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December 17, 2024 
 
 
  
Lance Yearwood 
Vice President  
Sable Offshore Corp 
845 Texas Avenue, Suite 2920 
Houston, Texas 77002 
 
SUBJECT: LETTER OF DECISION ON THE STATE WAIVER REQUEST FOR 

LIMITED EFECTIVENESS OF CATHODIC PROTECTION ON 
THERMALLY INSULATED PIPELINE AND CORROSION OF OR ALONG 
A LONGITUDINAL SEAM WELD (CA-324) 

 
Operator: Sable Offshore Corp 

OPID# 40851 
845 Texas Avenue, # 2920 

  Houston, Texas 77002 
                                                    

Pipeline:  OSFM Line ID 0015 - 10.86 miles (Las Flores Canyon to Gaviota) of Sable 
Offshore Corp CA-324 (OSFM Line ID 0015) located in Santa Barbara 
County, California as described in the request of state waiver dated April 24, 
2024 

 
         
Dear Mr. Yearwood: 
   
The Office of the State Fire Marshal (OSFM) received Sable Offshore Corp’s (Sable) state 
waiver request (Application) on April 24, 2024, in accordance with the terms of the 
Consent Decree (CD) between Plains Pipeline, L.P. and the United States of America and 
the People of the State of California, DOJ Case REF. NO. 90-5-1-1-1130 (Appendix B, 
Article 1.1.D).  
 
In addition, Sable requested a regulatory relief from Title 49 Code of Federal Regulations 
(49 C.F.R.), § 195.452(h)(4)(iii)(H) Corrosion of or along a longitudinal seam weld for 
Sable CA-324. 
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Sable explained that its goal is to appropriately manage the risk of corrosion under 
insulation that may occur as a result of inadequate cathodic protection due to the 
shielding effects of the polyurethane foam and the polyethylene tape wrap. Sable 
described the measures it has taken to address this risk and implemented and 
proposed a number of additional measures designed to mitigate the risk of corrosion 
under insulation that may result from potential ineffective cathodic protection (CP). 
 
Sable provided the OSFM with its proposed measures to mitigate the risk of corrosion 
under insulation.  Sable also provided the OSFM information from the completed in-line 
inspections and additional data requested by our office. The OSFM Pipeline Safety 
Engineers have reviewed the materials provided and have been in communication with the 
United States Department of Transportation (USDOT), Pipeline and Hazardous Materials 
Safety Administration (PHMSA) Engineering and Research Division to incorporate 
PHMSA’s recommended conditions into the state waiver.  
 
The OSFM has regulatory jurisdiction over the safety standards and practices of intrastate 
hazardous liquid pipeline transportation within California. As a Pipeline Safety Program 
that is certified under 49 USC § 60105, the OSFM may grant a state waiver with a pipeline 
safety regulation adopted by the state of California. Title 49 C.F.R., Part 195 was adopted 
by reference as it relates to hazardous liquid pipelines within Title 19 California Code of 
Regulations (19 CCR), Section 2000. 
 
This state waiver applies to Sable’s Line CA-324 (OSFM Line ID 0015) which consists of a 
10.86 mile long, 24-inch outside diameter pipeline segment with the origin and termination 
points as described in the application. The pipeline is located in Santa Barbara, California 
and shall be referred herein as CA-324. 
 
The state waiver shall not become effective until (1) PHMSA issues an Order approving 
the waiver or stating it has no objection to the waiver or (2) PHMSA takes no action on 
the waiver within sixty (60) days after receiving the Letter of Decision from the OSFM.  
 
The state waiver is limited to a term of no more than ten (10) years from the date it 
becomes effective, which shall be considered as the date of issuance. The OSFM may 
terminate the state waiver under conditions detailed below. 
 
Applicable Regulations 
 
The OSFM hereby grants this state waiver for CA-324, provided that Sable complies with 
the specific requirements in this state waiver and any additional conditions outlined by 
PHMSA. The pipeline must be operated and maintained in accordance with the CD, these 
state waiver conditions and 49 C.F.R. Part 195, with the exception of 49 C.F.R.  
§195.452(h)(4)(iii)(H). In the event of a conflict between the state waiver conditions and 
the applicable requirements under 49 C.F.R. Part 195, the state waiver conditions control. 
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Should additional federal or State statutory or regulatory requirements come into effect 
following the implementation of this state waiver, CA-324 shall be subject to those 
requirements except where they are in conflict with the State Waiver or the safe operation 
of the pipeline. 
 
General Conditions 
 

1. The pipeline can only be used to transport crude oil as stated in the application. 
2. The maximum operating pressure (MOP) of CA-324 cannot exceed 1003 

pounds per square inch gauge (psig). 
3. The maximum operating temperature of the crude oil that transports in CA-324 

must not exceed 140 Fahrenheit for more than 12 consecutive hours. 
4. Prior to startup, Sable must develop and implement procedures for the 

conditions and requirements described in the state waiver. 
5. This state waiver does not relieve Sable from other requirements under 49 

C.F.R. Part 195 or the Elder California Pipeline Safety Act of 1981 other than 
contained herein. 

6. This state waiver does not relieve Sable from any requirements imposed by the 
Consent Decree (United States District Court Central District of California Civil 
Action No. 2:20-cv-02415). 

7. In-line inspection must include: 
a. Use of a tool that is at least capable of reliably detecting and identifying 

cluster corrosion and general corrosion. Definition of cluster and general 
corrosion is as follows: 

i. Cluster means two or more adjacent metal loss features in the wall of 
the pipe or weld that may interact based on interaction criteria.  

ii. General corrosion means uniform or gradually varying loss of wall 
thickness over an area. 

b. Use of a tool that is at least capable of reliably detecting and sizing corrosion 
at a 90 percent probability of detection (POD) and probability of identification 
(POI). 

c. Use of a tool that is at least capable of reliably detecting and sizing cracks or 
crack-like anomalies at a 90 percent POD and POI. 

8. Prior to placing CA-324 in operation, Sable must perform fracture toughness 
tests on the existing 24” pipe from CA-324 in accordance with ASTM E1820-23B 
Standard Test Method for Measurement of Fracture Toughness.  All of the test 
specimens must be from the predominant existing 24” pipe, specifically API 5L 
X65 HF-ERW pipe with a nominal thickness of 0.344” that was manufactured by 



Lance Yearwood 
December 17, 2024 
Page 4 
 
 
 

Nippon Steel Corp. in the 1980s.  At least three (3) separate tests must be 
performed to obtain the fracture toughness values of the pipe body, heat affected 
zone (HAZ)1, and the HF-ERW long seam weld on the pipe to represent the 
fracture toughness of its CA-324 (i.e. three (3) samples for pipe body, three (3) 
samples for HAZ, and three (3) samples for the HF-ERW long seam weld). The 
lowest fracture toughness value must be applied to conditions 10, 30, 33, and 
48. Sable may use pipe samples taken opportunistically during ongoing pipeline 
maintenance and repair efforts.2 

9. All immediate and 180-day repair conditions that are listed in this state waiver 
must be evaluated and remediated prior to restarting CA-324.  Sable must utilize 
Ultrasonic Thickness Wall Measurement (UTWM) and Ultrasonic Shear Wave 
Crack Detection (USCD) in-line inspection (ILI) tools within seven (7) days of 
achieving initial steady state operation in accordance with an ILI survey schedule 
approved by OSFM.  Sable must utilize the most recent Ultrasonic Thickness 
Wall Measurement (UTWM) and Ultrasonic Shear Wave Crack Detection 
(USCD) in-line inspection (ILI) results when identifying these repair conditions. 

10. Remaining strength of pipe calculation for all metal loss anomalies must be in 
accordance with the Modified B31G method as described in ASME B31G 
Manual for Determining the Remaining Strength of Corroded Pipelines. If ASME 
B31G 2012 Edition is used, then it must comply with the conditions in 
accordance with Section 1.2 and exclusions in accordance with Section 1.3 of 
ASME B31G 2012 Edition. However, if the metal loss anomaly intersects or is 
within one (1) inch (circumferentially) of the longitudinal seam weld, Sable must 
also calculate the predicted failure pressure of the anomaly by using the crack-
like flaw evaluation method ASME FFS-1/API 579-1. 

11. Sable must utilize cleaning pigs at regular intervals not to exceed a biweekly 
basis to maintain adequate cleanliness on the internal pipe wall of its CA-324. 
  

Pressure Testing 
 

12. Prior to placing the pipeline in operation, Sable must conduct a spike hydrostatic 
pressure test of the state waiver pipeline segments at a minimum pressure that 
is at least 1.5 times the MOP or 100% SMYS, for a minimum of 15 minutes after 

 
1 The heat affected zone (HAZ), as used in the state waiver, is defined as a 1-inch-wide area on either side of 
the longitudinal weld seam. 
2 Sable must submit all fracture toughness results to the OSFM prior to restarting the pipeline. 
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the spike test pressure is stabilized.  Sable must field evaluate and remediate the 
following anomalies before performing the spike hydrostatic test on CA-324: 
a. All metal loss anomalies that have an ILI reported depth of 40% and greater 

wall loss. 
b. All anomalies that have a predicted failure pressure less than or equal to 1.6 

times MOP. 
13. Immediately following the spike hydrostatic pressure test, Sable must conduct an 

8-hour hydrostatic pressure test of the state waiver pipeline segments at a 
minimum of 1.25 times the MOP. 

14. Sable must obtain the Test ID from the OSFM for each hydrostatic pressure test 
and have the approved independent testing firm forward separately the certified 
test results to the OSFM. 

15. Each hydrostatic pressure test must be performed in accordance with the 
applicable requirements of 49 C.F.R., Part 195 Subpart E – Pressure Testing 
and monitored by an independent testing firm listed under the OSFM approved 
hydrostatic testing companies. 

16. Failures resulting from the spike hydrostatic pressure test or the 8-hour strength 
test shall be immediately reported3 to the OSFM via email at 
PipelineNotification@fire.ca.gov  
Subject: OSFM State Waiver - Hydrotest Failure 

17. Section(s) of the state waiver pipeline segments that failed during the required 
hydrotesting must be repaired by removing and replacing the failed section. The 
OSFM reserves the right to revoke the state waiver if failure(s) raise the concern 
that the pipeline cannot be safely operated. 
 

In-Line Inspection (ILI) Assessment and Frequency 
 

18. At least 90 days prior to performing in-line inspections of the state waiver 
segment, Sable shall provide the OSFM with a written notification to 
PipelineNotification@fire.ca.gov describing its assessment plan with the 
following information: 
a) Dates for integrity assessment 
b) In-line inspection tool(s) selected, in accordance with API Standard 1163 

Section 5 and NACE SP01024 to assess the integrity of the subject pipe 

 
3 In addition to the OSFM reporting, Sable shall follow all additional state reporting requirements. 
4 Industry standards that are referenced in this state waiver must utilize the editions that are incorporated by 
referenced in Title 49 Part 195.3 unless another edition was explicitly specified. 
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segment(s) in which ILIs must be capable to detect and size wall loss, dents, 
internal corrosion, external corrosion, cracks and crack-like indications 

c) In-line inspection tool vendor(s) 
d) Required tool specifications including operational specifications and anomaly 

sizing tolerances 
e) Tool validation methodology 
f) Anomaly feature identification criteria and reporting thresholds – wall loss, 

dents, internal corrosion, external corrosion, cracks, and crack-like indications 
g) Criteria used to identify locations for excavation and field verification 
h) Non-destructive examination 

19. Within seven (7) days prior to any anticipated ILI tool run, Sable must utilize 
extensive brush pigs and solvents (xylene or other chemicals) to ensure that the 
internal pipe wall does not have any corrosive products, wax, and bacteria 
buildup that may affect the ILI tool performance. 

20. Metal Loss Tool(s)  
a. Initial ILI tool runs – Each year, during the first two (2) years of operating CA-

324, Sable shall conduct at least two (2) ILIs using a UTWM tool with an 
inertial measurement unit (IMU).  Sable shall compare both runs and 
evaluate all available information, including these tool runs and 
corresponding IMU data. Sable shall perform the UTWM tool run every six 
(6) months not to exceed nine (9) months.  If a UTWM tool run is 
unsuccessful, Sable shall identify the limitations that prevented the UTWM 
tool run from being successful, consider changes to increase the likelihood 
of a successful UTWM tool run, and use best efforts to rerun the UTWM tool 
within 30 days. 

b. Subsequent ILI tool runs – After the first two (2) years of operating CA-324, 
Sable shall conduct at least one (1) Ultrasonic Wall Measurement tool 
(UTWM) each calendar year, not to exceed 15 months or the ILI 
assessment must be assessed at more frequent intervals if the remaining 
Failure Pressure Ratio will be less than 1.39 times MOP prior to the next ILI 
assessment, based upon anomaly growth estimates and pressure cycling. If 
any UTWM tool run is deemed to be unsuccessful, Sable shall document the 
reasons why the UTWM tool was unsuccessful, consider changes to 
increase the likelihood of a successful UTWM tool run, and must reassess 
the pipeline within 30 days after it was deemed to be unsuccessful.  All metal 
loss tool runs must also utilize an Inertial Measurement Unit (IMU). 

21. Crack Detection Tools - Sable shall conduct at least one (1) Ultrasonic Shear 
Wave Crack Detection (USCD) tool each calendar year, not to exceed 15 
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months5 or ILI assessment must be assessed at more frequent intervals if 
condition 48 determined a shorter assessment interval.  
a. These crack tool runs must utilize an Inertial Measurement Unit (IMU) and 

must be able to detect and size axial and circumferential cracks. 
b. USCD Performance Specification Requirements 

i. The USCD tools must have a probability of detection that is ≥ 90% for 
axial and circumferential cracks. 

ii. The minimum crack depth that can be detected must be at least 1 
mm for axial and circumferential cracks that are located in the base 
material. 

iii. The minimum crack depth that can be detected must be at least 2 
mm for axial and circumferential cracks that are located in the weld. 

iv. The depth sizing accuracy for cracks must be ± 0.8 mm for axial 
cracks and ± 1 mm for circumferential cracks. 

22. Dents and Pipe Deformation: Sable shall conduct a high-resolution deformation 
ILI tool with each UTWM. 

23. Where any ILI tool fails to record data for 5% or more of the external and/or 
internal surface area of the inspected segment, reassess with the ILI tool to 
cover the area that is deemed to be inadequate data of the inspected segment.  
In addition, if the ILI tool travels at a speed that is outside the range of the tool 
velocity listed in the tool specification for 2% or more of the length of the 
inspected segment, Sable must rerun the ILI tool to reassess the pipeline 
segment in which the ILI tool velocity was outside of the specified tool velocity 
range. 

24. All ILI tool runs must obtain the Test ID from the OSFM prior to run. 
25. Sable must require its ILI tool vendor(s) to include in the vendor’s inspection 

report all metal loss indications of 10% or greater, based on raw data, prior to 
adding in any correction for tool tolerance. 

26. Sable must incorporate ILI tool accuracy by ensuring that each ILI tool service 
provider determines the tolerance of each tool, in accordance with API 
Standard 1163 Second Edition and includes that tolerance in determining the 
size of each indication reported to Sable. 

27. Sable must account for ILI tool tolerance and anomaly growth rates in scheduled 
response times, repairs, and future reassessment intervals.  Sable must 

 
5 Sable may petition the OSFM to revise the reassessment interval for Crack Detection Tool(s) when 
sufficient evidence is available to determine if crack growth rates could support a longer reassessment 
interval. Changes to the reassessment interval are subject to OSFM and PHMSA approval. 
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document and justify the values used. Sable must demonstrate ILI tool 
tolerance accuracy for each ILI tool run by using calibration, excavations, and 
unity plots6  that demonstrate ILI tool accuracy to meet the tool accuracy 
specification provided by the vendor (typical for depth within +10% accuracy 
for 80% of the time). Sable must compare previous indications to current 
indications that are significantly different.  If a trend is identified where the tool 
has been consistently over-calling or under-calling, the remaining ILI features 
must be re-graded accordingly. 

28. Prior to the ILI final report being received, Sable must perform at least four (4) 
separate validation digs that do not interact with each other. At a minimum, 
Sable must perform validation digs in accordance with Level 2 of API Standard 
1163, “In-line Inspection System Qualification” (Second Edition, April 2013). 

Discovery of Condition 
 

29. The discovery date must be within 180 days of any ILI tool run for each type of 

ILI tool. 

Immediate Repair Conditions7 
 

30. A crack or crack-like anomaly that meets any of the following criteria: 
a. Crack or crack-like anomaly that is equal to or greater than 50% of pipe 

wall thickness. 
b. Crack or crack-like anomaly that has predicted failure pressure of less 

than 1.39 times the MOP as calculated using crack-like flaw evaluation 
method ASME FFS-1/API 579-1. 

31. Internal or external metal loss anomalies where the remaining strength of pipe 
shows a predicted failure pressure less than 1.39 times the MOP. 

32. Any external cluster corrosion or external general corrosion that is located on the 
bottom half of the pipeline (below the 3 and 9 o’clock positions) where the 

 
6 A minimum of four (4) independent direct examination excavations must be used for unity plots. 
7 The criteria outlined in the state waiver is supplemental to the requirements set forth in §195.452(h)(4)(i) 
Immediate repair conditions and does not relieve Sable from complying with §195.452(h)(4)(i).  All immediate 
repair conditions must be remediated with a permanent repair method. 
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remaining strength of pipe shows a predicted failure pressure less than 1.5 times 
the MOP.8 

180-Day Repair Conditions9 
 

33. A crack or crack-like anomaly that has predicted failure pressure of less than 1.5 
times the MOP. 

34. Internal or external metal loss anomalies where the remaining strength of pipe 
shows a predicted failure pressure less than 1.5 times the MOP. 

35. All internal or external metal loss anomalies that have an ILI reported depth of 
40% or greater wall loss, including tool sizing tolerance for depth.10  

36. For any crack (likely crack or possible crack) or crack-like anomaly, regardless of 
its dimensions, that interacts with metal loss anomalies and are within one (1) 
inch (circumferentially) of the longitudinal seam weld, Sable must integrate the 
ILI results from the most recent crack tool run and the most recent metal loss tool 
run before the discovery date deadline. 

Corrosion Growth Rate Analysis (CGRA) 
 

37. Sable must develop a CGRA procedure to annually calculate corrosion growth 
rates between successive ILI’s (using most recent ILI compared to prior ILI) and 
perform pipeline remediations needed to assure the integrity of the pipeline is 
maintained.11  The timing of pipeline remediations under this condition shall be 
based on the most recent calculation of short-term corrosion rates. 

38. The CGRA procedure must include ILI data matching methods12 to analyze data 
from successive ILI’s, methodologies for growth rate calculations and errors from 
comparing ILI data. 

 
8  Cluster means two or more adjacent metal loss features in the wall of the pipe or weld that may interact 
based on interaction criteria.  General corrosion means uniform or gradually varying loss of wall thickness 
over an area. 
9 The criteria outlined in the state waiver is supplemental to the requirements set forth in §195.452(h)(4)(iii) 
180-day conditions and does not relieve Sable from complying with §195.452(h)(4)(iii).  All 180-day repair 
conditions must be remediated with a permanent repair method. 
10 For example, if the ILI tool reports a 31% metal loss anomaly and the tool sizing tolerance is ±10 for depth, 
then this anomaly is a 180-day repair condition since it can be considered as an external metal loss anomaly 
with 41% metal loss depth.  If Sable is unable to remediate such indications within 180 days of discovery, 
Sable must notify the OSFM, temporarily reduce the operating pressure, and take further remedial action in 
accordance with 49 C.F.R. §195.452 until the indication is remediated or until otherwise authorized by OSFM. 
11 At a minimum, Sable must include signal matching between ILI data sets. 
12 If there are several matching techniques that can be used, Sable must utilize the most accurate method of 
comparing ILI data sets. 
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39. Sable must identify the projected date when remaining metal loss indications will 
reach a depth of 70% or greater wall loss. 

40. When determining the projected date when remaining metal loss indications will 
reach a depth of 70% or greater wall loss, Sable must account for reported ILI 
depth, tool tolerance and corrosion growth rates13. 

41. All metal loss indications that are projected to reach a depth of 70% or greater 
wall loss prior to the next ILI, will become actionable and must be remediated 
before the next ILI. 

Pressure Reduction 
 

42. If Sable is unable to perform field evaluation and remediation of any required 
conditions within the time limit conditions specified in the state waiver, Sable 
must temporarily implement a minimum 20 percent or greater operating pressure 
reduction, based on actual operating pressure for two (2) months prior to the 
date of inspection, until the anomaly is repaired. 

In Field Direct Examination of Pipe 
 

43. Direct examinations14 of pipe must include appropriate non-destructive 
examination methods for cracking such as magnetic particle inspection (MPI), 
shear wave technology or phased array ultrasonic testing (PAUT).15  PAUT 
must be used for sizing any crack or crack-like anomaly lengths and depths. 

44. Permanent repairs of metal loss anomalies are required for any section of pipe 
with wall loss equal to or greater than 40% in accordance with repair method 1, 
4b, or 5 of Table 451.6.2(b)-1 of ASME B31.4 2006 Edition.  However, the 
following additional conditions are applied if Sable chooses repair method 5 for 
metal loss anomalies: 
a. Method 5 must not be used on metal loss anomalies that are in the HAZ, 

girth weld, or longitudinal seam weld. 

