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BP’S PIPELINE SPILLS AT PRUDHOE
BAY: WHAT WENT WRONG?

THURSDAY, SEPTEMBER 7, 2006

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

The committee met, pursuant to call, at 10:15 a.m., in Room 2123 of
the Rayburn House Office Building, Hon. Greg Walden (Chairman)
presiding.

Members present: Representatives Stearns, Pickering, Walden,
Burgess, Blackburn, Barton (ex officio), Stupak, DeGette, Schakowsky,
Inslee, Baldwin, and Dingell (ex officio).

Members also present: Representatives Upton, Markey, and Green.

Staff present: Mark Paoletta, Chief Counsel for Oversight and
Investigations; Alan Slobodin, Deputy Chief Counsel for Oversight and
Investigations; Tom Feddo, Counsel; Andrew Snowdon, Counsel; Tom
Hassenboehler, Counsel; Dave McCarthy, Chief Counsel for Energy and
the Environment; Clayton Matheson, Analyst; Ryan Ambrose,
Legislative Clerk; Matthew Johnson, Legislative Clerk; Chris Knauer,
Minority Investigator; David Vogel, Minority Research Assistant; Bruce
Harris, Professional Staff Member; and Chris Treanor, Minority Staff
Assistant.

MR. WALDEN. Good morning and welcome.

The Chairman of the subcommittee, Mr. Whitfield, very much
wanted to be here but had some important legislation he has worked on
for a considerable length of time on the House floor this morning so I
will be chairing this hearing in his absence.

Today the Oversight and Investigations Subcommittee will examine
what went wrong on two crude oil pipelines operated by BP that service
the Prudhoe Bay fields on Alaska’s North Slope, the Nation’s largest
source of domestic oil. Oil spills on two separate lines within a five-
month period are a cause of major concern. These spills threaten not
only the environment but also the reliability of domestic oil production.
BP’s current marketing slogan is “Beyond petroleum.” Unfortunately, it
could also stand for “broken pipelines.”

In March of this year, BP uncovered a leak in the western
transmission line. This spill resulted in more than 200,000 gallons, or
5,000 barrels of crude oil, breaking into the Arctic tundra, the single
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largest spill in the history of the North Slope. In early August, BP
identified areas of significant corrosion on its eastern transmission line
necessitating an immediate shutdown of that line, a shutdown that
remains in effect today, cutting the daily production of Prudhoe Bay
nearly in half. How did two key pipelines, pipelines that transport 8
percent of this country’s domestic oil, deteriorate so badly that the entire
production of Prudhoe Bay fields could be in jeopardy? Hopefully
today’s hearings will yield some of those answers.

In public statements and in comments to committee staff during this
investigation, BP has acknowledged that it made mistakes in its
corrosion control program, and I commend them for admitting the
obvious. Hindsight is always 20/20 but it appears BP ignored some red
flags along the way.

First, there is evidence that BP received warnings from company
employees about the condition of these lines. It is important for us to
understand exactly what BP knew, when they knew it, what steps BP
took to verify the allegations, and what actions BP took to respond to the
concerns raised.

Second, BP seems to have ignored the results of its own inspections.
In 1998, BP inserted the diagnostic probe, also known as a smart pig,
into the western line to check for corrosion. These pig runs revealed
moderate internal and external corrosion including six areas of internal
corrosion at the very site where the March 2006 leak occurred. Despite
this critical information, however, BP elected to wait until 2006, eight
years, to conduct another pig run. Unfortunately, the leak occurred
before that pig run took place and the eastern line was even worse. It had
not been pigged since 1992.

Experts to a person have explained pig runs as an essential element
of any sound corrosion control program. BP’s own internal corrosion
procedures tout the merits of small pigging. The question then is, why
did BP not pig these lines on a more regular basis. Was cost a factor or
were there other concerns about the condition of these lines such as
sediment and sludge buildup that prevented the use of pigs.

I hope that the BP officials appearing here, Robert Malone, President
of BP America, and Steve Marshall, President of BP Exploration Alaska,
will be able to answer some of these questions. Unfortunately, Mr.
Woollam, BP’s former chief corrosion engineer on the North Slope, has
elected to assert his Fifth Amendment right not to testify. We will also
hear today from the Department of Transportation about the steps they
took following these spills. I am encouraged by the Department of
Transportation’s confident assertions that BP’s pipeline troubles are an
isolated incident rather than an industry-wide problem and that the
Department of Transportation’s Integrity Management Program has



resulted in a steady decline of serious incidents. I look forward to
learning from Kevin Hostler, President and CEO of Alyeska, what his
company is doing to ensure the integrity of the Trans Alaska Pipeline in
the wake of these incidents and how Alyeska is working with BP to help
get the eastern operating line back in service. I also want to welcome
Dan Stears from Coffman Engineers and Kurt Fredriksson,
Commissioner of the Alaska Department of Environmental
Conservation. Many of the witnesses have traveled a long way to
participate in today’s hearings and the committee certainly appreciates
their efforts.

Today’s hearing is of tremendous importance to this committee and
to the American people. Companies that operate oil pipelines have a
responsibility to maintain the Nation’s crucial energy infrastructure.
Hopefully what we learn about BP’s incidents on the North Slope will
help prevent future spills so that both the environment and the reliable
supply of a vital natural resource will not be compromised again.

With that, I now recognize the Ranking Member of the
Subcommittee on Oversight and Investigations, Mr. Stupak, for 5
minutes.

[The prepared statement of Hon. Greg Walden follows:]

PREPARED STATEMENT OF THE HON. GREG WALDEN, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF OREGON

Good morning and welcome. The Chairman of the Subcommittee, Mr. Whitfield,
very much wanted to be here, but has some important legislation on the House floor this
morning, so I will be chairing this hearing in his absence.

Today, the Oversight and Investigations Subcommittee will examine what went
wrong on two crude oil pipelines operated by BP that service the Prudhoe Bay fields on
Alaska’s North Slope, the nation’s largest source of domestic oil. Oil spills on two
separate lines within a 5-month period are a cause of major concern. These spills
threaten not only the environment, but also the reliability of domestic oil production.
BP’s current marketing slogan is “Beyond Petroleum.” Unfortunately, it could also stand
for “Broken Pipelines.”

In March of this year, BP uncovered a leak in the Western transmission line. This
spill resulted in over 200,000 gallons (or 5,000 barrels) of crude oil leaking onto the Artic
tundra -- the single largest spill in the history of the North Slope. In early August, BP
identified areas of significant corrosion on its Eastern transmission line, necessitating an
immediate shut-down of that line -- a shut-down that remains in effect today, cutting the
daily production of Prudhoe Bay nearly in half. How did two key pipelines -- pipelines
which transport nearly 8% of this country’s domestic oil -- deteriorate so badly that the
entire production of the Prudhoe Bay fields could be in jeopardy? Hopefully today’s
hearing will yield some answers.

In public statements and in comments to Committee staff during this investigation,
BP has acknowledged that it made mistakes in its corrosion-control program. I commend
them for at least admitting the obvious. Hindsight is always 20/20, but it appears that BP
ignored some red flags along the way. First, there is evidence that BP received warnings
from company employees about the condition of these lines. It is important for us to
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understand exactly what BP knew, when they knew it, what steps BP took to verify the
allegations, and what actions BP took to respond to the concerns raised.

Second, BP seems to have ignored the results of its own inspections. In 1998, BP
inserted a diagnostic probe -- also known as a “smart pig” -- into the Western Line to
check for corrosion. This pig run revealed moderate internal and external corrosion,
including 6 areas of internal corrosion at the very site where the March 2006 leak
occurred. Despite this critical information, however, BP elected to wait until 2006 -- 8
years -- to conduct another pig run. Unfortunately, the leak occurred before that pig run
took place. And the Eastern Line was even worse -- it had not been pigged since 1992!

Experts, to a person, have explained pigging is an essential element of any sound
corrosion control program. BP’s own internal corrosion procedures tout the merits of
smart pigging. The question, then, is why did BP not pig these lines on a more regular
basis? Was cost a factor, or were there other concerns about the condition of these lines -
- such as sediment and sludge buildup -- that prevented the use of pigs? I hope that the
BP officials appearing here -- Robert Malone, President of BP America, and Steve
Marshall, President of BP Exploration Alaska -- will be able to answer some of these
questions. Unfortunately, Mr. Wollam, BP’s former chief corrosion engineer on the
North Slope, has elected to assert his Fifth Amendment right not to testify.

We will also hear today from the Department of Transportation about the steps that
they took following these spills. I am encouraged by DOT’s confident assertions that
BP’s pipeline troubles are an isolated incident rather than an industry-wide problem and
that DOT’s Integrity Management Program has resulted in a steady decline of serious
incidents.

I look forward to learning from Kevin Hostler, President and CEO of Alyeska, what
his company is doing to ensure the integrity of the Trans Alaska Pipeline in the wake of
these incidents and how Alyeska is working with BP to help get the Eastern Operating
Line back in service.

I also want to welcome Dan Stears from Coffman Engineers and Kurt Frederickson,
Commissioner of the Alaska Department of Environmental Conservation. Many of the
witnesses have traveled a long way to participate in today’s hearing, and the Committee
certainly appreciates their efforts.

Today’s hearing is of tremendous importance to this Committee and the American
people. Companies that operate oil pipelines have a responsibility to maintain the
nation’s crucial energy infrastructure. Hopefully, what we learn about BP’s incidents on
the North Slope will help prevent future spills so that both the environment and the
reliable supply of a vital natural resource won’t be compromised again.

I now recognize the Ranking Member of the Subcommittee on Oversight and
Investigations, Mr. Stupak, for 5 minutes.

MR. STUPAK. Thank you, Mr. Chairman, and thank you for holding
this hearing.

On March 2 of this year, BP discovered that oil was leaking from a
major transmission line largely responsible for connecting the west oil
field with the Trans Alaskan Pipeline, TAPS. This spill included almost
2,700 gallons of crude and became the largest spill in North Slope
history. Shortly thereafter, a letter was sent by Ranking Member Dingell
seeking answers to the causes of the WOA, western operating area, line
failure and BP’s efforts to deal with corrosion. Over the next several
months, what started as a single spill ended in the shutdown of the entire
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Prudhoe Bay field, and for a time, reduction of 8 percent of the U.S.
domestically produced oil supply.

Mr. Chairman, this hearing is about far more than oil spills or
pipeline corrosion. It is about trying to understand how a company with
the global standing of BP allowed its North Slope operations to
deteriorate to where the company professes little understanding of the
true condition of major operational assets. It is also about why, when the
Nation is facing ongoing threats to its oil supply abroad, we don’t have a
better redundancy in an oil field as strategic as Prudhoe Bay. Given the
record profits of this industry, this aspect of BP’s recent North Slope
failures was particular egregious.

Mr. Chairman, this committee’s investigation into the failures of
BP’s Alaska operations began shortly after the Department of
Transportation issuance of their March 15 corrective action order.
Among the many requirements, that order mandated that BP smart pig a
number of key lines including both the western operating area line and
the eastern operating area line.

