require specish attention suchias: DOT

John/Ray/Lumber - | would like to start adding ACT projects to the list also, piease forward any potential projects yoy
would like considered next year (EB tank at MPU, etc.)
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Thanks,

Gary
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From: NSU, CIC TL

Sent: Saturday, Octaber 22, 2005 6:43 AM
To: Leach, Brett W

Cc: Sprague, Kip P; Hedges, Bifl

Subject: Emailing: Control Options 10 22 05.xis
Attachments: Controf Options 10 22 05.ZIF

2)
Controf Options 10

22 05.21P (...
rett,

Attached, please find a list of potential budget contrel options ~ breken eut by chemicals
and manpower. If you are interested in exploring meore detail about any of the options
please let me know.

Bill/Kip ~ if you have any edits or additions, lets discuss so I ¢an update the list...

Thanks,

Gary

BPXA-CECD0000013685
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From: Dengler, John M

Sent: Thursday, March 09, 2006 4:45 AM
To: Neilf, David H {Baku}

Subject: RE: GC-2 Oif Transit Line Spilt
Attachments: image001.jpg

imaged01.jpg (2

The Daily News - now there is a source to befieve,

AEMBIOWEERE the Hne Bome ES 2 te: FSdoso - packed with solidsdust-downstepamiot Module
hink there i —

4922 thatrarvultiasonic master wouldn
Fehn

From: Neilt, David H (Baku)

Sent: Wednesday, March 08, 2006 8:04 PM
To: Dengler, John M

Subject: RE: GC-2 Oif Transit Line Spift

John,

Thanks for the update. | have been following the Daity News stories aiso. Too bad about the jeak detection system not
picking this up, I'm sure there will be renewed pressure from DEC regarding leak detection. FYi.. i am installing the
EFA leak detection system on our Western Route pipeline to the Black Sea. Stay Warmi

Dave

From: Dengler, John M

Sant: Wednesday, March 08, 2006 1:39 AM

To: terrymorgan_wyo@yahoo.com; James Ferguson; James. steward {(James.steward@nana-colt.com); Schwab, Lorinda
A; Connick, Eugene (Baku); Neill, David H (Baku); Athans, Murray P; Huff, Richard E.; Collins, Matt G {ConocaPhillips)
Subject: FYL: GC-2 Oil Transit Line Spilt

I'm headed to the slope tomarrow to get more involved. I don't like the second sentence of the first
butlet. I REALLY don't like the second sentence of the fifth buliet.

Jahn

From: Johnson, Maureen L
Sent: Tuesday, March 07, 2006 12:21 PM
To: G AK All Users; G ANC ALT; G ANC Extended Leadership Team; G ANC External AFFRS Group; Pillari, Ross J;

i

BPXA-CECON000013735
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Taggart, Sally B; Chappell, Ronnie W; Markin, Thomas A; Miller, Brian W; Hudson, Peggy R; Caballero, Jaime £.;
Chapman, Neil A; Depland, Hugh; Tiernan, Elizabeth P; Foust; Nancy C;: Nicolson, Don; Brock, Tony;
‘sonny.rix@exxonmobit.com'’; Hanus, Michae! {Exxen); Jones, Darren C. (CondcoPhillips); Kruse, Dan P. (ConocoPhillips);
Stramp, Ryan L {ConocoPhillips); Richard J. Owen; Tison, Joet K

Subject: Update #8: GC-2 Oil Transit Line Spilt

BPXA GC-2 0il Transit Line Spill

Spill Response

e Leak was discovered 16'8" from east culvert. Visual indications are that the ieak was caused by intemat corrosion.
® Preparation is underway for line lift procedure. ' in-addition to removing all nan-essential personnel; job review

meeting will be held 1o insure this procedure is safely performed. Additional safety personnei are being sent to the
North Slope to augment the current coverage.

e As of 0630, 3/7/08, 1335 bbis. of fiquids have besn recovered; recovery efforls have been temporally shui-down due
to line kit

®  Volume estimation survey will continue during daytime,
& Temperature is -20 Fahrenheit and getting colder.. Thursday's weather prediction is -35.
@ Contingency plan for blowing snow conditions is under devetopment and snow fence is under construction

Business Resumption
“  Pipeline integrity: UT inspection sround leak site is planned for today.
®  Repair oplions: slecving plans at the known aceas of integrity concem are being devafoped and manterial ovdered. A temporary repair is curvently in place for source
confrof at the texk site.
#  Return fo service: options fo refurn GC2 fo service are being studicd Engincering, Operations, and CIC will bs roviewing details for the sclested option.

®  Priorities: Unchanged - Focus is on pipeline integrity assassmant, repair execution, jumper options, GC-2 start-up and return to nomial operation.

®  Source comtrok: source contro} achieved this momning by technival wtaff on teatn.

incident Investigation

e The investigation team is up and running. The team consists of the lead, Bryant Chapman - Performance Unit
Leader, Operations Excelience of Houston, John Alkire - EPTG Gorrosion Expert, BJ Harris - Safety Engineer, Barry
Vest - GC2 Operator and union rep, Gary Evans — DEC, Shelia Bames ~ Administrative Assistant,

Please Note

BFXA-CEC00000013738
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®  The Joint information Center (JiC) continues to provide ongoing communication materials to the ADEC website:
http:/Awww.dec. state.ak.us/spar//ge2 and continues to provide requested information 1o various
organizations/agencies.

= Next update ientatively planed to be provided at 11:00 a.m. AST on Wednesday, March 8, 2008. Now thal
temporary source contral has been achieved, we expect to reduce the frequency of the updates in the near future,
Your feedback is welcome in determining update frequency.

Maureen Johnson

Performance Unit Leader, GPB
(907) 564-5671
Johnsmi@bp.com

BPXA-CECO0000013737
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From: GPB, FS2/COTU Area Mgr

Sent: Thursday, March 23, 2006 2:24 PM

To: Leach, Brett W

Subject: FW: Pigging Faciity Walk Down - Need your input on Pigging Concems
Brett,

{ know this is a little fater than you requested but here's aur input. .. .yes we can da it but it wilt require some efforl.

in my opinion this is exireme overkill. Pigging is probably not a bad idea but the frequency should be more alang the
fines of twice & year or once a quarler.....nct weekly.

Chris Rhoads

ait: Bob Walker

F£5-2/COTU Area Manager
office: (907) 659-5482
pager: (907) 653-5100 #1115
fax: (907) 659-83405

e-mail: rhoadsca@bp.com

From: GPB, F52 Ops Lead

Sent: Thursday, March 23, 2006 2:08 PM

To: GPB, F52/COTY Area Mgr

Subject: RE: Pigging Facility Watk Down - Need your input on Pigging Concarns
Chris -

rephczmem :
-pracedures wilk h,eed tc bz devefcped ‘to;z‘ndpd‘e.ﬁ >

: r“ﬂ’\etl" po:rf inrecei ng; The. p}g,

Qtherwise, yeah - we can do it...

From: GPB, FS2/COTV Area Mgr

Sent: Thursday, March 23, 2006 12;39 PM

Ta GPB, FS2 Ops Lead

Subject: FW; Pigging Faditity Walk Down - Need your input on Pigging Concemns.
Brad,

Wiil you take a look at this and give me your ideas/opinions?

Thanks,

Chris Rhoads

alt: Bob Watker

FS-2/COTU Area Manager
office: (307) 659-5492
pager: (907) §59-5100 #1115
fax: (807) 659-8405

e-mail: rhoadsca@pp.com
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(907} 670-3331
altemate; George Ahumada

From: N5U, CIC Prod Chem (Naico}

Sent: Sunday, June 04, 2006 3:10 PM

R Pogue, Cleve C; Todd, John B {Naica); Spane, A ¥
Cer Ahumada, George R; Kuzma, John H

Subject: RE: Sales Oil Pipeline Protection

Clave,

nt o s ek
ona r&ghiar basis. Tha’( will cure almos{ all yuur "flis". Currentiy GC2is the only ane that is a G4 supplemental
corrosion inhibitor directly into their transit line for reasons that are probably obvious. We naed 10 get John Kuzma
involved in the discussion as | can't answer your question directly sy¢hether or not to treat the systems will: cenamly be an
issue that will require further discussion, ikely at a high level. My pesoialpRis S hat plgotig s by adings

jinportant single tRing that you san'do to'prevent probieins,

Best Regards,

John T,

From: Pogue, Cleve C

Sent: Sunday, June 04, 2006 11:12 AM
Tor Todd, John B {Naico); Spana, A J
(=3 Ahumada, George R; Pogue, Cleve C
Subject: Sates Gl Pipeline Protection

John and Andy,

Dale and myself had a discussion about corrosion concermns in the MPU Sales Oil Pipeline. What has been the common
practice across the siope on Sales Oil Lines. | know you guys are reviewing a lot of the current practices. Should we or
do we plan to do anything along the lines of chemical injection.

Cleve Pogue

Milne Point Facilities Supervisor
(907} 670-3331

alternate: George Ahumada

BPXA-CECD0000014850
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Mr. Steve Marshall
President

BP Exploration Alaska, Inc.
900 East Benson Boulevard
P.O. Box 198612
Anchorage, AK 99519-6612

Dear Mr. Marshall:

Thank you for appearing before the Subcommittee on Oversight and Investigations at the
September 7, hearing entitled “BP’s Pipeline Spills at Prudhoe Bay: What Went Wrong?” We
appreciate the time and effort you gave as a witness before the Subcommittee.

Pursuant to the Rujes of the Committee on Energy and Commerce, the hearing record
remains open to permit Members to submit additional questions to witnesses. Atiached are questions
directed to you from certain Members of the Commitiee. In preparing your answers to these
questions, please address your response to the Member who has submitted the questions and incinde
the text of the Member’s questions along with your response. In the event you have been asked
questions from more than one Member of the Committee, please begin the responses to each
Member on a new page.

To facilitate the printing of the hearing record, your responses to these questions should be
received no later than the close of business on Wednesday, October 18, 2006. 'Your written response
should be delivered to 2125 Raybum House Office Building and faxed to 202-225-1919 to the
attention of Matthew Johnson, Legistative Clerk. An electronic version of your response should
also be sent by e-mail to the Legisiative Clerk (Matt.Johpson@mail.house.zov) in a single
Word formatted document,
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Mr. Steve Marshall
Page 2

Thank you for your prompt attention to this request. If you need additional information or
have other questions, please contact Matthew Johnson at 202-225-2927.

3

U it

Ed Whitfield

Chairman

Subcommittee on Oversight
and Investigations

Attachment
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The Honorable Marsha Blackbum

1.

11

How will BP’s revenues be affected because of the shutdown?

How much are you spending to restore the Eastern Operating Area and upgrade
both areas?

How often do you “pig” your lines for internal corrosion? Inspect for external
corrosion?

What is your schedule for each of these types of inspections? 1s this the normal
industry standard?

How long does it take to perform a complete internal and external inspection of all

your lines?
a. Isthis on a continual cycle?

What is the normal business practice for an oil industry to have a complete
inspection of its pipelines?

‘When you identify corrosion problems, what measures do you take?
a. What is the average time and cost to solve them?

What corrosion prevention practices were in place when the West field pipelines
were instailed?

Were there any policies or procedures in place that would be triggered if severe
corrosion is detected or might be detected?

How long and at what cost does it take to repiace or install one mile of a pipeline?

How much pipeline is needed to construct a bypass line in the East fields? Can

this be done immediately for a temporary fix?
a. How long would it take a similar type of bypass to be done in the lower 48

states?
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The Honorable Michael Burgess

1.

Did BP Exploration Alaska receive any warnings from employees that there were
possible corrosion problems with these Prudhoe Bay transmission lines?

Wasn'’t the 2004 Vinson & Elkins Investigation, instigated by whistleblower
concerns about pipeline integrity, corrosion, and safety that the environmental
protection agency shared with BP?

a. What was the basis for this report?

b. The Vinson & Elkins Report contains dozens of allegations that concem
safety and corrosion issues. Do you have any idea, over the past five
years, how many times BP Alaska has been notified by employees or
anonymous tips regarding concerns about corrosion in the Prudhoe Bay

pipelines?
<. What does BP do with each of these tips or concerns?
d. The Vinson & Elkins Report contains an appendix of 72 allegations about

the corrosion contro! program and specific safety concerns. Have all of
these issues been addressed to your satisfaction, and completely remedied
if necessary, since BP received the law firm’s teport?

e Allegation number 29 points out that some corrosion experts ~ including
one particular individual ~ resigned over concerns about pipe integrity.
This seems very relevant to the topic of corrosion control, So, why wasn’t
this individual located and interviewed by the Vinson & Elkins

investigation?

f. Wouldn’t it be important for BP to contact this individual and determine
exactly what his concerns were, and whether they were valid?

g Allegation number 19 mentions that agency inspectors are directed to

inspect only good areas of the pipeline, although Vinson & Elkins found
no evidence of this. Can you speak to the relationship between the Alaska
Department of Environmental Conservation and BP Alaska? Can and do
inspectors go wherever they want when inspecting BP’s pipeline?
Allegation number 10 and 11 describe concerns that over the past several
years there have been concerns raised about cost-cutting and that corrosion
control and monitoring was suffering - that serious damage was occurring
to the pipelines and infrastructure. Has there been cost cutting in the
corrosion control program over the past several years?

If the corrosion control budget was increasing, why would Mr. Woollam
be aggressively trying to reduce costs? Did company management direct
the CIC Group to reduce costs?

1t is my understanding that monitoring corrosion coupons is the key to
keeping tabs on where corrosion rates are getting too high, so that action
can be taken before conditions get too bad. Why then, as the Vinson &
Elkins Report decribes, did Mr. Woollam push so hard to reduce the
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corrosion coupon team by 25%? Did management direct Wollam to cut
the coupon monitoring team?

‘Why did Vinson & Elkins recommend that Mr. Woolam be removed from
his management position on the corrosion control team? Was he removed?
If so, when did you remove him and why?

On page 4 of the appendix, allegation number 13 discusses an allegation of
data scrubbing, and allegation number 17 describes concerns that
corrosion field data was being manipulated. What does the report mean
that no evidence was found of manipulation? In other words, the status
comment doesn’t explain where the investigation looked for evidence, and
seems simply to imply that data may receive a “positive spin”, isn’t “spin”
and manipulation the same thing?
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Mr. Robert A, Malone
Chairman and President

BP Amierica, Inc.

501 Westlake Park Boulevard
Houston, TX 77079

Dear Mr. Malone:

Thank you for appearing before the Subcommittee on Oversight and Investigations at the
September 7, hearing entitled “BP’s Pipeline Spills at Prudhoe Bay: What Went Wrong?” We
appreciate the time and effort you gave as a witness before the Subcommitiee.

Pursuant to the Rules of the Committee on Energy and Commerce, the hearing record
remains open to permit Members to submit additional questions to witnesses, Attached are questions
directed to you from certain Members of the Committes. In preparing your answers to these
questions, please address your response to the Member who has submitted the questions and include
the text of the Member’s questions along with your response. In the event you have been asked
guestions from mare than one Member of the Committee, please begin the responses to each
Member on a new page.

To facilitate the printing of the hearing record, your responses to these questions should be
received no Jater than the close of business on Wednesday, October 18, 2006, Your written response
should be delivered to 2125 Raybum House Office Building and faxed 1o 202-225-1919 10 the
attention of Matthew Johnson, Legislative Clerk. An electronic version of your response should
also be sent by e-mail to the Legislative Clerk (Matt.Johnson@mail.biouse.gov) in a single
Word formatted document.

EOWARD J MARKEY. MASSACHUSETTS
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Mr. Robert A, Malone
Page 2

Thank you for your prompt attention to this request. If you need additional information or
have other questions, please contact Matthew Johnson at 202-225-2927.

Sincerely,

L Wiy

Ed Whitfield

Chairman

Subcommittee on Oversight
and Investigations

Attachment
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The Honorable Marsha Blackbum

1. Is ultrasonic testing better than smart pigging te identify corrosion in oil
pipelines?

2. Does the oil industry standard on testing for internal corrosion involve ultrasonics,
pigging, or both?

3. Has BP expressed any interest in developing the oil in ANWR if the area became
available for drilling?
a. Have the recent incidents affected your future interest in development in
ANWR?

4. There have been some concerns about BP’s safety record as this incident now
joins several other accidents at BP installations. Because of these accidents, did
the 1J.S. Chemical Safety and Hazard Investigation Board order your company to
appoint an independent safety review panel? What is the current status of this
panel? Is it examining BP’s safety management structure and looking at all of
BP’s installations to determine if there are any safety concerns at any of them?
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Mr. Kurt Fredriksson

Commissioner

Alaska Department of Environmental Conservation
410 Willoughby Ave,, Ste. 303

P.0. Box 111800

Juneau, AK $9811-1800

Dear Mr. Fredriksson:

Thank you for appearing before the Subcommittee on Oversight and Investigations at the
Septemnber 7, hearing entitled “BP’s Pipeline Spills at Pradhoe Bay: What Went Wrong?” We
appreciate the time and effort you gave as a witness before the Subcommittee.

Pursuant to the Rules of the Committee on Energy and Cominerce, the hearing record
remains open to permit Members to submit additional questions to witnesses. Attached are questions
directed to you from certain Members of the Committee, In preparing your answers to these
questions, please address your response to the Member who has submitted the questions and inclode
the text of the Member’s questions along with your response. In the event you have been asked
questions from more than one Member of the Committee, please begin the responses to each
Member on a new page.

To facilitate the printing of the hearing record, your responses to these questions should be
received no later than the close of business on Wednesday, October 18, 2006, Your written response
should be delivered to 2125 Rayburmn House Office Building and faxed to 202-225-1919 to the
attention of Matthew Johnson, Legislative Clerk. An electronic version of your response should
also be sent by e-mail to the Legislative Clerk (Matt.Johnson@mail.house.gov) in 2 single
Word formatted document,
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Mr. Kurt Fredriksson
Page 2

Thank you for your prompt attention to this request. If youneed additional information or
have other questions, please contact Matthew Johnson at 202-225-2927.

Sincerely,
Ed Whitfield %’
Chairman

Subcommittee on Oversight
and Investigations

Attachment
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The Honorable Michael Burgess

1. Exactly what does the state of Alaska do with the Coffman Reports that you
submit to them in final form? How does that state utilize the analyses and
recommendations? Can you {orce BP to undertake the recommended actions
within the reports?

a. In Tab 28; there is an email dated November 20, 2001 in which
Richard Woollam notes that Susan Hamey explained to him that she
was reluctant to enforce changes in that report. Did you share Susan
Harvey’s view that the document was not unlike an independent third
party audit?

b. Did you or Larry Dietrich or any other ADEC employee ever instruct
or pressure Coffiman engineers in any way to change the tone and
content of the 2000 Coffinan Report?

2. In 2001, Did ADEC staff recommend that settlement of the enforcement action
{for BP’s for failure to install the required leak detection systems) include a
requirement to smart pig these pipelines, enhance the corrosion control programs,
and require non-destructive testing (NDT) examination?

3. During the period 2000 the present, has anyone from BP, either directly or
indirectly, contact you, Larry Dietrick, Michele Brown, or the governor’s office to
complain about any investigations or enforcement actions that ADEC staff was
carrying out with respect to BP operations on the north slope?

4. Are you aware of any Instances where an individual or entity outside of the
department has requested or pressured ADEC to terminate, reassign, or demote

ADEC staff?
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BUD ALBRIGHT, STARF DIRECTOR

Mr, Kurt Fredriksson

Commissioner

Alaska Department of Environmental Conservation
410 Willoughby Ave., Suite 303

P.O.Box 111800

Juneau, AX 99811-1800

Mr. Robert A. Malone
Chairman and President

BP America, Inc.

501 Westlake Park Boulevard
Houston, TX 77079

Dear Commissioner Fredriksson and Mr. Malone:

Attached please find a copy of Compliance Order by Consent No. 02-138-10
between the State of Alaska and BP Exploration (Alaska) Inc. (BPXA). Several of the
issues contained in this Order appear directly related to the spills on the Prudhoe Bay
Western Operating Line (WOL) and the Prudhoe Bay Eastern Operating Line (EOL) that
were the subject of 2 hearing by this Committee on September 7, 2006.

As you are aware, on March 15, 2006, the U.S. Department of Transportation’s
Pipeline and Hazardous Materials Safety Administration (PHMSA) issued a Corrective
Action Order (CAO) in response to the WOL failure. The CAO delineated specific
requirements that BPXA needed to undertake to bring both its Eastern and Western lines
into compliance.

Among the several items in the CAQ was a requircmcnt that BPXA “pig” several
pipelines including the EOL and WOL. Subsequent to the issuance of the CAQ, it was
revealed that large sections of both the WOL and the EOL contained potentially
significant amounts of scale, sludge, and/or other solids. For several months, following
the issuance of the March CAQ, BPXA attemnpted to develop solutions to (a) determine
the amount of solids in each line, and (b) determine if and how it could pig these lines as
required by the CAO. In early August of this year, BPXA discovered, after pigging part
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Mr. Kurt Fredriksson
Mr, Robert A. Malone
Page 2

of the EQL, that numerous instances of corrosion existed. Upon leaming of this
corrosion, BPXA subsequently ordered the shutdown of the Prudhoe Bay field.

In our September 7, 2006, hearing, BPXA acknowledged that it should have
pigged both the WOL and EOL more frequently and that it had been caught off guard by
the amounts of solids that were presently in these lines, particularly the EOL. However,
this Compliance Order shows that BPXA was aware in at least 2001 that these lines
possibly contained unacceptable amounts of solids and that the lines should be pigged.
On page 5 of the Order are the following requirements:

- Determine sediment levels in EOL and WOL pipelines at Skid 50.
[by 3/31/02]

- Modify EOL pig receiver at Skid 50. [by 3/31/02]

- Pig EOA pipeline from PS - 1 launcher to Skid 50. {by 6/30/02]

- Pig WOL pipeline segments if necessary. [by 9/30/02]

- Test and select flow meters at EOL pipelines, Skid 50 if necessary. [by
9/36/02]

- Complete WOL crude oil flow smoothing medifications. [by 12/31/02]

- Install and test meters on all pipelines. {by 12/31/02]

Evaluate and establish leak detection systems’ compliance. [by 12/31/02]

Had these actions been taken, BPXA would likely have been in a better position
to understand the conditions that were forming in both the WQL and EOL -- conditions
that ultimately resulted in the failures of these lines. However, it is unclear which, if any,
of these actions occurred. Given the potential seriousness of this Order, and the direct
relevance to the matters that occurred on both the Western and Eastern lines, we ask that
you respond to the following questions by no later than Friday, October 20, 2006:

1. Was this Order received by BPXA? If so, by whom, and what actions
were taken? If certain of these actions were not taken, explain why not.

2. The order is signed by a BPXA employee named Mr. Jack M. Fritts who is
identified as the Greater Prudhoe Bay Unit Operations Manager. Does
Mr. Jack M. Fritts still hold this position with the company? If not, is Mr.
Fritts still employed by BPXA? If not, explain why not and provide the
Committee with any documents surrounding his departure. Who did Mr.
Fritts report to when this Order was signed, and is that person still
employed by BPXA?

3. Why was this Order not provided to the Commiitee by BPXA pursuant to
the Committee’s document request letier dated August 31, 2006?

4. Prior to their swom testimony before the Committee on September 7,
2006, was either Mr. Robert A. Malone or Mr. Steve Marshall briefed on
or otherwise made aware of the existence of this Compliance Order? If
not, why not? If so, why didn’t either of them discuss the Order in their
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Mr. Kurt Fredrikason
Mr. Robert A, Malone

Page 3
wrilien testimony, oral ieslimony, or in response o questions posed by
members of the Committed? | .
Sincerely,
e Barton John D, Dingell ‘@_\
Chairman Ranking Member
Commitiece on Energy

Committes on Energy
and Commerce

s g | Bl

Ed Whitfield
Ranking Member

Chairman
Subcommittee on Oversight Subcommittee on Oversight
and Investigations

and Investigations

_and Commerce

oc: The Honorable Frank Murkowski, Governor
State of Alaska

The Honoraﬁie Ted Stevens, Senator
U.S. Senate

The Honotable Lisa Murkowski, Senator
11.5. Sepate

The Honorable Don Young, Member
U.S. House of Representatives

The Honorable Alberto R. Gonzales, Attorney General
Depariment of Justice

Vice Admiral Thomas J. Barrett, USCG (Ret.), Administrator
Pipeline and Hazardous Materials Safety Administration

Attachment
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In the Matter of:

STATE OF ALASKA, DEPARTMENT OF

ENVIRONMENTAL CONSERVATION
Complainant,

VS,

BP Exploration {Alaska) Inc.