 
13 Growth projections must use corrosion rates determined in accordance with the CGRA procedure. A 
default corrosion rate of 32 mpy must be used in determining projections, if corrosion rates determined by 
CGRA are less than the default value.  
14 Any time the pipeline is exposed for direct examination of an indication or to perform a repair, Sable must 
document the condition of the coating and carrier pipe (including anomalies) with photographs.   
15 Direct examinations for ILI reported crack or crack-like indications must include a magnetic particle 
inspection complimented by shear wave technology or inspection by phased array ultrasonic testing. 
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b. Sable must increase the metal loss anomaly’s depth by 20% when they 
input it into the formula for calculating the number of wraps needed for repair 
method 5.     

c. After the anomaly is repaired via repair method 5, Sable must monitor the 
anomaly’s wall loss depth in subsequent UTWM tool runs.  If the anomaly’s 
wall loss depth increases by more than 15% of the wall thickness in the 
subsequent UTWM tool runs, Sable must repair this anomaly via repair 
method 1 or 4b of Table 451.6.2(b)-1 of ASME B31.4 2006 Edition.   

45. Permanent repairs are required for all cracks and/or crack-like anomalies 
discovered during direct examination, regardless of crack depth or crack length 
in accordance with repair method 1 or 4b of Table 451.6.2(b)-1 of ASME B31.4 
2006 Edition.  

46. Sable must develop a coating repair procedure for excavated or remediated 
corrosion anomalies that prevents further external corrosion and seals transition 
areas from currently insulated pipe to newly coated sections. Any time a shrink 
sleeve or coating is exposed, remove the shrink sleeve and coating, investigate 
circumferentially and longitudinally along the pipe for external corrosion and 
coating deterioration, and recoat with two-part epoxy.  Sable must recoat in 
accordance with their coating repair procedure.16 

47. All external polyurethane foam and the polyethylene tape wrap on buried pipe 
that are exposed during the field evaluation must not be replaced with new 
insulation or polyethylene tape wrap. 

 
Integrity Management 

 

48. A fracture mechanics and pressure cycling evaluation is required for un-
remediated cracks and crack-like indications detected by ILI or indirect inspection 
tools.  
a. Sable must determine the predicted failure pressure, failure stress pressure 

and crack growth of un-remediated cracks and crack-like anomalies in 
accordance with 49 C.F.R. §192.712(d)(1). 

b. Sable must perform a fatigue analysis using an applicable fatigue crack 
growth law or other technically appropriate engineering methodology in 
accordance with 49 C.F.R. §192.712(d)(2). 

49. Sable must analyze a sample of additional indications of varying amounts of 
metal loss between 10% and 40% for validation. The sample size shall be at 
least ten (10), unless fewer than ten (10) indications are reported within that 
range, in which case Sable would examine the number of indications called. 

50. When sizing metal loss indications, apply interaction/clustering criteria of 6t by 6t 
for applicable ILI tool(s). 

 
16 The coating procedure must be submitted to the OSFM prior to the prior to the effective date of the state 
waiver. 
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51. Sable must send all field measurements to the ILI tool vendor within 90 days of 
completing direct examinations and require the ILI vendor to validate the 
accuracy of the tool. Sable must conduct annual meetings with the ILI tool 
vendor to discuss tool performance and incorporate lessons learned. 

52. Sable must utilize a third-party expert to review all ILI reports, verification of 
digs, data integration, ILI tool tolerances, development of unity plots, 
measured field findings, failure pressure ratios and any other finding that could 
affect the integrity of the pipeline. The review must be conducted within six (6) 
months of each ILI assessment. The third-party expert must be approved by the 
OSFM prior to being selected. 

53. Within one (1) year from date of issuance, Sable must use a NACE-certified 
expert to conduct an evaluation and determine if alternating current (AC) 
interference or direct current (DC) interference or shorting that could contribute 
to external corrosion is occurring. The expert must recommend the frequency 
of subsequent interference surveys. All evaluations must be approved and 
signed by the NACE-certified expert. 

 
Data Requirements for Predicted Failure Analysis 
 

54. Unless the defect dimensions have been verified using a direct examination 
measurements, Sable must explicitly analyze uncertainties in reported 
assessment results including but not limited to tool tolerance, detection 
threshold, probability of detection, probability of identification, sizing accuracy, 
conservative anomaly, interaction criteria, location accuracy, anomaly findings, 
and unity chart plots or equivalent for determining uncertainties and verifying tool 
performance, in identifying and characterizing the type and dimensions of 
anomalies or defects used in the analyses. 

55. The analyses performed in accordance with this state waiver must utilize pipe 
and material properties of the pipe body and longitudinal weld seam that are 
documented in traceable, verifiable, and complete records.   
 

Recordkeeping 
 

56. Procedures, records of investigations, data, analyses, and other actions made in 
accordance with the requirements of this state waiver shall be kept for the life of 
the pipeline and must be submitted to the OSFM, in the manner requested 
(electronic, hardcopy, or other format) within 30 days. 

57. Sable must maintain the following records: 
a. Technical approach used for the analysis 
b. All data used and analyzed 
c. Pipe and longitudinal weld seam properties 
d. Procedures used to implement state waiver conditions 
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e. Evaluation methodology used 
f. Models used 
g. Direct in situ examination data 
h. All in-line inspection tool assessments information evaluated 
i. Pressure test data and results 
j. All in-the-ditch assessments performed on the pipeline segments 
k. All measurement tool, assessment, and evaluation accuracy specifications 

and tolerances used in technical and operations results 
l. All finite element analysis results 
m. The number of pressure cycles to failure, the equivalent number of annual 

pressure cycles, and the pressure cycle counting methodology 
n. The predicted fatigue life and predicted failure pressure from the required 

fatigue life models and fracture mechanics evaluation methods 
o. Safety factors used for fatigue life and/or predicted failure pressure 

calculations 
p. Reassessment time interval and safety factors 
q. The date of the review 
r. Confirmation of the results by qualified technical subject matter expert(s) 
s. Approval by responsible Sable management personnel 
t. Records of additional preventive and mitigative (P&M) measures performed 
u. Reports required by this State Waiver. 

Reporting 
 

58. Any release on the pipeline shall be reported to the OSFM at the earliest 
practicable moment following discovery but no later than 24 hours from the time 
of discovery via email at PipelineNotification@fire.ca.gov, Subject: OSFM State 
Waiver – Accident Notification.17 

59. An email notification shall be made at least three (3) days prior to the pipeline 
being exposed for non-emergency purposes of field evaluation and repair via 
email at PipelineNotification@fire.ca.gov, Subject: OSFM State Waiver – 
Pipeline Repair CA-324. The email notification shall include, if applicable: 
a. Tool type and run date 
b. Unique identifier (e.g. Dig Number, Joint Number, Flaw ID, Condition Type) 
c. Dig sheets 
d. Field contact information for Sable 
e. Time and location of the field evaluation and repair. 

60. Sable shall provide a Summary of Conditions Report within 210 days of the last 
date of an ILI run via email at PipelineNotification@fire.ca.gov, Subject: OSFM 
State Waiver – Summary of Conditions CA-324 and include: 

 
17 This requirement does not relieve Sable from spill reporting requirements that might exist under local, state 
or federal regulations. 
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a. Tool type 
b. Run date 
c. Summary of Conditions Report18 
d. Final Vendor Report and Pipe Tally 

61. Sable shall provide a report to the OSFM by June 15th of every year for the 
duration of the state waiver. The report shall be addressed to the OSFM 
Assistant Deputy Director, Chief of Pipeline Safety via email at 
PipelineNotification@fire.ca.gov, Subject: OSFM State Waiver – Annual Report 
CA-324. At a minimum, the annual report shall contain the following, if 
applicable: 
a. A Closure Report for the previous calendar (CY) which contains: 

i. Features that were remediated in previous CY 
1. Provide documentation for the in-the-ditch assessments and 

repairs 
ii. Identify features that remain to be assessed 
iii. Unity Plots for previous ILI runs 

b. Fracture mechanics and pressure cycling analyses in accordance with 
Condition 48 

c. The third-party ILI expert reviews in accordance with Condition 52 
d. AC and DC Interference surveys that are due in accordance with Condition 

53 
e. A copy of the CGRA for prior year including: 

i. Mean corrosion growth rate for the pipeline 
ii. Distribution graph of the corrosion growth rate for the pipeline (e.g. 

occurrences (#) vs. corrosion rate (mpy) 

Limitations 
 

62. This state waiver is limited to a term of no more than (10) years from the date of 
issuance. If Sable elects to seek renewal of this state waiver, it must submit a 
renewal request to the OSFM at least 180 days prior to the expiration date, 
including a justification for continuation of the waiver. 

63. Should Sable fail to comply with any conditions of this state waiver or should the 
OSFM determine that this state waiver is no longer appropriate or is inconsistent 
with pipeline safety, the OSFM may revoke the state waiver and require Sable to 
comply with all appropriate regulatory requirements.  

64. The OSFM may order the pipeline shutdown at any time. 
65. The OSFM may issue a compliance order or may initiate proceedings to 

determine the nature and extent of the violations and appropriate civil penalty for 

 
18 The OSFM may stipulate specific formatting or other information (e.g. Condition Type, Anomaly Details, 
Remaining Strength Calculation Method, Failure Pressure, CGRA, etc.) to be included in the Summary of 
Conditions Reports, Closure Report and Annual Reports if information provided is not deemed sufficient. 
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failure to comply with this state waiver. The terms and conditions of any 
compliance order shall take precedence over the terms of the state waiver. 

66. In the event of conflict between the state waiver conditions and industry 
standards, the state waiver conditions shall prevail. 

67. If Sable sells, merges, transfers or otherwise disposes of all or part of the assets 
covered by the state waiver, Sable must provide the OSFM written notice of the 
change within 30 days of the consummation date. In the event of such transfer, 
the OSFM reserves the right to revoke, suspend, or modify the state waiver. 

Should you have any questions, please contact Alin Podoreanu, Supervising Pipeline 
Safety Engineer at (916) 212-8891. 

 
Sincerely, 
 
 
 
JAMES HOSLER  
Assistant Deputy Director 
Chief of Pipeline Safety and CUPA Programs 
 
Enclosure(s):  (1) Pacific Pipeline Company State Waiver Application for CA-324 
 
cc: Doug Allen, Supervising Pipeline Safety Engineer, OSFM 
 Andy Chau, Supervising Pipeline Safety Engineer, OSFM  

Brendan Feery, Supervising Pipeline Safety Engineer, OSFM  
Huy Nguyen, Supervising Pipeline Safety Engineer, OSFM 

 Alin Podoreanu, Supervising Pipeline Safety Engineer, OSFM 
Tuan Tran, Pipeline Safety Engineer, OSFM 

 Josh Cleaver, Staff Counsel, CAL FIRE  
 Max Kieba, Engineering and Research Division, PHMSA 
 Joshua Johnson, Engineering and Research Division, PHMSA 
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December 17, 2024 
 
 
  
Lance Yearwood 
Vice President  
Sable Offshore Corp 
845 Texas Avenue, Suite 2920 
Houston, Texas 77002 
 
SUBJECT: LETTER OF DECISION ON THE STATE WAIVER REQUEST FOR 

LIMITED EFECTIVENESS OF CATHODIC PROTECTION ON 
THERMALLY INSULATED PIPELINE AND CORROSION OF OR ALONG 
A LONGITUDINAL SEAM WELD (CA-325A/B) 

 
Operator: Sable Offshore Corp 

OPID# 40851 
845 Texas Avenue, Suite 2920 

  Houston, Texas 77002 
                                                    

Pipeline:  OSFM Line ID 0001 - 113.56 miles (Gaviota to Sisquoc to Pentland) of 
Sable Offshore Corp CA-325A/B (OSFM Line ID 0001) located in Santa 
Barbara County, San Luis Obispo County, and Kern County, California as 
described in the request of state waiver dated April 24, 2024 

                           
Dear Mr. Yearwood: 
   
The Office of the State Fire Marshal (OSFM) received Sable Offshore Corp’s (Sable) state 
waiver request (Application) on April 24, 2024, in accordance with the terms of the 
Consent Decree (CD) between Plains Pipeline, L.P. and the United States of America and 
the People of the State of California, DOJ Case REF. NO. 90-5-1-1-1130 (Appendix B, 
Article 1.1.D).  
 
In addition, Sable requested a regulatory relief from Title 49 Code of Federal Regulations 
(49 C.F.R.), § 195.452(h)(4)(iii)(H) Corrosion of or along a longitudinal seam weld for 
Sable CA-325 A/B. 
 
Sable explained that its goal is to appropriately manage the risk of corrosion under 
insulation that may occur as a result of inadequate cathodic protection due to the 
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shielding effects of the polyurethane foam and the polyethylene tape wrap. Sable 
described the measures it has taken to address this risk and implemented and 
proposed a number of additional measures designed to mitigate the risk of corrosion 
under insulation that may result from potential ineffective cathodic protection (CP). 
 
Sable provided the OSFM with its proposed measures to mitigate the risk of corrosion 
under insulation.  Sable also provided the OSFM information from the completed in-line 
inspections and additional data requested by our office. The OSFM Pipeline Safety 
Engineers have reviewed the materials provided and have been in communication with the 
United States Department of Transportation (USDOT), Pipeline and Hazardous Materials 
Safety Administration (PHMSA) Engineering and Research Division to incorporate 
PHMSA’s recommended conditions into the state waiver.  
 
The OSFM has regulatory jurisdiction over the safety standards and practices of intrastate 
hazardous liquid pipeline transportation within California. As a Pipeline Safety Program 
that is certified under 49 USC § 60105, the OSFM may grant a state waiver with a pipeline 
safety regulation adopted by the state of California. Title 49 C.F.R., Part 195 was adopted 
by reference as it relates to hazardous liquid pipelines within Title 19 California Code of 
Regulations (19 CCR), Section 2000. 
 
This state waiver applies to Sable’s Line CA-325A/B (OSFM Line ID 0001) which consists 
of a 113.56 mile long, 30-inch outside diameter pipeline segment with the origin and 
termination points as described in the application. The pipeline is located in Santa Barbara 
County, San Luis Obispo County, and Kern County, California and shall be referred herein 
as CA-325A/B. CA-325A/B consists of two shorter pipeline segments, CA-325A and  
CA-325B.  The pipeline segment CA-325A, located completely in Santa Barbara County, 
starts in Gaviota and ends at Sisquoc.  CA-325A is approximately 38.72 miles long.  The 
other pipeline segment, CA-325B, which is directly downstream of CA-325A, begins at 
Sisquoc and terminates in Pentland. CA-325B is approximately 74.84 miles long and 
traverses Santa Barbara County, San Luis Obispo County, and Kern County, California. 
The state waiver shall not become effective until (1) PHMSA issues an Order approving 
the waiver or stating it has no objection to the waiver or (2) PHMSA takes no action on 
the waiver within sixty (60) days after receiving the Letter of Decision from the OSFM.  
 
The state waiver is limited to a term of no more than ten (10) years from the date it 
becomes effective, which shall be considered as the date of issuance. The OSFM may 
terminate the state waiver under conditions detailed below. 
 
Applicable Regulations 
 
The OSFM hereby grants this state waiver for CA-325 A/B, provided that Sable complies 
with the specific requirements in this state waiver and any additional conditions outlined by 
PHMSA. The pipeline must be operated and maintained in accordance with the CD, these 
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state waiver conditions and 49 C.F.R. Part 195, with the exception of 49 C.F.R.  
§195.452(h)(4)(iii)(H). In event of a conflict between the state waiver conditions and the 
applicable requirements under 49 C.F.R. Part 195, the state waiver conditions control. 
Should additional federal or State statutory or regulatory requirements come into effect 
following the implementation of this state waiver, CA-325 A/B shall be subject to those 
requirements except where they are in conflict with the State Waiver or the safe operation 
of the pipeline. 
 
General Conditions 
 

1. The pipeline can only be used to transport crude oil as stated in the application. 
2. The maximum operating pressure (MOP) cannot exceed: 

a. 1000 pounds per square inch gauge (psig) for CA-325A. 
b. 1292 psig for CA-325B. 

3. The maximum operating temperature of the crude oil must not exceed:  
a. 125 Fahrenheit for more than 12 consecutive hours for CA-325A.  

Temperature transmitters must be installed on CA-325A at Gaviota station to 
monitor the temperature of CA-325A/B at this facility. 

b. 110 Fahrenheit for more than 12 consecutive hours for CA-325B.  
Temperature transmitters must be installed on CA-325A/B at Sisquoc station 
to monitor the temperature of CA-325A/B at this facility.   

4. Prior to startup, Sable must develop and implement procedures for the 
conditions and requirements described in the state waiver. 

5. This state waiver does not relieve Sable from other requirements under 49 
C.F.R. Part 195 or the Elder California Pipeline Safety Act of 1981 other than 
contained herein. 

6. This state waiver does not relieve Sable from any requirements imposed by the 
Consent Decree (United States District Court Central District of California Civil 
Action No. 2:20-cv-02415). 

7. In-line inspection must include: 
a. Use of a tool that is at least capable of reliably detecting and identifying 

cluster corrosion and general corrosion. Definition of cluster and general 
corrosion is as follows: 

i. Cluster means two or more adjacent metal loss features in the wall of 
the pipe or weld that may interact based on interaction criteria.  

ii. General corrosion means uniform or gradually varying loss of wall 
thickness over an area. 

b. Use of a tool that is at least capable of reliably detecting and sizing corrosion 
at a 90 percent probability of detection (POD) and probability of identification 
(POI) 

c. Use of a tool that is at least capable of reliably detecting and sizing crack or 
crack-like anomalies at a 90 percent POD and POI 
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8. Prior to placing CA-325A/B in operation, Sable must perform fracture toughness 
tests on the existing 30” pipe from CA-325A/B in accordance with ASTM E1820-
23B Standard Test Method for Measurement of Fracture Toughness.  All of the 
test specimens must be from both of the two following predominant existing 30” 
pipe specifications:  
a. API 5L X70 pipe with a nominal thickness of 0.281” that was manufactured 

by the various pipe mills in the 1980s.  
b. API 5L X65 pipe with a nominal thickness of 0.344” that was manufactured 

by the various pipe mills in the 1980s.  
At least three (3) separate tests must be performed from each pipe mill, for both 
of the two pipe specifications listed above, to obtain the fracture toughness 
values of the pipe body, heat affected zone (HAZ)1, and the DSAW long seam 
weld on the pipe to represent the fracture toughness of CA-325A/B (i.e. three (3) 
samples for pipe body, three (3) samples for HAZ, and three (3) samples for the 
DSAW long seam weld). The lowest fracture toughness value must be applied to 
conditions 10, 31, 34, and 49. Sable may use pipe samples taken 
opportunistically during ongoing pipeline maintenance and repair efforts.2 

9. All immediate and 180-day repair conditions that are listed in this state waiver 
must be evaluated and remediated prior to restarting CA-325A/B.  Sable must 
utilize Ultrasonic Thickness Wall Measurement (UTWM) and Ultrasonic Shear 
Wave Crack Detection (USCD) in-line inspection (ILI) tools within seven (7) days 
of achieving initial steady state operation in accordance with an ILI survey 
schedule approved by the OSFM.  Sable must utilize the most recent Ultrasonic 
Thickness Wall Measurement (UTWM) and Ultrasonic Shear Wave Crack 
Detection (USCD) in-line inspection (ILI) results when identifying these repair 
conditions. 

10. Remaining strength of pipe calculation for all metal loss anomalies must be in 
accordance with the Modified B31G method as described in ASME B31G 
Manual for Determining the Remaining Strength of Corroded Pipelines. If ASME 
B31G 2012 Edition is used, then it must comply with the conditions in 
accordance with Section 1.2 and exclusions in accordance with Section 1.3 of 
ASME B31G 2012 Edition. However, if the metal loss anomaly intersects or is 
within one (1) inch (circumferentially) of the longitudinal seam weld, Sable must 
also calculate the predicted failure pressure of the anomaly by using the crack-
like flaw evaluation method ASME FFS-1/API 579-1. 

11. Sable must utilize cleaning pigs at regular intervals not to exceed a biweekly 
basis to maintain adequate cleanliness on the internal pipe wall of its CA-
325A/B. 
 

 
1 The heat affected zone (HAZ), as used in the state waiver, is defined as a 1-inch-wide area on either side of 
the longitudinal weld seam. 
2 Sable must submit all fracture toughness results to the OSFM prior to restarting the pipeline. 
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Pressure Testing 
 

12. Prior to placing the pipeline in operation, Sable must conduct a spike hydrostatic 
pressure test of the state waiver pipeline segment CA-325A at a minimum 
pressure that is at least 1.39 times the MOP, for a minimum of 15 minutes after 
the spike test pressure is stabilized.  Sable must ensure that the spike 
hydrostatic pressure at the highest elevation of each testable segment is at least 
1.39 times the MOP.  Sable must field evaluate and remediate the following 
anomalies before performing the spike hydrostatic test on CA-325A: 
a. All metal loss anomalies that have an ILI reported depth of 40% and greater 

wall loss. 
b. All anomalies that have a predicted failure pressure less than or equal to 1.5 

times MOP. 
13. Immediately following the spike hydrostatic pressure test, Sable must conduct an 

8-hour hydrostatic pressure test of the state waiver pipeline segment CA-325A at 
a minimum of 1.25 times the MOP. 

14. Prior to placing the pipeline in operation, Sable must conduct a hydrostatic 
pressure test of the state waiver pipeline segment CA-325B at a minimum 
pressure of 1.25 times the MOP, for a minimum of 8 hours.  Sable must ensure 
that the hydrostatic pressure at the highest elevation of each testable segment is 
at least 1.25 times the MOP.  Sable must field evaluate and remediate the 
following anomalies before performing the hydrostatic test on CA-325B: 

a. All metal loss anomalies that have an ILI reported depth of 40% and 
greater wall loss. 

b. All anomalies that have a predicted failure pressure less than or equal to 
1.4 times MOP. 

15. Sable must obtain the Test ID from the OSFM for each hydrostatic pressure test 
segment and have the approved independent testing firm forward the certified 
test results to the OSFM. 

16. Each hydrostatic pressure test must be performed in accordance with the 
applicable requirements of 49 C.F.R., Part 195 E – Pressure Testing and 
monitored by an independent testing firm listed under the OSFM approved 
hydrostatic testing companies. 