In April of this year, committee staff traveled to Alaska to seek
answers to the causes of the western operating area line failure and
determine the implications of the DOT order. In that process, it was
learned that huge amounts of solids were believed to exist in key lines
that BP was now ordered to pig. These solids, it was believed, could
create a number of potential operational challenges. In particular, BP
might not be able to run smart pigs through these lines because the solids
were potentially so excessive as to risk pigs becoming stuck in the lines.
If that occurred, this would essentially block the transit line’s ability to
deliver oil to the Trans Alaska Pipeline and perhaps shut down large
parts of the oil field. It was also learned that the dislodging of such
solids would later have profound consequences on TAPS itself including
the introduction of corrosion-causing materials into that system and the
potential for clogging Pump Station number 1 entry screeners. These
new issues prompted Ranking Member Dingell to send a letter on April
25 to the Department of Transportation Secretary which posed a number
of key questions about not only the ability of BP to meet DOT’s March
15 order but also about the overall condition of BP’s major transit lines.

The DOT’s response to that letter raised several troubling issues,
most notably that BP appeared to lack a fundamental understanding of
the condition of both its western operating area or eastern operating area
lines. Moreover, it became clear that despite what appeared to be
knowledgeable buildup of scale and solids over the years, the company
inexplicably failed to pig these lines frequently, if at all. In its response,
DOT also noted that, based on current management information, the
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infrequency by BP to pig these lines, and I quote now, “did not represent
sound management practice for internal corrosion control.”

I would like to ask, Mr. Chairman, that this and all the letters from
Mr. Dingell on this subject be placed in the record.

MR. WALDEN. Without objection.

MR. STUPAK. Mr. Chairman, I have a number of key questions for
BP that I hope we will find answers to at this hearing. First, why was it
that BP relied so heavily on ultrasonic thickness, UT testing, and the use
of corrosion coupons when BP knew such techniques could not deliver
data on the underground portions of the western operating area line
where the caribou cross? The most recent run on the western operating
area line was last done in 1998 and found that corrosion had increased,
particularly in low-lying areas similar to the area where the March 2 spill
occurred. Moreover, why did BP not install a more aggressive plan to
seek data on these sections, given that the WOA line had a low flow rate
and was thus subject to water and solid separation? It is not Monday
morning quarterbacking to suggest that BP should have known it needed
a plan to physically collect detailed data on these locations, even if it
included moving soil to access the pipe for more aggressive pigging.

Second, why would the EOA, the eastern operating area line, a line
that failed in August and prompted the entire field shutdown, why was
that line not smart-pigged at all by BP until DOT ordered it do so? The
EOA line is a primary transmission line. It is a key asset in BP’s field
yet this line was left for almost 15 years with not so much as a
maintenance pig being run through its length. Indeed, the EOA line has
both a pig launcher and a pig receiver and so was clearly designed for
pigging. What explains this failure? So far we have not had a
satisfactory explanation from BP.

Third, why is it that there were virtually no redundancies in either the
eastern oil field or the western oil field which would have allowed BP to
continue operating after the most recent corrosion problems were
discovered? As we note today, BP is now seeking to construct a number
of bypass solutions to reroute oil around the failed eastern operating area
line.

Fourth, why are we suddenly now deciding to replace these lines
with new pipe knowing that for years such pipes were aging and that
their original diameter was not designed for the low flow rates both were
experiencing before they were removed from service? These pipes were
designed for 800-pounds-per-square-inch flow rate. Today they are only
at 80- PSI flow rate. Indeed, some have accused BP of running these
lines to failure or riding the throughput curve. Nonetheless, at a time of
record profits, I find it remarkable that the first major plan to replace a
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mere 20 miles of pipe of such strategic importance as these two lines
comes post failure.

Fifth, when did BP first learn that the solids in these pipes would
make immediate pigging extremely difficult? In short, why did it
become such an engineering ordeal to merely determine if pigs could be
run? If BP knew its lines were increasingly collecting shale, sludge or
solids, all of which are known to contribute to corrosion, why wouldn’t it
aggressively attempt to remove such materials regularly? Alyeska, the
operator of the Trans Alaska Pipeline, sends a scraper pig down its entire
800-mile length every 14 days, yet the eastern operating area line was
not pigged a single time in 14 years. Why not?

Sixth, more troubling, BP apparently claims it did not know how bad
its lines were. If BP only became aware of the scale and sediment after
the DOT order, then why did it know so little so late? Shouldn’t it have
known about the sediment buildup in the western operating area line
given the kinds of crude they were pulling from the field? If BP truly
had a world-class pipe integrity system, shouldn’t it have known about
the shale buildup in the EOA line, given its earlier history of huge
problems when it was last pigged in 1992?

Seventh, we are now learning that there were a number of troubling
personnel problems in BP’s corrosion management program on the North
Slope over the past several years. Though not fully understood, these
problems apparently create a chilling atmosphere for workers’ ability to
report health and safety issues and had perhaps at least some impact on
the effectiveness of BP’s corrosion control efforts. For example, the
committee is in receipt of an October 20, 2004, report by the Vinson and
Elkins Law Firm that found that the very people that BP relied upon to
detect corrosion in both the WOA and EOA line, the Corrosion
Inspection and Chemical Group, were fraught with worker intimidation
and harassment from senior management.

Eighth, rather than rely on smart pigs to find corrosion in its lines,
BP relied on what are called corrosion coupons. Coupons are pieces of
metal that are inserted into a pipe at various locations and are later
removed and analyzed to determine how much corrosion is taking place
inside the pipe. Unlike smart pigging, which gives you a view of the
entire line, coupons only tell you how corrosion is affecting the general
area where the coupon is located. Nonetheless, according to reports on
worker intimidation and harassment that I just mentioned, the number of
coupons used in BP’s operation was reduced by 25 percent for reasons
that remain unclear. At a time when BP pipes were aging and it was
already relying on a limited program to detect corrosion, why would the
company allow such a significant reduction?



Finally, and 1 appreciate you letting me go over a little bit, Mr.
Chairman, what budget pressures were placed on the corrosion
monitoring group at BP and did such pressures ultimately lead to a
serious deficiency in BP’s ability to truly assess corrosion risk? For
example, there is a 2005 memo that [ am sure we will get into. There is
an audit, and all these I am sure we will get into during questions and
answers.

Mr. Chairman, I have gone over my time. Thank you for allowing
me extra time. I ask to have my entire statement be submitted for the
record.

MR. WALDEN. Without objection.

MR. STUPAK. Thank you.

[The prepared statement of Hon. Bart Stupak follows:]

PREPARED STATEMENT OF THE HON. BART STUPAK, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF TEXAS

Thank you Mr. Chairman, and thank you for having this hearing.

On March 2nd of this year, BP discovered that oil was leaking from a major
transmission line largely responsible for connecting its west oilfield (WOA)with the
Trans-Alaskan Pipeline (TAPS). That spill, included almost 270,000 gallons of crude
and became the largest spill in North Slope history. Shortly thereafter, a letter was sent
by ranking Member Dingell seeking answers to the causes of the WOA line’s failure and
BP’s efforts to deal with corrosion. Over the next several months, what started as a
single spill ended in the shutdown of the entire Prudhoe Bay field, and for a time, the
reduction of 8% of the U.S. domestically-produced oil supply.

Mr. Chairman, this hearing is about far more than oil spills or pipeline corrosion. It
is, about trying to understand how a company with the global standing of BP allowed its
north slope operations to deteriorate to where the company professes little understanding
of the true condition of major operational assets. It is also about why, when the nation is
facing threats to its fuel supply abroad, we don’t have better redundancy in a field as
strategic as Prudhoe Bay. Given the record profits of this industry, this aspect of BP’s
recent north-slope failures is particularly egregious.

Mr. Chairman, this Committee’s investigation into the failures of BP’s Alaska
operations began shortly after the Department of Transportation’s (DOT) issuance of
their March 15th Corrective Action Order. Among many requirements, that order
mandated that BP “smart pig” a number of key lines, including both the Western
Operating Area (WOA) line and the Eastern Operating Area (EOA) line.

In April of this year, Committee staff traveled to Alaska to seek answers to the
causes of the WOA line’s failure and determine the implications of the DOT order. In
that process, it was learned that huge amounts of solids were believed to exist in key lines
that BP was now ordered to pig. These solids -- it was believed -- could create a number
of potential operational challenges. In particular, BP might not be able to run smart pigs
through these lines because the solids were potentially so excessive, the cleaning pigs
risked becoming stuck in the lines. If that occurred, this would essentially block the
transit line’s ability to deliver oil to the Trans Alaskan Pipeline and perhaps shut down
large parts of the oilfield. It was also learned that the dislodging of such solids could
later have profound consequences on TAPS itself, including the introduction of
corrosion-causing materials into that system and the potential for clogging Pump-Station
One’s entry strainers.



9

These new issues prompted ranking Member Dingell to send an April 25th letter to
the Department of Transportation’s Secretary, which posed a number of key questions
about not only the ability of BP to meet DOT’s March 15th order, but also about the
overall condition of BP’s major transit lines.

The DOT’s response to that letter raised several troubling issues. Most notably, that
BP appeared to lack a fundamental understanding of the condition of both its WOA or
EOA lines. Moreover, it became clear that despite what appeared to be knowledgeable
buildup of scale and solids over the years, the company inexplicably failed to pig these
lines frequently (if at all). In its response, DOT also noted that based on current
management information, that the infrequency by BP to pig these lines “[did] not
represent sound management practices for internal corrosion control.” [I would ask that
this and all of Mr. Dingell’s letters on this subject be placed into the record.]

Mr. Chairman, I have a number of key questions for BP that I hope we will find
answers to at this hearing and I will raise several of them here:

First, why is it that BP relied so heavily on ultrasonic thickness (UT) testing and the
use of corrosion coupons when BP knew such techniques could not deliver data on the
under ground portions of the WOA line (such as the caribou crossings)? The most recent
run on the WOA line was last done in 1998 and found that corrosion had increased,
particularly in low-lying areas similar to the area where the March 2nd spill occurred.
Moreover, why did BP not install a more aggressive plan to seek data on these sections
given that the WOA line had a low-flow rate and was thus subject to water and solids
separation? It is not Monday-morning quarter backing to suggest that BP should have
known it needed a plan to physically collect detailed data on these locations, even if it
included removing soil to access the pipe or more aggressive pigging.

Second, why was the EAO line -- the line that failed in August and prompted the
entire field’s shutdown -- not smart-pigged at all by BP until DOT ordered it to do so?
The EOA line is a primary transmission line. It is a key asset in BP’s field. Yet this line
was left for almost fifteen years with not so much as a maintenance pig being run through
its length. Indeed, the EOA line has both a pig launcher and a pig receiver, and so was
clearly designed for pigging. What explains this failure? So far we do not have a
satisfactory explanation from BP.

Third, why is it that there were virtually no redundancies in either the eastern field
or the western field which would have allowed BP to continue operating after the most
recent corrosion problems were discovered? As we know today, BP is now seeking to
construct a number of bypass solutions to re-route oil around the failed EOA line.

Fourth, why are we suddenly now deciding to replace these lines with new pipe
knowing that for years such pipes were aging and that their original diameter was not
designed for the low flow rates both were experiencing before they were removed from
service? These pipes were designed for 800 psi flow rate. Today they are at only 80 psi
flow rate. Indeed, some have accused BP of “running these lines to failure,” or “riding
the throughput curve.” Nonetheless, at a time of record profits, I find it remarkable that
the fist major plans to replace a mere 20 miles of pipe of such strategic importance as
these two lines, comes post failure.