Respondent.

Consent Order No. 02-138-10

COMPLIANCE ORDER BY CONSENT

Whereas the Complainant, the State of Alaska, Department of Environmertal Conservation
(*ADEC"), and the Respondent, BP Exploration (Alaska) Inc. (“BPXA” or “Respondent™),
desire to resolve and settle a disputed matter and to avoid the uncertainty and expense of formal
enforcement proceedings, it is hereby agreed as follows:
I JURISDICTION

1. This Compliance Order by Consent (hereinafter Order) is entered into
under the authority of ADEC under AS44.46.020, AS46.03.020, AS 46.03,760(¢),
AS 46.03.765, AS 46.03.850, and 18 AAC 95.160, and the settlement authority of the Attorney
General under AS 44.23.020.
IL BACKGROUND

2. BPXA is an owner and the operator of the Greater Prudhoe Bay Unit

crude oil transmissien pipeline system (hereinafter “FACILITY”). BPXA operates the
FACILITY on the North Slope of Alaska, and receives mail at: P.O, Box 196612, Anchorage,
Alaska 99519-6612. The FACILITY is a system of “pipelines” as that term is defined in
AS 46.04.900(18).

3. In January 1999, ADEC approved and issued to ARCO Alaska Inc.
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("AAT") a renewal of oil discharge prevention and contingency plan number 984-CP-4138 for the
Prudhoe Bay eastern operating area ("EOA™) crude oil transmission pipeline system (“EQA
Plan™). Condition of approval number 8 of the EOA Plan required AAI to submit to ADEC a
proposed leak detection system for the EOA crude oil transmission pipeline system that met the |
percent daily throughput standard in 18 AAC 75.055(a) (“1% Standard”) and a best available
technology (“BAT™) analysis for the leak detection system that met the BAT requirement in 18
AAC 75.425(e)(4)(AXiv) ("BAT Requirement”) by the end of August 1999.

4, In Jenuary 1999, ADEC approved and issued to BPXA a renewal of oil
discharge prevention and contingency plan number 984-CP-4129 for the Prudhoe Bay westem
operating area ("WOA") crude il transmission pipeline systemn (“WOA Plan™). Condition of
approval number 8 of the WOA Plan required BPXA to submit to ADEC a proposed leak
detection system for the WOA crude oil trznsmission pipeline system that met the 1% Standard
and a BAT analysis for the leak detection system that met the BAT Requirement by the end of
August 1999,

S. In August 1999, AAI submitted a proposed leak detection system foc the

EOA crude oil transmission pipeline system to ADEC. ADEC determined thar the proposal was
100 general, did not include a BAT avalysis and, azcordingly, was insufficient for review. AAI
requested an extension to submit a revised proposed leak detection system and the BAT analysis.
ADEC granted an extension to October 15, 1999,

6. In August 1999, BPXA submitted a proposed leak detection sysiem for the
WOA crude oil transmission pipeline system to ADEC. ADEC determined thatthe proposal was
wo general, did not include a BAT analysis and, accordingly, was insufficiznt for review. BPXA
requested an extension 1o submit a revised proposed leak detection systemh and the BAT analysis.
ADEC granted the extension to mid October 1999,

7. In October 1999, AAI resubmitted a proposed jeak detection system for
the EOA crude oil transmission pipeline system and a BAT analysis. AREC determined these
submissions satisfied the BOA Plan condition of approval number 8 requirement and initiated
review of both documnents under 18 AAC 75.455.

8. In raid-October 1999, BPXA resubmitted a proposed leak detection for the
WOA crude oil transmission pipeline system and a BAT enalysis. ADEC determined these
submissions satisfied the WOA Plan condition of approval rumber 8 requirernent and initiated

2

ADEC COMPLIANCE ORDER BY CONSENT
COBC No. (2-138-10
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review of both documents under 18 AAC 75.455.

9. In June 2000 operational control of the EOA crude oil transmission
pipeline system changed from AATI to Phillips Alaska, Inc.

10.  On July 1, 2000, BPXA assumed the sole operator role for the EOA and
WOA crude oil transmission pipeline systems (the RACILITY).

1. In August 2000, ADEC requested BPXA to submit an engineering
package to verify that the proposed leak detection system for the EQA and WOA crude oi]
transmission pipeline systems would meet the [ % Standard for the FACILITY.

12, In October 2000, BPXA submitted the requested engineering package two
ADEC.

13.  In December 2000, ADEC determined that the proposed leak detection
sysiem for the FACILITY did not meet the 1% Standard and that the BAT analysis did not meet
the BAT Requirement. ADEC interpreted the 1% standard as applying to each pipeline
segment in the pipeline system, while BPXA’s analysis used the combined flow into pump
station 1 against which to measure the 1% detection accuracy. ADEC required BPXA to submit
a revised leak detection system proposal for the FACILITY that met the 1% Standard and a
BAT analysis that met the BAT Regquirement by January 31, 2001.

14.  In January 2001, BPXA submitted to ADEC a revised leak detection

system proposal for the FACILITY that it maintains wiil meet the 1% Standard.

15. On March 1, 2001, BPXA submitted a BAT analysis to ADEC for the
FACILITY leak detection system that it maintains will meet the BAT Requirement.

16.  On April 30, 2001 BPXA met with ADEC to discuss BPXA’s revised leak
detection system proposal for the FACILITY. BPXA agreed to verify that the proposed leak
detection system meets the 1% Standard for each pipeline segment by completing 12 action
items within specified timelines in 2001. However, PBXA discovered settled solids in some
pipeline segments that interfered with the proper functioning and operability of the meters.
Those pipeline segments containing solids will need to be cleaned out, which will require the
installation of pipeline.pigging facilities prior to functional testing of the meters and leak
detection system. Due to the unexpected discovery of these solids, BPXA completed only 5 of
the action items within the agreed timelines. BPXA expects to complete the remaining action
items on or before December 1, 2002,

3
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III.  ADEC ALLEGATIONS
COUNTI
17.  Since at least December 7, 2000 BPXA has failed to comply with EOA
Plan condition of approval number 8 and WOA Plan condition of approval number 8 which
require BPXA to submit 2 leak detection system for the FACILITY that meets the requirements
of 18 AAC 75.055({2) and 18 AAC 75.425(e)(4)(A)(iv).
18.  Based .on the facts set out in paragraphs 2-16 above, since at least
December 7, 2000 BPXA has operated the FACILITY in violation of AS 46.04.030(b) which
requires operation of a pipeline in compliance with an oil discharge prevention and contingency
plan.
COUNT T
15. Under this Order, BPXA will not comply with EOA Plan condition of
approval number 8 and WOA Plan condition of approval number 8 and, accordingly, will
continue to violate AS 46.04.030(b) until BPXA verifies that the proposed leak detection system
for the FACILITY meets the requirements in 18 AAC 75.055(2) and 18 AAC
75.425(eX4)(AXiv).
COUNT IIf
20.  Since at least December 7, 2000, BPXA has not equipped the FACILITY
with the enhanced leak detection system to satisfy the requirement in 18 AAC 75.055(a)
consistent with [8 AAC 75.425(e)(4)(AXiv).
21. Based on the facts set out in paragraphs 2-16 above, since at least
December 7, 2000, BPXA has been operating the FACILITY in violation of 18 AAC 75.055(a).
COUNT IV
22.  Under this Order, BPXA will continue to operate the FACILITY in
violation of 18 AAC 75.055(a) until BPXA verifies that the proposed leak detection system for
the FACILITY satisfies the requirement in 18 AAC 75.055(a) consistent with 18 AAC
75425} @)X A)v).

IV. REMEDIAL MEASURES

4
ADEC COMPLIANCE ORDER BY CONSENT
COBC No, 62-138.10
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23.  In order to address the violations outlined in Counts I-IV of Section III of
the Order, the Respondent agrees to complete all outstanding action items to verify that the leak
detection system for the FACILITY satisfies both the 1% leak detection requirement in 18 AAC
75.055(a), as applied to each pipeline segment, and the BAT requirement of 18 AAC
75.425(e)(4)(A)iv). Specifically, BPXA agrees to perform the following tasks by the dates

indicated herein:
» Determine sediment levels in EOA and WOA pipelines at Skid 50. [by 3/31/02)
» Modify EOA pig receiver at Skid 50. {by 3/31/02]
» Pig EOA pipeline from FS-1 launcher to Skid 50. {by 6/30/02)
» Pig WOA pipeline segments if necessary. (by 9/30/02]
« Test and select flow meters at EOA pipeline, Skid 50 if necessary. [by 9/30/02)
» Complete WOA crude oil flow smoothing modifications. [by 12/31/02]
» Install and test metets on all pipelines. [by 12/31/02]

« Bvaluate and establish leak detection systems’ compliance. [by 12/31/02]

24.  BPXA and ADEC agree to meet and/or confer as necessary to reach a
common understanding of the meaning and interpretation of 18 AAC 75.055(a) and 18 AAC
75.425(e)}(4)(A)iv), and to evaluate the Facility’s compliance with those regulations.

V. TIME FOR COMPLIANCE

25,  Time is of the essence in the Order. Failure to submit any document or
make any pziymcnt by the deadlines set forth in this Order is a violation of the Order triggering
any suspended damages and penalties unless a written extension of time is obtained from ADEC
pursuant to paragraph 27.

26.  Failure to submit any document or make any payment by the deadlines set
forth in the Order, unless a written extension of time is obtained from ADEC pursuant to
paragraph 27, may aiso terminate or serve as the basis for termination of the Order.

5
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27.  ADEC, in its discretion, may grant 2 wrilten extension of time if the
Respondent requests the extension prior to the deadline, and proves to the satisfaction of ADEC
that any delay is beyond the control of the Respondent due to unforeseen circumstances such as
adverse weather or natural disaster. Increases in costs incutred by the Respondent shall not be a
basis for any extension of time. Any request for an extension of time must be provided in
writing, A request for an extension of time does not tol} any deadlines unless ADEC provides a
written exiension.

28. Unless otherwise specified, all referecces to days in this Order are to
calendar days; however, if a deadline occurs on a weekend or legal holiday the deadline is
extended to the next working day.

VI. ADMINISTRATION FEES

29.  The Respondent agrees to reimburse ADEC for ADEC and Department of
Law staff time spent developing and implementing this Order.

VII. OTHER PAYMENTS

30. Damages and Penalties. The Respondent agrees to pay damages and
penalties pursuant to AS 46.03,760(e) as follows:

a. Jthe R&'spondc.m agrees to pay the State of Alaska the sum of
$300,000 in damages and penaltes, with $150,000 suspended on the
condition that the Respondent complies with all terms and conditions of
the Order to the reasonable satisfaction of ADEC. For purposes of this
Order, $121,000 represents economic savings realized by the Respondent
in not complying with the requirements for which the violation§ were
alleged; and $29,000 represents the “gravity component” designed to deter
future noncompliance;
b. the Respondent agrees to pay the State of Alaska the unsuspended
portion of the damages and penalties, $150,000, within thirty days of the
effective date of the Order;
c the Respondent agrees to pay the State of Alaska the suspended
portion of the damages and penalties within seven calendar days after
failing to submit any document or make any payment by the deadlinss se
forth in the Order, or after receiving notice of termination if the Qrder i
6
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terminated pursuant to the provisions of paragraph 43(a) or 43(b) of this
Ordery’

d. al] payments under this section shall be made payable to the State
of Alaska, Department of Environmenatal Conservation, shall include the
number of the Order, and shall be directed to the Attention of: Cost
Recovery Unit, SPAR Director's Office, Alaska Department of
Environmental Conservation, 410 Wiiloughby Ave., Suite 105, Junean,
Alaska 99801-1795.

31.  If any payment required by paragraph 30 of the Order is not made, or if
any negotiable instrument presented as payment is not honored, ADEC may file a civi] action to
collect the amount due under the Order, plus interest, attorney's fees, and costs. In any collection
action, the validity, amount, and appropriateness of damages and penalties is not subject to
review.

VIII. RESERVATION OF RIGHTS

32. The requirements, duties, and obligations set forth in the Order are in
addition to any requirements, duties, or obligations contained in any permit or plan approval
which ADEC has issued or may issug to the Respondent and are in addition to any requirements,
duties, or obligations imposed by State, local, or federal law. Other than as expressly provided
herein, the Order doss not relieve the Respondent from the duty to comply with requirements
contained in any such permit or plan approval or with any State, local, or federal law.

33,  ADEC expressly reserves the right to initiate adrainistrative or legal
proceedings refating to any violation not expressly described in Couats LIV of Section I of the
Order. In addition, ADEC expressly reserves the right to initiatc administrative or legal
proceedings and to seek additional civil assessments or seck injunctive relief for violations
described in the Order if the Respondent does not comply with the provisions set forth herein to
the reasonable satisfaction of ADEC or if, in ADEC’s reasonable opinion, subsequently
discovered events or conditions constitute an immediate threat to public health, public safety, or
the environment, regardless of whether ADEC may have been able to discover the event or
condition prior to entering into the Order, In the event that ADEC seeks civil assessments for
violations described in the Order, amounts required to be paid under paragraph 30 of the Order
may offset any subsequent assessments for those violations, but in no event shall a refund of any
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portion of the penalties and damages assessed in this Order be required.

34.  Insigning the Order, the Respondert and ADEC do not admit, and reserve
the right to controvert in any subsequent proceedings, other than for enforcement of the Order,
the validity of, or responsibility for, any of the factual or legal determinations made herein.

IX. COVENANTNOT TO SUE

35, Subject to the provisions of Section VIII (Reservation of Rights), and
provided the Respondent complies with the terms of the Order to the reasonable satisfaction of
ADEC, ADEC shall not institute any further action against the Respondent for the violations
alleged in Counts I-IV of Section I of the Order. Bowever, nothing herein shall be construed as
limiting ADEC’s right to seek damages, penalties, and fines for violation of the terms and
conditions of the Order,

36. The Respondent acknowledges and agrees that the Order constitutes a
lawful order of ADEC for the purposes of AS46.03.760, AS 46.03.765, AS 46.03.790,
AS 46.03.850, 18 AAC 95.160 and for all other purposes. The Respondent shall not institute any
action challenging the validity of the Order or the authority of ADEC to enforce the Order. The
Respondent shall not controvert or challenge, in any subsequent proceedings initiated by the
State of Alaska, the validity of the Order or the authority of ADEC to issue and enforce the
Order.

37. The Respondent acknowledges that, by executing the Order, with regard to
violations alleged in Connts I-IV of Section II of the Order, it is waiving the rights and
procedures that would otherwise protect it in any formal administrative adjudicatory proceeding
or any civil action in a court of law including the right to the filing of a natice of intent, to
present evidence and witnesses on its behalf, to cross-examine ADEC's witnesses, 10 a jury trial,
and to administrative and judicial review. The Respondent acknowledges that it is knowingly
and voluntarily waiving these rights.

X. DISPUTE RESOLUTION
38.  The parties agree to make reasonable efforts to informally resolve at the
staff level all disputes-that may arise in connection with this Order. If any dispute is still unable
to be resolved, the Respondent may make a written request for the ADEC Commissioner or the
Commissioner's delegate to resolve the dispute. The pendency of any dispute pursuant to this
8
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paragraph shall not affect Respondent’s responsibility for timely performance of the
requirements of the Order. The Commissioner or the Commissioner’s delegate will issue a final
determination in writing. The written decision will be final for purposes of judicial review
pursvant to Alaska Rule of Appellate Procedure 602(a)(2). The determination of the
Commissioner or the Commissioner's delegate will remain in effect pending resolution of any
judicial appeal unless a stay is sought and granted by the court on appeal.
XI. REPORTING

39.  BPXA will submit monthly reports to ADEC that summarize activites
undertaken under this Order, Either BPXA or ADEC may request 2 meeting at any time to
discuss issues associated with this Order, and the party receiving such a request shall make itself
available as promptly as practicable.
XI. JURISDICTION AND VENUE

40.  Any judicial action brought by either party to enforce or adjudicate any
provision of the QOrder shall be brought in the Superior Court for the State of Alaska, Third
Judicial District at Anchorage.
X1I. EFFECTIVEDATE

41,  The effective date of the Order shall be the date of the last signature when
the Order is signed by anthorized representatives of the BPXA, ADEC and the Alaska Attomey
General’s Office.

XIV. SUCCESSORS
42.  The Order shall be binding upon the Respondent, its agents, successors,
and assigns (including any lessee or grantee of the FACILITY), and upon all persons, contractors
and consultants acting on behalf of the Respondent. The Respondent shall incorporate a copy of
the Order into any conveyance of its interest in the FACILITY and into any lease or management
agreement, and shall fequire in any conveyance that the grantee or Jessee shall comply with all of
the requirements of the Order.
XV. TERMINATION
43.  The Order shall terminate on the first to occur of the following:
a. the day after the Respondent misses a deadline imposed under
paragraph 23, unless the delay is excused pursuant to paragraph 27;
9
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b. the day after ADEC notifies the Respondent that ADEC is terminating
the Order due to the Respondent’s failure to comply with any of the
provisions set forth herein to the reasonable satisfaction of ADEC;

¢. the day after ADEC issues a voluntary written termination of the Order:
ADEC will terminate the Order upon request if Respondent establishes to
ADEC's satisfaction that it has established compliance far all of the issues
outlined in Counts I-IV of Section III of the Order and has complied with

the provisions of this Order.

10
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Oil and Gas Coordinator

DATED:

DATED: _¥° ""“7 2002, BRUCE M. BOTELHO
ATTORNEY GENERAL
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>
Campren Ltonarpd]
Assistant Attorney General

DATED: 05 ~/%~O2 BP EXPLORATION (ALASKA) INC.
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ack M. Fritts Gerartion <
Greater Prudhoe Bay Unit Bigid Manager
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1L «//45’{ % %‘ fr=2y , hereby certify that [

hold the position of Greates,Prudhoe Bay Operations Manager and that T am a responsible
official for the Respondent’s FACILITY and that I have the authority to eoter into agreements on
behalf of the Respondent and the FACILITY and to otherwise legally bind the Respondent and
the FACILITY. 1 hereby acknowledge that I have freely and voluntarily entered into this
agreement with the State of Alaska on behalf of the Respondent.

SUBSCRIBED AND SWORN to before me this {4 day of -“ﬂ"wgz

. 2002,
Gy, Mouce V. Buwstin
§*Y.?;.,9-§§3f§;~ 4«@ Notary Public, State of Alaska
§§~" Py:(% 2 My commission expires:
=H 1
'E;Ei‘ﬁof‘ {3C My Commission Expires
’% "-‘,.Y\Sg ..}: November 9, 2004
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Kt
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Stephen A. Elbert

Vice Chairman BP America Inc.
4101 Winfield Road
Suite 300
Warreavilte, iL 60555

Direct +1 630821 2573
. Fax +1 630 821 2582
April 17,2007 Mabile +1 630 915-8053

BY HAND DELIVERY

The Honorable Bart Stupak

Chairman of the Subcommittee on Oversight and Investigations
Committee on Energy and Commerce

United States House of Representatives

2125 Rayburn House Office Building

Washington, D.C. 20515

The Honorable Ed Whitfield

Ranking Member of the Subcommittee on Oversight and Investigations
Committee on Energy and Commerce

United States House of Representatives

2411 Rayburn House Office Building

Washington, D.C. 20515

Dear Chairman Stupak and Rep. Whitfield:

I am writing to summarize the responses of BP America, Inc. to the various inquiries by
the Subcommittee on Oversight and Investigations.

Document Requests and Productions To Date

In light of the many discussions over the last year among various BP America (“BPA™)
and BP Exploration Alaska (“BPXA”) and Subcommittee representatives about the nature and
scope of the Subcommittee’s inquiry and how BPA can best be helpful, I thought it would be
useful to summarize where we are. Based on those discussions, [ understand the Subcommittee
to be interested in the following categories of documents relating to our North Slope operations
in Alaska: (1) maintenance and “smart™ pigging of the oil transit lines, (2) knowledge of
sediments in the oil transit lines prior to the March and August 2006 incidents, with a primary
focus on the period from January 2006 to the present, and (3) budgeting for the corrosion
program from 2000 to 2006. The Subcommittee staff has made clear that it did not want all
documents relevant to these issues, the universe of which could be quite voluminous, but,
rather, a subset of documents that would, in the company’s opinion, appear to be most relevant
to the Subcommittee’s inquiry.
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decisions. For example, some of the documents discuss pipelines other than the oil transit
lines, and many do not indicate whether subsequent actions were taken in connection with an
issue discussed in a particular document. To provide the relevant context, without
overwhelming the Subcommittee with additional documents, we would like to provide a
substantive briefing to Subcommittee staff. We would, of course, also be happy to expand on
any part of the search, if that would be helpful.

Finally, this production contains highly sensitive business and financial information
regarding the operations of BPXA. Accordingly, BPA respectfully requests that these
documents be maintained confidentially and that, if the Subcommittee wishes to consider
whether any of these documents should be made public, BPA and BPXA be given an
opportunity to be heard on that question. In addition, please note that, to the extent that any
documents produced to the Subcommittee and information contained in this letter are protected
by the attorney-client privilege, work product doctrine, or other applicable privilege, such
documents and information have been provided at the Subcommittee’s request and in response
to the Subcommittee’s assertion of authority to compel such documents. By providing these
documents and information to the Subcommittee, BPA has not waived and does not intend to
waive its ability to assert such privileges in other fora.

Company Inquiries and Assessments

In addition to the requests for documents addressed above, the Subcommittee has asked
BPA to share the results of certain internal inquiries and assessments and to undertake an
independent investigation to address specific concerns raised by the Subcommittee. The
company has been working with the Subcommittee to address those requests.

(1) Booz Allen Hamilton Report. On April 5, 2007, BPA produced to you a copy of a
confidential report conducted by the consulting firm Booz Allen Hamilton at BPA’s request.
This report assesses BPXA’s organizational structure, processes, information systems, and
management practices as they relate to the operation of the oil transit lines and identifies
potential non-technical root causes and contributing factors to the March and August 2006
leaks. On April 10, 2007, Tom Williams (the primary investigator for the report from Booz
Allen) and Bob Malone (Chairman and President of BPA) provided a briefing on the report at
the Subcommittee’s request.

(2) COBC Reporr. Last fall, the Subcommittee requested that BPA undertake an
independent inquiry into specific issues relating to a 2002 compliance order by consent
(“COBC”), which was produced to the Subcommittee after the September 2006 hearings. In
October 2006, BPA retained Billie Garde to conduct this inquiry. On March 30, 2007, Ms.
Garde and her colleague Mr. John Clifford briefed Subcommittee staff on her interim findings.
BPA expects to produce the final report to the Subcommittee upon its completion.

(3) Investigation into Worker Concerns. As you know, last fall, BPA appointed Hon.
Stanley Sporkin, a retired federal judge, to serve as the independent ombudsman. One of the
assignments to the Office of the Ombudsman was a review of all technical concerns raised by
workers (employee and contractor) on the North Slope of Alaska since 2000. While significant
progress has been made, and no issues have been identified that presented imminent safety
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concerns, the review is not yet complete. When the project is complete, BPA will ask a
representative of the Ombudsman’s Office to brief the Subcommittee on the conclusions.

* * *

With the production today and those noted above, we have responded to the
Subcommittee’s inquiries with the exception of the anticipated production of the COBC report
and the briefing by the Ombudsman’s office regarding worker concerns. If you feel that furthe:
information would be helpful, please let me know. Over the course of this process, we have
gained insight into some of the issues addressed in the earlier hearing, and we hope that today’s
production and the reports produced over the past seven months help round out the picture and
provide additional context for the company’s responses at the hearing and in our
correspondence with the Subcommittee and the Committee.

We reiterate our commitment to cooperate fully with the Subcommittee in an open
manner. If the Subcommittee has any remaining questions concerning its requests for
information to date or BPA’s responses to those requests, please feel free to contact me
directly. My team and [ welcome the opportunity to discuss these matters with you.

Sincerely,

Shad soest—

Stephen A. Elbert

Enclosures
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In an attempt to expedite production, the company initially relied primarily on the
institutional knowledge of BPXA and its employees’ personal recollections to identify
responsive documents. This process, combined with responses to Subcommittee requests for
specific documents, resulted in our production to you of about 700 documents, primarily
reports by third-party and internal investigators and correspondence with, and productions to,
the Department of Transportation.