17. Failures resulting from the spike hydrostatic pressure test or the 8-hour strength 
test shall be immediately reported3 to the OSFM via email at 
PipelineNotification@fire.ca.gov  
Subject: OSFM State Waiver - Hydrotest Failure. 

18. Section(s) of the state waiver pipeline segments that failed during the required 
hydrotesting must be repaired by removing and replacing the failed section. The 
OSFM reserves the right to revoke the state waiver if failure(s) raise the concern 
that the pipeline cannot be safely operated. 

 
3 In addition to the OSFM reporting, Sable shall follow all additional state reporting requirements. 
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In-Line Inspection (ILI) Assessment and Frequency 
 

19. At least 90 days prior to performing in-line inspections of the state waiver 
segment, Sable shall provide the OSFM with a written notification to 
PipelineNotification@fire.ca.gov describing its assessment plan with the 
following information: 
a) Dates for integrity assessment 
b) In-line inspection tool(s) selected, in accordance with API Standard 1163 

Section 5 and NACE SP01024 to assess the integrity of the subject pipe 
segment(s) in which ILIs must be capable to detect and size wall loss, dents, 
internal corrosion, external corrosion, cracks and crack-like indications 

c) In-line inspection tool vendor(s) 
d) Required tool specifications including operational specifications and anomaly 

sizing tolerances 
e) Tool validation methodology 
f) Anomaly feature identification criteria and reporting thresholds – wall loss, 

dents, internal corrosion, external corrosion, cracks, and crack-like indications 
g) Criteria used to identify locations for excavation and field verification 
h) Non-destructive examination 

20. Within seven (7) days prior to any anticipated ILI tool run, Sable must utilize 
extensive brush pigs and solvents (xylene or other chemicals) to ensure that the 
internal pipe wall does not have any corrosive products, wax, and bacteria 
buildup that may affect the ILI tool performance. 

21. Metal Loss Tool(s)  
a. Initial ILI tool runs – Each year, during the first two (2) years of operating CA-

325 A/B, Sable shall conduct at least two (2) ILIs using a UTWM tool with an 
inertial measurement unit (IMU).  Sable shall compare both runs and 
evaluate all available information, including these tool runs and 
corresponding IMU data. Sable shall perform the UTWM tool run every six 
(6) months not to exceed nine (9) months.  If a UTWM tool run is 
unsuccessful, Sable shall identify the limitations that prevented the UTWM 
tool run from being successful, consider changes to increase the likelihood 
of a successful UTWM tool run, and use best efforts to rerun the UTWM tool 
within 30 days. 

b. Subsequent ILI tool runs – After the first two (2) years of operating CA-325 
A/B, Sable shall conduct at least one (1) Ultrasonic Wall Measurement tool 
(UTWM) each calendar year, not to exceed 15 months or the ILI 
assessment must be assessed at more frequent intervals if the remaining 
Failure Pressure Ratio will be less than 1.39 times MOP prior to the next ILI 
assessment, based upon anomaly growth estimates and pressure cycling. If, 

 
4 Industry standards that are referenced in this state waiver must utilize the editions that are incorporated by 
referenced in Title 49 Part 195.3 unless another edition was explicitly specified. 
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any UTWM tool run is deemed to be unsuccessful, Sable shall document the 
reasons why the UTWM tool was unsuccessful, consider changes to 
increase the likelihood of a successful UTWM tool run, and must reassess 
the pipeline within 30 days after it was deemed to be unsuccessful.  All metal 
loss tool runs must also utilize an Inertial Measurement Unit (IMU). 

22. Crack Detection Tools - Sable must run at least one (1) Ultrasonic Shear Wave 
Crack Detection (USCD) tool each calendar year, not to exceed 15 months5 or 
the ILI assessment must be assessed at more frequent intervals if Condition 49 
determined a shorter assessment interval.  
a. These crack tool runs must utilize an Inertial Measurement Unit (IMU) and 

must be able to detect and size axial and circumferential cracks. 
b. USCD Performance Specification Requirements 

i. The USCD tools must have a probability of detection that is ≥ 90% for 
axial and circumferential cracks. 

ii. The minimum crack depth that can be detected must be at least 1 
mm for axial and circumferential cracks that are located in the base 
material. 

iii. The minimum crack depth that can be detected must be at least 2 
mm for axial and circumferential cracks that are located in the weld. 

iv. The depth sizing accuracy for cracks must be ± 0.8 mm for axial 
cracks and ± 1 mm for circumferential cracks. 

23. Dents and Pipe Deformation: Sable shall conduct a high-resolution deformation 
ILI tool with each UTWM. 

24. Where any ILI tool fails to record data for 5% or more of the external and/or 
internal surface area of the inspected segment, reassess with the ILI tool to 
cover the area that is deemed to be inadequate data of the inspected segment.  
In addition, if the ILI tool travels at a speed that is outside the range of the tool 
velocity listed in the tool specification for 2% or more of the length of the 
inspected segment, Sable must rerun the ILI tool to reassess the pipeline 
segment in which the ILI tool velocity was outside of the specified tool velocity 
range. 

25. All ILI tool runs must obtain the Test ID from the OSFM prior to run. 
26. Sable must require its ILI tool vendor(s) to include in the vendor’s inspection 

report all metal loss indications of 10% or greater, based on raw data, prior to 
adding in any correction for tool tolerance. 

27. Sable must incorporate ILI tool accuracy by ensuring that each ILI tool service 
provider determines the tolerance of each tool, in accordance with API 
Standard 1163 Second Edition and includes that tolerance in determining the 
size of each indication reported to Sable. 

 
5 Sable may petition the OSFM to revise the reassessment interval for Crack Detection Tool(s) when 
sufficient evidence is available to determine if crack growth rates could support a longer reassessment 
interval. Changes to the reassessment interval are subject to the OSFM and PHMSA approval. 
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28. Sable must account for ILI tool tolerance and anomaly growth rates in scheduled 
response times, repairs, and future reassessment intervals.  Sable must 
document and justify the values used. Sable must demonstrate ILI tool 
tolerance accuracy for each ILI tool run by using calibration, excavations, and 
unity plots6  that demonstrate ILI tool accuracy to meet the tool accuracy 
specification provided by the vendor (typical for depth within +10% accuracy 
for 80% of the time). Sable must compare previous indications to current 
indications that are significantly different.  If a trend is identified where the tool 
has been consistently over-calling or under-calling, the remaining ILI features 
must be re-graded accordingly. 

29. Prior to the ILI final report being received, Sable must perform at least four (4) 
separate validation digs that do not interact with each other. At a minimum, 
Sable must perform validation digs in accordance with Level 2 of API Standard 
1163, “In-line Inspection System Qualification” (Second Edition, April 2013). 

Discovery of Condition 
 

30. The discovery date must be within 180 days of any ILI tool run for each type of 
ILI tool. 

Immediate Repair Conditions7 
 

31. A crack or crack-like anomaly that meets any of the following criteria: 
a. Crack or crack-like anomaly that is equal to or greater than 50% of pipe 

wall thickness. 
b. Crack or crack-like anomaly that has predicted failure pressure of less 

than 1.39 times the MOP as calculated using crack-like flaw evaluation 
method ASME FFS-1/API 579-1. 

32. Internal or external metal loss anomalies where the remaining strength of pipe 
shows a predicted failure pressure less than 1.39 times the MOP. 

33. Any external cluster corrosion or external general corrosion that is located on the 
bottom half of the pipeline (below the 3 and 9 o’clock positions) where the 
remaining strength of pipe shows a predicted failure pressure less than 1.5 times 
the MOP.8 

 
6 A minimum of four (4) independent direct examination excavations must be used for unity plots. 
7 The criteria outlined in the state waiver is supplemental to the requirements set forth in §195.452(h)(4)(i) 
Immediate repair conditions and does not relieve Sable from complying with §195.452(h)(4)(i).  All immediate 
repair conditions must be remediated with a permanent repair method. 
8  Cluster means two or more adjacent metal loss features in the wall of the pipe or weld that may interact 
based on interaction criteria.  General corrosion means uniform or gradually varying loss of wall thickness 
over an area. 
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180-Day Repair Conditions9 
 

34. A crack or crack-like anomaly that has predicted failure pressure of less than 1.5 
times the MOP. 

35. Internal or external metal loss anomalies where the remaining strength of pipe 
shows a predicted failure pressure less than 1.5 times the MOP. 

36. All internal or external metal loss anomalies that have an ILI reported depth of 
40% or greater wall loss, including tool sizing tolerance for depth.10  

37. For any crack (likely crack or possible crack) or crack-like anomaly, regardless of 
its dimensions, that interacts with metal loss anomalies and are within one (1) 
inch (circumferentially) of the longitudinal seam weld, Sable must integrate the 
ILI results from the most recent crack tool run and the most recent metal loss tool 
run before the discovery date deadline. 

Corrosion Growth Rate Analysis (CGRA) 
 

38. Sable must develop a CGRA procedure to annually calculate corrosion growth 
rates between successive ILI’s (using most recent ILI compared to prior ILI) and 
perform pipeline remediations needed to assure the integrity of the pipeline is 
maintained.11  The timing of pipeline remediations under this condition shall be 
based on the most recent calculation of short-term corrosion rates. 

39. The CGRA procedure must include ILI data matching methods12 to analyze data 
from successive ILI’s, methodologies for growth rate calculations and errors from 
comparing ILI data. 

40. Sable must identify the projected date when remaining metal loss indications will 
reach a depth of 70% or greater wall loss. 

41. When determining the projected date when remaining metal loss indications will 
reach a depth of 70% or greater wall loss, Sable must account for reported ILI 
depth, tool tolerance and corrosion growth rates13. 

 
9 The criteria outlined in the state waiver is supplemental to the requirements set forth in §195.452(h)(4)(iii) 
180-day conditions and does not relieve Sable from complying with §195.452(h)(4)(iii).  All 180-day repair 
conditions must be remediated with a permanent repair method. 
10 For example, if the ILI tool reports a 31% metal loss anomaly and the tool sizing tolerance is ±10 for depth, 
then this anomaly is a 180-day repair condition since it can be considered as an external metal loss anomaly 
with 41% metal loss depth.  If Sable is unable to remediate such indications within 180 days of discovery, 
Sable must notify OSFM, temporarily reduce the operating pressure, and take further remedial action in 
accordance with 49 C.F.R. §195.452 until the indication is remediated or until otherwise authorized by the 
OSFM. 
11 At a minimum, Sable must include signal matching between ILI data sets. 
12 If there are several matching techniques that can be used, Sable must utilize the most accurate method of 
comparing ILI data sets. 
13 Growth projections must use corrosion rates determined in accordance with the CGRA procedure. A 
default corrosion rate of 32 mpy must be used in determining projections, if corrosion rates determined by 
CGRA are less than the default value.  
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42. All metal loss indications that are projected to reach a depth of 70% or greater 
wall loss prior to the next ILI, will become actionable and must be remediated 
before the next ILI. 

 
Pressure Reduction 
 

43. If Sable is unable to perform field evaluation and remediation of any required 
conditions within the time limit conditions specified in the state waiver, Sable 
must temporarily implement a minimum 20 percent or greater operating pressure 
reduction, based on actual operating pressure for two (2) months prior to the 
date of inspection, until the anomaly is repaired. 

In Field Direct Examination of Pipe 
 

44. Direct examinations14 of pipe must include appropriate non-destructive 
examination methods for cracking such as magnetic particle inspection (MPI), 
shear wave technology or phased array ultrasonic testing (PAUT).15  PAUT 
must be used for sizing any crack or crack-like anomaly lengths and depths. 

45. Permanent repairs of metal loss anomalies are required for any section of pipe 
with wall loss equal to or greater than 40% in accordance with repair method 1, 
4b, or 5 of Table 451.6.2(b)-1 of ASME B31.4 2006 Edition.  However, the 
following additional conditions are applied if Sable chooses repair method 5 for 
metal loss anomalies: 
a. Method 5 must not be used on metal loss anomalies that are in the HAZ, 

girth weld, or longitudinal seam weld. 
b. Sable must increase the metal loss anomaly’s depth by 20% when they 

input it into the formula for calculating the number of wraps needed for repair 
method 5.     

c. After the anomaly is repaired via repair method 5, Sable must monitor the 
anomaly’s wall loss depth in subsequent UTWM tool runs.  If the anomaly’s 
wall loss depth increases by more than 15% of the wall thickness in the 
subsequent UTWM tool runs, Sable must repair this anomaly via repair 
method 1 or 4b of Table 451.6.2(b)-1 of ASME B31.4 2006 Edition.   

46. Permanent repairs are required for all cracks and/or crack-like anomalies 
discovered during direct examination, regardless of crack depth or crack length 
in accordance with repair method 1 or 4b of Table 451.6.2(b)-1 of ASME B31.4 
2006 Edition.  

 
14 Any time the pipeline is exposed for direct examination of an indication or to perform a repair, Sable must 
document the condition of the coating and carrier pipe (including anomalies) with photographs.   
15 Direct examinations for ILI reported crack or crack-like indications must include a magnetic particle 
inspection complimented by shear wave technology or inspection by phased array ultrasonic testing. 
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47. Sable must develop a coating repair procedure for excavated or remediated 
corrosion anomalies that prevents further external corrosion and seals transition 
areas from currently insulated pipe to newly coated sections. Any time a shrink 
sleeve or coating is exposed, remove the shrink sleeve and coating, investigate 
circumferentially and longitudinally along the pipe for external corrosion and 
coating deterioration, and recoat with two-part epoxy.  Sable must recoat in 
accordance with their coating repair procedure.16 

48. All external polyurethane foam and the polyethylene tape wrap on buried pipe 
that are exposed during the field evaluation must not be replaced with new 
insulation or polyethylene tape wrap. 

 
Integrity Management 

 

49. A fracture mechanics and pressure cycling evaluation is required for un-
remediated cracks and crack-like indications detected by ILI or indirect inspection 
tools.  
a. Sable must determine the predicted failure pressure, failure stress pressure 

and crack growth of un-remediated cracks and crack-like anomalies in 
accordance with 49 C.F.R. §192.712(d)(1). 

b. Sable must perform a fatigue analysis using an applicable fatigue crack 
growth law or other technically appropriate engineering methodology in 
accordance with 49 C.F.R. §192.712(d)(2). 

50. Sable must analyze a sample of additional indications of varying amounts of 
metal loss between 10% and 40% for validation. The sample size shall be at 
least ten (10), unless fewer than ten (10) indications are reported within that 
range, in which case Sable would examine the number of indications called. 

51. When sizing metal loss indications, apply interaction/clustering criteria of 6t by 6t 
for applicable ILI tool(s). 

52. Sable must send all field measurements to the ILI tool vendor within 90 days of 
completing direct examinations and require the ILI vendor to validate the 
accuracy of the tool. Sable must conduct annual meetings with the ILI tool 
vendor to discuss tool performance and incorporate lessons learned. 

53. Sable must utilize a third-party expert to review all ILI reports, verification of 
digs, data integration, ILI tool tolerances, development of unity plots, 
measured field findings, failure pressure ratios and any other finding that could 
affect the integrity of the pipeline. The review must be conducted within six (6) 
months of each ILI assessment. The third-party expert must be approved by the 
OSFM prior to being selected. 

54. Within one (1) year from date of issuance, Sable must use a NACE-certified 
expert to conduct an evaluation and determine if alternating current (AC) 

 
16 The coating procedure must be submitted to the OSFM prior to the prior to the effective date of the state 
waiver. 
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interference or direct current (DC) interference or shorting that could contribute 
to external corrosion is occurring. The expert must recommend the frequency 
of subsequent interference surveys. All evaluations must be approved and 
signed by the NACE-certified expert. 
 

 
Data Requirements for Predicted Failure Analysis 
 

55. Unless the defect dimensions have been verified using a direct examination 
measurements, Sable must explicitly analyze uncertainties in reported 
assessment results including but not limited to tool tolerance, detection 
threshold, probability of detection, probability of identification, sizing accuracy, 
conservative anomaly, interaction criteria, location accuracy, anomaly findings, 
and unity chart plots or equivalent for determining uncertainties and verifying tool 
performance, in identifying and characterizing the type and dimensions of 
anomalies or defects used in the analyses. 

56. The analyses performed in accordance with this state waiver must utilize pipe 
and material properties of the pipe body and longitudinal weld seam that are 
documented in traceable, verifiable, and complete records.   
 

Recordkeeping 
 

57. Procedures, records of investigations, data, analyses, and other actions made in 
accordance with the requirements of this state waiver shall be kept for the life of 
the pipeline and must be submitted to the OSFM, in the manner requested 
(electronic, hardcopy, or other format) within 30 days. 

58. Sable must maintain the following records: 
a. Technical approach used for the analysis 
b. All data used and analyzed 
c. Pipe and longitudinal weld seam properties 
d. Procedures used to implement state waiver conditions 
e. Evaluation methodology used 
f. Models used 
g. Direct in situ examination data 
h. All in-line inspection tool assessments information evaluated 
i. Pressure test data and results 
j. All in-the-ditch assessments performed on the pipeline segments 
k. All measurement tool, assessment, and evaluation accuracy specifications 

and tolerances used in technical and operations results 
l. All finite element analysis results 
m. The number of pressure cycles to failure, the equivalent number of annual 

pressure cycles, and the pressure cycle counting methodology 
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n. The predicted fatigue life and predicted failure pressure from the required 
fatigue life models and fracture mechanics evaluation methods 

o. Safety factors used for fatigue life and/or predicted failure pressure 
calculations 

p. Reassessment time interval and safety factors 
q. The date of the review 
r. Confirmation of the results by qualified technical subject matter expert(s) 
s. Approval by responsible Sable management personnel 
t. Records of additional preventive and mitigative (P&M) measures performed 
u. Reports required by this State Waiver. 

Reporting 
 

59. Any release on the pipeline shall be reported to the OSFM at the earliest 
practicable moment following discovery but no later than 24 hours from the time 
of discovery via email at PipelineNotification@fire.ca.gov, Subject: OSFM State 
Waiver – Accident Notification.17 

60. An email notification shall be made at least three (3) days prior to the pipeline 
being exposed for non-emergency purposes of field evaluation and repair via 
email at PipelineNotification@fire.ca.gov, Subject: OSFM State Waiver – 
Pipeline Repair CA-325 A/B. The email notification shall include, if applicable: 
d. Tool type and run date 
e. Unique identifier (e.g. Dig Number, Joint Number, Flaw ID, Condition Type) 
f. Dig sheets 
g. Field contact information for Sable 
h. Time and location of the field evaluation and repair. 

61. Sable shall provide a Summary of Conditions Report within 210 days of the last 
date of an ILI run via email at PipelineNotification@fire.ca.gov, Subject: OSFM 
State Waiver – Summary of Conditions CA-325 A/B and include: 
i. Tool type 
j. Run date 
k. Summary of Conditions Report18 
l. Final Vendor Report and Pipe Tally 

62. Sable shall provide a report to the OSFM by June 15th of every year for the 
duration of the state waiver. The report shall be addressed to the OSFM 
Assistant Deputy Director, Chief of Pipeline Safety via email at 
PipelineNotification@fire.ca.gov, Subject: OSFM State Waiver – Annual Report 

 
17 This requirement does not relieve Sable from spill reporting requirements that might exist under local, state 
or federal regulations. 
18 The OSFM may stipulate specific formatting or other information (e.g. Condition Type, Anomaly Details, 
Remaining Strength Calculation Method, Failure Pressure, CGRA, etc.) to be included in the Summary of 
Conditions Reports, Closure Report and Annual Reports if information provided is not deemed sufficient. 
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CA-325 A/B. At a minimum, the annual report shall contain the following, if 
applicable: 
a. A Closure Report for the previous calendar (CY) which contains: 

i. Features that were remediated in previous CY 
1. Provide documentation for the in-the-ditch assessments and 

repairs 
ii. Identify features that remain to be assessed 
iii. Unity Plots for previous ILI runs 

b. Fracture mechanics and pressure cycling analyses in accordance with 
Condition 49 

c. The third-party ILI expert reviews in accordance with Condition 53 
d. AC and DC Interference surveys that are due in accordance with Condition 

54 
e. A copy of the CGRA for prior year including: 

i. Mean corrosion growth rate for the pipeline 
ii. Distribution graph of the corrosion growth rate for the pipeline (e.g. 

occurrences (#) vs. corrosion rate (mpy) 

Limitations 
 

63. This state waiver is limited to a term of no more than ten (10) years from the date 
of issuance. If Sable elects to seek renewal of this state waiver, it must submit a 
renewal request to the OSFM at least 180 days prior to the expiration date, 
including a justification for continuation of the waiver. 

64. Should Sable fail to comply with any conditions of this state waiver or should the 
OSFM determine that this state waiver is no longer appropriate or is inconsistent 
with pipeline safety, the OSFM may revoke the state waiver and require Sable to 
comply with all appropriate regulatory requirements.  

65. The OSFM may order the pipeline shutdown at any time. 
66. The OSFM may issue a compliance order or may initiate proceedings to 

determine the nature and extent of the violations and appropriate civil penalty for 
failure to comply with this state waiver. The terms and conditions of any 
compliance order shall take precedence over the terms of the state waiver. 

67. In the event of conflict between the state waiver conditions and industry 
standards, the state waiver conditions shall prevail. 

68. If Sable sells, merges, transfers or otherwise disposes of all or part of the assets 
covered by the state waiver, Sable must provide the OSFM written notice of the 
change within 30 days of the consummation date. In the event of such transfer, 
the OSFM reserves the right to revoke, suspend, or modify the state waiver. 
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Should you have any questions, please contact Alin Podoreanu, Supervising Pipeline 
Safety Engineer at (916) 212-8891. 