Fifth, when did BP first learn that the solids in these pipes would make immediate
pigging extremely difficult? In short, why did it become such an engineering ordeal to
merely determine if pigs could be run? If BP knew its lines were increasingly collecting
scale, sludge, or solids -- all of which are known to contribute to corrosion -- why
wouldn’t it aggressively attempt to remove such material regularly? Alyeska -- the
operator of the trans-Alaskan pipeline sends a scraper pig down its entire 800-mile length
every 14 days. Yet, the EAO line was not pigged a single time in 14 years. Why?

Sixth, more troubling, BP apparently claims it did not know how bad its lines were?
If BP only became aware of the scale and sediment after the DOT order, then why did it
know so little, so late? Shouldn’t it have known about the sediment build-up in the WOA
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line given the kinds of crude they were pulling from the field? If BP truly had a world-
class pipeline integrity system, shouldn’t it have known about the scale build up in the
EOA line given its earlier history of huge cleaning problems when it was last pigged in
19927

Seventh, we are now learning that there were a number of troubling personnel
problems in BP’s corrosion management program on the north slope over the past several
years. Though not fully understood, these problems apparently created a “chilling”
atmosphere in workers’ ability to report health and safety issues, and perhaps had at least
some impact on the effectiveness of BP’s corrosion-control efforts. For example, the
Committee is in receipt of an October 20, 2004 report by the Vincent and Elkins law firm
that found that the very program that BP relied upon to detect corrosion in both the WOA
and EOA lines -- the Corrosion Inspection and Chemicals Group (CIC) -- was fraught
with workplace intimidation and harassment from senior management.

Eighth, rather than rely on smart pigs to find corrosion in its lines, BP relied upon
what are called corrosion coupons. Coupons are pieces of metal that are inserted into the
pipe at various locations and are later removed and analyzed to determine how much
corrosion is taking place inside the pipe. Unlike smart pigging which gives you a view of
the entire line, coupons only tell you how corrosion is affecting the general area where
the coupon is located. Nonetheless, according to the report on worker intimidation and
harassment I just mentioned, the number of coupons used in BP’s operations was reduced
by 25% for reasons that remain unclear. At a time when BP’s pipes were aging and it
was already relying on a limited program to detect corrosion, why would the company
allow for such a significant reduction?

Finally, what budget pressures were placed on the corrosion monitoring group at BP
and did such pressures ultimately lead to serious deficiencies in BP’s ability to truly
assess corrosion risks? For example, an April 2005 internal audit of BP’s corrosion
management system found the following:

“Currently [the program’s] budget is set up-front in line with flat lifting cost
strategy, with corrosion management activities then developed around this budget
allocation.  This strategy to maintain flat lifting costs is driving behaviours
counterproductive to ensuring integrity and the delivery of an effective management
system. A more effective and efficient process would be to derive the set of activities
required to deliver a robust corrosion management system over the longer term, and
thereafter set the budget based on these activities.”

Mr. Chairman, this audit suggests to me, that some in BP had grown concerned that
cost cutting was having a troubling affect on the company’s ability to design and
maintain a sound corrosion control program.

Mr. Chairman, I could continue on here, but I will save other key findings for the
question period. Nonetheless, I would like to wind down my statement by welcoming
our witnesses.

In particular, I would like to welcome Mr. Bob Malone, who is now the newly-
appointed President of BP America. [ would like to point out -- Mr. Malone -- that you
have an excellent reputation with this Committee. During the early 1990s when it was
Alyeska -- the operator of the Trans-Alaskan Pipeline -- that was in so much trouble, it
was in part your leadership as president that helped turn the company around. Over the
years you have voluntarily worked closely with this Committee to keep us apprised of
developments both while at Alyeska and later, while at BP. I thank you for your
assistance in that regard and your interaction with this Committee was helpful and
appreciated.

Nonetheless, in your current position, I truly believe that the situation on the North
Slope demands your full attention, as it is frankly an embarrassment to your company.
Like with the mess you found at Alyeska, this Committee is expecting that you will fully
investigate and evaluate what broke down on the north slope and then pursue major fixes,
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whether financial or personnel. This nation cannot allow the kinds of fiascos we have
witnessed over the past several months to continue with the nation’s energy supply. This
Committee is expecting answers and results and ultimately getting this field back up
running in a professional and reliable manner. The public will expect nothing less, and
neither should this Committee.

Mr. Chairman, thank you again for holding this hearing, and with that, I yield back.

MR. WALDEN. We will try to stick to the 5 minutes, but I know a lot
of work has gone into this on both sides of the aisle, and as the Ranking
Member, I thought it appropriate to accede you additional time.

MR. STUPAK. Thank you.

MR. WALDEN. [ would now like to recognize the Chairman of the
full committee, the very able and honorable Joe Barton. Mr. Barton.

CHAIRMAN BARTON. Thank you, Mr. Chairman, for chairing this
hearing today. 1 hope that the testimony is going to provide us some
answers about the recent crude spills on the North Slope of Alaska. I
also hope that it is going to provide some answers about what is being
done and what will continue to be done to prevent those very serious
incidents from happening in the future.

The spills occurred on two transmission lines that move oil produced
from Prudhoe Bay to the Trans Alaska Pipeline. BP Exploration of
Alaska Incorporated, which is an operating unit of British Petroleum, is
responsible for the operation and maintenance of those crude oil
transmission lines. 1 think it is obvious, but we do need to emphasize
that these lines move approximately 400,000 barrels of crude oil per day
to markets. That is roughly 8 percent of the United States’ domestic oil
production. Given that fact, the safe, responsible and reliable operation
of these pipelines is of paramount concern to this committee and to the
country. It is critical that no further leaks occur on these lines. It is
paramount to avoid the threat to human life and the environment. It is
also important to our national security that the oil from Prudhoe Bay be
reliably and safely transported on a daily basis.

On Sunday, August 6, BP announced the complete shutdown of the
Prudhoe Bay oil field. The following Monday, the price that BP and
others commanded on the world market for their crude oil jumped 3
percent to nearly $77 a barrel. This decision came on the heels of an
accident last March when BP’s western transmission lines at Prudhoe
Bay leaked about 200,000 gallons of oil from a corroded pipe. Between
that incident and the leak in August from the eastern transmission line,
BP had repeatedly assured this committee, our staffs and me personally
that the corrosion of that pipeline that failed in March was an anomaly.
BP told us that their corrosion control program was effective, that they
were monitoring on a constant basis and they were mitigating corrosion
in the pipelines at Prudhoe Bay. If the March leak was an anomaly, why
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did BP suddenly shut down production from the entire Prudhoe Bay oil
field in August due to excessive corrosion discovered in the eastern
crude oil transmission lines? In fact, we now know that BP had failed to
carefully inspect and maintain these pipelines. The decision to shut
down the pipeline in August seems to be the direct result of a
requirement to pig the eastern line because of last March’s spill on the
western line.

Pipeline experts and other pipeline operators have explained to us
that internal inspection of pipelines, what is called smart pigging, is the
most reliable, complete and informative way to assess the integrity of a
pipeline’s walls, interior walls. U.S. Department of Transportation
officials explained to the committee staff that BP’s failure to pig these
lines regularly is unsound management. Other methods are available but
pigging has a distinct advantage. I understand that pigging is relatively
inexpensive on a pipeline that has been designed for it. We might point
out at this point in tine that last year BP reported record earnings of over
$25 billion, $25 billion, and that the Prudhoe Bay field is and was the
lodestar of the BP production. Prior to this year’s incidents, not either
the western or the eastern gathering line that BP has been operating had
been smart pigged for years. The western line was last maintenance
pigged and smart pigged in 1998. That is eight years ago, or seven years
ago. The eastern line was last maintenance pigged in 1990 and smart
pigged in 1992, 14 years ago. By comparison, executives at Alyeska, the
pipeline company operating the larger Trans Alaska Pipeline System,
informed subcommittee staff that their line is maintenance pigged every
two weeks, every two weeks, and smart pigged at least once every three
years.

We now know that BP officials have admitted, and I am expecting
that they will again say so today, that their corrosion control and
inspection program for Prudhoe Bay was flawed and that in hindsight,
BP should have been pigging these transmission lines in hindsight. Well,
hindsight is better than blind sight, I guess, but it is not a substitute for
ongoing sound management practices.

I suppose that this committee and Congress is expected to shrug our
shoulders and say, well, now they get it, but the clever use of perfect
hindsight to excuse consistent failure just doesn’t cut it. Years of
neglecting to inspect for the most vital gathering oil pipelines in this
country is not acceptable. BP’s neglect is having as we speak an adverse
and disruptive effect on the American economy, American consumers
and national security. That is not acceptable. If a company, one of the
world’s most successful oil companies, can’t do simple, do basic
maintenance needed to keep the Prudhoe Bay field operating safely
without interruption, maybe it shouldn’t operate the pipeline. Maybe we
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should find a way to get a different operator through the private market
sale of this pipeline and let somebody else do it.

This hearing will largely focus on BP’s failure to responsibly operate
the Prudhoe Bay transmission lines but these two incidents of which the
March spill also happens to be the continuing subject of a Federal grand
jury are only part of this company’s recent and unfortunately notorious
track record. The Prudhoe Bay spill comes on the heels of the British
Petroleum Texas City Refinery disaster that killed 15 people in 2005.

Now, I know that BP is investing significant amounts of time, energy
and resources to bring Prudhoe Bay back at the full capacity and to
address the very serious corrosion problems that have been discovered,
but this is all after the fact. I understand that sludge and sediment issues
existed in the lines for quite some time, that BP knew about the flaws in
its corrosion control program. Impurities like sludge, sediment and water
induce corrosion and provide a place for corrosion to hide.

Maybe I have the wrong impression, but it seems to me that BP was
betting the company and their field that this field would be depleted
before major parts of the pipeline failed and needed to be replaced. BP’s
policies are as rusty as its pipelines. 1 am very concerned about the
specific incident but I am even more concerned about BP’s corporate
culture of seeming indifference to safety and environmental issues, and
this comes from a company that prides itself in their ads on protecting
the environment. Shame, shame, shame.

And I want to say something else before I conclude, Mr. Chairman.
During the course of this investigation, the committee has been informed
by certain individuals that we were trying to interview at the staff level
that they are reluctant to come forward to provide information due to
concerns over possible retribution throughout the oil industry in Alaska.
I want to make it perfectly clear that if we find that any person is
threatened, intimidated or attempted to be retaliated against as a result of
cooperating with this committee, I will use every bit of power that I have
as Chairman of the full committee to ensure that the retaliator is
prosecuted to the fullest extent of the law, and to the extent that that
retaliation against an individual is condoned by any corporate official, I
will exercise the same authority against those officials. We are going to
get to the bottom of this. We are going to make sure that the facts are in
the public purview and we are going to, if necessary, change Federal law
to do everything possible to minimize this happening again.

Mr. Chairman, I look forward to today’s testimony. I hope we get
the answers we need. If not, I am sure the subcommittee will continue to
conduct aggressive oversight on a bipartisan basis on this issue.

With that, I yield back the balance of my time.