Today, BPA is supplementing that initial production with additional documents
responsive to the Subcommittee’s requests (Bates numbers BPXA-CEC00006970 to BPXA-
CEC00010587). This production includes documents that are the product of searches” of a
database of more than 20 million documents developed in response to subpoenas issued by the
U.S. Department of Justice (“DOJ”) and the Alaska Department of Environmental
Conservation (“ADEC”), as well as documents that were identified by attorneys in preparation
for the September 2006 hearings.? As the document collection efforts in response to the
subpoenas have continued, additional documents have been added to the database since the
searches were conducted.

We hope and expect that this process has identified documents responsive to the
Subcommittee’s interests. It is important to note that the process was designed to be responsive
to the Subcommittee’s request for only certain types of documents without a voluminous
production. As a result, the documents produced today do not tell a comprehensive story and,
because they lack context, may create an inaccurate picture of the company’s actions and

Y Documents from the database relating to pigging and to sediments were identified
through the following database search process. First, a database containing more than 20
million documents collected primarily from BPXA was sorted using search terms developed by
BPA’s outside counsel, Vinson & Elkins, based on the DOJ and ADEC subpoenas and areas of
inquiry identified by the Subcommittee. As a result, approximately 2.5 million documents have
been identified as potentially relevant, reviewed, and categorized by attorneys. Second, to
target documents most relevant to the Subcommittee’s interests, attorneys isolated potentially
relevant documents using category searches and conducted supplemental word searches. This
process yielded approximately 21,000 documents. Third, Vinson & Elkins attorneys then
reviewed the 21,000 documents and identified highly relevant documents.

Documents from the database relating to corrosion program budgeting are less
susceptible to identification through search terms. Accordingly, those documents were
identified through a more targeted search, including direct requests for documents from
employees involved in the budgeting process, and focusing on year-end budgeting documents
rather than voluminous documents related to budget planning and revisions to those plans.

? Documents related to pigging bear the Bates numbers BPXA-CEC00009252 to
BPXA-CEC00010587. Documents related to sediments bear the Bates numbers BPXA-
CEC00007223 to BPXA-CEC00009251. Documents related to budgeting for the corrosion
program bear the Bates numbers BPXA-CEC00006970 to BPXA-CEC00007222. All
documents within each subset have been arranged in chronological order for ease of review.



HENRY A WAXMAN, CALIFORNIA

BOHEY 1. RUSH, ILLINGIS
ANNATG ESHOO, CALIFGRNIA
BARY STUPAK, SAICHIGAN
ELIOT L. ENGEL, NEW YORK
ALBERT A. WYNN, MARYLAND
GENE GREEN, TEXAS
DiANA DeGETTE, COLORADO
VICE CHAIRMAN.
LOIS CAPPS, CALFORNIA
MHKE DOYLE, PENNSYLVANIA
JANE HARMAN, CALIFORNIA
TOM ALLEN,
JAN SCHAKQWSKY, LUNOIS
HILDA L. SOUS, CALIFORNIA
CHARLES A GONZALEZ, TEXAS

TAMMY BA
MIKE ROSH, ARKANSAS

DARLENE HOGLEY, OREGON
ANTHONY D, WHINER, NFEW YORK
M MATHESOR, UTAH

G.K. BUTTERFIELD, NORTH CAROLINA

QENNIS B, FITZGIREONS, CHIEF OF STAFE
GREGE A ROTHSCHILD, CHIEF COUNSEL

Mr. Robert A. Malone

242

ONE HUNDRED TENTH CONGRESS

W.S. House of Repregentatives

Committes on Energy and Commerce
TWashington, BEL 20515-6115

JOHN D. DINGELL, MICHIGAN
CHAIRMAN

April 30, 2007

Chairman and President

BP America, Inc.
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BP recently provided documents to the Subcommittee on Oversight and Investigations of
the Committee on Energy and Commerce that suggest a severe cost-cutting atmosphere existed
between 2000 and 2005 in crude oil production operations at Prudhoe Bay. Last week, BP
representatives met with Committee staff to discuss these documents and explain what impact
budget cuts may have had on Prudhoe Bay’s Corrosion, Inspection, and Chemicals Group (CIC),
which was responsible for corrosion mitigation at BP Exploration (Alaska) Inc. BP’s
representatives also commented on whether these budget cuts were in any way associated with

the recent failures that led to last year’s shutdown of the Prudhoe Bay field.

The documents suggest that budget pressures were severe enough that some BP field
managers were considering measures as draconian as reducing corrosion inhibitor to save money.
BP provided e-mails that detail proposals to cut funding for corrosion inhibitor during at least
two different years and in two different locations. These locations inciuded the “produced water”
lines that are highly susceptible to corrosion. If senior BP managers were willing to consider
turning off inhibitor at these locations, it suggests a budgetary environment in which other
corrosion management activities may have been eliminated or reduced to a degree that may have
directly affected corrosion of the portions of the oil transit lines (OTL) that experienced leaks last

year,

Similarly, the documents suggest that corrosion-monitoring efforts such as smart pigging,
coupon pulling, and digging up road crossings for visual inspection, were either reduced, put on
hold, or “squeezed” in some cases due to budget constraints. In other words, important action
items related to health, safety, and the environment, were being delayed, or cut altogether, and
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that this was related to tight budgets possibly in an effort to maintain “flat lifting costs.”

The documents provided to the Subcommittee confirm that people on the front lines of
corrosion management believed that they were under extreme pressure, and they were attempting
to do their best with what they had. As you prepare your testimony for the Subcommittee’s
hearing regarding operations at Prudhoe Bay, we ask that you be prepared to discuss your
understanding of the impact that budget had on the CIC Group and how this may have affected
both employee morale and the integrity of the corrosion monitoring program, including the
willingness to raise concerns regarding imprudent decisions. As long as BP lacks an
understanding of the environment in which these individuals were working, we remain skeptical
that effective policies can be implemented to prevent recurrences of these kinds of incidents.

In light of this recent information, we ask that you include in your written testimony
responses to the following questions regarding the CIC group’s corrosion mitigation efforts:

1. At any time from 2000 to 2005, did BP managers order corrosion inhibitor injection to be
turned off, specifically to save money or stay within budget constraints? If so, where in
the system did this occur, during which dates, and what potential impact did such actions
have on the lines or systems when it was halted?

2. On April 15, 2004, an e-mail was sent to Messrs. Kip Sprague and Richard Woollam in
the CIC Group (Bates number 7159) referring to a proposal to cancel corrosion inhibitor
at “GC’s.” Assuming that this abbreviation refers to the Gathering Centers, where within
the Gathering Centers was the halting of inhibitor being proposed (regardless of whether
such action was ever taken)? In view of the changing composition of crude oil being
produced at Prudhoe Bay, would reducing corrosion inhibitor at the Gathering Centers
have any impact on “carry over” to the OTLs that leaked?

3. Provide all records related to any requests for smart pigging and maintenance pigging
from any officials in the CIC Group for the years 2000 through 2005,

4. Provide all e-mails sent and received by the CIC Group involving reducing, suspending,
or cutting back on corrosion inhibitor, or any general concerns regarding corrosion in the
OTLs.
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If you have any questions on this matter, please contact us or have your staff contact

Christopher Knauer or Richard Miller with the Majority Committee staff at (202) 226-2424, or
Dwight Cates with the Minority Committee staff at (202) 225-3641.

Sincerely,

John D. Dingell Sthpak

Chairman Chairman
Subcommittee on Oversight and Investigations

cc: The Honorable Joe Barton, Ranking Member
Committee on Energy and Commerce

The Honorable Ed Whitfield, Ranking Member
Subcommittee on Oversight and Investigations
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The Honorable Bart Stupak
Chairman

Oversight and Investigations
Committee on Energy and Commerce
2352 Rayburn House Office Building
Washington, DC 20515

The Honorable Ed Whitfield

U.S. House of Representatives

2411 Rayburn House Office Building
Washington, DC 20515

Dear Chairman Stupak and Representative Whitfield:

A hearing currently is scheduled before the Subcommittee on May 3, 2007, as a
follow on to the September 7, 2006 hearing regarding the Prudhoe Bay issues resulting
from the two Qil Transit Lines (OTLs) on the North Slope of Alaska. For the reasons
explained below, BP respectfully requests that the hearing be rescheduled.

First, it has recently come to my attention that information relevant to the
September, 2006 hearing was not provided to the Subcommittee — or to the President of
BP Alaska or me. By way of background, as you know, I commissioned an investigation
into the reasons that the OTL leak detection Compliance Order by Consent (COBC) was
not disclosed to the Subcommittee prior to the first hearing. While that investigation is
not yet complete, | have received, reviewed and provided to the Subcommittee staff the
Interim COBC Report.! The Interim COBC Report identified a breakdown in our
response and preparation process that resulted in relevant documents not being provided.
Some of these documents are the same documents that the Subcommittee staff has
identified as raising questions on the impact of the budget process on operational
decision-making during 2000 - 2005.

Second, some of the documents recently produced to the Subcommittee staff raise
concerns about previous spending decisions that cause me concern. We need time to
determine how the concerns and frustrations expressed by workers were ultimately
resolved. For example, as set out in some of the documents, it appears that there were
serious discussions about discontinuing injection of corrosion inhibitor into some of the
Produced Water lines in 2001- 2004. I do not know whether this happened at all; or, if it
did, for how long, or what was the impact on the lines. [ want to have, and I want the
Subcommittee to have, a complete understanding of what happened in this case and why.

'{ am advised that the final investigation cannot be completed until ail the relevant documents are reviewed
and any necessary follow up interviews are completed.
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Additionally, I was troubled to see in some of the documents the extent of the frustration
being expressed by the workforce throughout the 2000-2005 time frames. I want to eliminate the
frustration voiced in many of the documents by creating a culture in which workers are confident
their concerns will be heard and addressed before they would ever reach the level of frustration
expressed in these historical documents. This process takes time, but [ believe that we are
making changes in the way we manage our business, and in building a positive safety culture.

[ recognize that the Subcommittee wants to ensure that BP fully understands what led to
the situation in Alaska and that it incorporates the lessons learned into its processes going
forward. I want to do that as well. In order to do that, I would request additional time to
complete investigations and document searches, and to ensure that the Subcommittee staff has all
of the information it needs to complete its work.

Finally, as we have explained to the Subcommittee staff on a number of occasions, BP is
involved in a substantial document production process in cooperation with various governmental
investigations of the Prudhoe Bay spills of 2006.2 Despite enormous effort the database is not
yet complete. In some cases, the searches may have to be refined. As a result some of our
responses on specific issues are not yet complete, while certain questions may require additional
information, research and investigation. This will also apply to responding to the document
request that we understand the Subcommittee is submitting to us today.

It has always been my intention to be fully responsive to the Committee, and I apologize
for the breakdown in our process that has occurred. For these reasons, I respectfully request that

the May 3 hearing be rescheduled so that we are able to more fully develop the record prior to
the hearing.

Regards, %

Robert A. Malone

2 As we said in our transmittal letter of April 17, 2007, we have created a searchable database of over 20 million
documents, which we winnowed down in the interest of providing the subset of documents that appeared most
relevant to the Subcommittee’s interests. Our letter noted that we anticipated and welcomed additional questions.
Following our further discussions with Subcommittee staff, we are searching for additional responsive documents
and will invest the time and resources needed to provide them.
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Mr. Robert A. Malone
Chairman and President
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Houston, TX 77079

Dear Mr. Malone:

We are in receipt of your April 30 letter (attached) requesting a postponement of the
hearing scheduled for May 3, 2007, before the Subcommittee on Oversight and Investigations of
the Committee on Energy and Commerce entitled “2006 Prudhoe Bay Shutdown: Will Recent
Regulatory Changes and BP Management Reforms Prevent Future Failures?” This hearing had
been planned for some time as a follow up to our September 7, 2006, hearing. It was intended to
assess the adequacy of efforts BP and various regulators have taken to address the organizational
and mechanical failures leading to the March 2, 2006, leak in the “Western Operating Area”
transit line and the subsequent discovery of severe corrosion and leaking in the “Eastem
Operating Area” transit line,

Your request for a postponement of the hearing is based upon your recent discovery that
“information relevant to the September, 2006 hearing was not provided to the Subcommitiee.” In
addition, this information was apparently neither disclosed to you nor Steve Marshall, the former
President of BP Alaska, before your testimony at our September hearings. The discovery of this
material has clearly raised questions about the adequacy of your response to the Committee, as
well as previous spending decisions made by your company—concerns that you clearly
acknowledge in your April 30 letter and that form the basis for your request for additional time to
investigate both issues in more detail.

Despite numerous requests for such material, going back nearly a year, it was only on
April 17, 2007, that BP provided the Committee with a number of BP documents which reveat
important internal discussions suggesting a severe cost-cutting atmosphere existed in your crude
oil production operations at Prudhoe Bay. On their face, this new material raises concems that
shortsighted cost-cutting may have led to the spills and corrosion problems in Alaska. Some of
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the documents discuss stopping the injection of corrosion inhibitor to meet budget targets.
Others suggest that other activities related to corrosion mitigation had to be reduced or put on
hold due to budget constraints.

Equally troubling, these documents raise questions about the accuracy of Mr. Marshall’s
testimony when he suggested that “cost is not a consideration” as it relates to issues of both safety
and integrity in Prudhoe Bay operations.

It is our understanding that significant redesign and rebuilding has already occurred on
some of the key transit lines that failed last year. It is also our understanding that BP has made a
number of management and personnel changes in Alaska, and that these efforts appear to be
taking the company in a positive direction. We applaud your company for those undertakings.
Nevertheless, to assess whether BP's new path forward will be successful, the Committee needs
to explore whether the climate of top down cost-cutting affected the health, safety, or the
environment of the Prudhoe Bay field and its workers. In order to make such a determination,
we need you to respond to the questjons raised by the newly discovered documents, as well as all
previous requests for information made by this Committee.

As you know, in response to our receipt of the newly discovered documents, we
forwarded to you another document request on April 30, 2007, which included: (1) documents
that discuss whether BP managers ordered that corrosion inhibitor be tumed off due to budgetary
constraints; (2) answers to the question of if, when, and where corrosion inhibitor may have been
turned off, and what consequences this may have had on program integrity; (3) records related to
requests for smart pigging and maintenance pigging from officials in the Prudhoe Bay’s
Corrosion, Inspection, and Chemicals (CIC) Group from 2000-2005; and (4) e-mails sent or
received by the CIC group related to reducing, suspending, or cutting back on corrosion inhibitor.

We are pleased that BP has promised to respond quickly to this request and accept BP's
explanation that it needs “additional time to complete investigations and document searches, and
to ensure the Subcommittee has all of the information it needs to complete its work.”

Based upon your assurances that you need additional time to comply with our document
requests and to be prepared to respond to the issues raised by the newly discovered internal BP
documents, we have acquiesced to your request for a continuance and have rescheduled the
hearing for 9:30 a.m. on Wednesday, May 16, 2007. At that hearing, we expect you and other BP
officials to be prepared to address the following issues:

s BP’s plan to rebuild and sustain the integrity of the oil pipeline system, including
the Eastern Operating Area and Western Operating Area transit lines that failed
and caused last year’s shutdown. How is this effort progressing and what are the
expected milestones for completion?
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s  Whether BP believes the environment of cost-cutting as apparently reflected in
some of these documents affected the ability of workers to safely operate the
Prudhoe Bay field and, in particular, ensure adequate corrosion control. To the
extent BP believes these documents do suggest a climate where workers had to
make difficult decisions between budget savings and program integrity, what steps
does the company intend to take to prevent the reoccurrence of such an
atmosphere?

» What role did top down cost-cutting play in both Texas City and Alaska? What
changes is BP institutionalizing that would reflect the lessons learned from both
Texas City and Alaska, as identified in the Baker Panel report, the Booz Allen
Hamilton report, and the Chemical Safety Board Investigation report?

¢ How will BP ensure that there is no tolerance for retaliation against workers who
may attempt to raise safety and health concerns? In addition, as new concerns
arise, how will BP put in place a transparent mechanism to ensure they are
resolved in a timely manner?

If you have any questions regarding this matter, please contact us or have your staff
contact Christopher Knauer or Richard Miller with the Committee staff at (202) 226-2424.

Z3

Sincerely,

John D. Dingell 7 at Stupak
Chairman Chairman
Subcommittee on Oversight and Investigations
Attachment

cc:  The Honorable Joe Barton, Ranking Member
Committee on Energy and Commerce

The Honorable Ed Whitfield, Ranking Member
Subcommittee on Oversight and Investigations
Committee on Energy and Commerce
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Stephen A. Elbert ‘-,”n‘

Vice Chairman BP America Inc.

4101 Winfield Road
Suite 300
Warrenvilla, IL 60855

Direct +1 630 821 2573
Fax +1 630821 2582
May 3, 2007 Mobile +1 630 B15-8053

BY HAND DELIVERY

The Honorable Bart Stupak

Chairman of the Subcommittee on Oversight and Investigations
Committee on Energy and Commerce

United States House of Representatives

2125 Rayburn House Office Building

Washington, D.C. 20515

The Honorable Ed Whitfield

Ranking Member of the Subcommittee on Oversight and Investigations
Committee on Energy and Commerce

United States House of Representatives

2411 Raybum House Office Building

Washington, D.C. 20515

Dear Chairman Stupak and Rep. Whitfield:

T understand that the Subcommittee has requested the reports of the Process Safety
Management (“PSM”) Systems Compliance Audit at the Texas City Refinery, conducted by
AcuTech Consulting Group in 2006. BP America Inc. (“BPA”) is today producing the report
of the AcuTech audit, which was delivered in two parts in June and August 2006. We are also
producing AcuTech’s first Progress Report against its audit recommendations, dated February
2007. In the interest of completeness, we are also producing three “statements of action,”
which BP Products North America prepared in July 2006, September 2006, and March 2007,
These documents have all previously been provided to the Occupational Health and Safety
Administration. BPA is producing these documents [BPXA-CEC00010822 through BPXA-
CEC00011781] in response to the Subcommittee’s request.

In addition, I understand that the Subcommittee has requested that BPA provide a
summary of its understanding of common themes, or “crosswalks,” between the Chemical
Safety Board, Booz Allen Hamilton, Independent Panel, Fatal Accident Investigation
(“Mogford™), and Management Accountability Project reports. BPA is producing a document
[BPXA-CEC00011782] in response to the Subcommittee’s request.

T am also providing to you the Final Report of the Management Accountability Project
on the Texas City Isomerization Explosion (“Management Accountability Report”) [BPXA-
CEC00011783 through BPXA-CEC00011836]. Although the report is not directly responsive
to the Subcommittee’s requests for documents or information, BPA wishes to make the
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Subcommittee aware of this document, which has been subject to a protective order but which,
as of today, has been made public by a third party.

The Management Accountability Report is the product of an internal BP management
review aimed at assessing whether BP managers and executives in the Refining reporting chain
properly discharged their accountabilities in connection with the Texas City incident in March
2005. The assessment was conducted confidentially and was completed in February 2007,
Pursuant to a document request from plaintiffs in the tort litigation related to the Texas City
incident, BP thereafter produced the report subject to a protective order, which has expired. BP
has litigated the issue whether the protective order should remain in effect and has not
prevailed; plaintiffs have elected to release the report.

BP nonetheless continues to treat the report as a confidential internal document. Asa
matter of policy, BP does not comment on personnel matters and does not intend to comment
on the specific contents of the report, the individuals discussed in the report, or any actions
taken or contemplated as a result of the report. Because of the privacy concems associated
with the document, and notwithstanding the use that plaintiffs in the tort litigation have made of
it, BPA respectfully requests that the report not be released publicly by the Subcommittee at
this time.

This production contains highly sensitive business and financial information.
Accordingly, BPA respectfully requests that these documents be maintained confidentially and
that, if the Subcommittee wishes to consider whether any of these documents should be made
public, BPA and BPXA be given an opportunity to be heard on that question. In addition,
please note that, to the extent that any documents produced to the Subcommittee and
information contained in this letter are protected by the attomey-client privilege, work product
doctrine, or other applicable privilege, such documents and information have been provided at
the Subcommittee’s request and in response to the Subcommittee’s assertion of authority to
compel such documents. By providing these documents and information to the Subcommittee,
BPA has not waived and does not intend to waive its ability to assert such privileges in other
fora.

If the Subcommittee has any questions concemning this request for information or other
matters, please feel free to contact me directly. We welcome the opportunity to discuss these
matters with you.

Sincerely,

Shod See A

Stephen A. Elbert

Enclosures
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Booz | Allen | Hamilton

Booz Allen Hamilton Inc.
8283 Greensboro Drive
McLean, VA 22102

Tet  1-703-902-5000
Fax 1-703-902-3333

www.boozallen.com

May 13, 2007

The Honorable John D. Dingell
Chairman, Committee on Energy and Commerce

The Honorable Bart Stupak

Chairman, Subcommittee on Oversight and Investigations
United States House of Representatives

Washington D.C. 20515-6115

Dear Congressmen Dingell and Stupak,

This letter is pursuant to your inquiry to Mr. Robert Malone, President of BP America,
dated May 11, 2007.

No one at BP pressured any member of the Booz Allen Hamilton Inc. team to change
any aspect of the report. The allegation to this effect that has appeared in the press is
entirely groundless.

Booz Allen discovered the need to update the information on page 72 of the reportas a
result of our reviewing the 2004 AFEs that were provided to us by Rick Cape on April
24, 2007, and in response to requests for clarification on this and other aspects of the
report from BP on April 30. We take professional integrity and ethics very seriously,
and willingly make revisions as needed. We brought this matter to the attention of BP
America on May 7, 2007.

The March 2007 Booz Allen report referred to in the Committee’s letter was prepared

based on work that was conducted for BP on a “best efforts” basis in a relatively short
time frame over the winter holiday period. The revision to page 72 of the report does
not alter its findings and recommendations.

Over the course of the project, Booz Allen conducted over 100 interviews and reviewed
thousands of pages of documents. However, our review was not exhaustive and we
had to make informed judgments based on the information available to us.
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What analysis (including interviews) did Booz Allen Hamilton conduct in support of
the sentence as written? How did Booz Allen Hamilton conclude that the OTL was
proposed to be pigged?

The Booz Allen team interviewed BPXA management, GPB Field management, CIC
management and staff, and commercial management to understand the budget process
(interview notes enclosed). In addition, we reviewed financial reports and an extensive
body of email traffic. Many of these emails deal with technical and budget issues.

The email traffic in documents labeled BPXA-CEC00007003-7005 from May 2001 follow
an email exchange involving CIC and the GPB Technical Services Director regarding the
impact of a budget over-run on CIC activities. A number of corrosion management
activities are put on “hold.” The team noted this and looked for similar patterns in later
years.

The team believed they found a similar pattern, involving many of the same principals,
in emails labeled BPXA-CEC00007126-7129, BPXA-CEC00007133-7134, and BPXA-
CEC00009674-9675. The relevant passage is, “One option is to cancel the 2004 smart
pigging program - what are the consequences of not doing it this year (the 3 LDF's)?”
Also included in this set of material are documents BPXA-CEC00007135-7158, the
“Greater Prudhoe Bay / 2004 Lifting Cost Challenge (LCC) Maintenance and
Reliability”. On the first page (7135} is the line item “CIC: Cancel 2004 Smart Pigging
Program” for a one-time savings of $250,000. Other opportunities to reduce inhibition
or inspection are also listed.

The team crossed this finding with M&R and Field Opex spending from 2001-2005 (see
file “Copy of BAH - 0806GPB 2001-06 MR Ops Capex Category Summary.xls”. There
are no "pigging” entries in the MR tabs until 2006. Under Ops Capex Sort 1, lines 1212-
1213 for GPMA Commonline Smart Pigging show an expenditure of almost $1 million
in 2003, a nominal amount in 2004, and zero in 2005.

Prior to receiving additional information, the team drew several preliminary
conclusions that were subsequently revised:

* It failed to distinguish between oil transit lines (OTL) and large
diameter flow lines (LDF).

e Itbelieved the “smart pigging program” was comprehensive,
and not limited to the LDF.
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¢ It concluded the lack of spending in 2004 and 2005 was a
deferral.

Documents recently provided to the Committee, notably BPXA-CEC00010069-10082,
which the team did not see until April 27, 2007, provide additional clarity.

Did Booz Allen Hamilton review the attached AFE to determine if this effort was
attempted and subsequently denied due to a lack of funding? If not, why not?