 
Sincerely, 
 
 
 
JAMES HOSLER  
Assistant Deputy Director 
Chief of Pipeline a Safety and CUPA Programs 
 
Enclosure(s):  (1) Pacific Pipeline Company State Waiver Application for CA-325 A/B 
 
cc: Doug Allen, Supervising Pipeline Safety Engineer, OSFM 
 Andy Chau, Supervising Pipeline Safety Engineer, OSFM  

Brendan Feery, Supervising Pipeline Safety Engineer, OSFM  
Huy Nguyen, Supervising Pipeline Safety Engineer, OSFM 

 Alin Podoreanu, Supervising Pipeline Safety Engineer, OSFM 
Tuan Tran, Pipeline Safety Engineer, OSFM 

 Josh Cleaver, Staff Counsel, CAL FIRE  
 Max Kieba, Engineering and Research Division, PHMSA 
 Joshua Johnson, Engineering and Research Division, PHMSA 
 
 
 



 
 

U.S. Department 
of Transportation 
Pipeline and Hazardous 
Materials Safety 
Administration 

 
  February 11, 2025 
 
Mr. James Hosler 
Assistant Deputy Director 
Chief of Pipeline Safety and CUPA Programs 
Department of Forestry and Fire Protection 
Office of the State Fire Marshal 
3780 Kilroy Airport Way, Suite 500 
Long Beach, CA 90806 

 
Re: Docket No. PHMSA-2025-0002 

 
Dear Mr. Hosler: 

1200 New Jersey Avenue, SE 
Washington, DC 20590 

On December 17, 2024, pursuant to 49 United States Code (USC) § 60118(d), the Pipeline and 
Hazardous Materials Safety Administration (PHMSA) received a notification letter from CAL 
FIRE – Office of the State Fire Marshal (OSFM), granting a waiver of 49 Code of Federal 
Regulations (CFR) § 195.452(h)(4)(iii)(H) to Sable Offshore Corp (Sable). This waiver will 
allow Sable to manage the risk of corrosion under insulation that may occur as a result of 
inadequate cathodic protection due to the shielding effects of the polyurethane foam insulation 
and the polyethylene tape wrap.  

 
The OSFM granted the state waiver to Sable in accordance with the terms of the Consent Decree 
between Plains Pipeline, L.P. (Plains), the United States of America, and the People of the State 
of California, DOJ Case Ref. No. 90-5-1-1-1130, as well as for variance from the evaluation and 
remediation requirements of 49 CFR § 195.452(h)(4)(iii)(H) for 10.86 miles of 24-inch diameter 
pipeline (Sable CA-324) between Las Flores Canyon and Gaviota, California. The state waiver 
requires Sable comply with over 60 conditions, including this pipeline be hydrostatically tested 
using a “spike” hydrostatic test prior to putting the pipeline into operation, and the pipeline be 
inspected with ultrasonic thickness wall measurement and ultrasonic shear wave crack detection 
in-line inspection tools capable of assessing seam integrity and detecting corrosion, deformation, 
and cracking-type anomalies within seven days of achieving initial steady state operation of the 
pipeline. Thereafter, the pipeline must be reassessed at least every year. 



Pursuant to 49 USC § 60118(d), PHMSA does not object to granting of this waiver by the OSFM 
for the Sable CA-324 pipeline. PHMSA requests that a copy of OSFM’s final waiver to Sable be 
forwarded to PHMSA within 30 days of the issuance. 

If you wish to discuss this or any other pipeline safety matter, my staff would be pleased to assist 
you. Please contact Max Kieba, Director of Engineering and Research Division at 202-493-0595, 
for technical matters. 

Sincerely, 

Alan K. Mayberry, 
Associate Administrator for Pipeline 
Safety 

PHMSA-2025-0002 – California Office of the State Fire Marshall Page 2 of 2 

ALAN KRAMER 
MAYBERRY

Digitally signed by ALAN 
KRAMER MAYBERRY 
Date: 2025.02.11 
12:30:07 -05'00'



U.S. Department 
of Transportation 
Pipeline and Hazardous 
Materials Safety 
Administration 

February 11, 2025 

Mr. James Hosler 
Assistant Deputy Director 
Chief of Pipeline Safety and CUPA Programs 
Department of Forestry and Fire Protection 
Office of the State Fire Marshal 
3780 Kilroy Airport Way, Suite 500 
Long Beach, CA 90806 

Re: Docket No. PHMSA-2025-0003 

Dear Mr. Hosler: 

1200 New Jersey Avenue, SE 
Washington, DC 20590 

On December 17, 2024, pursuant to 49 United States Code (USC) § 60118(d), the Pipeline and 
Hazardous Materials Safety Administration (PHMSA) received a notification letter from CAL 
FIRE – Office of the State Fire Marshal (OSFM), granting a waiver of 49 Code of Federal 
Regulations (CFR) § 195.452(h)(4)(iii)(H) to Sable Offshore Corp (Sable). This waiver will 
allow Sable to manage the risk of corrosion under insulation that may occur as a result of 
inadequate cathodic protection due to the shielding effects of the polyurethane foam insulation 
and the polyethylene tape wrap.  

The OSFM granted the state waiver to Sable in accordance with the terms of the Consent Decree 
between Plains Pipeline, L.P. (Plains), the United States of America, and the People of the State 
of California, DOJ Case Ref. No. 90-5-1-1-1130, as well as for variance from the evaluation and 
remediation requirements of 49 CFR § 195.452(h)(4)(iii)(H) for 113.56 miles of 30-inch diameter 
pipeline (Sable CA-325A/B) between Gaviota, Sisquoc, and Pentland, California. The state 
waiver requires Sable comply with over 60 conditions, including this pipeline be hydrostatically 
tested using a “spike” hydrostatic test prior to putting the pipeline into operation, and the pipeline 
be inspected with ultrasonic thickness wall measurement and ultrasonic shear wave crack 
detection in-line inspection tools capable of assessing seam integrity and detecting corrosion, 
deformation, and cracking-type anomalies within seven days of achieving initial steady state 
operation of the pipeline. Thereafter, the pipeline must be reassessed at least every year. 



Pursuant to 49 USC § 60118(d), PHMSA does not object to granting of this waiver by the OSFM 
for the Sable CA-325A&B pipeline. PHMSA requests that a copy of OSFM’s final waiver to 
Sable be forwarded to PHMSA within 30 days of the issuance. 

If you wish to discuss this or any other pipeline safety matter, my staff would be pleased to assist 
you. Please contact Max Kieba, Director of Engineering and Research Division at 202-493-0595, 
for technical matters. 

Sincerely, 

Alan K. Mayberry, 
Associate Administrator for Pipeline 
Safety 

PHMSA-2025-0003 – California Office of the State Fire Marshall Page 2 of 2 

ALAN KRAMER 
MAYBERRY

Digitally signed by ALAN 
KRAMER MAYBERRY 
Date: 2025.02.11 
12:30:44 -05'00'
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PM+�O����������������������������#��* ���%������� �!��� ���� ����������������� ��� ����� ������(����� � �������&���� !�#��� ����������(�������S����$���TU%�VWVT+�X�������������#��* �������������� ���������������������� ���������#���� �����$�������%���� !��� ������(��������#���� �����$��������� ����������� � ��������������������������������.����� ����S����$���TU%�VWVU+Q���������� ������������������#��* ����� ������ ��� ����� ������(����� � �������&���� !�������&��"��� � ������ ������ ������������������������������� ����������$�������������R����Y��0�����O������ �����*%�&���(�����ZW+WWWU�&���������[1\]̂_̀�a]̂bb�c�de__ef�bgedh2i+�O���������������������������#��* ���%������� �!��� �������� ����������������� ��� ����� ������(����� � �������&���� !�#��� ����������(��������S����$���TU%�VWVT+�j����������.%��&����� ��������R�����0�����O������ �����*�#�����������������&���� � ���'���.+�R����#� !�������)�(������� ������������� �� !�������������� �������R�����0�����O������ �����*%������� �!��� ������������� ������������R�����0�����O������ �����*���'������������������� �������&����.��'���.+
��#����� ���.�� .� �#����������#��* ������� �����������%�� .������ �#�.���� ����������������#��* ���������������������$����.����&��(� ����������������������� �������������� ������������������������������������� ���������������������� ����������  �������� �������� � ������������ ��+�
 ����������%�#���.�$��� �$��������� ��� ����&��� ���#�����������������#���'������ �����!���� !������.����� !����&����������&������ �������� �����&&����$�������*�"��� !������� !���'������ ��%�� (���������.�������� ���� ���� ������� � �������&���� !�� ����������*�&�������.������ �������������+�Q����  ���������.���������������������#����(����*� ��������%����� .����������#����.���*��� �����������%�#����$���������� ������(����&��� ���������������������#��* �����+X�����&� ��������������������#��* �����%�#����(����(����%�� ��&�� ������ �� ��������(���%���! ����� ���������� ����������������������������� �� ���&��(��� ���������� ��� ����� ������(����� � �������&���� !+�Q�����#����(��&��������������� ���.�� ���&&��&������.��&&�.��&&����$�������� �� !��'������ ��%�#��&�� ����� �� ���������&������������$�������(��������������������� ��� ������ �� !�������� �� ��������������&��"������ �� !���� �����������&&�.���������� � ������������ ��+�M���&�� ���������������� ������&��(��� !�� �� ������������������� �� !�����������%��������������������� ������� ���� ��� ������������� ������ ���� !�����&����  ���� �������)&���.�&�������� ����#����#����#���� �������!���� !����&��"������ �� !�&&������� �+�X�������� �������������������� �&�� ��� �� �.�$�������&��������(�������%�� ��#���� ������� �������� ��������������� ������(���#������������.���(������� �� �����������+O .��������������� ��� ������� ��� ����� �������������(�����.���&���������$����.������&���������� � �����&������ �� ����������������&������ ��� ��������.� �����������$����+�
�������� � ������������ ������� �����������%�� (���������.� �����(�������&������ ������ �� !���������&������ �+�k�*�#���%��������� � ������������ ������� ���������� ��������.�$����%�#��������$����$l��������� ���� ������ (����!���� ��$.���������*��"��� !��� �#���������0���� ����*����������%�������0������������!������.������������+�
 ������������%������������� ���������������������(������������� �����$��� ���+�R���������������.�����#����������������$��� ���!�$�����������m�������)�������!�������� �������� ���� �R�����)T%�#�������.���&���������$����.�����$��� ���&������ ��������.������� ����"����������$��� ����������!������������������������������� ���'������� +�
 �������(��� ��� ����� ������������������������ (����������������� ���� ���� ������&�������� � ������ �������� %�#�������������(���� �!���(���������� ���������� !�&����������������*+� Tn
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PRO BANKRUPTCY

West Texas Fracker Sable Permian Files for Bankruptcy
Amid Restructuring Talks
Out-of-court restructurings kept the oil-and-gas operator afloat for years, but 2020 proved too much

Equipment at a fracking well in Texas. Sable Permian Resources was finally forced to file for chapter
11 protection when JPMorgan Chase reined in its financing.
PHOTO: PAUL RATJE/AGENCE FRANCE-PRESSE/GETTY IMAGES

By Peg Brickley
Updated June 26, 2020 5:25 pm ET | WSJ Pro

West Texas fracker Sable Permian Resources LLC has filed for bankruptcy protection after
years of riding the ups and downs of commodity prices in out-of-court restructurings.

Talks continue between the company and its top lenders, though secured bondholders
owed more than $707 million say they have concerns about the company’s corporate
governance.

Damian Schaible, lawyer for a group of bondholders, said at a hearing Friday that Sable
Permian’s top-ranking lenders had agreed on a restructuring plan weeks ago and
presented it to the company. After a wait, Mr. Schaible said the company countered with
an offer that he called dead on arrival, meaning it was unacceptable to the senior lenders.

https://www.wsj.com/pro/bankruptcy?mod=breadcrumb
https://www.wsj.com/news/author/peg-brickley


“The process that was used to reject it furthered certain concerns that our noteholders
have had for some time about governance and management,” Mr. Schaible said. Instead of
a negotiated turnaround strategy, Sable Permian opted for a “free-fall bankruptcy,” a
proceeding ripe for contention, the bondholder lawyer said.

Bondholders might ask for a court-appointed examiner to look into whether the
company’s owners, including private-equity firms, were improperly intruding into
decisions that should be left to independent directors, he said.

A lawyer for the company disputed Mr. Schaible’s characterization of the negotiations
and said Sable Permian would respond in court papers if a formal motion is made.

Representatives for the company’s owners either couldn’t be reached Friday or declined
to comment.

When Sable Permian filed for chapter 11 protection on Thursday in the U.S. Bankruptcy
Court in Houston, the oil-and-gas developer had only $48 million in free cash on hand and
a balance sheet loaded with debt. In addition to $575 million in revolving loans, the
company has $744 million in bond debt, most of it secured. Trade debt adds up to about
$65 million, court papers said.

In addition to continued restructuring talks, the Houston company plans to test the
market to see if it can sell itself.

Last year, Sable Permian narrowly avoided bankruptcy by enlisting bondholder support
for a debt-and-asset reshuffling that included a $700 million working capital loan from
JPMorgan Chase Bank. That restructuring followed a 2017 transaction that swapped
some debt for equity and attracted capital from Energy & Minerals Group, Shaia
Hosseinzadeh’s OnyxPoint Global Management LP and Sable Management LP, an
investment vehicle for the company’s management.

MORE FROM WSJ PRO BANKRUPTCY

Celsius Used Customer Funds to Prop Up Token and Cover Shortfalls, Examiner Finds January 31, 2023•
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But Sable Permian was undone this year by the downturn stemming from the Covid-19
pandemic as well as an oil-price war between Russia and the Organization of the
Petroleum Exporting Countries, led by Saudi Arabia. The final blow came when JPMorgan
reined in its financing, squeezing liquidity in April.

In addition to a gap in the company’s borrowing base that would have cost $29 million a
month to fill, Sable Permian needed to come up with more than $80 million to cover bond
interest this year, court papers said.

The company is being advised by law firm Latham & Watkins LLP, with Evercore Group
LLC as investment banker and Alvarez & Marsal North America LLC as financial adviser.

Write to Peg Brickley at peg.brickley@wsj.com
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Why GAO Did This Study 
Oil and gas produced on federal leases 
in the Gulf of Mexico are important to 
the U.S. energy supply. Historically, 
most offshore production was in 
shallow water, but more than two-thirds 
of the more than 5,000 active oil and 
gas leases in the Gulf are now located 
in deep water. When oil and gas 
infrastructure is no longer in use, 
Interior requires lessees to 
decommission it so that it does not 
pose safety and environmental 
hazards. Decommissioning can include 
plugging wells and removing platforms, 
which can cost millions of dollars. 
Interior requires lessees to provide 
bonds or other financial assurances to 
demonstrate that they can pay these 
costs; however, if lessees do not fulfill 
their decommissioning obligations, the 
federal government could be liable for 
these costs. 

GAO was asked to review Interior’s 
management of liabilities from offshore 
oil and gas production. This report 
examines Interior’s (1) procedures for 
overseeing decommissioning and 
estimating its costs, (2) procedures for 
obtaining financial assurances for 
these liabilities, and (3) challenges 
managing these liabilities. GAO 
reviewed agency regulations and 
procedures and interviewed officials 
from Interior, credit rating agencies, 
academia, and trade associations. 

What GAO Recommends 

GAO recommends that Interior take 
several steps to improve its data 
system, complete plans to revise its 
financial assurance procedures, and 
revise its cost reporting regulations, 
among other things. Interior concurred 
with GAO’s recommendations. 

What GAO Found 
The Department of the Interior (Interior) has developed procedures to oversee 
the decommissioning of offshore oil and gas infrastructure and estimate costs 
associated with decommissioning liabilities but has not addressed limitations with 
its system for tracking cost estimates. According to officials, Interior’s procedures 
include (1) identifying and tracking unused infrastructure, (2) reviewing lessee 
plans to decommission infrastructure, and (3) using different cost estimates for 
decommissioning in shallow and deep water. However, inconsistent with internal 
control standards, Interior officials must manually enter cost estimates into 
Interior’s main data system to override inaccurate estimates automatically 
calculated by the system. Without a more accurate data system, Interior does not 
have reasonable assurance that it will consistently estimate the costs associated 
with decommissioning. 

Interior’s procedures for obtaining financial assurances for decommissioning 
liabilities pose financial risks to the federal government, and Interior is planning to 
revise its procedures to address these risks but has not finalized its approach. As 
of October 2015, for an estimated $38.2 billion in decommissioning liabilities in 
the Gulf, Interior officials identified about $2.3 billion in liabilities that may not be 
covered by financial assurances. However, these officials were unable to 
determine the extent to which these data were valid due to limitations with 
Interior’s data system, among other things. Of the remaining $35.9 billion in 
decommissioning liabilities, Interior held or required about $2.9 billion in bonds 
and other financial assurances, and had foregone requiring about $33.0 billion in 
bonds for the remaining liabilities. Interior has procedures that allow it to waive its 
requirement for a lessee to provide a bond if the lessee passes a financial 
strength test. Prior GAO work has shown that the use of financial strength tests 
in lieu of bonds poses risks to the federal government. Interior recognizes the 
risks associated with its procedures, and Interior officials stated that they issued 
draft guidance to clarify their procedures in September 2015. Interior has not 
issued any final revisions to its procedures; therefore, it is too soon to evaluate 
the details of these proposed changes. Until Interior improves its ability to obtain 
valid data from its data system and revises and implements its financial 
assurance procedures, the federal government remains at increased risk of 
incurring costs should lessees fail to decommission oil and gas infrastructure. 

Interior faces challenges managing potential decommissioning liability. For 
example, until December 2015, Interior did not have a requirement for lessees to 
report on costs associated with decommissioning activities in the Gulf. Instead, 
Interior contracted studies to obtain data on decommissioning costs, but some 
data were decades old. Federal internal control standards call for agencies to 
obtain information from external stakeholders that may significantly affect their 
ability to achieve agency goals. However, in December 2015, Interior issued final 
regulations (proposed in 2009) requiring lessees to report data on most, but not 
all, decommissioning costs to Interior. Unless and until Interior obtains accurate 
and complete data on decommissioning costs, Interior may not have reasonable 
assurance that its cost estimates of decommissioning liabilities in the Gulf are 
accurate, or that it is requiring sufficient amounts of financial assurance based on 
these estimates. 

View GAO-16-40. For more information, 
contact Frank Rusco at (202) 512-3841 or 
ruscof@gao.gov. 
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441 G St. N.W. 
Washington, DC 20548 

December 18, 2015 

The Honorable Raúl M. Grijalva 
Ranking Member 
Committee on Natural Resources 
House of Representatives 

The Honorable Alan Lowenthal 
Ranking Member 
Subcommittee on Energy and Mineral Resources 
Committee on Natural Resources 
House of Representatives 

The Honorable Peter A. DeFazio 
House of Representatives 

Oil and gas resources located on federal leases on the outer continental 
shelf are an important component of the nation’s energy supply.1 Wells on 
federal leases on the outer continental shelf accounted for over 16 
percent of the nation’s crude oil production in 2014 and about 5 percent of 
natural gas production in 2013. The vast majority of this production 
occurred on federal leases in the Gulf of Mexico (Gulf). Historically, most 
offshore oil and gas activities have occurred in shallow water,2 but in 
recent decades these activities have moved into deep water. More than 
two-thirds of the more than 5,000 active oil and gas leases in the Gulf are 
now located in deep water. 

The Department of the Interior (Interior) manages oil and gas activities on 
offshore federal leases, including activities associated with thousands of 
wells, platforms, and miles of pipelines on the outer continental shelf. 
When this infrastructure is no longer useful for operations or otherwise 

                                                                                                                       
1The outer continental shelf refers to the submerged lands outside the territorial 
jurisdiction of all 50 states, but within U.S. jurisdiction and control. The portion of the North 
American continental edge that is federally designated as the outer continental shelf 
generally extends seaward 3 geographical miles off the coastline to at least 200 nautical 
miles. 
2In this report, unless other specified, we use the term “shallow” water to refer to depths of 
less than 400 feet and “deep” water to refer to depths of greater than 400 feet. 
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becomes idle,3 or when a lease has been expired for more than 1 year, 
Interior requires oil and gas lessees to decommission it so that it does not 
pose potential safety hazards to marine vessels and environmental 
hazards to sea life and humans.4 Decommissioning refers to the process 
of plugging wells, removing platforms and other structures, removing or 
cleaning out pipelines, and clearing sites of debris. According to Interior 
estimates, in shallow water, decommissioning infrastructure can cost tens 
of millions of dollars per lease, depending on the number of wells and 
types of structures present. In deep water, decommissioning can cost 
hundreds of millions of dollars per lease. In addition, infrastructure 
damaged by hurricanes is significantly more expensive to decommission 
than nondamaged infrastructure. 

According to Interior’s regulations, all lessees are liable for 
decommissioning costs that accrue during their ownership.5 Before 
lessees drill wells or install platforms and other structures, Interior 
requires them to provide financial assurance to ensure that they are 
capable of meeting their decommissioning obligations. This financial 
assurance may be in the form of a financial asset provided by the lessee, 
such as a bond, or a determination that a lessee has the financial 
strength and ability to fulfill decommissioning obligations. According to 
Interior officials, the federal government has not incurred costs associated 
with offshore decommissioning since 1989, when a lessee declared 
bankruptcy.6 In response to this bankruptcy, Interior promulgated 
regulations in 1993 requiring some lessees to provide bonds specifically 
for offshore decommissioning.7 Nonetheless, Interior refers to oil and gas 
infrastructure on offshore federal leases as potential liabilities because 

                                                                                                                       
3Interior refers to wells and platforms as “idle” if they have not been used in the past 5 
years for oil and gas exploration or development and production activities. 
4For the purposes of this report, we use the term “lessee” to refer to owners of record title 
and owners of operating rights on offshore leases, designated operators acting on behalf 
of record title and operating rights owners, and right-of-way holders.  
530 C.F.R. § 250.1701. 
6According to Interior officials, this company entered into an agreement to fund two 
decommissioning trusts using cash, services performed, acceptable forms of security, and 
royalty reductions. As part of this agreement, Interior reduced the company’s royalty 
payments by about $13 million, which was spent on decommissioning. 
730 C.F.R. § 556.53(d). 
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the federal government may have to pay for decommissioning if lessees 
do not. 