[The prepared statement of Hon. Joe Barton follows:]
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PREPARED STATEMENT OF THE HON. JOE BARTON, CHAIRMAN, COMMITTEE ON ENERGY
AND COMMERCE

Thank you, Mr. Chairman, for holding this hearing. I hope that the testimony today
will provide us with some satisfactory answers about several recent crude oil spills on the
North Slope of Alaska, and what is going to be done to prevent these very serious
incidents in the future. The spills occurred on two transmission pipelines that move oil
produced from Prudhoe Bay to the Trans-Alaska Pipeline System. BP Exploration
(Alaska), Inc. — an operating unit of BP — is responsible for the operation and
maintenance of those crude oil transmission lines.

I want to emphasize that these lines move nearly 400,000 barrels of crude oil a day
to market. That’s roughly 8 percent of the country’s domestic oil production. Given that
fact, the safe, responsible, and reliable operation of these pipelines is of paramount
concern to this Committee.

It is critical that no further leaks occur on these lines. We certainly want to avoid
the threat to human lives and the environment, but it is also imperative to our national
security that this oil be reliably transported. On Sunday, August 6™, BP announced the
complete shutdown of the Prudhoe Bay oil field, and the following Monday the price BP
and others commanded on the world market jumped 3 percent, to nearly $77 per barrel.

Americans had already been facing record-high gasoline prices. Did BP think that
shutting in 8 percent of U.S. production would relieve American consumer prices? We
don’t need prices suddenly kicked higher because the company responsible for bringing a
vital part of this country’s oil to market isn’t taking care of the pipelines. BP owes
Americans a higher standard of operation. These are energy resources which this country
needs and they control.

In March of this year, BP’s Western transmission line at Prudhoe Bay leaked about
200,000 gallons of oil from a corroded pipe. Between that incident and the leak in
August from the Eastern transmission line, BP had repeatedly assured me, through staff,
that the corrosion of the pipeline that failed in March was an anomaly. BP told us that
their corrosion control program was effectively monitoring and mitigating corrosion in
the pipelines at Prudhoe Bay.

If the March leak was an anomaly, why did BP suddenly shut down production from
the entire Prudhoe Bay oil field in August due to excessive corrosion discovered in the
Eastern crude oil transmission lines? In fact, what we now know is that BP has failed to
carefully inspect and maintain these pipelines.

Pipeline experts and other pipeline operators have explained to us that internal
inspection of pipelines — what is called smart-pigging — is the most reliable, complete,
and informative way to assess the integrity of a pipeline’s walls. U.S. Department of
Transportation officials have explained to us that for BP’s failure to pig these lines
regularly is unsound management. Other methods are available, but pigging has distinct
advantages. I understand that pigging is relatively inexpensive on a pipeline that has
been designed for it.

Yet prior to this year’s incidents, BP’s pipelines had not been smart-pigged for many
years. The Western line was last maintenance-pigged and smart-pigged in 1998. The
Eastern line was last maintenance-pigged in 1990 and smart-pigged in 1992. By
comparison, executives at Alyeska, the pipeline company operating the Trans-Alaska
Pipeline System, informed the Subcommittee that TAPS is maintenance-pigged every
two weeks, and smart-pigged every three years. I know that BP officials have admitted,
as I expect they will also do here today, that their corrosion control and inspection
program for Prudhoe Bay was flawed, and that in hindsight BP should have been pigging
these transmission lines.

I suppose that we’re expected to shrug and say, "Well, now they get it." But the
clever use of perfect hindsight to excuse consistent failure just doesn’t cut it. Years of
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neglecting to inspect two of the most vital oil pipelines in this country is simply
unacceptable. Nor are the adverse and disruptive effects on the American economy,
American consumers, and national security in any way acceptable. If a company -- a
very successful company -- can’t do the basic maintenance needed to keep Prudhoe Bay’s
oil field operating safely and without interruption, then maybe it shouldn’t be operating
the pipeline.

This hearing will largely focus on BP’s failure to responsibly operate the Prudhoe
Bay transmission lines, but these two incidents — of which the March spill also happens to
be the subject of a federal grand jury — are only part of the company’s recent and
notorious track record. The Prudhoe Bay spills come on the heels of the BP Texas City
refinery disaster that killed 15 people in 2005.

I know that BP is investing significant amounts of time, energy, and resources to
bring Prudhoe Bay back up to full capacity and to address the very serious corrosion
problems that have been discovered, but that is all after the fact. I understand that sludge
and sediment issues existed in the lines for quite some time, and that BP knew about the
flaws in its corrosion control program. Impurities like sludge, sediment, and water
induce corrosion, and provide a place for corrosion to hide. Maybe I have the wrong
impression, but it seems that BP might have been betting that the field would be depleted
before major parts of the pipeline failed and needed replacement. BP’s policies are as
rusty as its pipelines.

Mr. Chairman, I look forward to today’s testimony. I hope we can get all the
answers we need; and if not, then I hope that the Subcommittee will continue to conduct
its oversight work on these issues. I yield back the remainder of my time.

MR. WALDEN. Thank you, Mr. Chairman.

I would like to ask unanimous consent that members of the
subcommittee who may not be present or are present and have written
testimony or opening statements they would like to be submitted for the
record may do so without objection, and I have the statement of the
Honorable Ed Whitfield, Chairman of the Subcommittee on Oversight
and Investigation, that we will enter into the record. We will have seven
days for that.

At this point I would turn to the Ranking Member of the committee,
the Honorable Mr. Dingell, for opening statement.

MR. DINGELL. Mr. Chairman, thank you. I commend you for
holding this hearing.

I must confess myself disappointed at our reasons for being here
today. We face many challenging energy issues ranging from high prices
of oil and natural gas to the continued development of renewable fuels
and the nagging problem of nuclear waste. That we find ourselves
conducting oversight of an oil company that seems to be having trouble
managing its core business in this day and age is indeed discouraging.
Nevertheless, events relating to BP’s performance over the last six
months necessitate this hearing and I hope that we will learn what went
wrong and what has to be done to assure that it does not happen again.

I welcome our witnesses here today, particularly Mr. Malone,
President of BP North America. Mr. Malone is not a stranger to this
committee during difficult times. I note that he has been straightforward
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and honest in his previous appearances and has kept his commitments
made to the committee. His challenge today is quite difficult and I hope
that his participation will assist this committee to get to the bottom of
what went wrong here.

On March 2, 2006, a BP worker discovered a leak in an oil
transmission line in the western operating area of Prudhoe Bay, Alaska.
This previously unregulated pipeline had been leaking for approximately
five days prior to the discovery and it spilled something like 270,000
gallons of crude oil into the Arctic tundra, making it the worst spill in the
history of the North Slope.

On March 15, the Department of Transportation placed its line and
other low-stress BP lines under its jurisdiction and required BP to
thoroughly inspect the lines, to clean them and to analyze their condition
using a smart pig. After extensive testing and the discovery of two
additional leaks, BP reached the conclusion that the status of its transit
lines was indeterminate and decided to proceed with an orderly shutdown
of Prudhoe Bay. World oil markets reacted to the possibility of an 8
percent less domestic production shutdown by bidding up the price of
crude to just over $76 per barrel which will be paid by American
consumers.

For an oil company of BP’s size and reputation to allow two of its
most critical transit lines to the America’s largest producing oil fields to
reach such a sorry state of affairs is staggering. What went wrong? Did
cost-cutting prove to be the undoing of standard maintenance? Did
management turn a blind eye to problems on the line that at best it should
have known about or at worst knew about and decided to ignore? We
need those answers, because without those answers, we aren’t going to
know what should be done either by the regulatory agencies or by the
Federal government or by the Congress.

The one bit of good news here is that the Department of
Transportation has taken action since the initial spill in last March. The
department has been reasonably aggressive in its enforcement of the
initial corrective action order and subsequent amendments and
responsive to the letters that I and others have sent asking questions
about this matter. There are, however, two things that trouble me very
much. First, the lines that failed were exempt from regulation by DOT
itself despite longstanding concerns in the Congress that low-stress
pipelines could pose significant risk. For a field that produces nearly 8
percent of American domestic production to have its main two lines left
unregulated it simply unacceptable and needlessly risky. As we go
forward, the Federal government must take a fresh look at critical energy
infrastructure regardless of its present regulatory status.



17

Second, DOT should propose rules to regulate low-stress pipelines.
At first glance, the rule appears inadequate and applies less rigorous
standards to these lines than recent events would warrant. Furthermore,
the rule leaves some 4,300 miles of low-stress lines without any
regulation at all, not even the bare minimum requirement to manage for
corrosion and to report spills. The proposed rule is eerily reminiscent of
the Nation’s view and experience with the industry which favored the
industry preferred proposals and leads me to conclude that my increasing
confidence in the performance of the Pipeline and Hazardous Materials
Safety Administration on Pipeline Safety has been misplaced. I know
our colleagues who are on the committee will be working together on the
upcoming pipeline safety reauthorization to correct these deficiencies
and this hearing will give us some reference as to what this committee
must do and what we can expect from the Administration in terms of its
administration of the statutes.

Mr. Chairman, thank you for holding this important hearing.

MR. WALDEN. Thank you. I appreciate your comments and your
participation. Now we will go to other committee members, and I
remind you, you have 5 minutes for your opening statements, and with
that, Mrs. Blackburn.

MRS. BLACKBURN. Thank you, Mr. Chairman. [ do want to thank
you for holding the hearing and I want to thank the witnesses for
presenting this committee with information on this issue. I will have to
say I wish we were focused on a more positive topic. I wish it were
something about achieving energy independence or new fuel usages, et
cetera, and that it was not a hearing about failed policies, but we thank
you for being here to visit with us.

I have several concerns on how BP maintained their oil pipelines and
if their maintenance met the industry standards on corrosion prevention.
Specifically, I would like to hear from our witnesses to discuss their
known best practices and how those were implemented and how often
extensive testing of oil pipelines should have taken place, as to how often
it did take place, and I hope that you will present us with specifics.

My reading and research and preparing for the hearing today have
led me to an understanding that most of the pipelines in Prudhoe Bay
were not thoroughly inspected for over a decade and that warnings from
engineers for more testing went unheeded, and I think you have heard
that from some of the other members here who have already spoken
today. That is of concern. It is not acceptable and I think it is quite
appropriate for all of us to expect better from you and from your
company and from a company that promotes itself as a safe and
environmentally friendly energy company.
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Another concern I have is how BP was prepared for an eventuality
such as this. Currently, the eastern oil fields of the Bay are shut down
for the next 6 months, which means that BP is not pumping 200,000
barrels of oil each and every day. It is unfortunate for you all. It is
unfortunate for the American public. It is a loss from what I understand
of about $14 million each day to your company. I want to hear from BP
why they were not prepared for this and why it will take approximately 6
months before the fields are ready to operate again and what the ramp-up
process will be as you look toward bringing that line back online.

Mr. Chairman, when events such as this occur in the U.S. and affect
a critical market such as our oil supply, Congress needs to examine the
safety and the inspection standards so that another accident like this does
not happen again.

So I thank you for the information that you will bring to us, for the
testimony that you have already supplied, and Mr. Chairman, I look
forward to the time of questions.

MR. WALDEN. Thank you, and the gentlelady yields back her time.
The Chair now recognizes the gentlewoman from Colorado, Ms.
DeGette.