The Booz Allen team did not review AFE 4N092 and did not see the relevant email
traffic (BPXA-CEC00009637-9640) until April 27, 2007 when the batch of documents was
provided to us by WilmerHale. The team was unaware that the AFE existed until April
24, 2007.

Please provide all supporting documents and interview notes contained in footnote
38.

Enclosed.
Sincerely,
Thomas D. Williams BOOZ ALLEN HAMILTON INC.

Senior Executive Advisor

cc: Robert Malone
Stephen Elbert
Rick Cape
Robert Stout Jr.
Carol Dinkins
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Stephen A. Elbert

Direct  +1 830 821 2573
Fax  +1 630821 2582
Mobile  +1 630 915 8053
elbertsa@bp.com

Vice Charman
BP America Inc.
4101 Winfield Road
May 14, 2007 Suite 300

Warrenville, iL 60555
SA

BY HAND DELIVERY

The Honorable John D. Dingell

Chairman of Committee on Energy and Commerce
United States House of Representatives

2328 Rayburn House Office Building
Washington, D.C. 20515

The Honorable Bart Stupak

Chairman of the Subcommittee on Oversight and Investigations
Committee on Energy and Commerce

United States House of Representatives

2125 Rayburn House Office Building

Washington, D.C. 20515

Dear Chairmen Dingell and Stupak:

1 am writing to provide you with responses to several outstanding requests that
you have posed to BP America, Inc. (“BPA”).

May 11, 2007 Letter

On May 11, 2007, you asked, in a letter addressed to Robert Malone, for
information regarding an error identified by Booz Allen Hamilton in its March 2007
report on the 2006 Greater Prudhoe Bay OTL incidents. This error is comected in a
May 10, 2007 letter from Tom Williams to Rick Cape, which we are attaching hereto.

The error concemns the following sentence on page 72 of that report: “Budget
pressure eventually led to de-scoping some projects and deferring others. For
example, the plan to run a smart pig in the OTL was dropped in 2004 and 2005.”
Question #1 in your May 11 letter asks why BP believes “that the aforementioned
finding in the referenced Booz Allen Hamilton report is in error”

BPA believes that the statement regarding the plan to run a smart pig in the
OTL was simply factually mistaken; there was no plan to run a smart pig in the OTL
that was dropped in either 2004 or 2005. I am providing to you today, on behalf of
BPA, documents that demonstrate that this statement in the Booz Allen report is
erroneous. These documents were identified in the iCONECT document
production database, previously described in our April 17, 2007 letter to you, using a
series of searches that employed a variety of search terms designed to identify
documents on BPXA's planned and executed smart pigging operations for 2004
and 2005:
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* An e-mail chain beginning on March 31, 2004 that indicates that BPXA planned to
“smart pig” three-phase cross country large diameter flowlines (“LDFs”) in 2004 and
2005, and had no plans to run a smart pig in the 34” oil transit lines (“OTLs") for the
Western Operating Area (“WOA?”) or the 34" and 30" OTLs for the Eastern Operating
Area (EOA) in 2004 or 2005. This document bears the Bates numbers BPXA-
CEC00018457-59.

* A series of e-mails and various attachments (some previously produced), which show
that, while budget pressures were applied to the CIC group in 2004, this did not lead
BPXA to “drop” its LDF smart pigging plans. These documents bear the Bates numbers
BPXA-CEC00007128; BPXA-CEC00007155-56; BPXA-CEC00007133-34; BPXA-
CEC0009674-75; and BPCA-CEC00018460-62.

¢ Several documents that indicate that BPXA planned and did in fact execute smart pig
runs on three-phase cross-country LDFs in 2004 and 2005 (as noted on the pages marked
by green tape flags for your reference). These documents are:

o August 18, 2004 Corrosion Monitoring Review Meet and Confer VIII PowerPoint
presentation. This document contains the label 00058062.0001.

o December 2004 GBP Lifting Costs Summary. This document contains the label
FARNHAMR-A-028 0149.

o 2004 Commitment to Corrosion Monitoring Report. This document contains the
label 00021830.0001.

o 2005 Commitment to Corrosion Monitoring Report. This document contains the
label 00018171.0001.

We believe that Questions 2-4 of your May 11 letter are questions directed to Booz Allen
Hamilton. Accordingly, Booz Allen Hamilton is submitting written responses to those questions
in the attached letter from Tom Williams. Booz Allen Hamilton is also providing documents,
attached to that letter, that address your requests.

April 30, 2007 Letter

Request 2

Request 2 in your April 30, 2007 letter to Robert Malone poses two questions related to
an April 15, 2004 e-mail sent to Messrs. Kip Sprague and Richard Woollam in the CIC Group
(BPXA-CEC00007159). BPA respectfully submits the following responses to those questions.
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Assuming that this abbreviation {“GC’s”] refers to the Gathering Centers, where within
the Gathering Centers was the halting of inhibitor being proposed (regardless of whether
such action was ever taken)?

The abbreviation refers to the Gathering Centers in the Western Operating Area. The e-
mail’s discussion of a proposal to discontinue the use of chemical inhibitor concerned a program
that involved injection of corrosion inhibitor into the Produced Water (“PW”) lines that run from
the Gathering Centers to the well pads. The PW lines are not connected to the Oil Transit Lines
(**OTLs™), which are the lines that experienced leaks in March and August 2006. PW lines carry
water that has been separated from the oil and gas in the fluid stream at the Gathering Centers,
and deliver it back to the well pads, where it is re-injected down the well bore to help maintain
pressure in the formation.

Moreover, although the option of discontinuing use of chemical inhibition was discussed
in this e-mail, the option was not pursued and the corrosion inhibitor injections into the PW lines
were not reduced. Indeed, during 2004, BPXA used more corrosion inhibitor than was used in
2003. In 2003, BP used 2.52 million gallons of corrosion inhibitor (an effective concentration of
147 ppm). In 2004, BP used 2.67 million gallons of chemical (a concentration of 151 ppm). BP
also spent more on corrosion inhibitor -- $23 million in 2004 versus $22 million in 2003.

In view of the changing composition of crude oil being produced at Prudhoe Bay, would
reducing corrosion inhibitor at the Gathering Centers have any impact on “carry over” to
the OTLs that leaked?

There was no reduction in corrosion inhibitor at the Gathering Centers. Had the inhibitor
been reduced, however, it would not have had any impact on the corrosion inhibition that
“carries over” to the OTLs that leaked because there is no connection between the PW lines,
which transport water from the Gathering Centers back to the well pads for reinjection, and the
OTLs, which transport sales quality crude oil from the Gathering Centers to the Trans-Alaska
Pipeline System. In short, the two lines carry different streams in opposite directions from the
Gathering Centers; thus, reducing, or even eliminating, chemical inhibition in the PW lines
would have had no effect on the OTLs.

* K Kk ok

Both in 2004 and currently, BPXA’s primary corrosion inhibition program consists of
injection of chemical corrosion inhibitor at the wellhead. Corrosion inhibitor injected at the
wellhead is designed to provide protection throughout the oil transmission system, as it follows
the path of the oil stream from the well to the LDF lines, then to the Gathering Centers, and
finally on to the OTLs. Corrosion inhibitor injection rates at the wellhead have been
progressively increased and, through the late 1990s and into the first years of this century, the
observed rate of corrosion actually decreased.
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BPXA’s CIC group was concerned, however, that the PW lines, which carry water as
described above, were subject to degradation. As a consequence, the CIC group began a
program of supplemental injection of chemical corrosion inhibitor directly into the PW lines.
The program was deemed “supplemental” because the primary inhibition program was -- and
remains today -- the injection of corrosion inhibitor at the wellhead. For a number of years, this
supplemental program was limited to only some of the PW lines. Starting in 2005, it was
expanded to apply to all of BP’s Greater Prudhoe Bay PW lines on the North Slope; this project
was completed in January 2007.

Request 3

Finally, we are producing six additional documents that we have identified as potentially
responsive to request #4 in the April 30, 2007 letter. These documents bear the Bates numbers
BPXA-CEC00018438 through BPXA-CEC00018456.

Because we are providing these documents to you on an expedited basis, as you
requested, this production may contain some duplication. We apologize for any inconvenience
but wanted to provide the documents to you as quickly as possible.

This production contains highly sensitive business and financial information.
Accordingly, BPA respectfully requests that these documents be maintained confidentially and
that, if the Subcommittee wishes to consider whether any of these documents should be made
public, BPA and BPXA be given an opportunity to be heard on that question. In addition, please
note that, to the extent that any documents produced to the Subcommittee and information
contained in this letter are protected by the attorney-client privilege, work product doctrine, or
other applicable privilege, such documents and information have been provided at the
Subcommittee’s request and in response to the Subcommittee’s assertion of authority to compel
such documents. By providing these documents and information to the Subcommittee, BPA has
not waived and does not intend to waive its ability to assert such privileges or confidentiality
protections in other fora.
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If the Subcommittee has any questions concerning this request for information or other
matters, please feel free to contact me directly. We welcome the opportunity to discuss these
matters with you.

Sincerely,

J;Wwa. Eed

Stephen A. Elbert

Enclosure

ccr The Honorable Joe Barton, Ranking Member
Committee on Energy and Commerce

The Honorable Ed Whitfield, Ranking Member
Subcommittee on Oversight and Investigations
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BP admits knowing of corrosion problems - Lisa Myers & the NBC News Investigative U... Page | of |

M MSNBC.com

BP admits knowing of corrosion problems

Workers had predicted ‘'major catastrophic event’ because of cost-cutting
By Lisa Myers

Senior investigative correspondent

Updated: 7:35 p.m. ET Aug 9. 2006

WASHINGTON - BP now admits that senior company officials were warned three years ago about serious
corrosion problems in the pipeline being shut down this week.

The warnings were {aid out in correspondence obtained by NBC News, between Chuck Hamel, an advocate for
oil workers, and senior BP officials.

Hamel writes that BP workers had come to him predicting a "major catastrophic event" and warning that "cost
cutting” had caused "serious corrosion damage to flow fines and systems.”

"They were cheating in what's required of them in normal business practice in an oil field to save money, to
cut corners,” Hamel says.

BP officials responded at the time, but said: "We cannot investigate or act without specific information.”

In the iast few months, a number of BP workers have told the FB] that beginning in 1999, supervisors ordered
them to cut back on a key chemical — known as corrosion inhibitor - put into the system to protect pipes.
After a major spill tast March, BP told federal regulators there was "a reduced level of corrosion inhibitor” in
the system that failed. Federal officials ordered BP to inject more chemicals into the pipeline.

On Wednesday, BP America's CEQ defended the company's anti-corrosion program.

"We're learning," says Ross Pillari. "We recognize that we thought we had a program that was sufficient, that
we need to do more,"

A iearning process likely to soon cost consumers at the pump.

© 2007 MSNBC Interactive

URL: http://www.msnbe.msn.com/id/14273574/

© 2007 MSNBC com

http://www.msnbc.msn.com/id/14273574/print/1/displaymode/1098/ 05/03/2007
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Interview Name: Bill Hedges Date: | 12/14/2006

Interview Title: CIC Strategy & Planning Location: | Anchorage

Interviewers: Tom Williams

Notes:

Prior to the arrival of Tony Brock and the creation of the Technical Directorate, there was
no formal process for assessing risk.

There were many informal processes, run by individuals,

They had no process for trying to quantify risk.

Kip Sprague, almost single-handedly tried to develop and keep up a kind of risk register
as he built the annual facility reviews. This was mostly in his spare time, outside of his
normal job.

In the past, they sat down with senior leadership as part of the QPR. They identified
some major risk areas they were concerned with, but one-off

- Production water system

- Seawater system

- CUI

CIC was resourced to be a reactive team. Did not have the resources to be truly forward
looking.

After the first leak, management started to seek out CIC, which was in another building
until recently. Bemnard Looney (ACT) came by to ask what risks he might be facing.

The major vehicle for communicating to senior management was the QPR and the annual
review.

CIC had very limited time (20-30 minutes) as part of the broader M&R presentation
(usually around 2 hours). Usually talked about what was going on, what CIC was doing,
no time for a discussion around risk assessment.

There has been a big change since the leak. Lots more management attention and inquiry
about risk issues.

The PAIT (Pipeline Assessment and Intervention Team) look at a]l the equipment was
the major CIC input into the Risk Register

Risk Register is developed under Technical Director (Tony Brock). Cory Herod manages
its development.

For example, CUI has always been a big issue.

Use radiographic inspection of low points on pipeline. Plan was to cut backlog of known
corrosion issues in half.

At the end of 2005, this follow up list was about 2,000 items (inspection revealed
corrosion issues)

Rather than reduce the backlog, the list has grown to 3,000 items that require visual
inspection and follow-up.
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For the first time, they have actually taken some lines out of service (e.g., Point
Mclntyre)

PAIT was an effort following the first leak to get at the state of the infrastructure. Assess
each piece of kit with a view to:

- Shut in now

- Replace now

- Replace in 3 years

For risk assessment, PAIT is all about probability, since severity of any leak is high (zero
tolerance).

Soon after he arrived here from Trinidad in July 2005, he asked for 3 more people in CIC
town, and was turned down.
He now has 19 open slots in CIC town, and another 14 in Field.

He gave me a demonstration of the query capabilities of MIMIR, producing a list of all
level “F” inspections in 2005. It took about 1 minute.
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June 13, 2007

Ms. Carolyn Merritt

Chair and CEO

U.S. Chemical Safety and
Hazard Investigation Board
2175 K Street, NW, Suite 400
Washington, DC 20037-1809

Dear Ms. Merritt:

Thank you for appearing before the Subcommittee on Oversight and Investigations on
Wednesday, May 16, 2007 at the hearing entitled “ 2006 Prudhoe Bay Shutdown: Will Recent
Regulatory Changes and BP Management Reforms Prevent Future Failures?” We appreciate the
time and effort you gave as a witness before the Subcommittee.

Pursuant to the Rules of the Committee on Energy and Commerce, the hearing record
remains open to permit Members to submit additional questions to the witnesses. Attached are
questions directed to you from certain Members of the Committee. In preparing your answers to
these questions, please address your response to the Member who has submitted the question(s)
and include the text of the Member's question along with your response. In the event you have
been asked questions from more than one Member of the Committee, please begin the responses
to each Member on a new page.

To facilitate the printing of the hearing record, your responses to these questions should
be received no later than the close of business Friday, June 29, 2007. Your written responses
should be delivered to 2125 Rayburn House Office Building and faxed to 202-225-5288 to the
attention of Kyle Chapman, Legislative Clerk. An electronic version of your response should
also be sent by e-mail to Mr. Kyle Chapman at kyle.chapman@mail.house.gov in a single Word
or WordPerfect formatted document.

Thank you for your prompt attention to this request. If you need additional information
or have other questions, please contact Kyle Chapman at (202) 226-2424.
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Sincerely,

JOHN D. DINGELL
CHAIRMAN

Attachment
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1. The Booz Allen report on Prudhoe Bay speaks of “a ‘normalization of deviance’
where risk levels gradually crept up due to evolving operating conditions.” In
the case of the aging Prudhoe Bay lines, the report cites increasing water and
sediment levels and decreasing flow as insidious risk factors for corroesion. In
your testimony, you stated, “We observed a similar indifference to growing
catastrophic risk in our Texas City investigation.” Please provide examples of
BP’s indifference to catastrophic risk at Texas City.

The CSB investigation found that, at least since 2000, procedural deviations, abnormally
high liquid levels and pressures, and dramatic swings in tower liquid level were the norm
in almost all previous startups of the Texas City refinery’s ISOM unit, where the March
2005 accident occurred. Operators typically started up the unit with a high liquid level
inside and left the drain valve in manual - not automatic - mode to prevent possible loss
of liquid flow and resulting damage to a furnace that was connected to the tower. These
procedural deviations - together with the faulty condition of valves, gauges, and
instruments on the tower - made the tower susceptible to overfilling.

None of the previous abnormal startups were investigated by BP, nor were operating
procedures updated to reduce the likelihood or consequences of flooding the tower. As
American Petroleum Institute safety guidance notes, when operating procedures are not
updated or correct, “workers will create their own unofficial procedures that may not
adequately address safety issues”™. At the Texas City refinery, procedural workarounds
were accepted as normal.

The CSB report documented the occurrence of eight previous instances between 1994
and 2004 where flammable hydrocarbon vapors were discharged from the same
blowdown drum which ultimately released liquid and vapor on March 23, 2005. In two
of these incidents the blowdown system caught on fire. The eight incidents were not
properly investigated, and appropriate corrective actions were not implemented. The
investigation of a 1994 incident resulted in an action item to analyze the adequacy of the
blowdown drum. The area superintendent was responsible for the completion of this
item. However, the item was never finished, and management officials did not follow up
to assure completion.

Despite numerous previous fatalities at the Texas City refinery (23 deaths in the 30 years
prior to the 2005 disaster) and many hazardous material releases, BP did not take
effective steps to stem the growing risk of a catastrophic event.

In each year from 2002 to 2005, BP made its own significant findings about the culture
and safety of the Texas City site. In 2002, the new refinery manager found the
infrastructure and equipment to be “in complete decline”. A follow-up study by BP found
“serious concerns about the potential for a major site accident” due to mechanical
integrity problems. Later in 2002, another internal report explicitly connected the safety
problems to earlier cost-cutting, stating, “the current integrity and reliability issues at

! API 770, 2001
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TCR [Texas City Refinery] are clearly linked to the reduction in maintenance spending
over the last decade ... The prevailing culture at the Texas City refinery was to accept
cost reductions without challenge and not to raise concerns when operational integrity
was compromised.”

Similar findings were made in 2003, when a study of maintenance found that “cost
cutting measures have intervened with the group’s work to get things right - usually
reliability improvements are cut.” An external BP safety audit found inadequate training,
a large number of overdue action items, and a concern about “insufficient resources to
achieve all commitments.” The report stated that “the condition of the infrastructure and
assets is poor.”

The year 2004 was marked by three major accidents at the refinery, including a $30
miltion process fire and two other accidents that caused three deaths. Meanwhile, an
analysis conducted by BP’s internal audit group in London found common safety
deficiencies among 35 BP business units around the world, including widespread
tolerance of non-compliance with basic health, safety, and environment rules and poor
implementation of safety management systems.

In 2004, BP documents show that maintenance spending increased, but the increases
were largely due to complying with environmental requirements and responding to major
accidents and outages. There was still not an adequate focus on preventative maintenance
before accidents occurred. The investigation found that BP’s executives relied unduly on
injury statistics in assessing the safety of their facilities.

BP managers and executives attempted to make improvements from 2002 to 2005 but
they were largely focused on personal safety - such as slips, trips, falls, and vehicle
accidents - rather than on improving process safety performance, which continued to
deteriorate.

Later in 2004, a safety culture survey of the refinery was conducted and endorsed by the
site leadership. The study, known as the Telos report, pointed to “an exceptional degree
of fear of catastrophic incidents” among other conclusions, and it stated respondents’
belief that “production and budget compliance gets ... rewarded before anything else.”
Finally, a safety business plan for 2005 cited as a “key risk™ the possibility that “Texas

City kills someone in the next 12-18 months”,”

Taken as a whole, these findings point to a culture that had grown increasingly blind to
catastrophic process risks.

2. Your testimony indicates that incentive programs for refinery managers were
weighted “in favor of financial performance” and “BP managers increased site
bonuses even in the face of three fatalities in 2004.” Similarly, Booz Allen found
that senior management incentives in Alaska were based on cost and production.
How should this type of organizational deficiency be corrected? Should

2 HSSE (Health, Safety, Security, and the Environment) *05 Business Plan, March 15, 2005.
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regulators incorporate minimum standards for management compensation
incentives as part of the process safety management plans, and disqualify those
plans with counterproductive incentives?

BP Group executives and Texas City management focused on personal safety rather than
on process safety and preventing catastrophic incidents. The emphasis on financial
performance and personal safety was driven from the highest levels of the organization
and underscores the need for greater and more effective board oversight.

The CSB recommended that BP Global Executive Board of Directors appoint an
additional non-executive member of the Board of Directors with specific professional
expertise and experience in refinery operations and process safety and appoint this person
to be a member of the Board Ethics and Environmental Assurance Committee.

The CSB recommendation is consistent with recommendations of the Financial Reporting
Council (FRC), the UK independent regulator for corporate reporting and governance.
The FRC has adopted guidance entitled, “Internal Control: Guidance for Directors on the
Combined Code,” commonly referred to as the Turnbull guidance. The Turnbull
guidance recommends that UK boards maintain a system of internal risk control that
includes health, safety, and environment, and that boards review the system’s
effectiveness annually.

In addition the CSB recommended that OSHA amend its Process Safety Management
(PSM) standard to require that covered facilities perform management of change reviews
for organizational changes, such as mergers, acquisitions, staffing changes, and budget
cuts. If facilities were required to perform such reviews, it would provide a safeguard
against pursuit of financial targets without adequate analyses of the safety impacts.

3. A 2005 BP “Health, Safety and Environment Plan” referenced in the Chemical
Safety Board’s (CSB’s) Investigation Report warns of people being killed in the
next 12-18 months if safety was not improved. Was this warning cry heard at
the highest levels of the company? Was it heeded?

The 2005 HSE Business Plan was dated March 15, 2003, just eight days prior to the
accident, and the waming unfortunately could not avert the events on March 23.
However, the estimate of a worker fatality every 12 to 18 months reflected the historical
average fatality rate at this troubled facility. An October 2004 presentation by the Texas
City Business Unit Leader to the Global Chief Executive for Refining and Marketing
recounted the fatal incidents with pictures of the deceased. However, this and other
meetings between Texas City and BP corporate executives did not result in effective
actions to improve process safety. Late in 2004, a further 25% budget cutting challenge
was issued to BP’s refineries. The cut was partially implemented at Texas City.

As described in the CSB investigation report, numerous warnings were made years
earlier about unsafe conditions at the refinery, include BP’s internal Veba and Kearney
reports from 2002, a Maintenance Gap Assessment (2003), and a GHSER [Getting
Health, Safety, and Environment Right] Audit (2003). The Group Chief Executive for
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Refining and Marketing, who was a member of BP's executive board, was familiar with
the findings of audits of the Texas City refinery. However, BP’s response focused
largely on improving personal safety and procedural compliance, and did not correct
certain core deficiencies, such as the lack of preventative maintenance and the use of
obsolete safety equipment, such as blowdown drums.

4. Please list the reccommendations made by the Chemical Safety Board to the
Occupational Safety and Health Administration (OSHA) related to BP’s refinery
at Texas City. Has OSHA implemented all of these recommendations? If not,
what follow up has the CSB undertaken to make the Secretary of Labor and
Office of Management and Budget aware of this?

2005-4-1-TX-R5
1. Implement a national emphasis program for all oil refineries that focuses on:

a. The hazards of blowdown drums and stacks that release flammables to the
atmosphere instead of to an inherently safer disposal system such as a flare.
Particular attention should be paid to blowdown drums attached to collection
piping systems servicing multiple relief valves;

b. The need for adequately sized disposal knockout drums to safely contain
discharged flammable liquid based on accurate relief valve and disposal collection
piping studies.

2. Urge states that administer their own OSHA plan to implement comparable emphasis
programs within their respective jurisdictions.

2005-4-I-TX-R8

Strengthen the planned comprehensive enforcement of the OSHA Process Safety
Management (PSM) standard. At a minimum:

a. Identify those facilities at greatest risk of a catastrophic accident by using
available indicators of process safety performance and information gathered by
the EPA under its Risk Management Program (RMP);

b. Conduct, or have conducted, comprehensive inspections, such as those under your
Program Quality Verification (PQV) program at facilities identified as presenting
the greatest risk;

c. Establish the capacity to conduct more comprehensive PSM inspections by hiring
or developing a sufficient cadre of highly trained and experienced inspectors;

d. Expand the PSM training offered to inspectors at the OSHA National Training
Institute.

2005-4-I-TX-R9
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Amend the OSHA PSM standard to require that a management of change (MOC) review
be conducted for organizational changes that may impact process safety including:

a. Major organizational changes such as mergers, acquisitions, or reorganizations;
b. Personnel changes, including changes in staffing levels or staff experience; and
c. Policy changes such as budget cutting.

On May 16, 2007, OSHA sent the CSB a letter indicating that the agency is reviewing all
three recommendations. The CSB has not received any specific documentation on
OSHA'’s intended actions to fulfill the recommendations. On June 12, 2007, OSHA
publicly announced a National Emphasis Program on refinery safety but has not provided
documentation or correspondence to the CSB concerning this program.