You asked us to review Interior’s management of potential federal 
liabilities associated with the decommissioning of offshore oil and gas 
infrastructure. This report examines (1) Interior’s procedures for 
overseeing the decommissioning of offshore oil and gas infrastructure 
and estimating costs associated with decommissioning liabilities; (2) 
Interior’s procedures for obtaining financial assurances for 
decommissioning liabilities; and (3) challenges, if any, Interior faces in 
managing potential decommissioning liabilities. We focused our work on 
the Gulf, where most oil and gas infrastructure is located. 

To conduct this work, we reviewed Interior’s regulations regarding its 
management of leases for offshore oil and gas production. To examine 
Interior’s procedures for overseeing the decommissioning of offshore oil 
and gas infrastructure and estimating decommissioning costs, we 
interviewed officials from Interior’s Bureau of Safety and Environmental 
Enforcement (BSEE) in their Washington, D.C., headquarters office and 
Gulf regional office in New Orleans, Louisiana, and reviewed and 
summarized relevant BSEE guidance, procedures, and related 
documentation.8 We also compared BSEE’s actions to implement its 
procedures to standards for internal control in the federal government.9 In 
addition, to better understand the decommissioning process and the costs 
involved, we spoke with a nongeneralizable sample of officials and 
stakeholders from trade associations and academia. We identified these 
officials and stakeholders from our prior work, published academic and 
technical articles, our attendance at a decommissioning conference, and 
interviews with BSEE officials, and we selected them based on their 
knowledge in this area. 

To examine Interior’s procedures for obtaining financial assurances for 
decommissioning liabilities, we interviewed officials from Interior’s Bureau 
of Ocean Energy Management (BOEM) in their Washington, D.C., 

                                                                                                                       
8For the purposes of this report, we use the term “procedure” to include Interior’s notices 
to lessees, which are supposed to clarify, supplement, or provide more details about 
Interior’s regulations; standard operating procedures; and other related documents 
describing Interior’s processes. See 30 C.F.R. § 250.103. 
9GAO, Standards for Internal Control in the Federal Government, GAO/AIMD-00-21.3.1 
(Washington, D.C.: November 1999). 

http://www.gao.gov/products/GAO/AIMD-00-21.3.1
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headquarters office and Gulf regional office in New Orleans, Louisiana, 
and reviewed and summarized relevant BOEM guidance, procedures, 
and related documentation. We compared actions that BOEM took to 
implement its procedures to standards for internal control in the federal 
government. In addition, to better understand financial assurance and 
bonding issues, we spoke with a nongeneralizable sample of analysts 
from the three largest credit rating agencies,10 officials from bonding 
companies, and stakeholders from trade associations. We identified these 
organizations from our prior work and interviews with BOEM officials and 
selected them based on their knowledge in this area. 

To examine challenges Interior faces in managing potential 
decommissioning liabilities, we used the information collected from our 
first two objectives. We also spoke with a nongeneralizable sample of 
stakeholders from trade associations about their views on challenges; we 
identified these stakeholders from our prior work and selected them 
based on their knowledge in this area. 

We conducted this performance audit from October 2014 to December 
2015 in accordance with generally accepted government auditing 
standards. Those standards require that we plan and perform the audit to 
obtain sufficient, appropriate evidence to provide a reasonable basis for 
our findings and conclusions based on our audit objectives. We believe 
that the evidence obtained provides a reasonable basis for our findings 
and conclusions based on our audit objectives. 

 
This section provides information on (1) the types of wells and structures 
in the Gulf, (2) offshore leasing, (3) financial assurance requirements, (4) 
decommissioning requirements, and (5) oil and gas infrastructure 
installed and removed in the Gulf. 

 
Lessees drill wells to access and extract oil and gas from geologic 
formations. According to an Interior publication, “exploratory” wells are 
drilled in an area with potential oil and gas reserves, while “development” 

                                                                                                                       
10The three largest credit rating agencies are Moody’s Investors Services, Standard and 
Poor’s, and Fitch Ratings, as reported by the Securities and Exchange Commission. 
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wells are drilled to produce oil and gas from a known reserve.11 An 
exploratory well may not actually produce any oil or gas, while a 
successful development well produces oil or gas. Wellheads that are 
located on a fixed platform (typically in shallow water) are referred to as 
“dry tree” wells, and wellheads that are located on the seafloor (typically 
in deep water) are referred to as “subsea” or “wet tree” wells. 

Offshore oil and gas structures in the Gulf vary in size and complexity. 
The simplest structures are found in shallow water and include caissons 
and well protectors. A caisson is a cylindrical or tapered large diameter 
steel pipe enclosing a well conductor and is the minimum structure for 
offshore development. A well protector provides support to one or more 
wells with no production equipment and facilities. A more complex 
structure in shallow water is a fixed platform, which uses a jacket and 
pilings to support the superstructure, or deck.12 The deck is the surface 
where work is performed and provides space for crew quarters, a drilling 
rig, and production facilities. Most of the large fixed platforms have living 
quarters for the crew, a helicopter pad, and room for drilling and 
production equipment.13 A typical platform is designed so that multiple 
wells may be drilled from it. Wells from a single platform may have 
bottom-hole locations many thousands of feet (laterally displaced) from 
the surface location. 

Structures in deep water rely on other methods to anchor to the ocean 
floor. For example, a “compliant tower” structure supports the deck using 
a narrow, flexible tower and a piled foundation. According to an industry 
publication, the flexible nature of the compliant tower allows it to 
withstand large wind and wave forces associated with hurricanes. Other 
common deep-water structures include the tension leg platform, floating 

                                                                                                                       
11According to BSEE officials, lessees sometimes drill other types of wells, such as relief 
wells and core test wells. However, these types of wells represent a very small portion of 
the wells drilled in the Gulf. 
12A jacket is a steel structure that rests on the ocean’s floor and has columns, or legs. 
Pilings are driven through the legs of the jacket into the seafloor to hold the jacket in 
place. 
13According to BSEE officials, fixed platforms are typically found in shallow water, but 
some fixed platforms are used in water depths between 400 feet and 1,400 feet. 
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production system, and spar platform.14 Illustrations of these structures 
are shown in figure 1. 

                                                                                                                       
14A tension leg platform structure supports a floating deck using vertical steel “tendons” or 
a chain and wire system anchored to the seafloor by pilings. A floating production system 
uses a floating, semisubmersible hull equipped with drilling and production equipment. It 
can be anchored in place with a chain and wire system or dynamically positioned using 
rotating thrusters. A spar platform supports a floating deck using a long, slender column 
that extends far below the ocean surface. Vertical steel tendons anchor the column to the 
seafloor (using pilings), and guy-wires extend out diagonally to seafloor anchors for 
horizontal stability. 
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Figure 1: Examples of Oil and Gas Structures in the Gulf of Mexico 

 
 

 
Management of offshore oil and gas resources is primarily governed by 
the Outer Continental Shelf Lands Act, which sets forth procedures for 
leasing,15 exploration, and development and production of those 
resources. The act calls for the preparation of an oil and gas leasing 

                                                                                                                       
15For the purposes of this report, we use the term “lease” to include leases, grants of right 
of way, and right of use and easements.  

Offshore Leasing 
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program designed to meet the nation’s energy needs while also taking 
into account a range of principles and considerations specified by the act. 
Specifically, the act provides that “[m]anagement of the outer Continental 
Shelf shall be conducted in a manner which considers economic, social, 
and environmental values of the renewable and nonrenewable resources 
contained in the outer Continental Shelf, and the potential impact of oil 
and gas exploration on other resource values of the outer Continental 
Shelf and the marine, coastal, and human environments.”16 

The Outer Continental Shelf Lands Act also requires the Secretary of the 
Interior to prepare a 5-year schedule of proposed lease sales, indicating 
the size, timing, and location of leasing activity as precisely as possible. 
Every 5 years, Interior selects the areas that it proposes to offer for 
leasing and establishes a schedule for individual lease sales. These 
leases may be offered for competitive bidding, and all eligible companies 
are invited to submit written sealed bids for the lease and rights to 
explore, develop, and produce oil and gas resources on these leases. 
These rights last for a set period of time, referred to as the initial period of 
the lease,17 and vary depending on the water depth.18 

Historically, Interior’s Minerals Management Service managed offshore 
federal oil and gas activities and collected royalties for all producing 
leases. In May 2010, in an effort to separate major functions of offshore 
oil and gas management, Interior announced the reorganization of the 
Minerals Management Service into the Bureau of Ocean Energy 
Management, Regulation, and Enforcement, responsible for offshore oil 
and gas management, and the Office of Natural Resources Revenue, 
responsible for revenue collections. Subsequently, in October 2011, the 

                                                                                                                       
1643 U.S.C. §1344(a)(1). 
17If a discovery is made within the initial period of the lease, the lease is extended for as 
long as oil and/or natural gas is produced in paying quantities or approved drilling 
operations are conducted. The term of the lease may also be extended if a suspension of 
production or suspension of operations has been granted or directed. 
18In the Gulf, in a notice of sale in 2012, BOEM offered leases with an initial term of 5 
years extended to 8 years if drilling begins during the initial 5-year period targeting 
hydrocarbons below a depth of at least 25,000 feet subsea for leases in less than 400 
meters of water. For leases in 400 to 800 meters of water, the initial term was 5 years 
extended to 8 years if drilling begins during the initial 5-year period. For leases in 800 to 
1,600 meters of water, the initial period was 7 years extended to 10 years if drilling begins 
during the initial 7-year period. For leases in over 1,600 meters of water, the initial period 
was 10 years. 
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Bureau of Ocean Energy Management, Regulation, and Enforcement was 
separated into BOEM and BSEE. BOEM oversees resource management 
activities, including preparing the 5-year outer continental shelf oil and 
gas leasing program; reviews oil and gas exploration and development 
plans and environmental studies; and conducts National Environmental 
Policy Act analyses. BSEE oversees operations and environmental 
compliance, including reviewing drilling permits, inspecting offshore 
drilling rigs and production platforms, assessing civil penalties, developing 
regulations and standards for offshore drilling (including those related to 
decommissioning), and ensuring the conservation of natural resources. 

 
The Outer Continental Shelf Lands Act authorizes the Secretary of the 
Interior to promulgate regulations necessary to administer the outer 
continental shelf leasing program, including regulations concerning 
financial assurance. Under this authority, Interior promulgated regulations 
and developed financial assurance procedures to protect the government 
from incurring costs if a lessee fails to meet its lease obligations, including 
its obligation to decommission offshore infrastructure. Under these 
regulations and procedures, BOEM regional directors may require a 
lessee to provide a bond —referred to as a “supplemental bond”—that 
covers the estimated costs of decommissioning for a lease.19 BSEE is 
responsible for estimating costs associated with decommissioning 
liabilities. If a lessee is unable to accomplish decommissioning obligations 
as required, the federal government can use the bond to cover 
decommissioning costs.20 However, if BOEM determines that at least one 
lessee has sufficient financial strength to accomplish decommissioning 

                                                                                                                       
19To satisfy the requirement to provide bonds, BOEM accepts surety bonds, U.S. 
Treasury notes, and other financial instruments if the government’s interests are 
protected. A surety bond is a third-party guarantee that a lessee purchases from a private 
insurance company or other entity approved by the Department of the Treasury (i.e., listed 
on Circular No. 570). The lessee must pay a premium to the surety company to maintain 
the bond.  
20In addition to a supplemental bond that may be required from a lessee, under BOEM 
regulations, every offshore oil and gas lease must be covered by a general bond that 
could be used to ensure a lessee complies with regulatory and lease requirements such 
as inspection fees, civil penalties, decommissioning, and rents and royalties. The general 
bond is not relied on to cover oil spill response, because those activities are covered by 
BOEM’s Oil Spill Financial Responsibility regulations (30 C.F.R. § 553) as well as the Oil 
Spill Liability Trust Fund. General bonds vary in amount, from $50,000 to $3 million, 
depending on the geographical area and phase of operation covered by the bond. As of 
June 10, 2015, lessees had provided 604 general bonds with a value of $517 million. 
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obligations on the lease, BOEM may waive the requirement for a 
supplemental bond.21 

Under BOEM and BSEE regulations, lessee liability is “joint and 
several”—that is, each lessee is liable for all decommissioning obligations 
that accrue on the lease during its ownership, including those that 
accrued prior to its ownership but had not been performed. In addition, a 
lessee that transfers its ownership rights to another party will continue to 
be liable for the decommissioning obligations it accrued. According to 
BOEM officials, BOEM ensures that all decommissioning obligations on 
offshore leases are required to be covered by either a supplemental bond 
or a current lessee that has the financial ability to conduct 
decommissioning. 

 
According to Interior regulations, lessees must permanently plug all wells, 
remove all platforms and other structures, decommission all pipelines, 
and clear the seafloor of all obstructions created by the lease and pipeline 
operations when this infrastructure is no longer useful for operations.22 
Lessees must also permanently plug wells and remove platforms within 1 
year after a lease terminates. BSEE refers to infrastructure that is no 
longer useful for operations on active leases as idle infrastructure (or “idle 
iron”) and infrastructure on expired leases as terminated lease 
infrastructure. In general, BSEE’s guidance defines idle infrastructure as 
follows: 23 

                                                                                                                       
21Each lease may have numerous lessees that have various rights to the lease, including 
lessees that are record title holders and lessees that are operating rights holders. BOEM 
requires that all lessees agree to one designated operator, and the designated operator 
generally provides BOEM with the required bonding. 
22According to BSEE, permanent well abandonment includes installing a surface plug and 
severing the casing at least 15 feet below the mudline, among other requirements. 
Temporary well abandonment includes all plugging and testing requirements imposed by 
BSEE to permanently abandon a well, except a surface plug is not required, and the 
lessee need not sever the casing, remove the wellhead, or clear the site. BSEE 
regulations also allow a lessee to either leave a pipeline in place after performing certain 
activities (e.g., cleaning it and flushing with seawater) or remove it from the seafloor. See 
30 C.F.R. § 250. 
23Department of the Interior, Notice to Lessees and Operators of Federal Oil and Gas 
Leases and Pipeline Right-of-way Holders in the Outer Continental Shelf, Gulf of Mexico 
OCS Region: Decommissioning Guidance for Wells and Platforms, NTL No. 2010-G05 
(Sept. 15, 2010). This guidance expired Oct. 14, 2013, but BSEE continues to use it. 
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• A well is considered idle if it has not been used in the past 5 years for 
operations associated with exploration or development and production 
of oil or gas, and if the lessee has no plans for such operations. 

• A platform is considered idle if it has been toppled or otherwise 
destroyed, or it has not been used in the past 5 years for operations 
associated with exploration or development and production of oil or 
gas. 

Companies may postpone decommissioning idle wells and platforms to 
defer the cost of removal, increase the opportunity for resale, or reduce 
decommissioning costs through economies of scale and scheduling, 
among other reasons. However, postponing decommissioning can be 
costly because the longer a structure is present in the Gulf the greater the 
likelihood it will be damaged by a hurricane. According to Interior 
documentation, decommissioning a storm-damaged structure may cost 
15 times or more the cost of decommissioning an undamaged structure. 
In 2005, Hurricanes Katrina and Rita destroyed 116 structures and 
significantly damaged another 163 structures and 542 pipelines in the 
Gulf, according to Interior documentation. According to BSEE officials, as 
of April 2015, the Gulf contained 13 destroyed structures with 16 
associated wells. 

Storm-damaged or toppled structures present a greater risk to safety and 
require difficult and time-consuming salvage work. After preliminary 
salvage work that can take weeks, divers cut and remove structural 
components while crane assemblies remove the components and place 
them on a barge for transport and disposal. Additionally, when working in 
areas with strong currents and unconsolidated material, coffer dams are 
often constructed on the seabed to prevent material from slumping back 
in on the dive crews and equipment. 

 
Figure 2 shows the annual number of wells drilled and plugged in the Gulf 
from 1947 through 2014. During this time period, lessees drilled a total of 
52,223 wells in the Gulf (including 18,447 exploratory wells and 33,776 
development wells) and plugged a total of 29,879 wells (including 4,017 
temporarily abandoned wells and 25,862 permanently abandoned wells). 

Oil and Gas Infrastructure 
Installed and Removed in 
the Gulf 
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Figure 2: Annual Number of Wells Drilled and Plugged in the Gulf of Mexico, 1947-2014 

 
Note: Wells drilled include exploratory and development wells. Wells plugged include temporary and 
permanent well abandonments. 
 

Figure 3 shows the annual number of structures installed and removed in 
the Gulf from 1947 through 2014. During this time period, lessees 
installed a total of 7,038 structures in the Gulf. In addition, starting in the 
1970s, lessees began removing structures from the Gulf. Specifically, 
lessees removed a total of 4,611 structures from 1973 through 2014. 
Most of the structures installed and removed were fixed platforms and 
caissons installed in shallow water. 
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Figure 3: Annual Number of Structures Installed and Removed in the Gulf of Mexico, 1947-2014 

 
 

Between the late 1940s and early 1960s, lessees only drilled wells in 
shallow water. However, starting in the mid-1960s, lessees began drilling 
wells in deep water. Figure 4 shows the annual number of wells drilled 
and plugged in deep water in the Gulf from 1966 through 2014. During 
this time period, lessees drilled a total of 6,468 wells (including 
exploratory and development wells) and plugged a total of 2,489 wells 
(including temporary and permanently abandoned wells) in deep water. 
Lessees also installed 112 structures—mostly fixed platforms, spar, 
tension leg platforms, and floating production systems—and removed 19 
structures in deep water during this time period. 
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Figure 4: Annual Number of Deepwater Wells Drilled and Plugged in the Gulf of Mexico, 1966-2014 

 
Note: Wells drilled include exploratory and development wells drilled in greater than 400 feet of water. 
Wells plugged include temporary and permanent well abandonments in greater than 400 feet of 
water. 
 

Since 1985, oil production from deepwater wells has increased 
significantly, as shown in figure 5. While the number of wells drilled has 
decreased in recent years, offshore production has increased as lessees 
have drilled wells in deep water that are more productive than wells in 
shallower water. In 2014, over 80 percent of Gulf oil production occurred 
in deep water, up from 6 percent in 1985.24 According to BSEE officials, 
activities in deep water, including drilling and decommissioning, are 
significantly more expensive than those in shallow water because of the 
technology required and challenges associated with deep water, such as 
very high pressures at significant water and well depths. 

                                                                                                                       
24For these data, Interior defined deep water as depths of greater than 1,000 feet. 
According to Interior’s data, gas production in deep water also increased dramatically over 
this period, from less than 1 percent of total Gulf production in 1985 to over 50 percent in 
2014. 
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Figure 5: Oil Production in the Gulf of Mexico, 1985-2014 

 
 

 
Interior’s BSEE has developed procedures to oversee the 
decommissioning of offshore oil and gas infrastructure and estimate costs 
associated with decommissioning liabilities, but limitations in its data 
system may affect the accuracy and completeness of some cost 
estimates. In addition, BSEE has not documented some of its procedures 
for identifying and tracking infrastructure that needs to be 
decommissioned and for estimating the related costs. 
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Officials in BSEE’s Gulf regional office have developed procedures for 
overseeing the activities of lessees in decommissioning oil and gas 
infrastructure in the Gulf and estimating the costs of doing so, but 
limitations in its data system for estimating costs may affect the accuracy 
and completeness of some cost estimates. 

 

 

Under BSEE’s regulations, lessees must apply for approval before 
plugging wells, removing platforms and clearing sites, and 
decommissioning pipelines. According to BSEE regional officials, they 
review applications to ensure that they contain the required information 
(see table 1 below). Once this process is complete, BSEE officials 
approve a lessee’s application, which authorizes the lessee to begin 
decommissioning activities. 

Table 1: Bureau of Safety and Environmental Enforcement (BSEE) Requirements for Decommissioning Applications for 
Offshore Oil and Gas Infrastructure 

Type of application Description 
Plugging wellsa Lessees must provide the following information: (1) reason for plugging the well; (2) recent 

well test and pressure data; (3) maximum possible surface pressure; (4) type and weight of 
well-control fluid to be used; (5) description of work; (6) current and proposed well schematic 
and description; and (7) certification by a registered professional engineer of the well 
abandonment design and procedures, and that all plugs meet BSEE requirements. 

Removing platforms or other facilities Lessees must provide the following information: (1) identification and description of the 
structure to be removed; 2) description of vessel(s) used to remove structure; (3) 
identification of purpose for removing structure; (4) description of removal method (e.g., 
explosives); (5) plans for transportation and disposal or salvage of removed platform; (6) if 
available, results of any recent biological surveys conducted in vicinity of structure; (7) and 
plans to protect archaeological and sensitive biological features during removal operations, 
among other things. 

Decommissioning pipelines If decommissioning a pipeline in place, lessees must submit information on the proposed 
decommissioning procedures and the length of the segment to be decommissioned and left 
in place, among other things. If removing a pipeline, lessees must submit information on the 
proposed removal procedures and length of segment to be removed, among other things. 

Source: GAO analysis of BSEE documentation. | GAO-16-40 
aBSEE has established requirements for an application to permanently plug a well and to temporarily 
abandon a well. This table reflects requirements for an application to permanently plug a well. 
 

After lessees complete all planned decommissioning, they are required to 
report to BSEE on the outcome of these activities so that BSEE may 
verify that all their decommissioning obligations have been met, including 
clearing the seafloor around wells, platforms, and other facilities. 