MS. DEGETTE. Thank you, Mr. Chairman. Mr. Chairman, the story
unfolding at Prudhoe Bay in recent months has grown much more
alarming as we learn new facts. Just as we heard this morning from the
other members of this committee, it appears that this whole mess was
preventable. Had BP exercised even basic periodic maintenance of its
pipelines, they would not have had to order the shutdown of the
country’s number one domestic oil field at a time both strategically and
economically that this country needed that oil field to be open.

We are all well aware of BP’s aggressive advertising campaign,
portraying it as the environmentally responsible and socially conscious
oil company, so why then did it allow the condition of its low-stress
pipeline to deteriorate to the point of the corrosion-induced spill of
270,000 of crude 0il? Was it purely for cost-saving reasons as this April
2005 internal audit document intimates? These pipes are in such poor
condition now we are told that they are going to need to be completely
replaced. As I mentioned a minute ago, this was all preventable. Mr.
Chairman, it is my understanding, and we discussed earlier, that smart
pigging, though relatively inexpensive, is the single best way to detect
corrosion. Now, I am no engineer but it seems to me that this high-tech
procedure gives quite a bang for the buck and it perplexes me that the
lines haven’t been pigged in some cases since 1992. Now, I would think
that the potential damage to BP’s infrastructure, reputation and bottom
line would have been enough to compel it to take care of its pipes but
apparently this is not so.
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I applaud BP’s efforts in advertising campaigns to move beyond
petroleum to help foster a more sustainable energy future and to become
a truly compassionate corporate leader, but maybe it should start by
sticking to the basics and begin to focus on rudimentary pipe
maintenance as much as it has on PR. BP will undoubtedly assure us
today that its corrosion prevention methodology in the run-up to this
crisis was fully compliant with existing regulations. I look forward to
hearing from the Department of Transportation as to whether that is true
and whether or not we have adequate regulations.

Also, I am interested in hearing the contrasting testimony from the
Trans Alaska Pipeline which pigs their lines every three years. BP may
have believed that using coupons and ultrasonic testing were sufficient to
protect the infrastructure but other industry leaders went well above and
beyond regulatory requirements to properly maintain their pipes and they
have avoided the problems that we have seen in recent months.

I am glad that the DOT is here with us today because the department
has done an excellent job in responding to this crisis and deserves credit
for its rapid response. While I am pleased at the DOT’s new regulations
issued in the aftermath of the Prudhoe Bay spill, I fear that they may not
be adequate.

I am also dismayed as I am often these days with what has become
an even more reactionary Federal government. It seems to me that we
have the tendency to ignore major issues like this, exercising limited
oversight and only after a crisis happens do we jump to fix a problem
that should have been prevented in the first place. Perhaps we should
have seen this coming. I hope to hear from the Federal officials today
whether we should have predicted a major oil spill like this given the lax
regulation of the low-pressure lines in unpopulated areas.

And frankly, Mr. Chairman, the United States Congress is not
entirely without blame either. The Pipeline Safety Act reauthorization
has languished in Congress for months. I hope some good will come out
of this mess and that would be passage of this important legislation
sooner rather than later.

Mr. Chairman, I am looking forward to probing these and other
issues, and again, I want to thank you for holding this hearing, and I
yield back.

[The prepared statement of Hon. Diana DeGette follows:]
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PREPARED STATEMENT OF THE HON. DIANA DEGETTE, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF COLORADO

Thank you, Mr. Chairman and thank you for having this hearing.

Over the past few years we have experienced major corporate scandals in
this country. At companies like Enron and WorldCom, Americans witnessed
corporate executives break the law to enrich themselves at the expense of their

customers and shareholders.

This Commiittee held multiple hearings on these corporate abuses. I was
proud to be a Member during that time, as we helped shine a light on corporate
excess and pave the way for reform. And, while the specific issues before us are
different, I expect that we can play that same role again as we continue our series

of hearings on “pretexting,” this time in the corporate context.

The corporate context of pretexting we will be talking about today involves
Hewlett-Packard, or H-P. Itis indeed a very sad day for this very proud
company. H-P is a company of iconic stature both here in the U.S., and frankly
around the world. In fact, as I look around this room, there are many products
- from the computers to PDA’s to monitors to printers — all bearing the H-P

name.
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This company -- as we all know -- was started in a small garage in the
Silicon Valley and grew to one of the nation’s largest employers. We all know
the story. We all know about how proud many should be about what H-P

became over the years.

But Mr. Chairman, something has gone wrong -- terribly wrong -- at this

once venerated institution.

I begin my statement by talking about the positive aspects of H-P because
what we say here and what we do here will affect the lives of tens of thousands of
the company’s workers, and it is my opinion that they frankly do not deserve the
wrath --- or taint -- that has been brought on them or this company’s name by

the actions of a few.

Unfortunately, though, what we will hear about today is one of the darker
chapters of corporate chicanery this committee has seen in quite some time. And

sadly, it is unavoidable, but the H-P name is at the center of it.

Let me be clear, Mr. Chairman, this is no Enron. I believe that at the
heart of H-P’s operations you will find a good product and a good workforce.
You will also find some of the best traits of American business, namely
entrepreneurship and competitive innovation. It is precisely because this

company’s now sullied reputation is reversible, that explains why we need to

have this hearing. Indeed, it is because H-P is not Enron, that we need to find

out what happened and who’s accountable.
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Mr. Chairman, this hearing is about more than sorting through the mess

that has sullied the HP name;

It is about more than how the “H-P Way” became synonymous with
digging through people’s trash, setting up bogus emails (approved at the

highest levels of the company) and stinging unsuspecting reporters;

It is about more than how a computer company suddenly found itself in
the business of trailing and photographing board Members across the
globe or surveilling journalists using ex-FBI agents who sat in cars and

watched as if their subjects were busy making truck bombs;

It is about more than how a company that purportedly respects
electronic privacy found itself using deception and subterfuge to procure
-- and then rummage through -- the private phone records of Americans
(in some cases, their Social Security numbers given out to the world as

well).

Mr. Chairman, what this hearing is about is this Committee’s attempt

to sort through a dark chapter of corporate governance so that shareholders

and the existing employees themselves can Jjudge and determine who should be
entrusted to continue making key decisions which may affect H-P’s survival.

Understanding what happened here has not been easy. We have

reviewed thousands of documents and countless reports. We have spent

endless amounts of time working with the many lawyers who now represent

3
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the key players in this scandal. But unfortunately, many who we would have

liked to have spoken to about this matter before this hearing, have not made

themselves available for interviews. Nonetheless, we have formulated a

number of key questions that, again, I believe shareholders, current H-P

employees -- and victims of certain tactics -- deserve answers to. These include

the following:

Why were such marginal methods used in this investigation and

who approved them and who knew about them (and when)?

Have such tactics been used before (if so where) and will they ever
be used again by H-P? What assurances will the company give us
that they will not?

For those that did approve them, what was their justification and

did such approval show good judgment?

Where was the legal and ethical guardians of HP’s corporate
interest when all of this was happening and whose job was it to
steer the ship clear of the icebergs? For example, was it not a red
flag when discussions were occurring about using fraud and
deception to obtain third-party phone records from journalists?
Was it not a red-flag when discussions were broached about even
the possibility of placing janitors -- or fake employees -- in news
organizations such as the Wall Street Journal or CNET to engage
in spying? Was it not a red flag when covert teams began

4
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photographing board members or tracking their wives to bingo

parlors or reporters to their children’s schools?

I am very concerned about the judgment that went into these decisions
and why with a company of H-P’s sophistication, nobody -- neither the board,
nor its CEQ, nor its General Counsel, nor its outside counsel had the common

sense to say “NO, this is not the ‘H-P Way.””’

Finally, Mr. Chairman, as concerned as I am about who MAY have
known about these things, and didn’t say “NQO,” I am perhaps even more
concerned about these who apparently now claim they DIDN’T know about
these things. I frankly, can’t understand how the entire board of directors --
all of them potential targets of a renegade HP spy ring — the CEO, or the
General Counsel saw or knew little when it came to perhaps the most sensitive
investigations ever conducted at the company. In sum, Mr. Chairman, who
was on the bridge -- or at the helm -- when the HP hit the iceberg?
Apparently nobody.

Mr. Chairman, I will conclude by saying that I look forward to
obtaining answers at today’s hearing and allowing the witnesses to hopefully
set the record straight. But it is my prediction, that much of what we will hear
today will be a “see no evil, hear no evil, speak no evil”’ set of answers. If that
occurs, it really will be in the hands of shareholders and victimized employees

to take the helm and put this once proud and distinctive ship back on course.

With that, I yield back.

MR. WALDEN. [ appreciate your participation and your comments.
Just for the committee’s edification and for the audience as well, we have
been called to the floor for a vote on the rule. It is just one vote and then
there will be a break at three to four hours before our next series of votes.
We are going to continue to take opening statements during this period.
The Chairman has gone over to vote and will come back and take the
chair so I can go vote. Meanwhile, I will work through our list, and I
have Dr. Burgess and then Ms. Baldwin next, and there are 11 minutes
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left in--oh, I am sorry. I actually have Mr. Inslee. It is Burgess, Inslee,
Stearns, Baldwin. So Dr. Burgess for 5.

MR. BURGESS. Thank you, Mr. Chairman, and I want to thank you
also for convening this hearing this morning. [ want to thank our
witnesses for being here with us. The remarks of the full committee
Chairman, Chairman Barton, certainly echo my sentiments on this issue
and I won’t belabor those points that he has already brought up, but like
most of my constituents, | was extremely concerned to learn of the oil
spill in Alaska last March. It was the largest spill so far in Alaska but it
is hoped that that remains the case. The spill posed a risk to both the
environment and our domestic supply of oil. Experts believe that there
will be no permanent environmental damage from the spill, and that is
the good news, but we must ensure that the pipeline maintenance
practices do not jeopardize the environment or expose us to further
disruptions in our supply. While I believe that British Petroleum’s initial
decision in August to shut down the Prudhoe Bay field following the
discovery of corrosion was prudent, I am also troubled by the fact that
the situation could have been prevented. What is especially troubling is
these transmission pipelines had not been pigged either with the scraping
pig or smart pig since 1992 or 1998. Pigging is not a new technology but
it is and should be a standard industry practice, and I would like to hear
from our panel if in fact that there is recognition otherwise within the
industry.

BP’s failure to conduct this type of routine maintenance put in
jeopardy our ability to access the crude oil produced by the entire field.
The Prudhoe Bay field accounts for 5 percent of domestic production,
400,000 barrels per day as we have heard several times this morning, so
the temporary loss of this supply has the potential to significantly impact
oil prices.

We also had, the Chairman brought up the Texas City situation
where 15 people were killed in my home State of Texas and while that
may have been a preamble to the other problems that have now surfaced
in Prudhoe Bay, I know it is difficult to separate out the complexities of
the corporate structure but stipulating what the Chairman brought up that
there was a significant profit earned by BP last year, I think this
committee would be interested in knowing what commitment is going to
be made in investing those profits in further maintenance and further
assurances that these two types of accidents do not occur again in the
future. Maintenance is just one of the primary responsibilities of the
company that is managing the Prudhoe Bay fields, but I am looking
forward to hearing from BP about what happened and having the
opportunity to question the witnesses appearing before us today.