5. The Chemical Safety Board recommended that BP “Appoint an additional non-
executive member of the Board of Directors with specific professional expertise
and experience in refinery operations and process safety.” Has this been
implemented?

The CSB received a letter dated May 18, 2007, from BP America Chairman Robert
Malone stating that BP had appointed an independent expert to advise the board of
directors on safety issues and that “in the future, the CSB recommendation will be taken
into account by the Board as part of its continuing development of skills as mentioned
above, and in light of the Board’s experience of working with the independent expert.”

The CSB will be requesting additional information from BP about its intentions
concerning this recommendation. Upon receipt of that information, the CSB Board will
vote on designating the response as acceptable, unacceptable, or acceptable as an
alternative.

6. Are there leading indicators that could warn OSHA, refinery managers, and
unions about a breakdown in process safety management before an accident
occurs? What are these leading indicators? Should OSHA require new safety
indicators for process safety? Has the CSB made specific recommendations to
OSHA regarding the need for leading indicators?

Leading indicators provide a check of system functioning before serious accidents occur.
Examples of possible leading indicators are the percentage of equipment inspections
completed by the target date or the rate of closure for process safety management (PSM)
action items. Lagging indicators, such as near misses, can provide evidence that a key
system is failing to meet its objectives. Active monitoring of both leading and lagging
indicators is important to the health of process safety systems.

Currently, there is no consensus set of either leading or lagging indicators for use by the
process industries. Prior to March 2005, BP measured safety performance largely on the
basis of a lagging indicator, the occupational injury rate, which provides little information
about the condition of process safety systems.
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The CSB did not recommend that OSHA require companies develop new process safety
indicators. However, the CSB did recommend that OSHA identify and inspect those
facilities at the greatest risk of a catastrophic accident using available indicators and
information gathered by the EPA under its Risk Management Program (RMP).

The CSB further recommended that the American Petroleum Institute and United
Steelworkers of America “ ... create performance indicators for process safety in the
refinery and petrochemical industries. Ensure that the standard identifies leading and
lagging indicators for nationwide public reporting as well as indicators for use at
individual facilities. Include methods for the development and use of the performance
indicators.” In addition, the CSB hopes to convene a panel of outside experts,
representing a broad spectrum of stakeholders, to accelerate the development of leading
safety indicators in the petrochemical sector.

New indicators will facilitate efforts by industry to identify facilities with serious
problems and to compare safety performance between different sites and between
different companies. In the future, OSHA could use new indicators developed through a
consensus process to better target its process safety inspections.

7. Did OSHA cooperate with the Chemical Safety Board’s investigation of the BP
Texas City disaster, by furnishing its inspection records and making its
personnel available for interviews?

In the course of its BP investigation, the CSB found a number of pre-existing deficiencies
in the Texas City refinery’s PSM program. Such deficiencies might have been uncovered
had OSHA conducted a comprehensive process safety inspection of the refinery, known
as a Program Quality Verification (PQV) audit. In addition, the CSB learned that in
1992, OSHA had cited a blowdown drum at the refinery as unsafe, but the citation was
later withdrawn and blowdown drums continued in use at the refinery.

For over a year the CSB sought information, records, and interviews from OSHA to
understand these issues better. Although a few interviews were allowed, other requests
were denied. The CSB submitted a number of requests for documents and interviews
from OSHA regarding the PQV inspection program, including the number, training,
education, and experience of inspectors. The requested information and interviews were
not provided. The CSB also sought an interview with the OSHA inspector who cited the
blowdown drum in 1992, and this request was also denied.

8. Did OSHA withhold information from CSB? If so, what was withheld and did
OSHA provide CSB with any justification for why this information was
withheld?

OSHA’s last correspondence on this issue is provided as an attachment. OSHA stated
that the issues on which the CSB sought information were “committed entirely to
OSHA’s discretion™ and were outside the proper scope of a CSB root-cause accident
investigation.
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9. Do statutory changes need to be made to ensure CSB has unfettered access to
information from OSHA during an investigation?

CSB investigations would benefit from reasonable access to OSHA and EPA records and
personnel. Congress charged the CSB with examining OSHA and EPA standards and
programs for accident prevention, and to do so the agency must first be able to gather the
facts. The Senate legislative history accompanying the Clean Air Act Amendments
directs the CSB to take an “all cause” approach in its investigations, presumably
including weaknesses in inspection and enforcement systems as possible causes. The
lack of access to information during the BP investigation signifies the need for
clarification of interagency relationships, which could be done through a statutory
change.

10. Are there other statutory changes concerning the Chemical Safety Board that
you would recommend? Please provide a list of such recomnmendations and the
justification.

The current statute authorizing the CSB is now 17 years old. The CSB has gained
considerable first-hand experience in how these provisions apply at accident sites and in
our relations with other parties.

Congress could compare the CSB’s existing statutory authorities with those of the older
and more established National Transportation Safety Board. While not all the conditions
are exactly the same between the two agencies, there is much in common, and the CSB
would benefit significantly from some of the clearer authorities in the NTSB statute. For
example, the authority of the CSB to preserve and determine the testing of evidence is
much less explicit than the NTSB’s authority. Last year, when the CSB proposed a
procedural rule on evidence preservation at accident sites, some industry voices objected
that Congress had never intended the CSB to exercise such preservation authority. The
result of these statutory issues is very concrete: investigations are often delayed, and in
some cases important physical evidence is actually lost or destroyed. Clarification of
these issues by Congress would improve the quality and speed of CSB investigations.

In addition, Congress should clarify that no local, state, or federal agency may block the
access of the Board to the site of a chemical release, particularly during the early stages
when the physical evidence is its most pristine condition but is also in the greatest peril.
From time to time, local assertions of criminal jurisdiction have been used to impede the
access of CSB investigators to accident sites. During the period while such issues are
resolved, critical evidence is exposed to damage or loss.

Congress could also consider providing the CSB’s investigative records with a limited
degree of statutory protection, to prevent indiscriminate use in litigation and criminal
prosecutions. The possible future use of information gathered by the CSB in the
courtroom can have a strong chilling impact on our ability to conduct our safety
investigations and can detract from our independence.

The CSB remains a very small agency that seeks to have an impact on very broad issues.
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The Congressional authorizing committees have not provided the agency with mission
guidance, priorities, or funding targets since the enactment of the original statute. A 1989
version of the Clean Air Act envisioned a CSB that was funded at half the then level of
the National Transportation Safety Board, the agency on which we were modeled, but
today the CSB is barely a tenth the size of the NTSB. As a resuit of chronic shortages of
personnel and resources, the CSB can deploy investigators to just a handful of the serious
accidents that arguably warrant its attention. The CSB also hopes that Congress may
provide explicit support for the Board’s safety studies and outreach programs.

The CSB would benefit if Congress reviewed the structure of the Board itself and
provided for a vice chairman to assure an orderly transition during times when the chair
is vacant. Periodic vacancies in the chair, and the resulting absence of executive
authority, pose a significant risk to the success of the agency. Under the existing statute,
CSB board members cannot serve beyond the expiration of their five-year terms, and thus
vacancies in the chair and other board seats are all but inevitable.

Finally, the CSB has requested that Congress discontinue a highly unusual auditing
arrangement under which the EPA Inspector General serves as IG for the Board. This
relationship — which was established through annual appropriations riders and has never
been reviewed by the authorizing committees ~ compromises the Board’s statutory
independence and should be ended.
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June 13, 2007

Mr. Richard Fairfax

Director

Directorate of Enforcement Programs
Occupational Safety and Health Administration
U.S. Department of Labor

200 Constitution Avenue, NW

Washington, DC 20210

Dear Mr. Fairfax:

Thank you for appearing before the Subcommittee on Oversight and Investigations on
Wednesday, May 16, 2007 at the hearing entitled “ 2006 Prudhoe Bay Shutdown: Will Recent
Regulatory Changes and BP Management Reforms Prevent Future Failures?” We appreciate the
time and effort you gave as a witness before the Subcommittee.

Pursuant to the Rules of the Committee on Energy and Commerce, the hearing record
remains open to permit Members to submit additional questions to the witnesses. Attached are
questions directed to you from certain Members of the Committee. In preparing your answers to
these questions, please address your response to the Member who has submitted the question(s)
and include the text of the Member's question along with your response. In the event you have
been asked questions from more than one Member of the Committee, please begin the responses
to each Member on a new page.

To facilitate the printing of the hearing record, your responses to these questions should
be received no later than the close of business Friday, June 29, 2007. Your written responses
should be delivered to 2125 Raybum House Office Building and faxed to 202-225-5288 to the
attention of Kyle Chapman, Legislative Clerk. An electronic version of your response should
also be sent by e-mail to Mr. Kyle Chapman at kyle.chapman@mail.house.gov in a single Word
or WordPerfect formatted document.
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Thank you for your prompt attention to this request. If you need additional information
or have other questions, please contact Kyle Chapman at (202) 226-2424.

Sincerely,

JOHN D. DINGELL
CHAIRMAN

Attachment
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U.S. Department of Labor Assistant Secretary for
Occupational Safety and Health
Washington, D.C. 20210

AUG -3 207

The Honorable Bart Stupak

Chairman

Subcommittee on Oversight and Investigations
Committee on Energy and Commerce

United States House of Representatives
Washington, D.C. 20515-0115

Dear Chairman Stupak:

This is in response to your questions enclosed in Chairman John D. Dingell’s June
20, 2007, letter to Richard Fairfax, Director, Directorate of Enforcement Programs
for the Occupational Safety and Health Administration (OSHA). These questions
relate to Director Fairfax’s May 16, 2007, appearance before the Subcommittee on
Oversight and Investigations hearing on to the 2006 Prudhoe Bay Shutdown and
British Petroleum (BP) management practices.

Question 1: The Chair of the Chemical Safety Board testified that if BP had
complied with regulations and standards, the Texas City refinery accident could
have been prevented. Do you agree?

Response: OSHA believes that, if BP had complied with all applicable safety and
health standards, the Texas City refinery accident may have been prevented. The
primary responsibility for the safety and health environment for employees at our
nation’s workplaces rests with employers. OSHA’s accident investigation findings
indicate that BP abdicated its responsibility for the safety and health of its
employees and suggest that the accident at the Texas City, TX, refinery (BP TCR)
on March 23, 2005, could have been prevented or the severity mitigated had
OSHA safety regulations been followed. Furthermore, OSHA determined that BP
willfully violated OSHA safety standards. OSHA believes this disregard for
applicable OSHA standards led to the deaths of 15 employees at BP TCR. Asa
result, OSHA has referred this case to the U. S. Department of Justice for criminal
prosecution.

Question 2: Over the five years prior to the Texas City Refinery explosion in
March 2005, has there been sufficient enforcement of the Process Safety
Management Standard in the refinery sector?
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Response: Enforcement of OSHA's Process Safety Management Standard [29 CFR
1910.119] is an OSHA priority. Between March 2000 and March 2005, Federal
OSHA conducted 34 inspections focusing on Process Safety Management (PSM) in
refineries; State OSHA programs conducted an additional 14 inspections. There
were other inspections based upon complaints and referrals that did not focus
solely on PSM.

OSHA has launched a National Emphasis Program (NEP) for refineries. Under
this program, OSHA will conduct 81 inspections at petroleum refineries over the
next two years. However, the NEP is just one component of several significant
enforcement injtiatives in the oil, gas, and refining industries on which OSHA is
working. In addition to the above nationwide effort, OSHA also has two Regional
Emphasis Programs in Region 6, which covers Louisiana, Arkansas, Oklahoma,
Texas and New Mexico, that focus on reducing workplace injuries and fatalities in
the petrochemical industry, as well as in the oil and gas well drilling and servicing
sectors.

Question 3: Are deaths an adequate leading indicator of a failed process safety
management system? Are there alternatives?

Response: While employee deaths may certainly be an indicator of problems
associated with an employer’s PSM system, neither OSHA nor the industry should
rely exclusively on tragic accidents to identify PSM performance probiems.
Typically, industry views employee deaths as a lagging indicator. Indeed, the
independent “Baker Panel” conducted a thorough review of BP's corporate safety
culture, safety management systems, and corporate safety oversight at its U.S.
refineries, and its report states the exclusive use of lagging indicators is not
necessarily a good predictor of PSM performance.

OSHA agrees. Although employers have had access to leading indicator
information, including their internal statistics and proprietary data from industry
associations to determine if specific areas of their PSM program need
improvement, this information has generally not been disclosed publicly. OSHA
is evaluating the possible use of leading and lagging indicators as a tool to target
PSM inspections. The challenge for OSHA is to determine which combination of
leading and lagging indicators are the best predictors of deficient PSM programs
for various types of employers that process chemicals.

Question 4: Your testimony indicates that the Texas City Refinery did not come
up with red flags that would have warned OSHA’s Enhanced Enforcement
Program (EEP). Why did red flags not go up at OSHA when there were three



281

deaths and multiple explosions in 20047

Response: OSHA conducted two inspections in response to the 2004 incidents at
the Texas City refinery and issued citations on August 16, 2004 and February 25,
2005 based on its findings. The EEP requires either that a fatality was related to a
serious, willful, or repeat violation; or that there were three or more willful or
repeat citations or failure-to-abate notices where the violations reflect grave
hazards and an accident was probable. The citations issued in August 2004 did
not qualify for the EEP because there was no fatality; nor were there violations
meeting the classification criteria. Inresponse to your question, OSHA further
reviewed its enforcement activity following the February, 2005 BP citations. Qur
review has clarified that the February 25, 2005, inspection findings did qualify for
inclusion in the EEP due to two fatalities and the issuance of a related willful
violation. BP was placed in the EEP less than a month before the March 2005
explosion.

Following the BP March 2005 accident, however, OSHA did issue an “ Alert” to its
field staff. Under the alert, OSHA conducted inspections of BP refineries and
similar processing facilities in states under federal jurisdiction. OSHA also
worked with state plan states to inspect BP refineries in state plan states. In
response to the alert, OSHA inspected the BP refinery located in Oregon, Ohio;
found hazards similar to those found at Texas City; and issued BP 34 willful and 5
serious citations with proposed penalties totaling more than $2.4 million for
unsafe operations in Ohjo. Those citations are being contested.

Recently, on July 20, 2007, as the result of its monitoring of the Texas City refinery,
OSHA issued BP one willful and four serious citations with proposed penalties of
$92,000 for violations related to, among other matters, an inadequate pressure
relief system.

In addition, for any case in which a willful violation appears to have caused the
death of any employee, such a violation will be carefully considered for possible
criminal referral to the Department of Justice (DOJ), under Section 17 (¢} of the
OSH Act.

Question 5: Please list the recommendations made by the Chemical Safety Board
to OSHA arising out of the Texas City Refinery accident. Please list the
implementation status of each recommendation.

Response: See Attachment A, CSB Recommendations to OSHA Related to the BP TCR
Investigation, for the subject list of recommendations and OSHA's response.



282
4

Question 6: Has OSHA modified its regulations to require blowdown drums to
be burned off through a flare instead of venting to the atmosphere?

Response: OSHA has no current plans to modify its regulations as to blowdown
drums. We believe the existing PSM requirements adequately address the
situation you have described.

Because there are tens-of-thousands of PSM-covered processes that are, in most
cases, configured differently, the PSM standard relies on general performance
requirements. A requirement for blowdown drums to be burned off through a
flare would be a specification requirement. If the PSM standard were to contain
specification requirements, it would need to be vastly expanded to address not
only specific types of processes, but their unique configurations, technologies and
chemistries in order to assure that the regulation covered the many combinations
of potential hazardous conditions at chemical facilities.

This approach to regulating chemical process safety would be too prescriptive to
be practical. Instead, the performance approach sets up general performance
requirements with which employers are required to comply. This approach
requires that employers demonstrate that their performance is in compliance with
the PSM standard.

In the case of venting of flammable and/or toxic chemicals to the atmosphere, the
PSM standard does not specify a method to relieve the products produced by
excess pressures from, for example, a runaway reaction, that is, by a blowdown
drum venting to atmosphere or a flare.! Rather, the standard mandates that an
employer conduct a process hazard analysis (PHA) to, “. . . identify, evaluate and
control the hazards involved in the process.” 29 CFR 1910.11%(e) (1). Under the PSM
standard, among other responsibilities, an employer is required to identify
hazards through an evaluation performed by a knowledgeable team, to document
that its equipment complies with recognized and generally accepted good
engineering practices, and to implement the controls identified by the PHA.
Under the standard, if the process relieves to a blowdown drum and vents excess
relief products to the atmosphere, the employer must conduct a PHA to identify,
evaluate, and control the hazards of the process, including hazards created by the

1 Blowdown drums that vent to the atmosphere are an older method of technology that even if
currently well-maintained may no longer be adequate to relieve the products produced by
overpressures for various reasons. For example, the process may have been modified to process
greater amounts of product at higher temperatures and pressures, creating a situation where the
blowdown drum and vent could be overwhelmed. On the other hand, the blow down drum may
currently be well-maintained and provid effective and safe pressure relief.
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use of this method of pressure relief. The employer is under the same obligation if
the process relieves to a flare. For a process tied to a flare, the employer would be
required, for example, to evaluate whether the pressure relief equipment tying the
process to the flare is properly sized. Failure to meet these requirements subjects
the employer to citation for failing to control the process hazards.

To comply with this particular PSM paragraph, the employer with a blowdown
drum that vents a Highly Hazardous Chemical (HHC) to the atmosphere must

first identify this hazardous condition in its PHA, and then evaluate if the HHC
released could expose employees to catastrophic hazards, i.e,, fire, explosion or
toxic release.

If the employer cannot demonstrate through its evaluation that any HHC released
through a vent to the atmosphere will not result in harm to employees, then the
employer cannot demonstrate that its performance has complied with this
requirement. If the employer cannot demonstrate that existing controls are
adequate for this hazardous condition, then additional controls, such as venting
the'blowdown through a closed system to a flare, would be required. If controls
needed to safely control the hazardous condition are not provided or are
inadequate, then the employer could be cited for not performing its obligation to
control the identified hazardous condition.

Question 7: Several reports indicated concern about the use of contract workers in
the petrochemical industry. An OSHA commissioned study found increased use
of contract workers could pose increased hazards in petrochemical plants due to
differential levels of training and lack of communication between permanent and
contract workers. Contractor injuries and illnesses are not recorded on the
facility’s OSHA 300 logs of injuries and illnesses. What steps is OSHA taking to
hold the site owner responsible and accountable for the injuries and illnesses
experienced by subcontractor employees? Why does OSHA not require a
common OSHA 300 log at these facilities?

Response: While OSHA'’s occupational injury and illness recordkeeping
regulation at 29 CFR Part 1904 does not require host employers to record the
injuries and illnesses of contractor employees they do not supervise on a daily
basis, OSHA’s PSM standard does require site controlling employers to maintain a
log of contract employee injuries and illnesses for PSM covered processes. In
Appendix C - Compliance Guidelines and Recommendations for Process Safety
Management (Nonmandatory) of the PSM standard, OSHA explained that its
requirement to maintain a contract injury and illness log would give the host
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employer a complete representation of the injuries and illnesses related to
contractors working on or near a covered process:

Muintaining a site injury and illness log for contractors is another method
employers must use to track and maintain current knowledge of work
activities involving contract employees working on or adjacent to covered
processes. Injury and illness logs of both the employer's employees and
contract employees allow an employer to have full knowledge of process
injury and illness experience.

Question 8: After several large explosions at chemical plants, the Chemical Safety
Board recommended that OSHA expand the Process Safety Management standard
to address reactive chemicals. Has that been implemented? If not, why not?

Response: OSHA staff is continuing to review the CSB’s rulemaking
recommendation. OSHA has implemented or is developing a number of
regulatory and non-regulatory initiatives to prevent these types of incidents. The
Agency’s initiatives related to chemical reactivity hazards are listed in Appendix
C, #5.

Question 9: Your testimony indicated that OSHA has made 56 criminal referrals
to the Justice Department since 2001. Please provide a list of these 56 referrals,
with the name of the party referred, the facility, the location, and a brief summary
of the alleged criminal violation.

Response: Please note that a total of 58 criminal referrals have been made to date.
See Attachment B, Criminal Referrals By OSHA To DO]J or US Attorneys (2001
through July 23, 2007), for a list of the referrals to DOJ. Please note that only the
names of those companies against whom action has been taken can be revealed.
In those instances where a decision to move forward has not yet been made or
prosecution was declined, OSHA can disclose neither the names of the entities nor
their locations.

Question 10: How many recommendations has OSHA received from the
Chemical Safety Board? Please provide a list and their status with respect to
OSHA'’s implementation. For those recommendations that have not been
implemented by OSHA, please explain why they have not been implemented.

Response: OSHA received 22 recommiendations from CSB. Some of these
recommendations contain multiple parts. See Appendix C, CSB Recommendations
to OSHA for a list of CSB recommendations to OSHA and the implementation
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status of each of the recommendations.
I believe that the above answers are responsive to your questions relative to
OSHA's testimony before the Subcommittee. If you should have any additional
questions, please feel free to contact me.
Sincerely,
Edwin G. Foulke, Jr. /
cc:  The Honorable John D. Dingell
The Honorable Joe Barton

The Honorable Ed Whitfield

Enclosures
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B-1
Appendix B
Criminal Referrals By OSHA To DOJ

or US Attorneys
(2001 through July 23, 2007)

Fiscal Year 2001 |31

Tyler Pipe Co.
(crushed in machine)

Moshe Junger
(Mordechi Rubbish)
(building collapse)

# Company C(trenching)

Fiscal Year 2002 {6}

Tri-State Scaffolding
Equipment and Supplies,
and Phillip Minucci
(scaffold collapse)

# Company B
(electrocution)

* Oscar Miranda
(Azteca Services)

# Company D
(trenching)

Steve Pate
(Pate & Pate Enterprises)

7/01 Guilty plea 7/19/02
$250,000 fine, 1 yr. probation

5/01 Guilty plea; sentencing 6/02
4 months imprisonment, one
year supervised release, $100,000 fine

6/01 Declined by DOJ

11/01 Indictment by Manhattan D.A.
10/01/02

Guilty pleas 9/02

minimum jail term 3.5 yrs

5/02 Declined

6/02 Guilty plea 8/03 (one count
each of false stmts & mail fraud)

30 mos. jail, 3 yrs supervised release,
restitution to USPS, payment of ee med.
bills and OSHA penalties

6/02 US. Atty. declined

6/02 Guilty plea 11-18-04;
5 yrs probation; must



10

1

12

13

14

15

16

(trenching)

* Russel Nickel
(Pyro Products)

Fiscal Year 2003 [9

*# Company A
(trenching)

# Company B
*# Company C

# Company D
(crushing)

* + Atlantic States Cast
Iron Pipe Co. et al

* # Individual E

*# Company F
(crane collapse)

201

inform OSHA of companies &
work sites; requirements for
daily and weekly safety
inspections.

6/02 Guilty plea 5/04; 2 mos.

prison, 2 mos. home confine-
ment; $2,000 fine

10/02 U.S. Atty. declined 11/02

2/03 US. Atty. declined 12/03
2/03 US. Atty declined

2/03 US. Atty. declined 8/03

3/03 12/03 Indictments
4/06 convictions:
environmental crimes,

false statements (company
and Scott Faubert), and
obstruction (company, John
Prisque, and Jeffrey Maury).