BSEE Has Procedures to 
Oversee 
Decommissioning and 
Estimate Costs, but Data 
System Limitations May 
Affect the Accuracy and 
Completeness of Some 
Cost Estimates 
Procedures for Overseeing 
Decommissioning 
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According to BSEE regional officials, they review lessee reports on 
decommissioning activities to ensure that the results are consistent with 
the information presented as part of the application process. Table 2 
summarizes BSEE’s reporting requirements related to the results of 
decommissioning activities. 

Table 2: Bureau of Safety and Environmental Enforcement (BSEE) Requirements for Reporting on Decommissioning Results 
for Offshore Oil and Gas Infrastructure 

Type of report Description 
Plugging wells Lessees must submit a report within 30 days after plugging a well. This report must 

include the following information: (1) information included with request submitted before 
permanently plugging the well along with a final well schematic; (2) description of plugging 
work; (3) nature and quantities of material used in plugs; and (4) description of methods 
used for casing removal (including information on explosives, if used), among other 
things. 

Removing platforms or other facilities Lessees must submit a report within 30 days after removing a platform or other facility. 
This report must include the following information: (1) summary of removal operations 
including completion date; (2) description of any mitigation measures taken; and (3) 
signed statement certifying that the types and amounts of explosives used in removing the 
platform were consistent with those set forth in the approved removal application. 

Decommissioning pipelines Lessees must submit a report within 30 days after decommissioning a pipeline. This report 
must include the following information: (1) summary of the decommissioning operation 
including completion date; (2) description of any mitigation measures taken; and (3) 
signed statement certifying that the pipeline was decommissioned according to the 
approved application.  

Clearing sites around wells, platforms, 
and other facilities 

Lessees must verify that a site is clear of obstructions within 60 days of plugging a well or 
removing a platform or other facility. Lessees then must submit a report within 30 days 
after verifying site clearance to certify to BSEE that all site clearance activities are 
completed. For wells, this report must include the following information: (1) signed 
certification that the well site area is cleared of all obstructions; (2) date the verification 
work was performed and the vessel used; (3) extent of the area surveyed; (4) survey 
method used; and (5) results of the survey, among other things. For platforms and other 
facilities, this report must include the following information: (1) letter (signed by the lessee) 
certifying that the platform or area is cleared of all obstructions and that a company 
representative witnessed the activities; (2) letter (signed by contractor) certifying that it 
cleared the platform or area of all obstructions; (3) date that work was performed and 
vessel used; (4) extent of area surveyed; (5) survey method used; and (6) survey results, 
among other things. 

Source: GAO analysis of BSEE documentation. | GAO-16-40 
 

According to BSEE regional officials, during the process of reviewing 
lessee reports, BSEE may issue a notice of an “incident of 
noncompliance” in cases where lessees have not provided all of the 
required information or when lessee activities are not consistent with 
BSEE regulations. If BSEE officials determine that the violation is not 
severe or threatening, they will issue a “warning” notice that requires the 
lessee to correct the violation within a specified period of time. If BSEE 
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officials determine that the violation is more serious, they will issue a 
“shut-in” notice that requires the lessee to correct the violation before 
resuming activities. In addition, BSEE officials can assess a civil penalty 
of up to $40,000 per violation per day if the lessee fails to correct the 
violation in the period of time specified in the notice, or if the violation 
resulted in a threat of serious harm to human life or damage to the 
environment. 

In addition to reviewing lessee applications and reports, the BSEE Gulf 
region identifies and tracks idle and terminated lease infrastructure. 
According to BSEE regional officials, the BSEE Gulf region began 
identifying and tracking idle lease infrastructure in 2010 and currently 
updates a list of this infrastructure on an annual basis. BSEE began 
identifying and tracking terminated lease infrastructure prior to 2010, 
according to BSEE regional officials. At the beginning of each calendar 
year, BSEE regional officials obtain data from Interior’s main data 
system—the Technical Information Management System (TIMS)—on 
wells and structures on leases that meet the criteria for idle and 
terminated lease infrastructure.25 Based on these data, BSEE sends a list 
of idle and terminated lease infrastructure to each lessee, requesting a 
decommissioning plan and schedule for decommissioning the lessee’s 
inventory. According to BSEE regional officials, BSEE works with lessees 
to verify the accuracy of their inventory of idle and terminated lease 
infrastructure, and BSEE tracks lessees’ progress in meeting their 
schedules.26 

According to BSEE regional officials, BSEE estimates the costs 
associated with decommissioning liabilities by counting the number and 
types of wells, pipeline segments, and structures on a lease and using 

                                                                                                                       
25According to the Federal IT Dashboard, TIMS is a computerized information system that 
automates many of the business and regulatory functions of BSEE and BOEM. TIMS 
enables staff of the regional and headquarters offices of both BSEE and BOEM to share 
and combine data; create and print maps; standardize processes, forms, and reports; and 
promote the electronic submission of data. 
26According to BSEE data, lessees have made progress in decommissioning idle 
infrastructure in the Gulf. Specifically, in 2010, there were 3,233 idle wells and 617 idle 
platforms in the Gulf and, as of June 15, 2015, there were 1,082 idle wells and 245 idle 
platforms in the Gulf. 

Procedures for Estimating 
Costs 
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data on the water depth associated with this infrastructure.27 Using these 
data, BSEE then calculates the costs associated with (1) plugging and 
abandoning wells, (2) removing platforms and other structures, (3) 
decommissioning pipelines, and (4) clearing debris from the site. 

In general, the cost to plug wells and remove structures increases as the 
water depth increases. For example, according to BSEE’s current 
methodology, its estimate of the cost to plug a dry tree well attached to a 
fixed structure in shallow water is $150,000, while its estimate of the cost 
to plug a subsea well in deep water is a minimum of about $21 million. 
Likewise, BSEE’s estimates of the costs to remove fixed platforms in 
shallow water range from approximately $85,000 to $4.6 million, while its 
estimate of the cost to remove a floating structure (and associated 
equipment) in deep water is a minimum of $30 million. 

According to BSEE regional officials, a number of events can trigger 
BSEE’s review of the costs associated with decommissioning liabilities on 
a lease. Examples of these events include the following: 

• BSEE determines that a lessee is planning a potential sale or 
acquisition of leases. 

• BOEM or BSEE detect indications of financial stress for a lessee. 
• BOEM requests a review of a pending request for lease assignment 

and bond cancellations. 
• A lessee requests a review from BSEE when some but not all 

infrastructure is decommissioned on a lease. 

BSEE enters and stores its cost estimates of decommissioning liabilities 
in TIMS. However, according to BSEE regional officials, TIMS is limited in 
its ability to accurately and completely record cost estimates of 
decommissioning liabilities, as follows: 

• TIMS contains three data fields to record cost estimates for each 
offshore lease—one for estimates of the cost of removing existing 
structures, one for estimates of the cost of plugging existing wells, and 
one for estimates of the cost of clearing debris from sites. TIMS uses 
algorithms developed in the 1990s to calculate cost estimates for 

                                                                                                                       
27The BSEE Gulf regional office established a Decommissioning Support Section in 
December 2013 to estimate costs associated with decommissioning liabilities in the Gulf. 
Prior to that date, BSEE officials in other sections within the Gulf regional office were 
assigned the responsibilities associated with estimating these costs. 
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each of these data fields. However, BSEE officials said that the cost 
estimates are too low compared to BSEE’s current estimates. For 
example, TIMS calculates the cost to plug a well is $100,000, 
regardless of water depth or the type of well, while BSEE estimates 
the cost to plug a subsea well in deep water is approximately $21 
million. 

• TIMS does not contain separate data fields for recording the 
estimated cost to plug a planned well (as opposed to an existing well) 
or to decommission pipelines. BSEE officials said that both of these 
costs are important to consider and to estimate a lessee’s potential 
decommissioning liability. 

Because of these limitations, BSEE regional officials said that, in 2009, 
they began investing more time and resources into manually updating 
cost estimates of decommissioning liabilities in TIMS. Currently, BSEE 
officials use separate spreadsheets—containing updated methodologies 
for estimating costs in shallow and deep water—to estimate costs to 
decommission leases. They then manually enter the cost estimates into 
TIMS using separate data fields entitled “adjusted decommissioning 
liability” for each type of cost estimate; for example, plugging wells, 
removing structures, and site clearance. In addition, they add estimated 
costs for (1) plugging planned wells into the “adjusted decommissioning 
liability” data field for existing wells and (2) decommissioning pipelines 
into the “adjusted decommissioning liability” data field for site clearance. 
Once they enter these data, TIMS automatically populates the date of that 
entry into an “updated” data field. 

According to BSEE regional officials, they have manually entered updated 
cost estimates for most leases in the Gulf. Specifically, as of July 8, 2015, 
BSEE officials said that they had entered updated cost estimates for 
3,460 (86 percent) of the 4,021 leases in the Gulf with decommissioning 
liabilities. BSEE officials characterized their efforts to update cost 
estimates as an “ongoing process” and said that their activities related to 
cost estimating have increased dramatically over the past decade. 
Officials said that while there was no set time frame by which they plan to 
update cost estimates for all the leases in the Gulf, the number of leases 
changes over time, and BSEE prioritizes its efforts on those leases that 
BOEM and BSEE determine pose higher financial risk. 

BSEE regional officials told us that Interior is transitioning to a new data 
system (the National Consolidated Information System) to manage 
offshore oil and gas activities and that BSEE plans to use the new data 
system to improve how decommissioning liabilities are calculated and 
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recorded. However, officials were unable to provide details on how the 
new data system will address the existing data limitations in TIMS or 
when they expect to implement these improvements in the new data 
system. Internal control standards in the federal government call for 
agencies to ensure that all transactions and events are completely and 
accurately recorded.28 Without the ability to completely and accurately 
record data on decommissioning costs, some of BSEE’s estimates of 
decommissioning liabilities may not be complete or accurate, and BOEM 
may not have reasonable assurance that it is requiring sufficient amounts 
of financial assurance based on BSEE’s estimates. 

 
BSEE officials in the Gulf regional office told us BSEE does not have 
documented procedures for identifying and tracking idle and terminated 
lease infrastructure or finalized documented procedures for estimating 
costs associated with decommissioning liabilities. Specifically, BSEE 
regional officials told us the bureau did not have documentation, such as 
standard operating procedures or operating manuals that described their 
process for identifying and tracking infrastructure. BSEE regional officials 
provided draft documentation outlining their approach to estimating costs 
associated with plugging wells, removing structures, and 
decommissioning pipelines; however, they told us that these documents 
had not been finalized and were a “work in progress.” According to these 
officials, these documents replace an older policy manual and were 
developed in 2014 after BSEE established the Decommissioning Support 
Section within the Gulf regional office.29 

In addition, BSEE’s draft documents outlining its approach to estimating 
the costs of decommissioning liabilities do not address how BSEE 
regional officials plan to periodically assess the methodology for 
estimating costs, as recommended by an internal Interior review. 
Specifically, in fiscal year 2009, Interior conducted an internal review of its 
procedures related to its financial accountability and risk management 

                                                                                                                       
28GAO/AIMD-00-21.3.1. 
29Department of the Interior, Minerals Management Service, Policy Manual Part 640.1 - 
Financial Accountability and Risk Management (FARM) Program (Washington, D.C.: July 
22, 2008). 
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program. In an internal report,30 Interior stated that program officials 
estimated costs using data that had not been updated in over 14 years. 
The report recommended that the program develop and implement a 
formal policy to review and revise all assessments at least once every 5 
years for all regions.31 It also recommended that program officials 
consider adjusting assessments to reflect the cost of inflation during the 
period between the 5-year updates. To date, BSEE regional officials have 
not developed and implemented formal procedures addressing these 
recommendations. 

Internal control standards in the federal government call for agencies to 
clearly document internal controls, and the documentation should appear 
in management directives, administrative policies, or operating manuals.32 
According to BSEE regional officials, they plan to establish documented 
procedures to identify and track idle and terminated lease infrastructure 
and estimate costs, but have not done so due to competing priorities, 
among other reasons. Without finalized, documented procedures, BSEE 
does not have reasonable assurance that it will consistently conduct such 
activities in the future, which could limit the effectiveness of Interior’s 
oversight of the decommissioning process and its ability to obtain 
sufficient financial assurances to cover decommissioning liability. 

 

                                                                                                                       
30Department of the Interior, Minerals Management Service, Offshore Energy and 
Minerals Management, Supplemental Bonding Process, Fiscal Year 2009 Internal Control 
Review [publication date not listed]. 
31In keeping with this recommendation, BSEE’s Pacific regional office customarily 
prepares a decommissioning cost report every 5 years to determine estimated 
decommissioning costs for its region and to support decisions regarding bonding 
requirements. 
32GAO/AIMD-00-21.3.1. 

http://www.gao.gov/products/GAO/AIMD-00-21.3.1
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Interior’s procedures for obtaining financial assurances for offshore 
decommissioning liabilities pose financial risks to the federal government. 
Officials from Interior’s BOEM told us that the bureau plans to revise its 
procedures that determine how much financial assurance a lessee must 
provide, and that they expect these procedures to reduce the risk that the 
government could incur costs associated with decommissioning. 

 

 

 

 

 
BOEM’s procedures for obtaining financial assurances for offshore 
decommissioning liabilities pose financial risks to the federal government 
in three ways. First, as of October 2015, according to BOEM officials, 
BOEM had identified approximately $2.3 billion in decommissioning 
liabilities in the Gulf that may not be covered by financial assurances but 
was unable to determine in a timely manner the extent to which these 
liabilities were valid. Specifically, after identifying data on potentially 
uncovered decommissioning liabilities in TIMS, BOEM officials analyzed 
these data over several months to determine their validity. That is, BOEM 
officials tried to determine the extent to which these liabilities were 
accurate and the extent to which valid liabilities were covered by financial 
assurances. BOEM officials told us that, based on their analyses, some of 
the $2.3 billion in decommissioning liabilities may be valid and uncovered 
by financial assurances.33 

However, according to BOEM officials, they were unable to quantify how 
much of the $2.3 billion in decommissioning liabilities were valid and 
uncovered by financial assurances due to limitations with the TIMS data 
system and inaccurate data, among other things. For example, BOEM 
officials stated that existing reports generated by the TIMS data system 

                                                                                                                       
33For example, according to BOEM officials, BSEE recently began updating its estimates 
of decommissioning liabilities associated with pipelines in the TIMS data system. As a 
result, BOEM officials said that data associated with these decommissioning liabilities may 
be valid. 
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did not provide all the necessary information for determining the validity of 
data on decommissioning liabilities and financial assurances. As a result, 
officials said that they had to create new reports to access additional data 
stored in TIMS, and that these efforts were time consuming. In addition, 
BOEM officials said that they identified leases that did not have wells or 
platforms but for which TIMS contained estimates of decommissioning 
liabilities. BOEM officials said that data associated with these 
decommissioning liabilities may not be valid but that they would need to 
consult with BSEE officials to determine their validity, which would take 
additional time. 

BOEM officials stated that, in order to determine the validity of the data in 
TIMS, they plan to consult with BSEE officials and continue to analyze 
relevant data. Once they have determined the validity of the data, they 
said that they will take steps to obtain financial assurances for any 
uncovered decommissioning liabilities. However, officials were unable to 
provide details on how or when they planned to address existing 
limitations with the TIMS data system or determine the accuracy of data 
on decommissioning liabilities. Internal control standards in the federal 
government call for agencies to ensure that pertinent information is 
identified, captured, and distributed in a form and time frame that permits 
people to perform their duties efficiently.34 Without timely access to valid 
data on decommissioning liabilities in the Gulf and associated financial 
assurances, BOEM does not have reasonable assurance that it has 
sufficient financial assurances in place, putting the federal government at 
risk. 

Second, under BOEM’s procedures, less than 8 percent of estimated 
decommissioning liabilities in the Gulf are covered by financial assurance 
mechanisms such as bonds. Specifically, as of October 2015, according 
to BOEM officials, for an estimated $38.2 billion in decommissioning 
liabilities in the Gulf, BOEM held or required about $2.9 billion in bonds 
and other financial assurances.35 For $33.0 billion in decommissioning 
liabilities, BOEM waived 47 lessees from the requirement to provide 

                                                                                                                       
34GAO/AIMD-00-21.3.1. 
35As of October 2015, BOEM held about $1.8 billion in bonds (including supplemental and 
general bonds) and about $500 million in trust agreements. In addition, BOEM had issued 
letters requiring lessees to provide about $600 million in financial assurances. 

http://www.gao.gov/products/GAO/AIMD-00-21.3.1
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supplemental bonds based on BOEM’s reviews of the lessees’ financial 
strength, according to BOEM officials.36, 37 

Under BOEM’s current financial assurance procedures,38 each offshore 
lease with a decommissioning liability must be covered by a supplemental 
bond unless BOEM determines that a lessee has the financial ability to 
fulfill its decommissioning obligations. BOEM staff evaluate the financial 
ability of a lessee to fulfill its decommissioning obligations by means of a 
financial strength test. BOEM’s financial strength test requires a lessee to 
meet the following criteria: 

• provide an independently audited financial statement indicating a net 
worth greater than $65 million; 

• possess a total decommissioning liability (as determined by BSEE) of 
less than or equal to 50 percent of its audited net worth; 

• possess total company liabilities of no more than 2 to 3 times the 
value of the adjusted net worth;39, 40 and 

                                                                                                                       
36For the purposes of ensuring that there is at least one responsible party with the 
financial ability to fulfill lease decommissioning obligations, BOEM attributes all lease 
decommissioning liabilities to any waived lessee on a lease (even if other responsible 
parties are present on the lease). The waived lessee is, with all other lessees, jointly and 
severally liable for decommissioning and relies on its financial strength to secure the costs 
of this decommissioning, on behalf of all the jointly and severally liable parties.  
37Under Interior regulations, regional directors may determine that a supplemental bond is 
necessary to ensure compliance with a lessee’s obligations. According to Interior officials, 
supplemental bonding becomes a requirement once the regional director determines that 
it is necessary. 
38Department of the Interior, Minerals Management Service, Notice to Lessees and 
Operators of Federal Oil, Gas, and Sulfur Leases and Pipeline Right-of-way Holders in the 
Outer Continental Shelf: Supplemental Bond Procedures, NTL No. 2008-N07 (Aug. 28, 
2008). 
39Adjusted net worth includes a percentage of a lessee’s proven oil and gas reserves 
added to a lessee’s audited net worth. BOEM varies the total liability ratio it will accept 
based on adjusted net worth—for example, a lessee with between $65 million and $100 
million in adjusted net worth can possess total lessee liabilities of no more than 2 or 2.5 
times its adjusted net worth, depending on the size of the company’s potential 
decommissioning liability. 
40Alternatively, BOEM allows a lessee to use a substitute criterion—the lessee must 
demonstrate that it produces in excess of an average of 20,000 barrels of oil equivalent 
per day on its leases. However, according to BOEM officials, of the 51 waived lessees 
only 1 or 2 chose to use this alternative criterion. 
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• demonstrate reliability, as shown by a record of compliance with laws, 
regulations and lease terms, among other factors. 

If a lessee passes the financial strength test by demonstrating its financial 
ability to pay for decommissioning on its leases, BOEM waives its 
requirement for the lessee to provide supplemental bonds. Other 
responsible parties on the lease will also be waived from the requirement 
to provide supplemental bonds.41 According to BOEM officials, BOEM 
waives these parties as well because the waived lessee could be held 
responsible if another party on a lease does not fulfill its decommissioning 
obligations. In addition, a waived lessee may provide financial assurance 
in the form of a corporate guarantee of the lease obligations of a lessee 
on another lease.42 

After BOEM waives a lessee from the requirement to provide 
supplemental bonding, it monitors the financial strength of the lessee to 
ensure it continues to pass BOEM’s financial strength test. BOEM 
conducts quarterly financial reviews for the first 2 years after a lessee 
receives a waiver and then an annual review thereafter.43 In addition, on a 
weekly basis, BOEM compares the decommissioning obligations (as 
determined by BSEE) of all waived lessees with the financial information 
provided by lessee audited financial statements.44 If BOEM finds that a 
lessee no longer passes its financial strength test, BOEM will conduct a 
more in-depth review of a lessee’s financial status by reviewing financial 
statements, credit ratings, and other financial information. BOEM may 
also conduct an unscheduled financial review if: (1) BSEE revises its 
estimate of a lessee’s decommissioning liability, (2) a lessee’s financial 
status changes as reported by credit rating agencies, or (3) a lessee does 

                                                                                                                       
41In addition to bonds required by BOEM, some lessees that transfer leases or rights may 
require the party acquiring the lease to provide a surety bond. This bond protects the 
transferring party from paying decommissioning costs it may be liable for if the purchasing 
party is unable to fulfill its decommissioning obligations. According to BOEM officials, 
these bonds are generally not reported to BOEM, and BOEM does not consider them as 
financial assurance because BOEM is not a beneficiary of such bonds.  
42According to BOEM officials, nearly all corporate guarantees are between parent 
companies and subsidiaries. 
43These reviews evaluate the same criteria that BOEM officials used during the initial 
financial strength test. 
44As part of these reviews, BOEM determines whether the waived lessee has the ability to 
pay for all decommissioning costs on leases where the lessee is an owner. 
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not pay the required royalties to the federal government. According to 
BOEM officials, these reviews could cause BOEM to revoke a lessee’s 
waiver from the requirement to provide supplemental bonding. For 
example, in May 2015, BOEM revoked the waiver of one lessee and, 
according to BOEM officials, the waived lessee and related parties could 
be required to provide as much as $1 billion in supplemental bonds.45 

Our prior reports have found that the use of financial strength tests and 
corporate guarantees in lieu of bonds poses financial risks to the federal 
government. Specifically, we found, in August 2005, that the financial 
assurance mechanisms that impose the lowest costs on the companies 
using them— such as financial strength tests and corporate guarantees—
also typically pose the highest financial risks to the government entity 
accepting them.46 In that report, we found that, if a company passes a 
financial strength test but subsequently files for bankruptcy or becomes 
insolvent, the company in essence is no longer providing financial 
assurance because it may no longer have the financial capacity to meet 
its obligations. Such financial deterioration can occur quickly. While 
companies no longer meeting the financial test are to obtain other 
financial assurance, they may not be able to obtain or afford to purchase 
it. In addition, in May 2012, we found that, according to the Bureau of 
Land Management and the Environmental Protection Agency, corporate 
guarantees are potentially risky because they are not covered by a 
specific financial asset such as a bond.47 BOEM’s use of the financial 
strength test and corporate guarantees in lieu of bonds raises the risk that 
the federal government may have to pay for offshore decommissioning if 
lessees do not. 