Thank you, Mr. Chairman. I will yield back.
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MR. WALDEN. Thank you, Dr. Burgess. Now I will recognize the
gentleman from Washington State, Mr. Inslee, for 5 minutes.

MR. INSLEE. In 1999, another pipeline company didn’t do its job. A
fireball erupted in Bellingham, Washington, and killed two young boys
and a young man, and one of the parents of one of those children called
me the other day when this happened and basically asked a question,
when will they ever learn, and I think that is a pretty good question.
When will they ever learn?

What is so profoundly disappointing in this circumstance is that this
is not a matter of hindsight. This is a profound lack of foresight and
responsibility by this particular company, and the reason we know that
is, back in 2001, an engineering company from Seattle, Washington, did
a preliminary draft of a report with the specific purpose of reviewing this
protocol for maintaining these pipes included smart pigging as something
that would be the most effective protocol to prevent this leak. We found
a specific memo from this company, Coffman Engineering in Seattle,
Washington, and it said, “Smart pigging is the only inspection technique
capable of looking at the whole internal and external corrosion picture.”
British Petroleum, instead of deciding to smart pig, decided to quash that
information from the public. That information never showed up in the
public record until it was disclosed after this incident. That is a crying
shame, and we are going to find out why that happened because this was
a conscious, willful decision by the particular corporation involved here
not to do smart pigging that they knew was an effective way of providing
repair. This is not a matter of hindsight. This is a matter of lack of
responsibility and foresight. And that is a good question, when will they
ever learn?

Now, that is the profoundly obvious lesson of what happened here,
but there is another profound one that is not so obvious. You know, I
was amazed at what lessons people will take from a tragedy like this.
One of my colleagues suggested that the lesson we should take from this
is we need to drill more oil wells in the Arctic wildlife refuge. He said,
you know, we need to expand our oil production capability. Well, I
thought that was interesting. That would be sort of like after the
Hindenburg saying the problem here is, we need more blimps; that is the
whole problem, we don’t have enough blimps. 1 don’t think that is the
lesson to be drawn from this. Eight percent of production has now been
reduced because of one pipeline failure. The lesson is, we need a more
diversified energy future for this country. We need a biofuels segment to
our energy production capacity. We need development of cellulosic
ethanol plants so we can displace some of our dependence on these
vulnerable systems that have been reduced now 8 percent and yet a 3
percent spike that Mr. Barton suggested just from the loss of this one
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pipeline. We need a whole new energy policy. And I like the fact that
British Petroleum has spent millions of dollars on things like this and that
their plans for biofuels are growing, which is impressive PR, but
unfortunately, their efforts are less than .2 percent of just their net profits
this year of $26 billion. That is not a sincere effort. It is not enough.
And I would agree with my colleague, Ms. DeGette, that Congress has a
responsibility because it is an abysmal failure of Congress as well. You
know, it is not just pipelines that lack integrity. It is our whole energy
system in this country and Congressional inaction that lacks integrity of
having a real energy policy that will be diversified and truly
environmentally friendly, which this current policy is not.

So I am confident, relatively confident, that we will close this
massive loophole, we will get regulation ultimately of this, but it is not
enough. We need an energy policy in this country that will not leave us
exposed to these terrible price spikes that we have when we have this
vulnerable system go down. So I am hopeful that it is not just the
obvious lessons that we learn but the more profound ones. I look
forward in this hearing to find out why this Coffman Engineering report
was not made available, why the public didn’t know about this, why this
was not done, and why the belts-and-suspenders approach to pipeline
management was not followed.

It is obvious you need a belt-and-suspenders approach to pipeline
management. This corporation is dependent on ultrasound, which is
great technology, but it is like a CAT scan that only takes one slice
through your body and doesn’t look at the rest of your body. It is very,
very good for that one slice. Ultrasound was very, very good for the one
tiny slice of this pipeline they did but they ignored the rest of it at our
peril, and we are going to get to the bottom of why this happened and
make sure it doesn’t happen again.

MR. WALDEN. I want to thank the gentleman for his comments. The
full Chairman is going to take over the gavel so that we can go vote in
the remaining 2 and a half minutes.

CHAIRMAN BARTON. We are going to continue the hearing but we
have a number of members that wish to do opening statements, so the
first one back gets to do an opening statement and we will alternate until
we get regular order when everybody else gets back.

MR. STEARNS. Thank you, Mr. Chairman. Thank you for going
ahead and having this hearing for this investigation.

As I understand, later on today one of the persons is going to take the
Fifth, and having been through several oversight hearings, when you see
an individual take the Fifth it means he does not want to testify under
oath, and that should be a concern for all of us when we are trying to just
explore the truth here.
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In a larger sense, BP has to realize they have been given a public
trust because of the impact of oil on our national security and our
economy yet it would appear they failed to exercise this trust, so this is
our concern today, especially in light of the fact that someone is going to
take the Fifth and will not testify openly, clearly and honestly.

Now, the Department of Transportation monitors a lot of sensitive
lines in this country in urban areas, environmental areas, but obviously
not in areas that appear to be low-stress lines, low-pressure areas like in
the tundra of Alaska. Yet these lines are vital, and even though the
Department of Transportation does not monitor these lines, it would
seem to me BP would want to be scrupulously careful to protect these
lines because of their strategic value. Yet today we are here realizing
that that did not occur. Fortunately, it appears it is not having a large
impact on the price of oil. There has been a lot of trading, future trading,
and as a result of trading and the surplus oil, it appears the price of
gasoline is coming down. So despite BP’s troubles, our oil infrastructure
appears to be in reasonable shape but a concern we all should have is, as
I understand, is 5,000 barrels of oil were dumped onto the environment.
We are going to have somebody from the government that is going to
explain to us about this cleanup and whether it was sufficient. Did BP
act quickly and do it in such a way that there was no environmental
damage? But think of that amount of oil in any kind of other area where
there would be high urban or high environmental problems, what that
would do and the enormous cost and effort it would create. So again, BP
should realize that they have a fiduciary responsibility that goes beyond
just the bottom line.

While many pipes are getting old, data from the Department of
Transportation’s Office of Pipeline Safety indicates a broad decline in
the number of pipeline accidents from 245 in 1994 to 136 in 2005 with
only 57 through July. So in light of the fact that we have these statistics
and a broad decline, it is still a concern what happened.

The Department of Transportation has worked with BP to assess the
extent of corrosion in its transmission lines and to prevent any repeal of
these leaks. The department has also recently proposed a rule to cover
the low-stress transmission lines we are discussing today, and that is a
question for us as members of Congress should we implement legislation
to do that. Right now we have no direct oversight authority up in the
tundra there, and we should give it.

So Mr. Chairman, I appreciate this opportunity again to have the
opportunity to question BP’s executives, and I look forward to hearing
their testimony and to make sure that this does not occur again and we as
legislators can do that to make sure the Department of Transportation is
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involved where we have strategic value and we have public trust
involved. Thank you.

CHAIRMAN BARTON. We thank the gentleman. The gentlelady from
Wisconsin, Ms. Baldwin.

MsS. BALDWIN. Thank you, Mr. Chairman. It is very important that
we are holding this hearing today. Not only must we address what went
wrong at Prudhoe Bay but we must examine how we can prevent it from
ever occurring again. We have had some time to mull over the shutdown
since it was first announced earlier last month, and time and time again, |
simply find myself at a loss. I am frustrated that BP shut down 8 percent
of domestic oil supply, I am angry that gas prices were pushed even
higher during the peak summer season, and I am concerned that the
Alaskan environment has been dealt a blow from which it will not
quickly rebound.

But even more troubling is a trend that I see among companies that
can only be described as a lack of corporate responsibility. Many of us
can remember a time when our communities were proud to associate
themselves with big companies that made their home in nearby towns.
These companies realized that their long-term success depended upon
investing in and improving the community, not just focusing on the
bottom line. BP Alaska was such a company. It has been one of
Alaska’s largest employers, providing more than 1,300 jobs to State
workers. It has supported Alaska’s communities, offering millions of
dollars for charitable giving and it has played a large role in the social
fabric of the community. In return, the community trusted BP. They
trusted that BP was listening to its workers, investing in its infrastructure
and protecting the surrounding environment, but sadly, somewhere along
that way, the trust has been broken. Consideration of the world in which
neighbors and consumers live and work seems to have disappeared from
BP executives’ radar screens, and what has been left behind in Alaska is
muck on the ground and distaste, not only among Alaskans but among all
Americans.

The BP shutdown has brought to light what happens when a
company turns its back on its responsibilities. It allowed years to pass,
years to pass without inspecting the critical pipeline that carries 400,000
barrels of oil a day. Executives ignored workers who raised safety
concerns and consumers have been left to foot the bill. The cost for BP
is not simply calculated in lost production or replacing corroded pipes.
Rather, it must also include the disappointment of loyal customers, the
damage to Alaska’s pristine environment and the violation of the
community’s trust.

Mr. Chairman, I recognize that we cannot force companies to elevate
their commitment to corporate responsibility above profits, but we can
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find a way to ensure that companies are not abandoning their critical
infrastructure by running their pipelines to failure or what is known as
riding the throughput curve. The mess of a company’s negligence must
not be borne by the consumer, the environment or the community.
Rather, companies must stand up and take responsibility and BP must be
held accountable for its actions or inactions.

I am hopeful that the series of hearings that Congress is holding on
this matter will force us to look at the way pipeline safety is regulated so
that future disruptions will not occur, and more importantly, I hope this
incident and these hearings will encourage other companies to look at
their actions and keep corporate responsibility and public trust in mind as
they decide what sort of commitment they make to public safety and
maintenance.

Thank you, and I yield back the balance of my time, Mr. Chairman.

CHAIRMAN BARTON. The gentlelady yields back. Does the
gentlelady from Chicago, Ms. Schakowsky, wish to make an opening
statement?

MS. SCHAKOWSKY. Thank you, Mr. Chairman, and thank you,
Ranking Member Stupak, for convening today’s oversight hearing into
BP’s pipeline oil spills at Prudhoe Bay in Alaska.

Probably everything that needs to be said is said but I think it was
Mo Udall that said, not everyone has said it, so I am going to say a few
things about that as well.

I am really glad that we are taking the time to closely review what is
going on at Prudhoe Bay over the last several years. However, what is
obvious to me and to my constituents and to any reasonable person
reviewing the facts of the case is that BP, a company that raked in over
$7 billion in profits in the second quarter of this year alone neglected to
conduct even remotely adequate or responsible maintenance on its
operating lines in the greater Prudhoe Bay field.

Aside from environmental stewardship obligations, it seems like
plain common sense to me and I think to just about everyone on this
committee that a company extracting oil as a means of profit would want
to routinely conduct thorough inspections of its pipelines to ensure safe
transport of the product. Why BP refused to do it for years is something
I want to know. Hopefully we will get some clue about that today.