3/03 DOJ declined 4/03

4/03 US. Atty. declined 5/04



17

18

19

20

21

24

26

27

28

Hillandale Farms of Florida
(confined space engulfment)

# Company H
(trenching)

Fiscal Year 2004 [10]
# Company A

#,** Company B

# Company C

# Company D

# Company E

Union Foundry
(crushing)

# Company F
# Company G

** Jared Bailey
(EKK Grading)

# Company H

292

4/03Guilty plea 8/05;

$128,800 fine, implement

safety program with annual audits,
submit article to industry magazine anc
assist Extension Service with training
materials

6/03 US. Atty. declined 8/03

2/04 US. Atty declined/04
3/04 No decision yet

3/04 DOJ declined 6/04
3/04 US. Atty. declined 7/04
4/04 US. Atty. declined 4/05
4/04 Guilty plea 9/05

(OSH Act & RCRA counts)
$4.25 M. fine & commun.
service project; 3 yrs probation
6/04 No decision yet

7/04 No decision yet

7/04 Indictment 8/05
Acquittal 12/05

7/04 US. Atty. declined 9/04

Number of cases discussed with DOJ/US Atty. but not referred: 10



29

30

31

32

33

35

36

37

38

Fiscal Year 2005 [10
# Company A

(fall)

Glen Wagner; Wagner
Excavation Services
(trenching)

Kang Yeon Lee

(Big Apple Constr.)
(balcony collapse)

* Ralph Guarnieri
(Global Electric)

#,* Company C

# Company D

** Nasir Bhatti &
Tariq Alamgir (Metla Const.)
(fall)

Greg Clark

(Greg Clark Roofing)
(fall)

# Company G

# Company H

293

10/04 US Atty declined 11/04

11/04 Information filed 10/4/05
Guilty plea 10/12/05
fined $50,000

12/04 Guilty plea 4/05

30 months jail; 2 years
probation; $2M restitution
and civil penalties

3/05 Indictment 6-8-06

3/05 US Atty declined 10/06
4/05 No decision yet

6/05 Complaint 5/06;

guilty pleas 12/06

6/05 Information2/06
guilty plea - fine

7/05 No decision yet

7/05 US Atty declined 11/05

Number of cases discussed with DOJ/US Atty. but not referred: 11



39

40

41

42

43

45

47

49

50

Fiscal Year 2006_{12]

294

# Company A 12/05No decision yet

(electrocution)

# Company B
# Company C
# Company D

(caught in machine)

# Company E
(trench)

#,* Company F

American Asbestos Control
(fall)

# Company H
(fall)
#,** Company I

# Company J
(electrocution)

# Company K
(building collapse)

#,* Company L

Initial contacts on other cases: 6

12/05 No decision yet

12/05 No decision yet

1/06

1/06

1/06

2/06

4/06

4/06

7/06

8/06

9/06

No decision yet

US Atty declined 2/06

No decision yet

Guilty Plea 4/12/07
Sentenced 1 yr. probation
$25,000 fine

No decision yet

No decision yet

No decision yet

No decision yet

No decision yet



51

52

53

55

56

57

58

295

B-6
Fiscal Year 2007
# Company A 2/07 No decision yet
(trench)
# Company B 2/07 No decision yet
(trench)
# Company C 2/07 No decision yet
(confined space)
# Company D 3/01 No decision yet
(fall from scaffold)
# Company E 3/01 No decision yet
(fall from scaffold)
# Company F 3/ No decision yet
(fall from scaffold)
# Company G 6/15 No decision yet
(wet concrete collapse)
# Company H 6/13 No decision yet
(lack of machine guarding)

False statements (29 U.S.C. §666(g); 18 US.C. §1001)

Interference with OSHA inspection, 18 U.S.C. §1505, or attempted bribery, 18
US.C. §210(b)(1)(A)

Assault on compliance officer

Company name withheld. Prosecution has not yet been initiated OR referral dic
not result in prosecution.
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June 13, 2007

Ms. Jonne Slemons

Coordinator

Petroleum Systems Integrity Office
Division and Oil Gas

Alaska Department of Natural Resources
550 West 7™ Avenue, Suite 800
Anchorage, AK 99501

Dear Ms. Slemons:

Thank you for appearing before the Subcommittee on Oversight and Investigations on
Wednesday, May 16, 2007 at the hearing entitled * 2006 Prudhoe Bay Shutdown: Will Recent
Regulatory Changes and BP Management Reforms Prevent Future Failures?” We appreciate the
time and effort you gave as a witness before the Subcommittee.

Pursuant to the Rules of the Committee on Energy and Commerce, the hearing record
remains open to permit Members to submit additional questions to the witnesses. Attached are
questions directed to you from certain Members of the Committee. In preparing your answers to
these questions, please address your response to the Member who has submitted the question(s)
and include the text of the Member's question along with your response. In the event you have
been asked questions from more than one Member of the Committee, please begin the responses
to each Member on a new page.

To facilitate the printing of the hearing record, your responses to these questions should
be received no later than the close of business Friday, June 29, 2007. Your written responses
should be delivered to 2125 Rayburn House Office Building and faxed to 202-225-5288 to the
attention of Kyle Chapman, Legislative Clerk. An electronic version of your response should
also be sent by e-mail to Mr. Kyle Chapman at kyle.chapman@mail.house.gov in a single Word
or WordPerfect formatted document.



307

Thank you for your prompt attention to this request. If you need additional information
or have other questions, please contact Kyle Chapman at (202) 226-2424.

Sincerely,

JOHN D. DINGELL
CHAIRMAN

Attachment
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DEPARTMENT OF NATURAL RESOURCES 550 WEST 7™ AVENUE, SUITE 800
ANCHORAGE, ALASKA 99501-3560
DIVISION OF OIL & GAS PHONE:  (907) 269-8800

FAX: (907) 269-8938

July 6, 2007

The Honorable Bart Stupak, Chairman
Subcommittee on Oversight and Investigations
Committee on Energy and Commerce

U.S. House of Representatives

2125 Rayburn House Office Building
Washington, D.C. 20515

Dear Chairman Stupak:

I am in receipt of a June 20, 2007 letter from Chairman John D. Dingell of the
Committee on Energy and Commerce which forwarded 13 questions related to my
testimony, on May 16, 2007, at the hearing entitled “2006 Prudhoe Bay Shutdown: Will
Recent Regulatory Changes and BP Management Reforms Prevent Future Failures?” Per
Chairman Dingell’s request, [ am responding directly to you regarding those questions.
The response, in italics, immediate follows the question.

1. Does the build-up of sediment in a pipeline send up a red flag, since bacteria can
flourish under sediment and lead to aggressive microbial corrosion?

Yes. Sediment in a pipeline can cause or contribute to problems, including providing
an environment in which corrosion-causing bacteria can grow, creating difficulties
with intelligent pigging, and blocking of corrosion inhibitor interface with the pipe
wall. The presence of sediment is therefore a red flag for consideration of these
issues, and generally calls for measures to remove it and to prevent its build-up.

2. Does the build-up of sediment in the bottom of a pipeline act as a shield which
prevents biocide and other corrosion inhibitors from reaching corrosion causing
bacteria?

Yes. Build-up can interfere with the effectiveness of biocides or corrosion inhibitor,
which work best on clean pipe.

3. A “Compliance Order by Consent” was issued to BP by the Alaska Department of
Environmental Conservation {ADE) in May 2002, which included a requirement
for BP to determine sediment levels and to commence pigging certain oil transit
lines by September 2002. However, on August 9, 2002, BP asked to eliminate the
requirement for pigging these oil transit lines. On August 14, 2002, ADEC sent a
letter to BP agreeing to eliminate the requirement for pigging these lines. Why did
ADEC agree to eliminate the requirement for maintenance pigging these oil transit
lines to remove sediments? Is there documentation to support this decision? Do
you agree with this decision?

“Develop, Conserve, and Enhance Natural R ces for Present and Future Alaskans.”
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I answered these questions in my letter of June 5, 2007, and provided copies of the
documentation supporting my response. That letter and its attachments are
provided as an attachment to this letter.

. Your testimony states: “The events of 2006 in the Prudhoe Bay Unit taught us
that we cannot rely on ‘enlightened self interest’ to ensure that prudent
maintenance practices are carried out.” Please explain why, in your view, BP’s
enlightened self interest allowed their assets to corrode and deteriorate into an
unserviceable state — leading to the partial shutdown of the field?

The State is investigating the exact sequence of events and decisions that led to the
final state of BP’s Prudhoe Bay Unit assets in 2006. One can surmise, however,
that the cost-saving benefits realized in the short-term were an important factor in
the initial decisions made regarding routine pipeline maintenance procedures such
as pigging, and use of corrosion inhibitor. It is dismaying that appearances seem to
indicate what may have begun as a means to short-term budget relief became, in the
end, a long-term practice.

. What specific steps will the Petroleum Systems Integrity Office (PSIO}) take to
prevent cost cutting from compromising the safety and integrity of the pipelines
under your jurisdiction?

The PSIO will require submittal of Systems Integrity Plans (SIPs) from unit operators,
to identify the maintenance programs and quality assurance programs that they will
use. The adequacy of those plans will be assessed by the PSIO independent of any
cost considerations. Compliance will be determined through self-reporting, and
compliance audits and site inspections performed by the PSIO.

. Please describe the milestones and deadlines for BP Prudhoe Bay’s operations
with respect to the new quality assurance program led by your Office.

At this time, firm deadlines have not been established for submittal of BP’s System
Integrity Plan, a key component of the PSIO quality assurance program for the
Prudhoe Bay Unit. The Pipeline and Hazardous Materials Safety Administration
(PHMSA) of the U.S. Department of Transportation is considering a Consent
Agreement with BP to close the Compliance Orders and Amendments issued in
2006. The significant changes required of BP through the Compliance Orders and
Amendments, as well as any that may be forthcoming via a Consent Agreement, will
determine to a large extent BP’s structure and work processes that will be an
integral element of the System Integrity Plan that BP will submit to the PSIO. It is of
great value to the quality assurance interests of the PSIO to allow the requirements
for those structures and work processes to be fully defined before the Prudhoe Bay
Unit System Integrity Plan is required and submitted.

. Has the State assessed the extent of cost cutting in BP’s corrosion protection
programs at Prudhoe Bay?

The State is examining many of the same documents provided to your Subcommittee
before, during and after the May 16, 2007 hearing. That examination is continuing.
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No conclusions have been reached regarding the extent of cost cutting in BP’s
corrosion prevention programs at Prudhoe Bay.

8. Was the State of Alaska ever advised of BP’s proposals to save money by turning
off corrosion inhibitor in its produced water lines? If so, what steps were taken by
ADEC?

The State was not informed of such a proposal. We were told in approximately
March of 2003 that supplemental produced water injection systems had been
initiated in 2002. See Commitment to Corrosion Monitoring Year 2002 atp. 51. In
approximately March of 2004, BP repeated its statement that supplemental
produced water corrosion inhibitor injection had been initiated, and that general
corrosion rates in the produced water system had fallen. See Commitment to
Corrosion Monitoring Year 2003 at p. 49. BP also stated that its corrosion control
program “now includes limited inhibitor injection in the PW system at FS-1, FS-3, GC-
1, GC-2 and GC-3.” Id. at 52. This same information was repeated the following
year, see p. 21 of Commitment to Corrosion Monitoring Year 2004. In approximately
March 2006, we were also told that “supplemental corrosion inhibition of the PW
system will be expanded to FS2 in 2006,” see p. 87 of Commitment to Corrosion
Monitoring Year 2005. The referenced Corrosion Monitoring reports are available at:
http:/ /www.dec.state.ak.us/spar/ipp/nscharter.htm .

9. Booz Allen identified the absence of a process safety management system as a key
failing in BP’s Prudhoe Bay operations. What specific actions is your office taking
to ensure that BP implements an effective process safety management program
with respect to pipelines under your jurisdiction?

The Alaska Occupational Safety and Health (AKOSH) program intends to increase
and focus enforcement efforts on oil and gas infrastructure inspections within its
jurisdiction to ensure compliance with process safety management (PSM)
requirements. These inspections will not be focused solely on BP’s Prudhoe Bay
operations, but will include those sites as potential enforcement targets.

In addition, the AKOSH program is working with BP and other companies in the oil
and gas industry on a consultative basis. These inspections will also evaluate PSM
systems, when applicable, at oil and gas processing facilities to ensure compliance
with occupational safety and health standards.

Under federal regulations adopted by the State of Alaska for process safety
management standards (29 CFR 1910.119(a)(2)), “oil or gas well drilling or servicing
operations” and “normally unoccupied remote facilities” are not subject to the
standards. These exceptions are noteworthy, as several facilities at Prudhoe Bay
fall into one of these categories.

10.The Office of Pipeline Safety testified that they will be monitoring BP management
incentives to ensure that management does not incentivize decisions which could
compromise process safety or corrosion protection. Will the State of Alaska be
taking parallel actions with respect to pipelines under its jurisdiction?
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The State of Alaska does not have the authority to require information relating to
management salaries, contracts, and incentives. The State is a joint signatory to a
Letter of Intent with the Office of Pipeline Safety that includes the sharing of
information and findings. The State may therefore be informed of such information
through that avenue, but does not plan to independently seek the authority to
require or engage in those issues.

11.The Federal Occupational Safety and Health Administration (OSHA) asserts that
Alaska OSHA has authority to regulate process safety management in the
gathering centers and compressed gas operations at Prudhoe Bay. Does Alaska
OSHA have process safety management regulations that mirror those of Federal
OSHA?

The State of Alaska’s Department of Labor and Workforce Development has adopted
the federal OSHA standards (29 CFR 1910.119jd for process safety management
pursuant to Alaska Statute 18.60.030(6) and 8 Alaska Administrative Code (AAC)
61.1010(b). Additionally, the State has adopted particular standards beyond those
of federal OSHA related to petroleum refining, transportation and handling under 8
AAC 61.1190, and related to petroleum drilling and production under 8 AAC
61.1180. (See Alaska Statute and AAC references, Attachment 2.)

12.Has Alaska OSHA ever conducted a process safety management inspection of the
gathering centers and the gas compression center? How many times and on what
dates?

AKOSH has conducted several inspections of the gathering centers and gas
compression center at Prudhoe Bay (see spreadsheet, Attachment 3).

13.BP’s fire and gas systems in the gathering centers have aged and are in need of a
major upgrade. Please describe the PSIO’s plans with respect to overseeing
process safety management at the gathering centers?

PSIO defers oversight of fire and gas systems to the Department of Public Safety,
Division of Fire Prevention (DFP). The DFP has authority to establish regulations for
the design, installation and maintenance of all fire and gas detection, suppression
and inerting systems, establishes the adoption of the state building, fire and
mechanical codes and conducts fire and life safety plan reviews for all new and
renovation construction. Additionally, the DFP conducts fire and life safety facility
inspections based on hazard risk to life safety.

The DFP agrees that the fire and gas detection systems in the Gathering Centers
have aged and are in need of upgrading. The DFP identified this fact through trend
analysis of system failures that resulted in numerous halon discharges, false
alarms and system “down time.” The DFP determined that fire and gas detection
system obsolescence resulted in the non-availability of replacement parts and the
need of to upgrade some facilities and cannibalize older systems for parts,
specifically in Gathering Center 1 (GC-1).
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In response the DFP reviewed BP’s maintenance practices, procedures and
documentation, and found that BP’s self-monitoring of its maintenance program
needed improvement. BP revamped its maintenance system, increased its
manpower pool of certified fire and gas technicians and conducted its own risk
analysis of the system.

As a result, BP developed a test bed for advanced technology in the late 1990s with
implementation of a pilot project, the new Autronica Fire and Gas system, at GC-1.
This led to an expansion of the system throughout GC-1 in 2005.

Gathering Center 2 (GC-2) and 3 (GC-3) have not been updated. Maintenance is
becoming more difficult for the same reasons as it did at GC-1 prior to its fire and
gas detection/ suppression upgrade. BP has verbally acknowledged this but has
committed no funding for the engineering required to effect upgrades, nor has it
established a timetable for upgrades by which it holds itself accountable. As a stop
gap measure, obsolete CP 250 fire panels are being replaced piecemeal with new
Detronic Notifier panels, where possible in the facilities.

As long as BP can continue to keep the fire and gas systems of GC-2 and GC-3
working and maintained, as specified by state regulation, the DFP cannot mandate
but only suggest that the system be upgraded. The authority of the PSIO will be
evaluated to determine if additional action by BP in this regard can be pursued.

In addition to the DFP's efforts regarding fire and gas suppression systems, the
Department of Labor and Workforce Development/ AKOSH is targeting oil and gas
infrastructure in Alaska for compliance with process safety management standards.
The gathering centers are included in this targeting focus.

Thank you for the opportunity to provide additional information in response to
your questions, and for the opportunity to appear before the Subcommittee.

Sincerely,

Jonne Slemons
Petroleum Systems Integrity Office Coordinator

Enclosures:
1} Letter from J. Slemons to Ch. B. Stupak, June 5, 2007 and attachments:
a) October 16, 2006 Fredriksson/ADEC Letter to Hon. Joe Barton
b} August 9, 2002 Campbell Letter to L. Miner/ADEC
¢} August 14, 2002 Miner /ADEC Letter to G. Campbell
d) November 26, 2002 Conrad letter to C. Leonard/ADEC
e} March 25, 2003 Bronson Letter to J. Mach/ADEC
f) April 3, 2003 Hutmacher/ADEC Letter to J. Fritts
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g} October 13, 2006 Gaynor Letter to Snowdon, Knauer

h) February 13, 2002 Phillips Letter to M. Barnes

i) January 31, 2002 Conrad Letter to C. Leonard/ADEC, with attachments
j) October 19, 2002 Campbell E-mail to Phillips, Blankenship, Conrad
k) September 16, 2002 Jacobsen E-mail to Phillips, with attachments
I} November 18, 2002 Phillips Letter to M. Barnes

m} October 1, 2001 Campbell Letter to R. Watkins, with attachments
n} “Redacted Interim Report of Investigation” by Garde and Clifford

o) “GPB Leak Detection Summary 10-13-2002"

p} October 18, 2002 Bruchie E-mail to Neill

q) Excerpt, “Commitment to Corrosion Monitoring, Year 2002”

r) Excerpt, “Commitment to Corrosion Monitoring, Year 2003”

s) Excerpt, “Commitment to Corrosion Monitoring, Year 2004”

2) Alaska Statute and Administrative Code Citations provided in response to
Question 11.

3} Inspection Spreadsheet referenced in Question 12.

cc {w/enclosures}:

The Honorable Sarah Palin, Governor, State of Alaska

The Honorable Ted Stevens, Senator, U.S. Senate

The Honorable Lisa Murkowski, Senator, U.S. Senate

The Honorable Don Young, Representative, U.S. House of Representatives

The Honorable Joe Barton, Representative, U.S. House of Representatives

The Honorable Ed Whitfield, Representative, U.S. House of Representatives

Vice Admiral Thomas J. Barrett, USCG (Ret.}, Deputy Secretary, U.S.
Department of Transportation

Stacey Gerard, Chief of Pipeline Safety, Pipeline and Hazardous Materials Safety
Administration, U.S. Department of Transportation

Commissioner Thomas Irwin, Alaska Department of Natural Resources

John Katz, Director, Alaska Governor’s Office, Washington, D.C.

Christopher Knauer, U.S. House of Representatives
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June 13, 2007

Ms. Stacy Gerard

Acting Assistant Administrator

Chief Safety Officer

U.S. Department of Transportation

Pipeline and Hazardous Materials Safety Administration
East Building

1200 New Jersey Avenue, SE

Washington, DC 20590

Dear Ms. Gerard:

Thank you for appearing before the Subcommittee on Oversight and Investigations on
Wednesday, May 16, 2007 at the hearing entitled “ 2006 Prudhoe Bay Shutdown: Will Recent
Regulatory Changes and BP Management Reforms Prevent Future Failures?” We appreciate the
time and effort you gave as a witness before the Subcommittee.

Pursuant to the Rules of the Committee on Energy and Commerce, the hearing record
remains open to permit Members to submit additional questions to the witnesses. Attached are
questions directed to you from certain Members of the Committee. In preparing your answers to
these questions, please address your response to the Member who has submitted the question(s)
and include the text of the Member’s question along with your response. In the event you have
been asked questions from more than one Member of the Committee, please begin the responses
to each Member on a new page.

To facilitate the printing of the hearing record, your responses to these questions should
be received no later than the close of business Friday, June 29, 2007, Your written responses
should be delivered to 2125 Rayburn House Office Building and faxed to 202-225-5288 to the
attention of Kyle Chapman, Legislative Clerk. An electronic version of your response should
also be sent by e-mail to Mr. Kyle Chapman at kyle.chapman@mail.house.gov in a single Word
or WordPerfect formatted document,
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Thank you for your prompt attention to this request. If you need additional information
or have other questions, please contact Kyle Chapman at (202) 226-2424.

Sincerely,

JOHN D. DINGELL
CHAIRMAN

Attachments
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The Honorable John D. Dingell
Chairman

Committee on Energy and Commerce
U.S. House of Representatives
Washington, DC 20515

Dear Chairman Dingell:

Thank you for the opportunity to testify before the Subcommittee on Oversight and
Investigations on May 16, 2007 at the hearing entitled “2006 Prudhoe Bay Shutdown:
Will Recent Regulatory Changes and BP Management Reforms Prevent Future

Failures?”

I am pleased to submit these responses to the questions for the record. Please let me

know if [ can be of further assistance to you

Cc:

Sincerely,

Stacey Gerard
Assistant Administrator/
Chief Safety Officer

The Honorable Joe Barton, Ranking Member
Committee on Energy and Commerce

The Honorable Bart Stupak, Chairman
Subcommittee on Oversight and Investigations

The Honorable Ed Whitfield, Ranking Member
Subcommittee on Oversight and Investigations
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QUESTIONS FOR THE RECORD SUBMITTED BY CHAIRMAN DINGELL TO
THE U.S, DEPARTMENT OF TRANSPORTATION

The Honorable Bart Stupak

Question 1. Last September, the Pipeline and Hazardous Materials Safety
Administration (PHMSA) proposed new regulations to cover the low stress oil
transit lines, such as those that leaked at Prudhoe Bay. When will these rules be
finalized?

Answer: On May 18, 2007, we issued a supplemental notice of proposed rulemaking,
modifying our September 2006 proposal in order to address certain additional
requirements imposed by Section 4 of the Pipeline Inspection, Protection, Enforcement
and Safety Act (PIPES) Act of 2006, which was signed into law in December 2006. We
are finalizing our proposal to address the highest risk areas this year and are
expeditiously working on a proposal to address those areas of lesser risk in a second
phase of the rulemaking. We discussed our proposal in July with our Technical
Hazardous Liquid Pipeline Safety Standards Advisory Committee, which endorsed the
proposal.

Question 2. For how long does PHMSA plan to keep BP under a compliance order
at Prudhoe Bay?

Answer: PHMSA will have BP North Slope operations under an order for as long as
necessary to verify that BP has corrected the hazardous conditions in its pipeline
operations. Because this involves the construction and start-up of new facilities; the
implementation of new operating and maintenance procedures; and verification of
compliance through repeated successful performance, we would expect to have BP
under an order for at least five years. PHMSA will closely oversee BP’s North Slope
pipeline operations for the duration of the order.

Question 3. How will PHMSA prevent cost catting from compromising the safety
and integricy of the BP pipeline systems it oversees? Will this include steps to
assess the bonuses and incentives provided to managers to ensure they are not
rewarded for cutting costs for process safety?

Answer: PHMSA is using its full authority to direct BP to develop and implement better
risk management processes and priorities, with a focus on the safety and integrity of its
system, and to evaluate the effectiveness of these programs. As [ explained above, we
expect to continue this level of oversight for at least several more years and, in any case,
as long as is necessary. By that time, all of BP’s North Slope pipeline operations will be
subject to full regulation, including PHMSA's integrity management requirements.
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Question 4. Was BP positioned to successfully respond to PHMSA’s March 2006
order?

Answer: Although we had twice extended the deadlines at BP’s request, BP failed to
complete cleaning and inspection of its pipelines by the dates required under the March
15, 2006 Corrective Action Order. BP could have met these deadlines if it had made
reasonable efforts to do so.

Question 5. What specific organizational and process safety weaknesses identified
by the Chemical Safety Board at BP’s Texas City Refinery were also observed by
PHMSA in evaluating BP’s Prudhoe Bay operation?

Answer: In connection with our ongoing inspection and oversight activities arising out
of the 2006 spills, PHMSA has observed organizational and process safety weaknesses
in BP’s North Slope operations that appear similar to findings of the Chemical Safety
Board concerning the Texas City Refinery fire. Specifically, PHMSA has observed
weaknesses in the following areas and activities:

¢ Pipeline threat and risk characterization, and segment prioritization

¢ Pipeline risk control

Personnel risk characterization and control

Clarity of responsibilities and sufficiency of resources

Management process

Performance characterization and management

Safety culture and climate

Communications.

Question 6. Attached to this letter, please find an exhibit entered into the record
for the May 16, 2007 hearing, pertaining to cutting the frequency of coupon pulls.
BP’s coupon program was designed to show how much corrosion was occurring on
various pipelines. This document suggests that coupons pulls were reduced to
“Make Stretch Budget” and that cutting it 25 percent would save 1.1 man-years or
about $250,000. If BP was so reliant on the coupon program, why would they want
to reduce the number of coupons and pulls by 25 percent? Was this a wise move?