The third way BOEM’s procedures pose financial risks to the federal 
government is that BOEM’s financial strength test relies on measures that 
may not provide an accurate indication of a lessee’s ability to pay for 

                                                                                                                       
45In cases where BOEM revokes a lessee’s waiver from the requirement to provide 
supplemental bonding, the lessee or other responsible parties on a lease or recipients of 
corporate guarantees would be required to provide supplemental bonds to cover 
decommissioning obligations that are no longer covered by a waiver or guarantee.  
46GAO, Environmental Liabilities: EPA Should Do More to Ensure That Liable Parties 
Meet Their Cleanup Obligations, GAO-05-658 (Washington, D.C.: Aug. 17, 2005). 
47GAO, Phosphate Mining: Oversight Has Strengthened, but Financial Assurances and 
Coordination Still Need Improvement, GAO-12-505 (Washington, D.C.: May 4, 2012). 

http://www.gao.gov/products/GAO-05-658
http://www.gao.gov/products/GAO-12-505
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decommissioning. As described above, BOEM uses net worth (from a 
lessee’s audited financial statements) as a key measure in its financial 
strength test. However, according to representatives from credit rating 
agencies we spoke to, net worth provides limited value to assess a 
company’s financial strength and ability to pay future liabilities. 
Specifically, these representatives said that net worth is “backward 
looking” and can be skewed by the volatile nature of commodity prices, 
among other factors. Credit rating agencies use financial measures that 
emphasize the evaluation of cash flow, such as debt-to-earnings and 
debt-to-funds from operations to evaluate whether a company will be able 
to pay its liabilities. Without the use of similar measures in its financial 
assessments, BOEM may not have reasonable assurance that the 
lessees it waives from the requirement to provide supplemental bonds 
have the financial abilities to fulfill decommissioning obligations, which 
may increase the financial risk to the government. 

 
According to BOEM officials, BOEM recognizes the financial risks 
associated with its current financial assurance procedures and plans to 
revise its procedures to reduce risk. Specifically, BOEM officials told us 
that BOEM’s planned revisions would eliminate the use of financial 
strength tests to completely waive lessees from the requirement to 
provide supplemental bonding. Instead, BOEM plans to conduct financial 
reviews of lessees’ financial status and, based on those reviews, assign 
lessees an amount of credit that may be used to reduce required bonding 
associated with decommissioning liabilities on leases. Lessees would be 
able to apportion this credit to leases, in coordination with other 
responsible parties on those leases, to ensure that lease 
decommissioning liabilities are fully covered by apportioned credit or 
supplemental bonds. As part of BOEM’s financial review of lessees, these 
officials told us that BOEM plans to use criteria that emphasize the use of 
measures such as cash flow and company liquidity while deemphasizing 
the use of net worth. In addition to these planned revisions, in August 
2014, BOEM announced its intent to update its regulations and program 
oversight for offshore financial assurance requirements.48 BOEM solicited 
stakeholder comments in response to this proposal and has held industry 

                                                                                                                       
4879 Fed. Reg. 49027 (Aug. 19, 2014). According to BOEM officials, BOEM expects to 
promulgate these new regulations in 2017. 
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forums to discuss potential changes to its financial assurance regulations 
and procedures. 

According to BOEM officials, if BOEM were to use these criteria as part of 
its financial strength test, some of the lessees currently waived from the 
requirement to provide supplemental bonds could lose their waivers. 
BOEM officials also stated that, if the revised procedures are 
implemented as planned, lessees could be required to provide several 
billion dollars in additional supplemental bonds. BOEM officials told us 
they plan to update the bureau’s financial assurance procedures in late 
2015 or early 2016. In commenting on a draft of this report, Interior 
officials stated that on September 22, 2015, BOEM issued proposed 
guidance to clarify its financial assurance procedures. However, it is too 
soon to evaluate the specific details of BOEM’s proposed changes to its 
financial assurance procedures because BOEM has not issued any final 
revisions to its procedures. Until BOEM revises and implements new 
procedures, the federal government remains at greater risk of incurring 
costs should lessees fail to decommission offshore oil and gas 
infrastructure as required. 

 
Interior faces two key challenges managing potential decommissioning 
liabilities. First, BSEE does not have access to all relevant data from 
lessees on costs associated with decommissioning activities in the Gulf. 
Second, BOEM’s requirements for reporting the transfers of lease rights 
may impair its ability to manage decommissioning liabilities. 

 

 

 
BSEE does not have access to all relevant current data on costs 
associated with decommissioning activities in the Gulf. Internal control 
standards in the federal government call for agencies to obtain 
information from external stakeholders that may significantly affect their 
abilities to achieve agency goals.49 Obtaining accurate and complete 
information on the decommissioning costs is critical to Interior being able 

                                                                                                                       
49GAO/AIMD-00-21.3.1. 
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to achieve its goals. Specifically, BSEE needs accurate and complete 
information on decommissioning costs to estimate decommissioning 
liabilities in the Gulf, and BOEM relies on BSEE’s estimates to ensure 
that it is requiring sufficient amounts of financial assurance to cover 
decommissioning liabilities.  

However, BSEE generally has not had access to current data on 
decommissioning costs. Prior to December 2015, under BSEE’s 
regulations, lessees were not required to report costs associated with 
decommissioning activities to BSEE. According to BSEE regional officials, 
data on decommissioning costs were considered proprietary, and 
companies generally did not share this information with BSEE. Instead, 
BSEE regional officials relied on other sources of data—some of which 
are decades old and, as a result, likely inaccurate—to estimate costs 
associated with decommissioning liabilities. According to BSEE regional 
officials, their estimates for decommissioning liabilities in shallow water 
were based on data provided by the oil and gas industry in 1995.50 For 
decommissioning liabilities in water depths of 400 to 1,400 feet, their 
estimates were based on information in a 2009 report that Interior 
contracted.51 For decommissioning liabilities for subsea wells, BSEE 
officials said that they had developed their own models for estimating 
costs based on an analysis of a variety of factors, such as the daily cost 
of hiring a vessel in the Gulf to plug wells. 

During the course of our audit, BSEE regional officials told us that they 
planned to improve this process and the resulting data by issuing a 
regulation requiring such data to be submitted. Specifically, Interior issued 
a proposed rule in May 2009 to establish new requirements for lessees to 
submit expense information on costs associated with plugging and 
abandonment, platform removal, and site clearance.52 In December 2015, 
BSEE issued a final rule establishing these requirements.53 However, 

                                                                                                                       
50BSEE officials told us that they are preparing to request proposals to fund a new study 
to evaluate the costs associated with structure removal in shallow water in the Gulf and 
have proposed studies to evaluate costs associated with pipeline decommissioning and 
well plugging in shallow water. 
51Proserv Offshore, Gulf of Mexico Deep Water Decommissioning Study: Final Report, 
prepared for Interior’s Minerals Management Service (Houston, Tex: October 2009). 
5274 Fed. Reg. 25177 (May 27, 2009). 
5380 Fed. Reg. 75806 (Dec. 4, 2015) (effective Jan. 4, 2016). 
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according to BSEE regional officials, the rule does not require lessees to 
submit expense information on costs associated with decommissioning 
pipelines, and officials were unable to provide details as to when or 
whether BSEE would issue a new rule to require the reporting of such 
costs. Unless and until BSEE obtains all relevant cost data, BSEE may 
continue to use outdated information to assess decommissioning 
liabilities. Without access to accurate and complete information on 
decommissioning costs, BSEE may not have reasonable assurance that 
its estimates of decommissioning liabilities in the Gulf are accurate, and 
BOEM may not have reasonable assurance that it is requiring sufficient 
amounts of financial assurance based on BSEE’s estimates. 

 
The absence of a clear deadline for reporting transfers of rights to lease 
production revenue may impair BOEM’s ability to manage 
decommissioning liabilities. Under BOEM’s financial assurance 
procedures, BOEM must obtain accurate information on a lessee’s 
financial status to determine whether the lessee has sufficient financial 
strength to meet its decommissioning obligations, and BOEM may waive 
its requirement for the lessee to provide supplemental bonds based on 
this information. However, the transfer of rights to a lease may affect a 
lessee’s financial status. For example, lessees may transfer lease 
ownership and the right to operate on a lease, which also obligates the 
new owner to decommission infrastructure on the lease. Under Interior 
regulations, these transfers must be approved by BOEM.54 

Lessees can also transfer rights to lease production revenue.55 Transfers 
of these revenue rights generally allow the receiving party to obtain a 
portion of the revenue from oil and gas production over a period of time 
and the lessee, in turn, is paid in advance of production. The more 
revenue rights a lessee transfers to other parties, the less revenue the 
lessee has to cover its other obligations, including decommissioning. 
However, unlike transfers of lease ownership and operating rights, 
transfers of revenue rights do not obligate the new owner to 
decommission, and lessees are not required to obtain BOEM’s approval 
for these transfers. BOEM requires lessees to report these transfers, but 

                                                                                                                       
5430 C.F.R. § 556.64(a). 
55For the purposes of this report, we use the term “revenue rights” in place of “overriding 
royalty interests” and “payments out of production.” 
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its regulations do not establish a clear deadline for the reporting.56 As a 
result, BOEM is not always aware of such transfers in a timely manner. 

For example, in one recent case, a waived lessee that had previously 
transferred most of its revenue rights to other parties subsequently 
declared bankruptcy. BOEM was unaware of these transfers until 
bankruptcy court proceedings. Had BOEM been aware of these transfers 
during its weekly review of the waived lessee, it could have revoked the 
lessee’s waiver if it determined the lessee no longer passed the financial 
strength test. Consequently, BOEM then could have required the lessee 
or its co-lessees to provide supplemental bonds to cover its 
decommissioning obligations. In this case, the transfer of revenue rights 
left the lessee with insufficient assets to pay all of its liabilities during 
bankruptcy, including decommissioning. Though other lessees were held 
liable for decommissioning costs under joint and several liability, the 
government was at increased risk of incurring costs if the other lessees 
had been unwilling or unable to perform decommissioning.  

BOEM officials told us that they created an internal group to help improve 
BOEM’s knowledge of revenue rights transfers and the effect of transfers 
on a lessee’s financial status. In commenting on a draft of this report, 
BOEM officials stated that they believe that current regulations could be 
interpreted as imposing a reporting deadline but recognize the need to 
clarify the regulations. Without a clear reporting deadline, lessees have 
little incentive to report revenue rights transfers to BOEM in a timely 
manner, and this could limit BOEM’s ability to effectively evaluate a 
lessee’s financial strength. 

 
Decommissioning offshore oil and gas infrastructure is expensive and 
poses potential financial liabilities to the federal government. BSEE 
officials in the Gulf region have developed procedures for reviewing idle 
and terminated lease infrastructure to ensure that this infrastructure is 
decommissioned. In addition, in December 2015, BSEE issued final 
regulations (proposed in 2009) requiring lessees to report 
decommissioning costs directly to BSEE. However, several problems 

                                                                                                                       
56The regulations at 30 C.F.R. § 556.64 establish a 90-day deadline for the reporting of 
transfers of interest but do not define the term "interest." In discussions with BOEM 
officials in the Gulf regional office, BOEM officials did not interpret these regulations as 
imposing a reporting deadline for transfers of lease production revenue. 

Conclusions 
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remain. First, BSEE’s recent regulations do not require lessees to report 
costs associated with decommissioning pipelines. Unless and until BSEE 
obtains all relevant cost data, it may continue to use outdated data to 
assess decommissioning liabilities. Second, limitations of Interior’s 
current data system restrict BSEE’s ability to record estimates of 
decommissioning costs, and it is unclear how BSEE’s new data system 
will address these limitations or when it will be available. Without access 
to complete data on decommissioning costs, and without the ability to 
accurately and completely record data in Interior’s main data system, 
BSEE does not have reasonable assurance that its estimates of 
decommissioning liabilities in the Gulf are accurate, and BOEM may not 
have reasonable assurance that it is requiring sufficient amounts of 
financial assurance based on BSEE’s estimates. Third, BSEE does not 
have finalized, documented procedures for identifying and tracking idle 
and terminated lease infrastructure and estimating decommissioning 
liabilities. Without such documented procedures, BSEE does not have 
reasonable assurance that it will consistently conduct such activities in 
the future, which could limit the effectiveness of BSEE’s oversight of the 
decommissioning process. 

Moreover, while BOEM is taking important steps to ensure that the 
financial assurance procedures used by the federal government are 
reducing the government’s exposure to decommissioning costs by 
updating its procedures to assess the financial strength of lessees, we 
continue to have three concerns. First, BOEM identified roughly $2.3 
billion in decommissioning liabilities in the Gulf that may not be covered 
by financial assurances but was unable to determine the extent to which 
these liabilities were valid after several months of analysis due to 
limitations with the TIMS data system and inaccurate data. As a result, it 
is unclear whether BOEM has obtained sufficient financial assurances to 
cover decommissioning liabilities in the Gulf. Without timely access to 
valid data on decommissioning liabilities and associated financial 
assurances, BOEM cannot ensure that it has sufficient financial 
assurances in place, putting the federal government at financial risk. 
Second, to date BOEM has not taken concrete steps to revise its current 
procedures. As a result, it is unclear whether BOEM’s planned revisions 
will improve its procedures and the extent to which these revisions will 
increase the amount of bonding that lessees provide. Until BOEM revises 
its financial assurance procedures, the federal government remains at 
increased risk of incurring costs should lessees fail to decommission oil 
and gas infrastructure. Third, BOEM is not always aware when lessees 
transfer rights to lease production revenue. While BOEM’s current 
regulations require lessees to report such transfers, these regulations do 



 
 
 
 
 

Page 34 GAO-16-40  Offshore Oil and Gas Resources 

not clearly establish a deadline for reporting. Without a clear reporting 
deadline, lessees have little incentive to report revenue rights transfers to 
BOEM in a timely manner, and this could limit BOEM’s ability to 
effectively evaluate a lessee’s financial strength.  

 

To improve the effectiveness of Interior’s oversight of the 
decommissioning process, we recommend that the Secretary of the 
Interior direct BSEE to establish documented procedures for identifying 
and tracking idle and terminated lease infrastructure. 

To better ensure that the government obtains sufficient financial 
assurances to cover decommissioning liabilities in the event of lessee 
default, we recommend that the Secretary of the Interior take the 
following six actions: 

• Ensure that BSEE collects all relevant data associated with 
decommissioning from lessees. 

• Direct BSEE to establish documented procedures for estimating 
decommissioning liability. 

• Develop a plan and set a time frame to ensure that Interior’s data 
system for managing offshore oil and gas activities includes 
processes to accurately and completely record estimated 
decommissioning liabilities. 

• Develop a plan and set a time frame to ensure that Interior’s data 
system for managing offshore oil and gas activities will be able to 
identify, capture, and distribute data on decommissioning liabilities 
and financial assurances in a timely manner. 

• Ensure that BOEM completes its plan to revise its financial assurance 
procedures, including the use of alternative measures of financial 
strength. 

• Revise BOEM’s regulations to establish a clear deadline for the 
reporting of transfers to require that lessees report the transfer of 
rights to lease production revenue. 

 
We provided a draft of this report to Interior for review and comment. 
Interior provided written comments, which are reproduced in appendix I, 
and generally agreed with our findings and concurred with our 
recommendations. 

 

Recommendations for 
Executive Action 

Agency Comments 
and Our Evaluation 
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As agreed with your offices, unless you publicly announce the contents of 
this report earlier, we plan no further distribution until 30 days from the 
report date. At that time, we will send copies of this report to the 
appropriate congressional committees, the Secretary of the Interior, and 
other interested parties. In addition, this report will be available at no 
charge on the GAO website at http://www.gao.gov. 

If you or your staff members have any questions about this report, please 
contact me at (202) 512-3841 or ruscof@gao.gov. Contact points for our 
Offices of Congressional Relations and Public Affairs may be found on 
the last page of this report. GAO staff members who made major 
contributions to this report are listed in appendix II. 

 
Frank Rusco 
Director, Natural Resources and Environment 

 

http://www.gao.gov/
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The American Oil Industry’s Playbook, Illustrated: How Drillers Offload Costly Cleanup Onto the Public

Oil executive Tom Ragsdale walked away from his old wells, making the pollution left behind the state of
New Mexico’s problem. His tactics, however, are ubiquitous in the industry.
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Series: Unplugged: Will Taxpayers Foot the Oil Industry’s Cleanup Bill?

In December 1990, officials in the federal agency tasked with regulating offshore oil and gas drilling received a memo with a dire warning:
America faced a ticking time bomb of environmental liability from unplugged oil and gas wells, wrote the agency’s chief of staff. Those wells
and their costly cleanup obligations were being concentrated in the hands of cash-strapped drillers at the same time as production was
shrinking. (The document, unearthed by public interest watchdog organization Documented, was shared with ProPublica and Capital & Main.)

More than three decades later, little action has been taken to heed that warning, and the time bomb is threatening to explode.

More than 2 million oil and gas wells sit unplugged across the country. Many leak contaminants like brine, methane and benzene into
waterways, farmland and neighborhoods. The industry has already left hundreds of thousands of old wells as orphans, meaning companies
walked away, leaving taxpayers, government agencies or other drillers on the hook for cleanup.

America’s oil fields are increasingly split between a small number of wells producing record profits and everything else. Researchers estimate
roughly 90% of wells are already dead or barely producing.

Consider the Permian Basin, the world’s most productive oil field, stretching from West Texas across southeastern New Mexico.

“The Permian is the oil patch’s Alamo — that’s where it’s retreating to,” Regan Boychuk, a Canadian oil cleanup researcher, said of the oil
industry. “That’s their last stand.”

Even here, many wells sit idle and in disrepair. It’s time to plug them, according to a growing chorus of researchers, environmentalists and
industry representatives.

The question of who pays for cleanup remains unanswered. Time and again, oil companies have offloaded their oldest wells. Their tactics are
not written down in one place or peddled by a single law firm — but companies follow an unmistakable pattern. The strategy, which is legal if
followed properly, has become such a tried-and-true endeavor that researchers and environmentalists dubbed it “the playbook.”

Clark Williams-Derry, an analyst with clean-energy-focused think tank the Institute for Energy Economics and Financial Analysis, studies fossil
fuel companies’ cleanup costs. “There’s almost a cheerleading squad for shedding your liabilities, like a snake sheds its skin and just slithers
away,” he said.

Should you want to become an oil executive and try this strategy yourself, here’s how it works …

As you launch your business, begin by collecting subsidies, tax breaks and other incentives from the government to guarantee you can pump
oil and gas profitably. Globally, fossil fuel subsidies total in the trillions each year, according to organizations such as the International
Monetary Fund.

Next, start pumping and profiting.

As you set up your business, create layers of shell companies. Down the road, they’ll provide a firewall between you and your liabilities — key
among them, cleanup costs.

Once oil and gas production slows, sell low-producing wells. Smaller drillers operating on thinner margins, known in the business as
“scavenger companies,” will be happy to take them off your hands.
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Rinse and repeat by selling wells as their profits slow to a trickle. They’ll be sold again to ever-smaller companies that teeter on the edge of
insolvency. Maintenance and environmental stewardship will usually fall by the wayside as companies eke out a profit. Studies show that the
number of environmental violations rises as wells pass to less-capitalized drillers. But these wells aren’t your problem any longer.

Pull any remaining profits before regulators hit you with violations and fines for your remaining wells that aren’t pumping and may be leaking.

Then, idle the wells — pausing production, but not plugging them or cleaning up — and walk away. Regulators are typically tasked with
ensuring that as much oil as possible is pumped out of the ground, so rules allow wells to sit idle, instead of being plugged, in case prices
surge and it becomes profitable to restart them. However, a study in California found that, after wells are inactive for only 10 months, there’s a
50-50 chance they will never produce again.

Regulators will likely grow tired of asking you to clean up your wells, but you can make the case for leaving them unplugged for now. Pitch
grand plans, as other drillers have — maybe repurposing the wells for bitcoin mining, carbon sequestration or the synthesis of hydrogen fuel
— that require the wells to remain open.

When regulators’ patience has reached its limit, remind them what will happen if they come down hard on you. Fines or other extra costs could
force your business into bankruptcy, leaving your unplugged wells as orphans and taxpayers on the hook. Ask them if they want to be
responsible for that catastrophe.

“The root of the problem is there’s no regulator of the oil industry across North America,” Boychuk said, adding that “the rule of law has never
applied to oil and gas.”

When regulators finally act, declare bankruptcy. The Bankruptcy Code is meant to protect businesspeople like you who took risks. More than
250 oil and gas operators in the U.S. filed for bankruptcy protection between 2015 and 2021, according to law firm Haynes Boone. (Industry
groups estimate there are several thousand oil companies in the country.)

Regulators only require oil and gas companies to set aside tiny bonds that act like a security deposit on an apartment. Because you didn’t
clean up your wells, you’ll lose that money, but it’s a fraction of the profits you’ve banked or the cost of the cleanup work. ProPublica and
Capital & Main found that bonds typically equal less than 2% of actual cleanup costs.