BP has presented troubling indicators of diminishing quality in
previous years and conducted no major investigation or corrective action,
and despite discovering a leak on its western pipeline on March 2 of this
year, which put over 200,000 gallons of oil in the Alaskan tundra and
was the single largest leak in history on the North Slope, BP attempted to
get out of conducting further review of its lines as had been ordered by
the Department of Transportation on March 15.
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Instead of doing the right thing and what would have been smart
business and conduct an immediate internal investigation of all its lines,
BP waited until June 6 and asked for relief and a pass on DOT’s previous
pigging order to conduct a thorough internal review of its lines, and it
wasn’t until late July, almost five months after the enormous leak was
discovered and after it was further ordered by DOT that BP finally
conducted internal testing. The results demonstrated numerous areas of
concern and yet another leak. Finally, on August 6, more than five
months after the initial March 2 leak was discovered, BP shut down
production from its greater Prudhoe Bay field. It is astonishing and
infuriating that any company entrusted by the public and the government
to ensure level of safety for our environment and its use of natural
resources to turn a profit, that it would be so irresponsible, but it is truly
beyond comprehension that a company that is so grossly profitable
would willfully avoid routine detailed inspection and maintenance on its
pipelines. As has been mentioned now several times, BP as it turns out
had not taken an in-depth internal look at its pipeline on its eastern line
since 1992 and its western line since 1998. That is 14 and 8 years,
respectively. If this company had spent as much on inspections, safety
and maintenance as it does on advertising and lobbying for tax cuts, none
of us would have to be here today in this hearing. BP executives could
be counting their bonuses and the public would be assured of the
company’s pipeline integrity. Instead, BP chose to bury its head in the
sand and tundra and operate a see-no-evil approach to its Prudhoe Bay
operations.

This company has a lot of explaining to do, and as lawmakers on this
committee, we all need to ask ourselves if our policies are adequate, if
we can afford to trust companies like BP to do the right thing and if we
can continue to rely so heavily on energy products that present such risks
to our environment, our bank accounts and our economy.

I wanted to mention that my friend from Chicago, national leader
Reverend Jesse Jackson, was here today. His organization has taken a
great interest in this, is leading weekly pickets across the Nation at BP
stations in several cities including Washington, D.C., and Chicago, Los
Angeles, Atlanta, Detroit, Michigan, raising the questions that all
consumers are asking right now, why are the profits so high at BP and
yet we cannot be sure that they--we know that they are not doing the kind
of maintenance and safety inspections that are needed.

All of us need to focus in on this, including the company, and I
welcome our witnesses today. Thank you.

MR. WALDEN. I thank the gentlelady for her comments. The chair
would now--we are waiting for Mr. Pickering, but in his absence, we will
now go to Congressman Markey, who is not a member of the
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subcommittee but we welcome your participation today, and you are
recognized for a 5-minute opening statement.

MR. MARKEY. Thank you, Mr. Chairman, very much, and I
appreciate the courtesy of allowing me to speak on this issue in this
subcommittee. I have been a member of the Energy Committee for 30
years, and this is one of the low points of those 30 years. This is without
question an issue which has had a profound impact on the American
public. At a minimum, they have had to have paid now tens or hundreds
of millions of extra dollars at the pump because of the spike in the price
of gasoline that occurred because of this accident. That is the beginning
of the price that the public has to pay for this kind of a problem
manifesting itself.

British Petroleum’s marketing campaign claims that BP stands for
Beyond Petroleum but today we are finding that BP stands for a
company with bloated profits that failed to fix bad pipelines and the
consumer at the pump is responsible for paying the price. It appears to
me that management at BP’s Alaska operation knew that they were
essentially driving a car with over 100,000 miles on it without bothering
to spend the money and time needed to properly maintain it. So it seems
to me that BP senior management can’t have been surprised that it broke
down eventually. BP’s corrosion management set up a testing system
that was designed to save money but it failed miserably at ensuring the
integrity of these critical pipelines. BP had a 2004 report from its
attorneys at Vinson and Elkins that pointed out some of these problems.
BP also had a 2005 audit report that reaffirmed the problems’ continued
existence but BP doesn’t appear to have revamped the pipeline corrosion
control systems after these warnings. It doesn’t appear that the
allegations of harassment or retaliation against whistleblowers were
thoroughly investigated by and adequately responded to by senior
management at BP. These whistleblowers are public interest Paul
Reveres signaling a warning that something could go wrong so that the
public interest could be protected. Those warnings were ignored. This is
simply unacceptable.

BP is one of the largest oil companies in the world. It is an
extraordinarily profitable company. It clearly has the money to be able
to properly maintain their pipelines, and BP failed to do so. Instead, BP
appears to have pursued a strategy of maximizing short-term profits at
the expense of maintaining the integrity of those pipelines. BP appears
to have ignored internal evidence that such a strategy would result in
leaks and there are some indications that those within the company who
raise concerns about this strategy would be harassed and retaliated
against.
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I would hope that before this committee takes up any pipeline safety
reauthorization that we would get to the bottom of what happened here
and make appropriate adjustments to the law to ensure that this type of
problem does not happen again. We should not legislate in the area of
pipeline safety until we understand completely what happened at BP,
make an industry example and then change the laws of our country to
ensure that it never happens again. I thank you again, Mr. Chairman, for
your courtesy.

MR. WALDEN. You are welcome, and Mr. Stearns reminds me that I
should have asked UC, unanimous consent, to allow members who are
not on the subcommittee the opportunity to provide an opening
statement, so I will do that, because Mr. Green is next. I ask unanimous
consent to allow Mr. Green to offer an opening statement. Is there any
objection? Hearing none, Mr. Green.

MR. GREEN. Thank you, Mr. Chairman, again. Thank you for
allowing those of us who are not on the committee although serve on the
Energy Subcommittee, and this hearing is very important, particularly in
the area where I come from in Houston. I would like to keep my remarks
brief because I really want to hear from our panelists but [ am glad to be
here today to express my frustration with the events in Alaska that
caused this hearing today.

Last year we had two natural disasters, Hurricanes Katrina and Rita,
that blocked domestic oil supplies at a very critical time, the summer
driving season. We may dodge that bullet this year but the American
drivers had to deal with a manmade disaster this year when BP’s Alaska
pipeline sprung a leak and had to be shut down due to corrosion. I have
not reviewed all the documents that our subcommittee has obtained but
what I have heard so far is not good. Corrosion on the pipeline does not
seem to have taken BP by surprise, rather there were numerous warning
signs that were underestimated or ignored. Even large corporations can
have bureaucratic problems dealing with maintenance issues, but
unfortunately, this is not the first time we have seen something like this
with British Petroleum. Just last year, an explosion at a BP refinery in
Texas City that is close to our district, in fact, it could be in it because I
have all the other refineries in the Gulf Coast area it seems like, killed 15
contractors who were working in a temporary building placed too near to
dangerous equipment, and again, the information that I understand from
Federal investigators found several safety problems and the investigation
is still ongoing and it makes two major public safety disasters in two
years.

Mr. Malone, I know you are new to your job and we appreciate the
fact that you are here to face this music but we need more than honesty
and sincere apologies at this point. We need concrete action and some
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assurance that BP is going to spend the necessary resources on safety.
When you own a pipeline or refinery, Congress and the American people
expect you to invest the necessary amount in safety to protect our
economy, the environment and human life. This committee should look
at our pipeline safety legislation to make sure we are keeping our
responsibility to improve safety at these low-stress oil pipelines.
However, I don’t want to have a pipeline safety accident hold up pipeline
safety legislation that would make our pipelines actually safer. Mr.
Chairman and Ranking Member, thank you for holding this hearing and
allowing me to participate, and I look forward to authorizing the pipeline
safety legislation in this Congress, 1 hope, in light of the accidents that
have happened, and I yield back my time.
[Additional statement submitted for the record follows:]

PREPARED STATEMENT OF THE HON. ED WHITFIELD, CHAIRMAN, SUBCOMMITTEE ON
OVERSIGHT AND INVESTIGATIONS

Today, the Subcommittee on Oversight and Investigations will examine the facts
and circumstances surrounding two spills on crucial crude oil transmission pipelines
operated by BP in Prudhoe Bay, Alaska. We will look at BP’s decisions and actions
concerning the maintenance and operation of these pipelines in order to better understand
how the corrosion occurred and what can be done to prevent similar problems in the
future.

In March this year, BP discovered the leak of roughly 5,000 barrels of crude on the
Western Operating line, the largest spill in the history of the North Slope. Just a few
months later, BP discovered serious corrosion problems in its Eastern Operating line,
which forced it to shut down the line, effectively cutting production from the Prudhoe
Bay field in half. BP cannot even say with any degree of certainly when it will be able to
get this line back into operation.

There have been a series of maintenance and safety problems involving BP over the
past several years that are troubling, including the Texas City refinery disaster and the
recent leaks on the North Slope. Are these isolated incidents, or are they the result of
fundamental problems within the company? 1 hope that the BP executives testifying
before the Subcommittee today will be able to provide some assurances in this regard.
As stewards of critical energy infrastructure, all pipeline operators, including BP, bear a
tremendous responsibility.

I would like to thank all of the witnesses, and I hope that today’s hearing will
illuminate the facts of the situation surrounding BP’s pipelines so that this Committee can
help ensure a safe and reliable energy infrastructure.

MR. WALDEN. [ appreciate the gentleman yielding back the time and
his comments and participation in our hearing. With that, we are going
to ask the following witnesses to come up to the table. Mr. Richard
Woollam of BP, formerly corrosion engineer, formerly the manager of
the CIC; Mr. Robert A. Malone, Chairman and President, BP America;
Mr. Steve Marshall, president, BP Exploration Alaska; Mr. Kevin
Hostler, President and CEO of Alyeska Pipeline Service Company; and
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Mr. C. Dan Stears of Coffman Engineers. If you would come forward
and be seated at the table.

As you know, when conducting an investigative hearing, this
subcommittee follows the practice of taking testimony under oath. So
now that you are comfortable, I am going to ask you to all rise and if you
would raise your right hand.

[Witnesses sworn]

MR. WALDEN. Please be seated. Under the rules of the House and
this committee, you have the right to be advised by counsel as to your
constitutional rights. Do you have legal counsel here today, Mr.
Woollam?

MR. WOOLLAM. Yes.

MR. WALDEN. And can you identify that counsel for us, please?

MR. WOOLLAM. Yes, Mr. Jim Torgesen with Heller Erman.

MR. WALDEN. Mr. Malone?

MR. MALONE. Yes, I do.

MR. WALDEN. Can you turn on your microphone there, sir? Thank
you.

MR. MALONE. I have Ron Phillipe here.

MR. WALDEN. All right. Mr. Phillipe, welcome. Mr. Marshall?

MR. MARSHALL. Yes, I do, Mr. David Bukey.

MR. WALDEN. All right. Thank you. Mr. Hostler?

MR. HOSTLER. Yes, that is right, Hostler.

MR. WALDEN. Hostler. No counsel?

MR. HOSTLER. No.

MR. WALDEN. And Mr. Stears?

MR. STEARS. Yes, I do.

MR. WALDEN. Can you turn on that mic? That didn’t help either.
Sorry. Try again.

MR. STEARS. It indicates it is on.

MR. WALDEN. There we go. Now it is. All right. Thank you. The
chair will now recognize you for purposes of making an opening
statement if you so desire. Mr. Woollam?