Answer: The referenced exhibit suggests BP’s proposal to reduce the frequency of
coupon pulls on the pipelines was motivated by short-term cost-cutting. We understand
that BP did reduce coupon pulls, and we believe that was not a wise move. Under
PHMSA’s oversight following the 2006 spills, BP has been required to significantly
increase its corrosion control and monitoring activities.
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June 13, 2007

Mr. Robert A. Malone
Chairman and President

BP America, Inc.

200 Westlake Park Boulevard
Houston, TX 77079

Dear Mr. Malone:

Thank you for appearing before the Subcommittee on Oversight and Investigations on
Wednesday, May 16, 2007 at the hearing entitled “ 2006 Prudhoe Bay Shutdown: Will Recent
Regulatory Changes and BP Management Reforms Prevent Future Failures?” We appreciate the
time and effort you gave as a witness before the Subcommittee.

Pursuant to the Rules of the Committee on Energy and Commerce, the hearing record
remains open to permit Members to submit additional questions to the witnesses. Attached are
questions directed to you from certain Members of the Committee. In preparing your answers to
these questions, please address your response to the Member who has submitted the question(s)
and include the text of the Member’s question along with your response. In the event you have
been asked questions from more than one Member of the Committee, please begin the responses
to each Member on a new page.

To facilitate the printing of the hearing record, your responses to these questions should
be received no later than the close of business Friday, June 29, 2007. Your written responses
should be delivered to 2125 Rayburn House Office Building and faxed to 202-225-5288 to the
attention of Kyle Chapman, Legislative Clerk. An electronic version of your response should
also be sent by e-mail to Mr. Kyle Chapman at kyle.chapman@mail.house.gov in a single Word
or WordPerfect formatted document,

Thank you for your prompt attention to this request. If you need additional information
or have other questions, please contact Kyle Chapman at (202) 226-2424.
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Sincerely,

JOHN D. DINGELL
CHAIRMAN

Attachment
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Robert A. Malone
Chairman & President BP Amernca inc.

200 Westiake Park Bivd.

Houston, TX 77079

usa

Direct 281 366 3355
Mam 281 365 2000
Fax 281 368 8450
roben matcoe@bp com

July 6, 2007

The Honorable John D. Dingell

U.S. House of Representatives

Chairman, Committee on Energy and Commerce
Washington, DC 20515-6115

Dear Chairman Dingell:

Thank you for the opportunity to address several of the issues that were raised during the May
16, 2007 hearing of the Subcommittee on Oversight and Investigations on the 2006 Prudhoe Bay
shutdown. As discussed with your staff by telephone yesterday, BP is today submitting
responses to questions | through 14 raised by Congressman Stupak in your June 20, 2007 letter,
Your staff agreed that we may provide responses to Mr. Stupak’s questions 15 and 16 no later
than July 13, 2007.

Please feel free to call me if' | may be of further assistance.

Sincerely,

Attachments
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onses to June 20. 2007 tions from Con man Stupak

1. Mr. Malone, what other companies own the Prudhoe Bay field? What control, if
any, do these working interest owners have over BP's budget for operating the
field?

Four companies have an interest in the field leases at the Prudhoe Bay Unit (“PBU"):
ExxonMobil (36.4%), ConocoPhillips (36.1%), BP (26.4%), and ChevronTexaco (l.l%).” As
described in the Prudhoe Bay Unit Operating Agreement (“UJOA"™), cach of these companies is a
Working Interest Owner (*WIO™).

Because the budgeting and planning process for the PBU requires authorization by the WIOs,
there is not a “BP budget” for operating the field. There is a PBU ficld expensc budget that
covers operations and maintenance for the field and that represents the collective budget for all
the WIOs. As provided in the UOA, BP, as the field operator, prepares a proposed field expense
budget and submits it to the other WIOs for consideration. As a practical matter, the operator’s
proposed field expense budget has rarely, if ever, been accepted without amendment by the
WIOs; however, the process has generally resulted in an understanding of the potential range of
expenditure against which BP, as operator, has worked. In addition to the budget approval
process, expenditures for all rig workovers and expenditures related to major repairs or studies
that exceed the operator’s expenditure authority limit (currently $1.35 million per project) need
case-by-case approval from the W1Os. The WIOs approve projects above the operator’s
expenditure authority limit via an Autherization for Expenditure (“AFE") for the-project in
question.

2. Do working interest owners have veto power with respect to the budget for
maintenance and related capital spending? Have they ever exercised that
authority?

Maintenance and capital expenditures are covered in two separate budgets: maintenance is a part
of the field expense budget, while capital expenditures are funded through a separate capital
budget. Similar to the approval process for the field expense budget, BP, as field operator,
proposes an annual capital budget for WIO consideration. As with the expense budget, the
capital budget is rarely approved as submitted, and negotiations to a final capital budget follow.
In addition, for any capital projects that exceed the operator's expenditure authority limit, which
today is $1.35 million per project, the operator must obtain case-by-case approval from the
WIOs. Project approval above the operator’s expenditure authority is requested of the WIOs, on
an individual project basis, by means of an AFE.

While the Prudhoe Bay UOA does not explicitly provide for “veto” power, the majority owner
W10s, ExxonMobil and ConocoPhillips, have the ability to approve or reject the field expensc
and/or capital budgets (as noted above), as well as individual AFEs above the operator’s
cxpenditure authority, and they have done so.

v For ease of discussion, “BP” is used as shorthand throughout this letter to refer 10 rate actions that

may have been taken by any of a number of icgal entities affiliated with BP, including BP Exploration (Alaska) Inc.
and BP Products North America, Inc. The use of “BP” in this context should not be understood as a reference to BP
p.l.c. or as an equation of separate legal entities with any parent and/or other affiliate.

USIDOCS 62611708
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3. According to Booz Allen’s interview with Bill Hedges, the head of BP’s corrosion
group in Alaska, the backlog of corrosion related items at the end of 2005 was 2000
items. He said that by 2006, the backlog had grown even further to 3000 items that
require visual inspection and follow up. Is this statement correct? What is the
backlog on corrosion inspections at Prudhoe Bay today?

In his interview with Booz Allen Hamilton (“Booz Allen™), Mr. Hedges discussed locations for
which corrosion-under-insulation (“CUI") mitigation was planned. At year-end 2005, there were
2,114 such locations. Although BP does not wish to allow CUI issues to linger over time, a
standard element of effective maintenance scheduling is the planning of maintenance through
what is colloquially termed a “backlog.” The term “backlog” in this context is a misnomer—it
simply refers to the deliberate accumulation of non-safety critical work orders so thal work can
be planned, prioritized, and scheduled efficiently. The “backlog” allows the consolidation of
routine work and maximizes the use of maintenance crews to attend to those matters. Industry
experts consider developing a work schedule to address routine maintenance items over time to
be a best practice in order to plan work safely and maximize efficiency.

At year-end 2006, there were 3,609 locations for which CUI mitigation was planned, even
though, during calendar year 2006, BP actually mitigated 1,215 focations with CUI issues. The
increase in the overall number can mostly be explained by enhanced and aggressive detection
efforts that BP employed as part of the mitigation process. As of June 2007, that overall number
had decreased to 3,086 locations.

BP has been devoting significant resources both to increasing its detection efforts and to
mitigating these CUl issues. BP has alrcady spent $14.2 million year-to-date on CUI mitigation
efforts and projects that it will need $40.9 million by year-end 2007 to reach its goal of having
zero outstanding CULissues.

4. Is it BP’s position that cost cutting pressure and its impact on the decision making
environment had no impact whatsoever on BP failing to smart pig the oil “transit”
lines that leaked?

As Mr. Malone said in his testimony, BP recognizes that budget decisions can affect a
company's operations and its workforce in many ways. Over the past two years, BP has learned
a great deal—both through direct feedback from employees and through formal studies of
operations—about what those effects can be. BP has learned, for example, that budget decisions
can impact employee morale, influence the openness of communications between management
and the workforce, and affect the degree to which fo rmal processes are followed. Those effects
are relevant from a management perspective: risk assessments must inform all budget decisions,
and the best information must be elicited from workers by fostering an environment in which
everyone is willing to discuss issues and raise concerns.

BP does not believe that “cost cutting pressurc” caused the leaks in the oil transit lincs in 2006 or
impacted the Corrosion, Inspection & Chemicals (“CIC") group’s decisionmaking process with
respect to whether and when to run in-line (“smart pig™) inspections of the oil transit lines. The
question as posed appears to imply that the CIC group identificd a need to smart pig the oil

.2-
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transit lines in the Western Operating Area (“WOA™) and Eastern Operating Area (“EOA™) but
that smart pigs were then not run. That is not the case.

From the time of the 1998 smart pig run on the WOA oil transit line until 2005, the CIC group
did not perceive a need for BP to smart pig either the WOA or EQA oil transit lines. The CIC
group believed the corrosion risks on the oil transit lines were being managed by the existing
monitoring, inspection, and mitigation programs and that the oil transit lines had a low
probability of failure, based on the results of the 1998 pigging, subsequent inspection and
monitoring data, and the fact that the lines carry sales-quality crude oil, which is considered to
have a low corrosion risk.

The CIC group's decisions regarding the need for pigging the oil transit lines from 1998 through
2005 did not hinge on the availability of funding but rather on the group’s internal analysis of
these data, which was based on many years of inspection and successful experience managing
corrosion on the WOA oil transit line. As Mr. Malone has testified, in hindsight BP now knows
that the corrosion prevention program was inadequate,

5. Is it BP’s position that even if the Alaska Corrosion, Inspections, and Chemical
Group (CIC) had a larger budget, they would not have smart pigged the oil transit
lines that were later found to be so corroded that they leaked?

Yes. This question is addressed in the independent report by Booz Allen. The CIC group
believed that the corrosion risks on the oil transit lines were being managed by then-existing
monitoring, inspection, and mitigation programs. Thus, the CIC group’s decisions between 1998
and 2005 pot to smart pig the oil transit lines were not tied to the availability of funding. Indeed,
Booz Allen found that, if the CIC group had had more funds during this period, it would have
applied them elsewhere because smart pigging the oil transit lines was not deemed to be a high
priority.

Booz Allen found that the CIC group did not prioritize smart pigging of the oil transit line for
two reasons:

1. They believed that, because the oil transit lines carricd sales-quality crude oil,
they were inhercntly at low risk for corrosion; and

2. They interpreted their historical inspection data of 29 years, including the 1998
smart pig run in the WOA,? as confirming that there was little corrosion risk in
the oil transit lines.

In 2003, when inspection and monitoring results indicated greater incidence of corrosion, the
CIC group took corrective actions by recommending and scheduling both smart and maintenance
pigging. Unfortunately, a spill occurred before the corrective measures were performed.

BP now understands the need for, and has adopted, a more comprehensive and systematic
approach to corrosion risk assessment. That approach incorporates greater sensitivity to changes

¥ The 1998 pigging of the WOA oil transit lines produced very few solids. The OT-21 scgment showed
moderate corrosion but was within BP’s fit-for-service criteria.

-3
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in operating and eavironmental conditions when assessing risk and encourages improved upward
and cross-functional communication so that any concems relating to safety are raised within the
organization.

6. A February §, 2003 e-mail discusses the approval of a $1 million study for portable
pig launching and receiving facilities in the Eastern Operating Area on cross
country and oil transit lines to “detect both internal and external corresion.”
Attached to that c-mail is a list entitled “pigging facility priority listing.” That
document was also placed into the record for this hearing. Why did BP’s CIC
Group commission this study? What was the cost of this study? Given an
environment where discussions were taking place about reducing corrosion
inhibitor, why did the CIC group expend scarce resources on the VECO report?

BP commissioned the study—an “Appraisal-Level Cost Report™Y—from VECO Alaska, Inc.
(“VECO™) in 2003. The study was intended to provide BP with rough, order-of-magnitude cost
estimates for AFE development associated with a potential future decision to add or upgrade
pigeing facilities on 71 lines in the EOA. This report followed two proposals that the Anchorage
CIC group had developed between mid-2002 and early 2003:

¢ In June 2002, the CIC group submitted AFE #4N0492 sccking authorization from the
other WIOs to install permancnt pig launcher and receiver facilities on 25 lines in the
EOA at a projected cost of $2.5 million. This was not a request by the CIC group to pig
the lines. The objective of this request was to provide some infrastructure to make
pigging easier if it were later determined to be necessary. The AFE was ultimately
rejected by one WIO and not approved by the other WIO pending additional engineering
detail. Around the same time, the BP business unit planning department asked the CIC
group for a technical package and detailed cost analysis, including an engineering
estimate for the project.

¢ In response to that request, CIC prepared Master ID #2996 in January 2003 to “develop
scope and perform preliminary engineering for temporary or portable pig launching and
receiving facilities.” Since this project fell within a $1 million threshold, it could be
approved within the operator’s expenditurc authority as it existed at that time. This also
was not a request to pig the lines.

Following the preparation of Mastes ID #2996, the CIC group’s project team (which had not
been involved in either proposal to date) evaluated the proposals. The project team quickly
observed that both proposals—the initial $2.5 million proposal to install pig launcher and
receiver equipment and the second proposal to perform an engineering assessment for such a
project for less than $1.0 million—likely undcrestimated (by many orders of magnitude) what
the project team expected to be a major capital project.

¥ “Appraisal-level” rofers to the first step in the “Capital Value Process,” a generic “stage-gate” approach to
approving and managing major projects that BP and many other corporations employ. The “Appraise” stage may be
thought of as the very first “brainstorming’ step that must be taken before any major capital project is begun, and it
includes numerous activities, only one of which in this instance was the VECO study. The steps following Appraise
are Select (where e decision is actually taken to make a capital expenditure), Define, Execute, and Operate.

-4-
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BP thereafter retained VECO to provide a better assessment of the likely cost of such a project.
The CIC group, wishing to have as comprehensive an estimate as possible, expanded the list of
lines for VECO to consider from the original 25 in AFE #4N0492 to 71 lines, i.e., all the large~
diameter lines (of various sizes and design pressures) on the EOA that it wanted to consider for
facilities to launch and receive smart pigs. This list included the segments constituting the EOA
oil transit lines and the oil transit line for Lisbume so that upgrades to pigging capability could
be considered.

The resulting appraisal-level cost report prepared by VECO represented a high-leve! evaluation
of costs. It confirmed that adding or upgrading pigging facilities on those 71 lines would be a
major capital project far in excess of the $2.5 million estimated for the 25 lines in the June 2002
AFE. The VECO report’s three options for completing the full project estimated expenditures at
$643 million (for permanently installed, indoor pig launcher/receiver facilities); $180 million
(for “portable,” modularized launcher/receiver equipment); or $164 million (for “tcmporary,”
component-assembled launcher/receiver facilities). The preliminary engineering costs would
similarly have been many times higher than the less-than-$1 million contemplated by Master ID
#2996. As a rule of thumb, engineering costs on a project typically run about 10% of the total
budget, with preliminary engincering roughly 30% to 40% of the total engineering costs. Under
the $643 million option, therefore, the preliminary engineering costs would likely have run
between $19 and $26 million; even under the $164 million approach, the preliminary costs
would still likely have been between about $5 and $6.5 million.

The cost of the VECO study was roughly $28,000. BP commissioned the report because it
wanted to understand the potential scope of such a project. The study was designed to deliver an
estimate for the lowest reasonable cost of such a project. That the report did not ultimately lead
to a field-wide project estimated to cost $160 million at a minimum does not mean that the
project wasted BP’s resources.

7. On March 12, 2003, VECO Alaska, a contractor to BP, submitted to BP a
reconnaissance level estimate report for installing pig launching and receiving
facilities at 71 locations identified in the “pigging facility priority listing” mentioned
in question #6. That pigging facility priority list included 3 segments of the Eastern
Operating Area line—which had not been pigged for 16 years. One of the three
lines listed in the “pigging facility priority listing” was an oil traunsit line, which was
severely corroded and fouund to be leaking in August 2006. Was the VECO report
commissioped to identify the cost of installing pig Iaunchers and receivers, which
would accommodate the larger “smart pigs"?

Yes. The 71 locations, representing lines of various sizes and design pressures, were under
consideration for installation of launcher and receiver facilities for smart pigging, and VECO
was retained to provide a rough, order-of-magnitude cost estimate for such a project. Although
certain lines, such as the oil transit lines, alrcady had launcher and receiver facilities installed,
their dimensions probably could not have accommodated the longer smart pigs in use as of 2003.
Indeed, the CIC group needed to modify the cone of the smart pig used in the 1998 smart pig run
for just this reason.

USINOCS 6367773v1
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8. The VECO rep rt provided a range of estimates from $164 million to $643 million
to install the 71 pig launchers and receivers. What actions did BP take after
receiving this report? Were any budget requesis made to install any new pig
Jaunchers or receivers mentioned in the VECO report? In what year(s) were budget
requests made? Were these budget requests approved? Were any of the pig
launchers and receivers actually instailed?

The VECO appraisal-level cost report was undertaken to provide a better assessment of the
potential costs associated with the installation of pig launcher and receiver facilities. The report
was intended to help BP make appraisal-level and programming decisions about how to develop
and budget for such a project.

Upon receipt of the report, BP decided not to pursue additional pig launcher and receiver
facilities on a field-wide basis and did not submit a capital proposal for WIO approval at that
time. The CIC also did not request funds for pig tauncher and receiver facilities in its budget.
These determinations were primarily based on the fact that BP believed it had adequate processes
in place to address potential cormrosion issues on the lines that presented the highest risks of
corrosion, such that a capital project of this scale was not necessary. Nevertheless, BP had the
capability to smart pig many of the lines deemed to have the highest risk of corrosion by
installing temporary launchers and receivers when the inspection and/or monitoring data
indicated a need to do so. Indeed, in the latter part of 2003, the CIC group requested funds fora
smart pig inspection of a linc in the EOA because of potential corrosion; it was provided those
funds, and the inspection occurred.

When the “pigging facility priority listing” spreadsheet was prepared in 2003, many of the lines
listed on it were deemed not to be at high risk for corrosion. Included on the list was the
FS2/FS10IL line, which is the line on which a leak occurred in August 2006. As review of the
list demonstrates, the data available in 2003 indicated that this segment of the EOA transit line
was not a top priority line among the 71 lines considered as part of the VECO assessment: in
2003, that line was estimated to have only a 1% loss in wall thickness [see column marked “~%
Wall T”] and was listed as a “Priority 2” line on that chart. Indeed, the iinc would have been
ranked Priority 3 as a matter of pure risk but was ranked as Priority 2 for a business reason, i.e.,
because the line carried sales~quality crude.

9. BP has told the Committee that the VECO report had assessed the cost of installing
pig launchers and receivers in locations where BP already had pig launchers and
receivers. Did the CIC Group commission VECO to prepare cost estimates for
potential work that did not need to be done? Was the CIC Group so unaware of the
assets under its stewardship that it prepared a “pigging facility priority listing”
which contained Jocations which already had fully functional pig launchers and
receivers?

At the time the VECO study was commissioned, BP was aware, based on records obtained prior
to its assumption of sole operatorship in 2000, that 19 lines in the EOA, including the EOA oil
transit lines, had been smart-pigged in the past. BP had not, however, evaluated whether the pig
launcher and receiver facilities used on those lines were temporary, permanent, or in need of
major modifications; whether they could accommodate the newer, longer smart pigs that had
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been developed; or whether they needed repairs for maintenance pigging. Indeed, BP believed
that some degree of work would have been required on all lines. VECO thus did not factor any
existing facilities into its assessment, which was a rough, order-of-magnitude estimate. Since
understanding the potential cost of such work was important, the decision was made to assume
full launcher and receiver cost for all lines in this high-level assessment, rather than to examine
and/or quantify the precise amount of work that would have to be done on each.

This high-level approach was consistent with the project’s scope as a short-duration, “table-top™
review conducted in Anchorage. No project-specific estimates of engineering effort were
prepared for individual lines; there was no on-site review of the hundreds of miles of pipelines;
and there was no attempt to review the “as-built” drawings for the lines or to evaluate the type or
quality of individual pigging facilitics that already existed on some lincs. Approximate cost was
instead estimated using factors like pipeline diameter, pipeline operating pressure, and historical
data on similar projects. The project resulted in a ballpark estimate that provided a better
perspective of the potential costs than the significantly underestimated numbers that the CIC
group had proposed in AFE #4N0492 and Master [D #2996 such that decisions about how or
whether to approach the project could be properly formulated.

10.  What specifically does BP disagree with in the Chemical Safety Board's (CSB’s)
findings on Texas City? Please explain specifically wherc BP believes the CSB is in
error?

In its review of the U.S. Chemical Safety and Hazard Investigation Board’s (“CSB”) rcport on
the Texas City Refinery explosion (“Report™), BP found many factual errors, the use of
information that was taken out of context and omissions of relevant and important information.
BP has not prepared a comprehensive list of the errors of fact and analysis contained in the
Report and does not believe that it is beneficial or productive to catalog each point of
disagreement. BP has highlighted some areas of disagreement, including the following:

¢ The Report contains inaccurate assertions that BP did not follow certain of its own
procedures, including, for cxample, policies governing pre-start up safety reviews and the
use of blowdown stacks.

¢ The Report speculates that this tragic accident was foreseeable, a conclusion to which BP
particularly objects. The management information that was available to BP
decisionmakers prior to the tragedy is not the same information that is now available to
BP and the CSB after two years of intensive investigation. Conclusions in the Report that
are presented as obvious in hindsight must be evaluated in light of the information that
was available to decisionmakers at the time that decisions were made. Moreover, the
Report incorrectly implies that decisionmakers knew and appreciated the significance of
warning signs. The facts show that, while BP had identificd issucs and concems at the
Texas City Refinery, those decisionmakers believed that appropriate corrective measures
were being implemented. During the ycars prior to the incident, managers at the Texas
City Refinery continually focused on the need to maintain process reliability, and. as a
consequence, improve process safety. In 2001 and 2002, BP conducted various studies of
the Texas City Refinery from which it determined that additional spending was necessary
to improve the physical condition of the Refinery and, hence, its reliability. At the time,
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BP management believed that the spending programs enacted in response to those studies
would correct the issues that the studies had identified. In fact, problems with the
physical condition of the plant did not cause the March 23, 2005 explosion.

» The Report mischaracterizes positive actions by BP and then criticizes BP on the basis of
those mischaracterizations. For example, the Report states that programs such as the
Piping Integrity Program and the South Houston Infrastructure for Tomorrow program
did not address process unit vulnerability, Those programs were in fact developed to
provide necessary cquipment and process unit improvements.

¢ The Report incorrectly implies that cost cuts at the Texas City Refinery caused the
explosion and fails to recognize the significant increase in expenditures at the Texas City
Refinery in the years before the incidcnt. Further, the Report does not reflect that BP’s
budget process included guidance that budget decisions should not have an adverse
impact on safety.

¢ The Report states that BP engineers proposed connecting the isomerization unit’s
blowdown system to a flare but that BP chose a less expensive option. This statement is
misleading because of the implication that the decision was one in which safety was
compromised for financial reasons. BP identified in its own intcrnal investigation report
(the “Mogford Report™) prior opportunities for the Texas City Refinery to have
eliminated the F-20 blowdown stack. These opportunities were rejected because they
were outside of the scope of the projects (for example, a oumber of projects were related
to environmental issues such as manufacturing clean fuels or compliance with benzene
standards), not because of concerns over cost as CSB asserts.

Notwithstanding BP’s significant, substantive disagreement with ccrtain of CSB's findings and
conclusions, BP is giving full and careful consideration to the CSB report as part of the activities
it already has underway to improve process safety management. BP and its employees are ready,
willing and able to achieve the goal of becoming an industry leader in process safety
management. BP has undertaken extensive work in numerous areas to improve process safety at
Texas City since the March 23, 2005 explosion. These actions are based on BP’s own
assessments of the needs at the refinery; the recommendations of the BP US Refineries
Independent Safety Review Panel (“Baker Panel™); and the recommendations from the CSB’s
Report among other sources.

BP deeply regrets the occurrence of the explosion and fire and the resulting loss of life and
injuries and has worked diligently to compensate all who were affected by the tragedy. BP is
fully committed to assuring such a tragedy never happens again. To that end, BP has shared with
many internal and external audiences what it has learned from the many investigations conducted
into the causes of the tragedy. BP continues to work with entities such as the American
Petroleum Institute, the Center for Chemical Process Safety, and ORC Worldwide, Inc. (as well
as individual companies in the energy industry and other industries) to share its views and to
deepen its understanding as it continues the journcy to becoming a leader in process safety.