TESTIMONY OF ROBERT A. MALONE, CHAIRMAN AND
PRESIDENT, BP AMERICA, INC.; STEVE MARSHALL,
PRESIDENT, BP EXPLORATION ALASKA, INC.; KEVIN
HOSTLER, PRESIDENT AND CEO, ALYESKA PIPELINE
SERVICE CO.; AND C. DAN STEARS, CATHODIC
PROTECTION SPECIALIST, COFFMAN ENGINEERS, INC.

MR. WOOLLAM. Mr. Chairman, I have no prepared statement.
Based upon the advice of counsel, 1 respectfully will not answer
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questions based upon my right under the Fifth Amendment of the United
States Constitution. I ask that my counsel’s written letter of this morning
to the committee be entered into the record.

MR. WALDEN. Without objection. Mr. Malone, welcome.

[The information follows:]

HeilerEhrmanm F ‘ LE

September 6, 2006 Yames E. Torgerson

James. Torgerson@hellerehrman.com
Direct +1.907.263.8404

Main +1.907. 277.1900

Fax +1.907.277.1920

43437.0001

The Honorable Joe Barton
Chairman
House Committee on Energy
and Commerce :
2125 Rayburn House Office Building
Washington, D.C. 20515

- Re: Subpoena to Richard C. Woollam
Dear Chairman Barton:

On behalf of our client, Richard C. Woollam, an employee of BP EPTG, we hereby
inform the Committee, as we had informed your staff: Mr. Woollam, reluctantly and contrary
to his desire to testify, will follow the advice of counse} and respectfully decline to testify,
based upon his rights under the Fifth Amendment to the U.S. Constitution. In connection
with Mr. Woollam's decision to invoke his Constitutional privilege, we respectfully make the
following requests.

First, we ask the Committee to draw no adverse inference based on Mr. Woollam's
invocation of his Fifth Amendment Constitutional rights and not to engage in a rush to
judgment. As you know, the U.S. Supreme Court has repeatedly observed that one of the
basic functions of the Fifth Amendment is to protect the innocent.

Second, if M- Woeollam-must-assert his Constitutional rights in person before the
Committee, we respectfully request you excuse him promptly after he makes it clear that he
intends to assert such rights with respect to any questions that relate to your investigation of
BP. In fact, as you may know, it is generally viewed as an abuse of a witness's Constitutional
rights to require him to continue asserting the privilege repeatedly in response to questions in
areas that he has indicated will not be answered. See John C. Grabow, Congressional
Investigations, Law and Practice § 4.2[a], p. 126. In this connection, we note an opinion of
the District of Columbia Bar, which stated that, in the context of a congressional hearing, it is
unethical for a D.C.-licensed lawyer to continue to propound questions to an individual when,
as a result of asserting the Fifth Amendment, it is clear that there will be no answer
forthcoming. See District of Columbia Legal Ethics Committee, Opinion No. 31 (March 29,
1977). :

Heller Enhman LLP 510 L Street, Sulte 500 Anchorage, AK 99501-1859 www.hellershrman.com

UAnchorage  Beiing  HongKong  LosAngeles  Madison,WI  NewYork  SanDiego  SanFrancisco  Seattle
Siicon Valley Singapore Washington, D.C.
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The Honorable joc Barton

HellerEhrmanu.. , Sepmnb 6, 2005

Mr. Woollam and his counsel support your efforts to understand the facts related to
oilspills on Alaska’s North Slope. However, parallel inquiries that could subjef:t individuals
to potential criminal exposure require that we advise Mr. Woollam to invoke h1§ -
Constitutional rights under the Fifth Amendment. We ask that (i) you respect his assertion of
his Constitutional rights, and (ii) you take the other steps requested in this letter to ensure the
faimess of the bearing and the avoidance of undue prejudice to Mr. Woollam.

‘Very truly yours,

R

‘{ Counsel for Richard C. Woollam

SE 2176760 v1
9/6/06 2:17 PM (43437.0001)

MR. MALONE. Thank you, Mr. Chairman.

Mr. Chairman, members of the subcommittee, good morning. My
name is Bob Malone. I am the Chairman and President of BP America.
I am joined today by Mr. Steve Marshall, who heads our Alaskan
operations.

BP America’s recent operating failures are unacceptable. They have
fallen short of what you and the American people expect from BP and
they have fallen short of what we expect of ourselves. We must and will
work hard to fix the problems, and in doing so, regain your trust and that
of the American people. We know we will be measured by what we do,
not what we say.

I assumed this role on July 1 and immediately began to visit our
facilities, meet with our employees and learn about our current
operations. On August 6 | received word of severe corrosion in our of
our transit lines in Alaska. The decision was made to shut down
protection to avert any possibility of an oil spill and to prevent damage to
the environment. We then conducted extensive testing of the transit lines
on the western side of the field, assured ourselves they were fit for
service and maintained production of about 200,000 barrels a day.
Preventing environmental damage and protecting the safety of our
employees and contractors are absolute priorities. We fully recognize
this decision was not without consequences but it was the right thing to
do. Many were concerned about the impact on crude oil and gasoline
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supplies. BP brought in cargos of crude oil from around the world and
other suppliers did the same. A short-term supply shortage did not occur
and we continue to acquire stocks to replace the production that is still
shut down. BP is fully committed to restoring production from Prudhoe
Bay as soon as we are confident that it can be done in a safe and
environmentally responsible way.

Across BP, we have taken a number of actions to ensure that our
businesses are run in a manner that meets our expectations and yours. |
would like to highlight a few of those. These were announced--some of
these were announced by John Browne on July 1 and they included my
appointment.

First, 1 retained three of the foremost corrosion experts in the world
to evaluate and make recommendations for improving the corrosion
management program in Alaska. BP has added an additional $1 billion
to the $6 billion already earmarked to upgrade all aspects of safety at our
U.S. refineries and for the integrity management in Alaska. I have
appointed former U.S. District Justice Stanley Sporkin as an independent
ombudsman reporting directly to me. 1 have asked Judge Sporkin to
conduct a review of all worker allegations that have been raised on the
North Slope since 2000. I have established an operational advisory
board that is composed of 15 of our most senior business leaders in the
United States, who will advise me on safety operational integrity and
compliance. I am in the process of recruiting an external advisory board
to assist and advise me in the monitoring of BP’s U.S. businesses with
particular focus on safety, operational integrity, compliance and ethics. |
am building an internal team of experts who will be employed to look at
safety, process safety, operational integrity and compliance and ethics. I
continue to meet with our employees to reinforce our expectations of
them to ensure that BP operations are safe, to remind they have a
responsibility and a right to shut down any process they feel is unsafe,
and that I encourage them to raise concerns of anything that has to do
with safety and environmental integrity.

I am personally committed to rebuilding the public’s confidence in
BP America. 1 have the full support of our Chief Executive, John
Browne, our executive leadership and the entire BP group. I have been
given all the authority necessary to accomplish this task. Bringing our
operations to the level of excellence you expect and we demand is going
to take time.

If the subcommittee would like, I would be happy to report back in 6
months and periodically thereafter to indicate to you the progress that we
are making, and we will participate and cooperate with you in an open
and honest fashion. Thank you, Mr. Chairman.

[The prepared statement of Robert A. Malone follows:]
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PREPARED STATEMENT OF ROBERT A. MALONE, CHAIRMAN AND PRESIDENT, BP AMERICA,
INc.

My name is Bob Malone and | am Chairman and President of BP America inc. BP
America is the U.S. holding company for all subsidiary companies operating in the
United States. BP America, through its subsidiaries employs more than 36,000
people and produces 666,000 barrels of crude oil and 2.7 billion cubic feet of natural
gas per day. We operate five refineries that 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

customers in 35 states.

BP Exploration Alaska (BPXA) is the operator of the largest oil field in North
America — Prudhoe Bay on Alaska’s North Slope. Our charge is to operate this field
in a safe, efficient and environmentally responsible way for the benefit of the State
of Alaska, our business partners, our customers, our employees and our
shareholders. The public’s faith in BP has been tested recently by corrosion
discovered in the pipeline oil transit system that conveys processed crude oil from
the North Slope gathering centers to Alaska’s Trans Alaska Pipeline System

(TAPS).

9/5/2006 11:04:35 AM
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While we would never wish to lose the confidence of the American public, we

have fallen short of the high standards we hold for ourselves, and the expectations that
others have for us. | commit that BP America will work closely with the State of Alaska,

our employees, our regulators and Congress to take the necessary steps to ensure that

you can have confidence in BP.

Steve Marshall, President of BP Exploration, Alaska has submitted comments regarding
the operational incident at Prudhoe Bay. In the pages that follow, | will discuss several
other operational challenges BP has experienced over the last 18 months and address
many of the questions members of the Committee, regulators and others have raised.
Most importantly, | will outline the steps that BP has taken or is committed to
undertaking to address these challenges and enhance the public’s confidence in our

company.

Employee Concerns

As soon as | was named head of BP America in July 2008, | took a tour — to find out
what our people were séying in the field. | visited facilities and offices across America
from Alaska to Texas with many stops in between. | can tell you that the solution to
many issues that BP America faces rests right at home — with those who are our BP

employees.

I made it clear that they had three obligations —

9/5/2006 11:04:35 AM
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o Workers must feel that operations are safe and the integrity of our infrastructure

is sound at our facilities

o It they don’t feel safe or if process integrity is in question — they have the

authority to shut operations down
o Workers must feel comfortable raising concerns

I know that BP has processes in place to address employee concerns. People can
raise concerns through line management, they can raise concerns through our safety
committees, and they can call in to a world wide anonymous hot line. Alaska has had
its own hotline for worker concerns. We believe, in fact, that most of the concerns have
been raised through one or more of these systems. The problem has not been in

workers raising concerns — sometimes it's been our responsiveness.

In recognizing that the current situation may not provide complete assurance — | have

created a new position of Ombudsman, reporting directly to me.

This new person will provide an independent team to assess and to bring to resolution
any safety-related operational concerns raised to his office. | expect this individual will
call them as he sees them. This is critical, as workers are going to speak out. We

encourage it.

The new ombudsman will initiate a full review of all the worker allegations that have
been raised on the North Slope since the acquisition of ARCO in 2000. | have asked
that these concerns be reviewed to determine if the problems have been addressed and

rectified to BP’s standard, with appropriate feedback to the worker.

9/5/2006 11:04:35 AM
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BP America is committed to finding out about and acting on operational and other
issues. This is why we have created the new Ombudsman role to help facilitate this

information gathering and exchange.
Supply/Price and Consumer Impacts

Upon the August 6, 2006 announcement that BPXA intended to shut down the
Prudhoe Bay field, concerns were expressed about the impact this decision would
have on crude supplies and prices to the West Coast. Early estimates that the
entire production from Prudhoe Bay of approximately 400,000 barrels/day would be
shut-in proved wrong. Extensive ultrasonic testing of the western oil transit lines
provided BPXA with sufficient data to determine that production in the Western
Operating Area could continue in a safe and environmentally responsible manner.
The loss of crude shipments to the Trans Alaska Pipeline was thus limited to

roughly 200,000 barrels per day.

In light of this supply gap, many policymakers voiced concerns that West Coast refiners
would be unable to find alternative sources of crude to keep their refineries operating
and the gasoline market supplied. At the time of the incident, West Coast inventory
levels for both crude and products were seasonally high, near record levels in some

cases.

On news of the curtailment in production, BP and others in