11.  What specifically does BP disagree with in CSB's recommendations regarding
Texas City?
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BP does not disagree with CSB Report’s recommendations regarding the March 23, 2005,
isomerization unit explosion and fire. BP has implemented actions in alignment with each of
these recommendations. While BP has disagreements with the CSB’s Report (described above),
those differences do not affect BP’s commitment to implement the CSB recommendations or
take appropriate action based upon its own assessments and the recommendations of others,
including the Baker Panel. Indeed, most of the CSB's recommendations are consistent with
those of the Baker Panel and other investigations that have been conducted, both intemnally and
externally, in the last two years, and they are well aligned with BP’s existing improvement plans.

BP is developing a comprehensive action plan that integrates these recommendations with
existing plans to enable BP to achieve the goal of becoming an industry leader in process safety
management. To harmonize recommendations from several disparate sources, BP has sought to
implement the intent of some recommendations.

BP submitted letters responding to the CSB’s Report on May 18, 2007 that provide more detailed
information regarding BP's responses to the recommendations. Copies of those letters are
attached.

12. Has BP implemented all of the Chemical Safety Board Recommendations regarding
Texas City? If not, which have not been implemented and why?

BP is diligently working to implement actions in alignment with the recommendations of the
CSB, the Baker Panel, and others and has completed initial implementation of some
recommendations. Many of the CSB’s recommendations will be implemented over time as they
involve on-going processes of continuous improvement. The letters that BP submitted to the
CSB on May 18, 2007 provide more detailed information regarding BP’s responses to the CSB’s
recommendations and the anticipated timetable for implementation of the responses.

13.  Did the Booz Allen report, the Baker Panel report, the Management Accountability
Project, and the Chemical Safety Board find common weaknesses in BP’s
management? What are these common weaknesscs?

Since 2005, BP has undergone a number of reviews, some commissioned by BP out of a desire

better to understand and improve operations and some conducted by government agencies. BP

has spent considerable time analyzing the findings of these studies and integrating their
recommendations. In analyzing the findings, BP has identified several common themes,
including the needs to

s Establish process safety as a core value;

» Ensure the use of comprehensive and systematic risk identification and assessment;

o Ensure that commitment to safety be reflected in budget decisions;

o Rigorously address identified safety concerns;

o Be sensitive to the effects of changing operating and environmental conditions;
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¢ Enhance operational knowledge and capability;
« Improve communication of concems both upward and across the organization; and
e Better understand organizational accountabilities.

BP is strongly committed to making improvements in each of these areas, and this commitment
is evident in the company's new operating management system. That system is designed to
provide clear guidance in the eight clements of BP’s operations: risk, procedures, assets,
optimization, organization, leadership, results, and privilege to operate. It will define and add
clarity to the people, plant, process, and performance measures that facilities need to undertake
to ensure safe, reliable operations. BP is confident that this management system will help BP
achieve the goal of becoming an industry Icader in process safety management.

14.  Why is the Billy Garde report “Failare to Disclose COBC Documeats to
Congressional Subcommittee and Other Issues” still not final?

Ms. Garde expects the final COBC report to be completed by the end of July 2007. Since
production of the interim version of the report on April 30, 2007, Ms. Garde and her team have

been conducting additional interviews and reviewing additional documents that were produced to
to the Committee prior to the May 16, 2007 hearing.
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Kelth Casey

Texas City Site - Business Unit Leader
BP Toxas City $ita
0. Box 401
2491 $th Avenve South

Mag 18, 2007 Texns City, Tams 776820401

Carolyn W, Mesritt

Chaionan /CEQ

United Sestes Chesmnical Safety xnd Hazard Investigstion Board

2175 K Sacet NW, Suite 650 -

Washington DC, 20037-1809

Dear Chainman Megitt

Your letses dated Masch 20, 2007, sequested a response within 60 days on actions takea ot contesuplated in
response to the recommendations made by the United States Chemicel Safety and Hazard Investigation

Boazd (CSB) to the PP Products Nosth Amersics, Inc. (“BP Producer’”) Texss City Refinery based upon CSB's
iovestigation imo the incident that occurred at the Refinery ou March 23, 2005.

We have underteken extentive woek in areas o improve p safety at the Refinery since the
incident in 2005. ‘The sctions are based on cur own assessrnents of needs ot the refinery as well as the
recommendations from our internsl investigation into the incident, from the High Relisbility Orgenization
Assessment (HRO) led by Jim Stanley, from Implementstion of BP Group Stndeeds such ss the Integrity
Management Standacds, from Refining SPU minimum expectation imptovement projects such as the
Maintenance Accelerstor, tad now the recommendations from the CSB Fina) Investigation Report.

We have isoph d sctions in aligs with each of the seven secommendations that CSB made to Texas
City, are impl ing end phiting further actions 10 be taken, and are committed to continuous
improvement in each of these aress  Continuous improvement is one of BP's com values and was
recommended by the BP US Refinczies Independent Review Panel BP Products’ respasse to the Isom
explosion is marked by continuous improvement rather than one tine sctions, BP Producu’ responses w
scveal of CSB's recommendstions identify actions contemplited by BP Products for continuous
improvernent in the areas identiied by CSB's recommendations.

This letter provides a summary of sctions that are underway or contemplated in slignment with CSB's
recommendations to the Refinery.

CSB Recommendation 1: Evaluste your sefinery process units 0 ensuve chat critcal process
equipment is safely detigmed.

At ¢ minbmum,

s, Eosare that disdflation towers have effective instramentation and control eystems to
prevent overfilling such as multiple level indicatore and sppropriste sutomatic controls.

b. Configure control bosrd displays to cleady indicate material balauce for distillation towers,
RBSPONSE Recommendation t:

(s) We are developing updsted technica] standards and specifications for Relief Systems that include

mstrumentation and control eystems on distillation towets, which, we belicve, are effective tw preveat

overfilling. We anticipate that the updated standards snd specifications will be completed by the end of

the thind quartes of 2007, These standards snd specifications will define instraroentstion requirements,

which will include multiple-level indicatoss oa distillation towers, and will eequire hazard seview via Layer

g:m“ ion Analysia (LOPA) to determine the neod for auy sdditional safety instrumented systems per
.01,
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Even though these standsrds are not yet fmalized, we have embarked on a program that is beginning w
fulfill the requirements that will be incorporsted within the standerds. As part of this program, we have
completed LOPA’s on 50% of towers and installed minimum instrumentstion on 20% of cowers. Asa
tesalt of the LOPA's, we have installed addirions! interlocks and safety igstramented systems on several
towers to mitigste tower ovesfill. Additions! systems will be added as part of our strategy of ongadag risk
reduction.

{t) BP determined that PI-Process Book is the preferred tool for the purpose of indicating material
balance on distillation towers. To amsuze that ¢his information is available and used by opetators and
suppont siaff, we have created matedial balsace tools for fl units that are comently opersting and will
assure the tool is opemtional for each unit before it is re-commissioned. The matedal balance tools ace
monitored by staff during the start up. We have also developed enbhanced opecations training sad
procedures to prevent overfilting distillation towess.
Countiouous Improvement BP Products hes » mubi-ear project to npgrade process unit contral sysiema,
instramentation, and sadety instrumented systems o siate of the art Emerson Dedtn V technology. The
Dedts V system has the capabllity to cleacly indicate material balance infoanstion within the control
cysiem and we will consider sppropriste configusation ss part of the project execution.
CSB Recommendation 22 Ensure dhat instrumentation and process equipment necessary for safe
opetation is properly maintained and tested.

At » mininum,

a. Establish an equipment databsase that captures the history of testing, inspections, repair
and successful work oeder completion.

b, Analyze repair trends and adjust maintenance and testing intervals to prevent breakdooms.
¢ Require sepais of malfuncroning process equipment priet 1o unlt seazraps,

RESPONSE Recommendation 21 (a) BP Products has, aver the last two years, smplemented what is
called a Maintenence Accelerator. The Maintensnos Accelemior is a work process designed to assure
that proper pdoritisation, plaoning, testing, inspection, and srepair activities are executsd through a work
ocder process. Under the Maintengace Accelesstor progiam we are looking to integrats the datbases
used to capture mainte: aod testing infonnad

(®) Reliability efforts to prevent breakdowns are executed by using mensgement information from the
Maintenance Accelerstor work, lexming from investigations and Root Crase Analysis, and trending and
snalysis of repair and iospection data.  Consistent work processes arc being driven by the Relishility
Group for these analyses which are conducted by specialty groups wader the direction of the
Msinteasnce Mansger

{¢) The Pre-Startup Safety Review (PSSR) procedure that has been implemenced st the site aspuzes that
equipment necessaxy for safe operstion is repsired and available prior to wnit stast ups. In addition, the
stand taken “What pou sey macen™ over the coumse of the lsst two years has enhanced the
communications from aait persosnel in addressing sy concerns that may agise.

Coationous Iniprovement: BP Products is developing s Preventstive Maintcoance Policy and Procedure
for the Texas City Refinery. We anticipate thst the Policy will be completed and in place during the third
quartes of 2007, The policy will holistically outline plaas in this ares and will be in alignment with CSB's
recomamendstions.

CSB Recommendation 3: Work with the United Steciworkers Union sad Local 13-1 t establish &
jeint prograsa that promotes the reposting, investipation, and analysis of incldents, near-misses,
process upsets, and major plant haxseds without fear of retatistion. Ensure that the program tracks
recommendatdons co compiction snd shares lessons learned with the woediforce.

RESPONSE Recommendstion 3: BP Products is working with the United Steelworkess s0d Local 13-1
(collectively “USW™) to address this recommendation. As part of the USW/BP Joint HSE Initistive, we
have agreed to implement USWPs Tritngle of Prevention program at the Refinesy.

In eddition, we a7e reviewing @ letter sgreement between the union sed BP thst has been in place dince
IMM:m&aevmnmbctﬁsqﬁmqmn“mhofhddnthmﬁgmmw

CSB Recommendation & Impeove the operator training program.
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Az & misimumn, requise

' MWWWWMWWM-
expericnce who can sssces trainee competency, and

b. Training on recognixing and handling absosmal situstions inchuding the use of simulatore
ot eimilar craining tools.

RESPONSE Recommendation 4: (2} BP Products has expaaded ite face-to-face teaining programs. We
dwudecdeanmgComdmmbueﬂmnmmofumednﬂu-mopulm

expesience, expertise in their given operating ares, and demonstruted proficiency in shasing their
apumnmngndomchmgpemmdmopumn We curcently have approximately dhirty of
these Unit Training Coordinators on site.

Face-to-face dusstoom training for opemstions began with distillation training, in Janusry 2006.

Subsequently, we have conducted face-to-face classroom training for opemtions persomnel coveging unit
commistioning sod board operator refresher training. We sre currently offering o three-dsy furnace
firing training progoam which inclndes use of a simulator, clsssroom and unit-specific apects. Based on
the course, competency is vesified through testing and/or demonstration methods with s defined level
for a passing greds, typically 85%.
Experts in adult educstion and leaming agree that this is sot o one size fts ol answer for truining. As
such, all of our training and education programs are being evalusted for maximum effectivencss of
defivery; face-to-face, computer-based, field demonstration, simulstion, sod testing. Besed on this
analysis, additional face-t0-face training programs are anticipated in the fanire.

(b) Ar the beginning of 2006, we also implemented 2 monthly tmining progeam scross the site, with an
mmmuhmd(Mumtum)me@mnms(MumMm)
training.  Once each month each shift conducts face~to-face discussions covering sbaommal opersting
situations and emesgency drifls. We plan to conduct at least one emergency dsill per month for every
shift acros the refincry. In addition, we began site wide unit evacustion drills in 2005. Rach unit and
each hift must participate in atleast one such dell sonully.

We began o use generic simulstors on distillation and furnsce frings for opertions trining to practice
sturt-upe, thutdowns and to manage abnormal situstions. Since the beginning of 2006, approximately
600 ncumbent employees and 150 new hires huve received 8 to 10 hours each of this tesining.

Contiouow Improvement: We plan to implement unit-specific custom simulators for many of the
refinety units as part of the unit control system upgeade W the Emenson Delts V project discussed
sbove. In addition, we pisn 1 establish s permanent process simulstor teaining room st the aew
Employee Services Building. We plan 10 use the simulator training room to provide boand opesstors
with refresher training and to train new operaton, supervisors and eagineezs.

CSB Recommendstion 5: Require additionsl hoasd operator staffing during the startup of process
units, Easure that hasard ceviews address stuffing levels dudng sbnormal cooditons such as
stastups, shatdowns, and unit upsets.

RESPONSE: After Macch 23, 2005, we sevised the Refinety Pre-Startap Safety Review (*PSSR”) policy
umbduﬂpqn—oﬁ'pmrbumnm.umtmdpmmponmcmd

The PSSR includ of appropria l:v:llolmﬁag{oﬂheyhnmd
start-up, mmmmwummmmmuwuumm
there is & unit start up or sboormal situation. As part of the EZ policy, non-essential personnel are
evacunted from the vait and techaical mpport for essential personnel is enhanced.

Unit suaffing decisions for normal opesations have been historically reviewed through the PSM process
andmbnedmhmnm&iamambuofopmmnmopm&emnﬂynd,md&mof
an npset, 1o bring the unit to a sale off condition.

Conum!mymmc Manry actions have taken place in this area and there is even more work
undes way, most aotably the commitacat to evaluste with USW the opportunity for “Chief* operstors
as past of the BP & USW ten point plaa.

Recommendation 6 Require knowledgeable supervisors or technically trained personnel to be
preseat during especially hazacdous operstions phases such a8 unit startap.

RESPONSE: The modified PSSR policy includes sequireracots for nait staffing by supervisors snd
sppropriate persotne] with techaical teaining. » "
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Coatinuous Improvement There is significant ovetlsp on these activitics with Recommendation #5.
We are approsching this in a holistic menoer. Immediste steps hsve been taken to sssure support sod
we are wotkiog with USW snd  ther key sukeholders to develop the most comprehensive and robust
#ysten for cur fature.
Recommendation 7: Easure that process startap p d are updaved o reflect acnual process
conditions.
RESPONSE: The modified PSSR policy includes requirements review of a situstion specific startup
peocedure prior to startup. We also have existing processes for review of opesating proceduses.
We have leamed a great deal, and accomplished 1 Jor over the past two years. We continue to leam and find
improved ways to safely operate the Refinery with 2n engaged snd committed workforce. Simply stated, we
are investing heavily in People, Processes, Plant, snd Performance. As part of esch investment, we assure
that we have mechanisms in place o contivuomly improve  We have on-going actions end are evaluating
m&umaﬁpﬁmﬁ@lm

7.
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Robert A. Malone

Chairmen & Presxient BP Americs Inc.

200 WestLaks Park 8ivd.
Houston, TX 77078
usa

May 18, 2007

Carolyn W. Merritt

Chairman/CEO

United States Chemical Safety and Hazard Investigation Board
2175 K Street NW, Suite 650

Washington DC 20037-1809

Dear Chairman Mermitt:

By letter dated March 20, 2007, to John Browne, CEO of BP p.Lc., you
requested that BP respond regarding actions taken or contemplated in responsa
to the recommendations made by the United States Chemical Safety and Hazard
investigation Board (CSB) to the BP p.l.c. Board of Directors (the Board) based
upon CSB's invegtigation into the incident that occurred at the BP Products North
America’s Texas City Refinery on March 23, 2005. Since your investigation
relates to BP's US refineries, the Board has asked that | respond to your letter.

BP is making a concerted and lasting effort to improve its process safety
management and performance. | am leading that effort on behalf of BP America.
The standard we sesk must be one of excellence and we are committed to
become an industry teader in this area. We know that it will be a long joumey,
but it is one we are determined to make.

Before tuming to our actions in response to your recommendations, |
would like to thank the CSB and its staff for the diligence and effort expended
investigating the incident at Texas City. While we do not agree with all of the
findings, we have gained insights through the investigation and appreciate the
hard work of the investigation team.

Most of the CSB’s recommendations are consistent with those of the BP
US Refineries Independent Safety Review Panel (the Panel) and other
investigations that have been conducted, both internally and externally in the tast
two years. Further, they are well aligned with our existing improvement plans.
We are actively developing a comprehensive action plan that integrates all the
recommendations made and improvements necessary to make BP the leader in
process safety management that we aspire to be.
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CSB Recommendation 1: Appoint an additional non-executive
member of the Board of Directors with specific professional expertise and
experience in refinery operations and process safety. Appoint this pers n
to be a member of the Board Ethics and Environmental Assurance
Committee.

Both the Panel and the CSB made recommendations aimed at adding to
the Board’'s expertise in the area of refining and process safety. The Pane!
recommended this through an independent expert, and the CSB through the
appointment of a non-executive director. The Board's consideration of these
recommendations needs to be made in the light of its existing practices. As part
of its normal processes the Board keeps under review the mix and balance of
skills of Board members against the background of all BP’s global operations,
both upstream and downstream.

The Board has now appointed Duane Wilson to be its independent expert.
Mr. Wiison is a former Panel member and will work directly with the Chairman of
the Safety, Ethics and Environment Assurance Commitiee (SEEAC). He has
refinery operations and process safety experience and will provide independent
technical expertise to assist the SEEAC and the Board in monitoring
improvements in BP's process safety performance. In the future, the CSB
recommendation will be taken into account by the Board as part of its continuing
development of skills as mentioned above, and in light of the Board's experience
of working with the independent expert.

CSB Recommendation 2: Ensure and monitor that senior executives
implement an Incident reporting program throughout your refinery
organization that

a. encourages the reporting of incidents without fear of retaliation

b. requires prompt corrective actions based on incident reports and
recommendations, and tracks closure of action items at the refinery where
the incident occurred and other affectsd facilities; and

¢. requires communication of key lessons leamned to management and
hourly employeses as well as to the Industry.

BP has a system in place for incident reporting and that system is
currently being revised, with implementation planned for later this year. The
enhanced program is designed to bring clarity and reset expectstions on
reporting of all incidents, including process safety events. Our analysis indicates
that a lack of understanding of reporting requirements is one of the reasons that
incidents are not atways reported.
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To understand the perceived fear of retaliation associated with reporting,
we gurveyed our employees in 2006 to establish a baseline on their willingneas
to report safety incidents. We plan fo conduct another survey in mid-2007 to
understand if the actions we have underway are achieving the desired effect.

In the new incident reporting system, levels of severity, or potential
severity, will be assigned to each incident; major incidents (MIA’s) and high
potential incidents (HIPO's) will be reported to applicable senior leaders and
investigations will be completed. The new program will have the capability to
track action item closure and the functionality to create reports on outstanding
action items for management follow-up. We are implementing a system in our
Refining organization including a process to share and embed appropriate
lessons leamed, which will form the basis of a group-wide practice to embed and
track learmning within the wider BP organization. We believe targeting the cultural
aspects of reporting and investigation, consistent messages from senior leaders
that reinforce actions being taken at the local level, and demonstrated closure of
action items will encourage full reporting of incidents and facilitate leaming from
these events.

CSB Recommendation 3: Ensure and monitor that senlor executives
use leading and lagging process safety indicators to measure and
strengthen safety performance in your refineries.

We developed new metrics in 2006 that include both leading and lagging
indicators, which we are now working to improve upon. We anticipate concluding
the next phase of this work in the coming months. The revised indicators will be
used within BP and will serve as input to the work we committed to undertake
with CSB, the industry and other interested parties, as recommended by the
Panel (in Recommendation #7.) Our commitment is to continue to improve upon
our metrics and working with the CSB and others, attempt to develop a
comprehensive set of metrics with industry consensus.

Our current suite of leading and lagging indicators (including MIA’s and
HIPO's) is monitored on a quarterly basis by the Group Operations Risk
Committee (GORC). This committee was established several months ago;
membership includes the most senior line executives in BP, the Senior Group
Vice President of Safety and Operations, and the Chief Engineer, GORC is the
forum to prioritize and monitor group-wide progress in process safaty, the focal
point for role-modeling leadership behaviors and the steward of the overall
improvement program. The metrics that GORC reviews are also monitored by
the SEEAC on a quarterly basis.

We believe the above demonstrates that we have aclions underway to
address each of the three CSB recommendations made to the Board and ask
that you close the recommendations contained in your report. We are confident
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that Duane Wilson, as independent expert, will be actively engaged with our
operations and will provide the expertise and experience to the Board and
SEEAC that is intended by your recommendation. Further, while we have
programs in place and improvements underway that address the latter two
recommendations on incident investigations and metrics, we believe that they will
never be fully complete as we strive for continuous improvement.

For the past two years the accident at Texas City has been at the forefront
of our thinking, planning and actions throughout BP. While we have leamed a
great deal and have made substantial progress, as we have stated before there
is more to do, and we will do more. Thank you for your contributions to
advancing our goal of becoming an industry leader In process safety.

Sincerely,

AN
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bp

Robert A. Malone

Chaitman & President BP Amarica Inc.
200 WestlLake Park Bivd.
Houston, TX 77079

Direct 281 366 3355

June 27, 2007 Main 281-366-2000
’ Fax 281 366 8460

Robert.malonedbp.com

BY HAND DELIVERY

The Honorable John D. Dingell

U.S. House of Representatives

Chairman, Committee on Energy and Commerce
‘Washington, DC 20515-6115

Dear Chairman Dingell:

Thank you again for the opportunity to address questions pertaining to the May 16, 2007
hearing of the Subcommittee on Oversight and Investigations on the 2006 Prudhoe Bay
shutdown. On July 6, 2007, we provided responses to questions 1 through 14 raised by
Congressman Stupak in your June 20, 2007 letter. Following please find responses to Mr.
Stupak’s questions 15 and 16, which your staff agreed could be provided today.

Please feel free to call me if I may be of further assistance.

Sincerely,

AR/

Robert A. Malone
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Chairman Dingell
July 13, 2007
Page 2

Additional Responses to June 20, 2007 Questions from Congressman Stupak

15.  What responsibilities did BP’s new CEO, Tony Hayward, have with respect to
BP Prudhoe Bay Alaska operations, maintenance, and budgeting between 1998
and 2006?

Dr. Hayward was not responsible for BP’s Prudhoe Bay operations, maintenance, or
budgeting between 1998 and 2006. Those responsibilities rested throughout that period with
the business or performance unit leader accountable for BP’s Prudhoe Bay operations. In
1998, Dr. Hayward was serving as Group Vice President for BP Exploration, a position in the
chain of leadership for all of BP’s producing operations, including those in Alaska.V During
the course of that year, Dr. Hayward reviewed and approved overall business performance
plans for those operations, including the plans for overall financial and operating performance
for the Alaska businesses. His responsibilities, however, did not extend to reviewing or
approving the details of expenditures at Prudhoe Bay. Plans at the field level would have
been developed and approved by local business unit management. From January 1, 1999 to
the present, Dr. Hayward has served in positions in which he was not responsible for
reviewing or approving plans for the Alaska businesses.

16.  Did Mr. Hayward have any role in approving budget for the BP Alaska CIC
Group? Was Mr. Hayward aware of the implications of cost cutting on corrosion
protection activities?

Dr. Hayward has had no role in approving the budget for the BP Exploration (Alaska) Inc.
(“BPXA”) Corrosion, Inspection & Chemicals (“CIC”) group at any point in his career at BP.
Dr. Hayward was one of a namber of people who received an internal technical report on the
BPXA corrosion management program (“BPXA Corrosion Management System Technical
Review Final Report”) from John Baxter, BP’s Group Engineering Director, in or about April
2005. This report was produced to you on August 31, 2006 and may be found at Bates range
BPXA-CEC00000301—BPXA-CEC00000311. Although the report concluded that the
corrosion management program was technically sound, it made recommendations as to steps
BPXA might consider to improve it over time. Among other things, it discussed BPXA's cost
management strategy, which it found may have led to some “counterproductive” behaviors
related to corrosion management, and encouraged BPXA leadership to consider the
implications of the strategy in evaluating future plans and budgets related to corrosion
management.

v Unless otherwise noted and for ease of discussion, “BP” is used as shorthand

throughout this letter to refer to corporate actions that may have been taken by any of a
number of legal entities affiliated with BP, including BP Exploration (Alaska) Inc. and BP
Products North America, Inc. The use of “BP” in this context should not be understood as a
reference to BP p.l.c. or as an equation of separate legal entities with any parent and/or other
affiliate.

O