And as you finalize your exit, the labyrinth of shell corporations you set up should act as corporate law intends, protecting you from future
responsibility. Such companies, little more than stacks of paper, will be responsible for your liabilities, not you. Even if regulators know who is
behind a company, it becomes increasingly difficult to penetrate each layer of a business to go after individual executives.

“It’s the essence of corporate law,” Williams-Derry said.

Now that you’ve offloaded your wells, you’re free to start fresh — launch a new oil company and buy some of your old wells for pennies on the
dollar, a proven option. Maybe you leave oil entirely — that’s also tried-and-true. Or become a vintner and open a winery just down the road
from the wells you left as orphans — you wouldn’t be the first.

For its part, the oil industry downplays the so-called playbook and the country’s orphan well epidemic. “There’s a general trend, which is there
are very few orphan wells,” said Kathleen Sgamma, who has been among oil companies’ most vocal proponents as president of the Western
Energy Alliance, an industry trade group. Plus, she said, companies’ bonds and states’ orphan well funds help pay for plugging.

But those tasked with addressing the reality of the country’s orphan wells disagree. “We have a welfare system for oil and gas. I hope you
understand that,” said New Mexico Commissioner of Public Lands Stephanie Garcia Richard, who oversees the state’s public lands. New
Mexico has already documented more than 1,700 orphan wells across the state. “We have oil and gas welfare queens.”

In New Mexico, Garcia Richard is trying to hold accountable one of the myriad drillers that have followed key steps in the playbook, the oil
company known as Siana.

Siana is made up of two related entities — Siana Oil and Gas Co. LLC and Siana Operating LLC — based in Midland and Conroe, Texas. The
company operated 11 wells in southeastern New Mexico in the heart of the Permian Basin.

In reality, Siana is the corporate shield for a man named Tom Ragsdale. After he aggregated his few wells, he generated cash through a trickle
of oil and gas production and set up a business injecting other companies’ wastewater into his wells to dispose of it. But the state worried that
Ragsdale’s operations were polluting the environment and that he was refusing to pay royalties and rental fees he owed the state, according
to State Land Office staff.

Ragsdale did not respond to repeated requests for comment from ProPublica and Capital & Main. He also did not appear for a pretrial
conference after the state brought legal action against Siana, court records show, and a state court judge ruled against his companies.
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Siana was responsible for at least 16 spills, according to New Mexico Oil Conservation Division data, mainly spilling what’s called produced
water, a briny wastewater that comes to the surface alongside oil and gas. “Corrosion” and “Equipment Failure” were among the causes.

The State Land Office hired an engineering firm to study the damage. The firm produced a damning 201-page report in 2018, finding oil and
salt contamination exceeding state limits at Siana’s most polluted site. At high enough levels, these substances can kill plants, harm wildlife
and impact human health.

The State Land Office estimated that cleaning up that site alone would cost about $1 million.

In 2020, New Mexico won a judgment against Ragsdale’s companies that, with interest, is now worth more than $3.5 million. But it won’t cover
the cleanup cost. Between a small bond and the judgment, the state has been able to recover a mere $50,000 or so from Siana and related
entities.

When the state tried to collect the rest, Ragsdale placed Siana Oil and Gas in bankruptcy protection in June 2023. Although he listed the
company as having millions in assets at the time of the bankruptcy, the company had only $20,500 in a bank account. Court records show
Siana is responsible for between $1 million and $10 million in liabilities, including money owed to the state of New Mexico, other oil
companies, various counties and others.

Stickers plastered around Siana’s drill sites — on which the company’s name is misspelled — provide phone numbers to call in case of leaks
or other emergencies. None went to Ragsdale or Siana employees. A man named William Dean answered one number. He owned a local oil
field services company called Dean’s Pumping that was contracted to work on Siana’s wells, but Ragsdale stopped paying its bills, ultimately
owing his company tens of thousands of dollars, Dean said.

“He was trying to half-ass things,” Dean said of Ragsdale. “I don’t know what happened to Tom.”

Siana’s bankruptcy case is ongoing, but Ragsdale has been largely unresponsive even in those proceedings.

Siana is, Garcia Richard said, “an exemplar of how our system has failed.” Although he was very nearly free of his old wells, Ragsdale flouted
the playbook and ignored the bankruptcy judge’s demands that he participate in the case. In an unusual move, the judge in late September
issued a warrant for Ragsdale’s arrest to compel him to hand over certain data. The U.S. Marshals Service was investigating Ragsdale’s
whereabouts but had not taken him into custody as of mid-December, according to an agency representative.

The day after the judge issued the arrest warrant, the bankruptcy trustee filed a complaint alleging Ragsdale had committed fraud, siphoning
about $2.4 million from Siana to purchase real estate in Houston.

That money could have gone toward cleaning up the mess left to New Mexico taxpayers.

ProPublica and Capital & Main visited Siana’s 11 wells in late 2023. At one drill site, methane leaked from a wellhead that had also stained the
surrounding land black from spilled oil. The air was sour with the smell of toxic hydrogen sulfide. A nearby tank that held oil for processing was
rusted through. Another had leaked an unidentified liquid. There appeared to be hoofprints where cattle had tracked through the polluted mud.

ProPublica and Capital & Main found oil spills at multiple Siana wells. At others, the idle pump jacks stood silent — corroded skeletons at the
end of the line, the detritus of another run through the playbook.

Efforts to reform the system that has shielded oil companies from liability have been haphazard. When the federal government rewrote its rule
setting bond levels on federal public land earlier this year, a simple math error meant the government would ask oil companies to set aside
around $400 million less in bonds than it would’ve otherwise. And when states have tried to pass reforms, they’ve been stymied by state
legislators’ and regulators’ chummy relationships with the industry.

As an ever-greater share of wells go offline and the economy transitions to cleaner forms of energy, policymakers face a choice: Do they focus
attention on propping up or cleaning up the industry?

Sgamma of the Western Energy Alliance gives voice to one path forward. “Any time a well goes into an orphan status, it’s not a good thing,”
Sgamma said, yet her group has been instrumental in killing efforts to address the orphan well epidemic and the oil industry’s contributions to
climate change. Her organization is suing to halt the federal rule that sought to bring bonding levels closer to true plugging costs.

Sgamma co-authored the energy section of Project 2025, the conservative policy paper with deep ties to the first Trump administration that
lays out policy priorities for a conservative White House. The plan would “Stop the war on oil and natural gas,” reopen undeveloped habitat
from Alaska to Colorado for drilling, increase the number of sales for oil leases on public lands and shrink federal environmental agencies.
President-elect Donald Trump has repeatedly indicated this closely aligns with his vision for pumping America’s “liquid gold.” He has begun
staffing his administration with pro-oil and gas figures.
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The future for which Sgamma is fighting sees a resilient American oil and gas industry, able to “take a lot of punches” while continuing to grow
unabated.

Or there’s the future Garcia Richard, who oversees New Mexico’s public land, envisions. She has paused the leasing of public land to drillers
until the Legislature forces oil companies to pay state taxpayers higher royalties that reflect fair market rates. She directed her staff to
aggressively pursue companies like Siana. And her office is preparing to raise required bonding levels. As she talked about this work, she held
up the literal rubber stamp that imparts the State Land Office’s seal on documents, suggesting that’s not how business is done anymore. She
also held up a small notebook where she tracks the numerous companies her office is pursuing for polluting the state’s land and water.

In her future, Garcia Richard said, oil drillers wouldn’t behave like Siana and Ragsdale. “A good-acting company is a company that
understands there’s a cost of doing business that shouldn’t be borne by the landowner, shouldn’t be borne by the taxpayers,” she said. But in
the modern American oil industry, she added, the playbook and the still-burning fuse of the cleanup time bomb represent little more than “Wild
West behavior.”
© Copyright 2025 Pro Publica Inc.

Republish This Story for Free

Creative Commons License (CC BY-NC-ND 3.0)

1/16/25, 9:01 AM How Oil Companies Offload Costly Cleanup Onto Taxpayers — ProPublica

https://www.propublica.org/article/oil-orphan-wells-cleanup-playbook-siana-tom-ragsdale 4/4

https://apnews.com/article/new-mexico-halts-some-oillease-sales-5ad94d5d7f43fb593417da2ebf0080a0
https://creativecommons.org/licenses/by-nc-nd/3.0/


The 109-year-old Elk Hills Field in western Kern County, California, is one of California Resources Corp.’s most important operations. But nearly 1,400 of its oil and gas wells there sit idle.

(Robert Gauthier / Los Angeles Times)

WHEN THE WELLS RUN DRY

California’s multibillion-dollar problem: the toxic legacy of old oil wells
by Mark Olalde and Ryan Menezes
February 6, 2020

This story also appeared in The Los Angeles Times

Reading Time: 14 minutes

The Center for Public Integrity is a nonprofit newsroom that investigates betrayals of public trust. Sign up to receive our stories.

ARVIN, Calif. — Across much of California, fossil fuel companies are leaving thousands of oil and gas wells
unplugged and idle, potentially threatening the health of people living nearby and handing taxpayers a
multibillion-dollar bill for the environmental cleanup.

From Kern County to Los Angeles, companies haven’t set aside anywhere near enough money to ensure these
drilling sites are cleaned up and made safe for future generations, according to a months-long data analysis and investigation by the Los Angeles Times and
the Center for Public Integrity.

Of particular concern are about 35,000 wells sitting idle, with production suspended, half of them for more than a decade. Though California recently
toughened its regulations to ensure more cleanup funds are available, those measures don’t go far enough, according to a recent state report and the
Times/Public Integrity analysis. California’s oil industry is in decline, which increases the chances that companies will go out of business. That in turn could
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leave the state with the costs for cleaning up their drilling sites, which if left unremediated can contaminate water supplies and waft fumes into people’s
homes.

Under federal, state and local laws, fossil fuel companies are required to post funds, called bonds, to ensure that wells are ultimately plugged and remediated.
These set-aside funds are a response to the oil industry’s history in the United States, in which thousands of companies went out of business without banking
enough financial reserves to pay for remediation. 

Industry representatives say they are doing their part to pay for cleanup in California, but their bonds are woefully inadequate to meet the expected costs. The
Times/Public Integrity investigation found that bonds posted to the state by California’s seven largest drillers, which account for more than 75% of oil and
gas wells, amount to about $230 on average for every well they must decommission. Other bonds held by federal and local regulators don’t significantly raise
those amounts. 

By contrast, the average per-well cost for capping wells and dismantling associated surface infrastructure in California is between $40,000 and $152,000,
depending on whether a well is in a rural or urban area, according to a study released in January by the California Council on Science and Technology.

The result is a yawning gap between what the industry has provided and what ultimately will be needed. Companies have given the state only $110 million to
clean up the state’s onshore oil and gas wells, the council found. By contrast, it could cost roughly $6 billion for that cleanup, according to a Times/Public
Integrity analysis of state data provided to the science and technology council.  

Decommissioning offshore oil wells and platforms, which is not included in those figures, will cost several billion dollars. 

“These liabilities are hiding in plain sight,” said Clark Williams-Derry, an energy finance analyst at the Institute for Energy Economics and Financial
Analysis. “They’re huge, but somehow they’ve become invisible to us.”

A key question is whether California’s oil industry — once a top-three U.S. producer — has the resources and staying power to pay for future cleanups.

Industry representatives contend that they will be in the state as long as Californians consume fossil fuels. “There are significant projects that are being
proposed,” said Rock Zierman, chief executive of the California Independent Petroleum Association, adding that the state’s oil industry supports roughly
18,000 jobs. 

But California oil production has fallen nearly 60% from its peak in 1985, in part because the state’s deposits of heavy crude can’t compete in a world that
prefers cheaper natural gas.

If output continues to drop, more communities may be left in the predicament of Arvin, a largely Latino town of 20,000 in Kern County that’s dotted by drill
sites. Many of those wells sit idle or produce little. 

Until such wells are plugged, they can release toxic emissions and flammable gases from both their casings and the pipes that connect to them. Elvia Garcia
knows that all too well.
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Elvia Garcia was evacuated from her home in Arvin, a farming community southeast of Bakersfield, when a pipeline servicing this well

leaked explosive levels of gas. (Robert Gauthier / Los Angeles Times)

In 2014, flames shot out of wall sockets in Garcia’s home. Her pregnant daughter suffered from sudden blackouts. Government inspectors drilled test holes in
lawns and found explosive levels of gas leaking from a pipe servicing wells at the end of the block.

They gave residents one hour to evacuate. It was nine months before Garcia’s family was allowed to return.

“We smelled strong odors of something decaying, and that smell was coming from the outlets,” she said in Spanish. “We thought there was something in
between the walls that had died.”

More than 350,000 Californians live within 600 feet of unplugged wells, a Times/Public Integrity analysis of census data found. That’s the distance at which
people are exposed to degraded air quality, according to a 2019 report from the office overseeing oil and gas in Los Angeles.

Oil wells are known to emit likely carcinogens including benzene and formaldehyde. Uncapped, these wells also release a potent greenhouse gas, methane,
that helps drive climate change.

The Times/Public Integrity investigation raises questions about the effects of these ongoing emissions if more of the state’s idle wells are deserted without
enough money to clean them up.

It has long been industry practice to let wells go temporarily idle — for maintenance purposes, for example, or when commodity prices are low. But
according to data maintained by the California Geologic Energy Management Division, or CalGEM, the agency that regulates oil and gas producers, the
oil industry since its peak-production days has doubled the instances in which it idles wells for at least two years at a time.

Most cases of oil and gas wells going idle in California are short-term. But once a well has been dormant for just 10 months, there’s a 50-50 chance it will
never produce again, a Times/Public Integrity analysis of 40 years of state data found. By the time federal regulators begin raising concern — at five years of
inactivity — the chance that a well is ever active again falls to 1 in 4.
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Do you live within 600 feet  of California’s 70,000 active
or 35,000 idle wells?
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Source: California Geologic Energy Management Division, Times/Public Integrity analysis

Industry critics say lax state regulations are allowing oil companies to walk away from wells and the liability they represent.

“All they want to do is rape the land and leave,” said state Sen. Hannah-Beth Jackson, a Santa Barbara Democrat deeply involved in attempts to regulate the
oil and gas industry. “They are taking the resources of California, monetizing them and leaving us with the mess.” 

Zierman, of the California Independent Petroleum Association, rejected such claims, arguing that the use of cleanup bonds and fees on both idling and
production means companies bear their share of costs. 

Such bonds act like a security deposit on an apartment, with the money returned if a company meets its cleanup obligations and kept by the state if it does
not. If a company goes out of business without adequate bonds, the state is on the hook for the difference or, alternately, could leave the site contaminated. 

Zierman also disputed the idea that the state’s industry has no future. The problem, he said, is that state and local governments are blocking proposed
projects. “Part of it is just a concerted effort to stop oil in California,” he said.

For their part, state regulators say they’re operating under the assumption that California oil and gas is on the way out.

The role of CalGEM “is really to manage that decline,” said Jason Marshall, the Department of Conservation’s chief deputy director and, until late 2019, the
acting head of its oil and gas division. “To make sure that when the last barrel of oil gets produced, that there are resources available so the well that produced
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it and all the other wells can be plugged.”

State regulators say they have new tools in place to protect taxpayers and the environment. 

In October, Gov. Gavin Newsom signed legislation that gave California more authority to limit the financial liability shouldered by taxpayers. It also
mandated companies conduct more thorough reporting of emissions and liability. A month later, Newsom announced the state would study the possibility of a
no-drilling buffer zone around communities. 

The community of Arvin. (Robert Gauthier / Los Angeles Times)

Last April, CalGEM enacted regulations targeting idle wells. Those included increased fees on idle wells to create an incentive for producers to plug them.
CalGEM, previously called the Division of Oil, Gas, and Geothermal Resources, collected $4.3 million in such fees in 2018. 

Though state officials say these new regulations will better protect the state from liability, they still leave California exposed, experts say.

“The amount of the bonds currently on file is really small compared to the magnitude of the plugging obligations,” said Judson Boomhower, an
environmental economist and assistant professor at UC San Diego who was the lead author of the California Council on Science and Technology report.

California’s ability to handle the shrinking size of the industry could soon be tested. One of the state’s largest producers, California Resources Corp., is
responsible for the third-most idle wells of any company in the state and faces cleanup costs that far outstrip its total market value. CRC and its
subsidiaries operate more than 17,000 unplugged wells, either idle or active, including four artificial islands built to tap offshore reserves. 

If CRC were to fold, other companies would probably buy some of those wells, but many could become the state’s problem.

More than 7,600 wells on pause

On many days, there’s no horizon in western Kern County. Dust and pollution thrown up by the area’s twin economic engines, fossil fuel extraction and
large-scale agriculture, blend the hazy sky with land that’s been sculpted into miles of straight-lined farms and oil fields hosting three-quarters of the state’s
oil and gas wells.

In this part of the county, only a chain-link fence and 1,000 feet of dusty ground separate the fewer than 200 people living in the mobile homes and modest
houses of Tupman from the 75-square-mile Elk Hills Field. This oil patch is so contaminated that a flock of sheep, 500 animals by one count, died here in
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1960 when they drank from a pool of water tainted with arsenic, historically used to prevent corrosion in wells.

“Here’s a nice place to come out and eat your lunch,” Rosanna Esparza, a gerontologist and Bakersfield-based community activist, said sarcastically during a
September visit to the eerily quiet Tupman. She gestured toward two gray picnic tables outside Elk Hills Elementary School, which sits on the oil field’s
border.

Community activist Rosanna Esparza examines a pit of liquid brought up from deep underground by oil drilling in western Kern

County. (Robert Gauthier / Los Angeles Times)

Elk Hills is the largest gas-producing field in the state and the prize of California Resources Corp.’s portfolio. But this 109-year-old field is home to nearly
1,400 of the more than 7,600 CRC wells that were sitting idle statewide as of mid-January, according to CalGEM data examined by the Times and Public
Integrity. The analysis of the most recent idle well inventory, published in September, found that CRC’s idle wells haven’t produced oil or gas, on average,
for nearly 14 years. 

This field is riddled with contaminants left behind by fossil fuel extraction. The U.S. Navy previously managed Elk Hills, and the federal government is
paying the state to remediate 131 areas of concern here that contain arsenic, metals such as chromium and lead, and carcinogenic chemicals called
polycyclic aromatic hydrocarbons.

“This is an example of what’s going to happen in the foreseeable future when other huge oil fields start to lose their glitter,” Esparza said. “This is what
happens when the oil industry starts to slip.”
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As the state extracts less oil, more and more wells sit unused. (Source: California Geologic Energy Management Division,

Times/Public Integrity analysis)

CRC was born in 2014 when Occidental Petroleum Corp. packaged its California assets and spun them off as a new company, shedding millions of dollars
in environmental liability for Occidental in the process.

CRC has since faced harsh market forces. Oil production at the wells now owned by the company is down more than 70% since the 1980s. Gas is down more
than 50%. CRC’s shares had lost more than four-fifths of their value as of mid-January. The company’s cash generated after expenses — a key financial
measure known as net free cash flow — is several hundred million dollars in the red since splitting from Occidental, according to an analysis of U.S.
Securities and Exchange Commission filings compiled by the energy analyst Williams-Derry, who has tracked CRC.

And CRC has nearly $5 billion worth of debt that’s maturing by the end of 2022. Its credit rating is CCC+, which Standard & Poor’s describes as “currently
vulnerable” and just steps above default. 

“The significant risk of this company is avoiding bankruptcy,” said Paul Sankey, an oil and gas analyst and managing director with financial firm Mizuho.

On top of all this, CRC will eventually need to address its environmental liabilities. The company’s most recent SEC filing lists $511 million in future
cleanup costs called “asset retirement obligations.”  

After examining the state’s historical costs, the Times and Public Integrity found it could cost more than $1 billion to plug all the wells CRC operates.

In emailed responses, CRC spokeswoman Margita Thompson said the company delivered strong third-quarter 2019 results, with record free cash
flow, some debt repayment and stable production. She also said the $1 billion figure is misleading because the state would shoulder the responsibility only if
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CRC were unable to pay, which she indicated would not be necessary because the company expects to make far more money off its reserves than it needs to
address those liabilities. And she contended the company can plug its own wells at a lower cost than if the state were to take over.

CRC across all its subsidiaries has more than $80 million in cleanup bonds outstanding with various agencies, satisfying its obligations, Thompson said.

She said the company takes its oil well “plugging and abandonment duties seriously,” adding that idle wells are an important part of the company’s inventory
because they can eventually be used again to access oil and gas formations.

“Prematurely closing wells would worsen Californians’ dependence on imports from places like Saudi Arabia,” said Thompson, who earlier served as press
secretary for Gov. Arnold Schwarzenegger. 

Critics say CRC’s approach to its aging wells raises questions about its long-term commitment to remediation. 

Under California law, operators can either pay fees or agree to plug long-idled wells. Of the 10 operators with the most long-idled wells in the state, the only
ones that opted for fees instead of cleanup were two CRC subsidiaries, according to data obtained via public records requests. 

Holding off on decommissioning minimizes short-term costs, but it comes with uncertain consequences for California if CRC gets into deeper financial
difficulties.

“A single bankruptcy among one of these large companies could potentially create a large number of orphan wells,” the recent California Council on Science
and Technology report said, specifically mentioning CRC.

Williams-Derry compared CRC’s situation to short-lived coal companies that took on high levels of liability in recent years as they spun off from major
producers that were financially hurting. “Those were companies that to all appearances were designed to fail,” he said.

Oil industry lobbies to limit its cleanup obligations

People living near unplugged oil and gas wells face exposure to cancer-causing chemicals, and toxic residue brought up by drilling below Earth’s surface can
contaminate aquifers that could become future drinking water supplies. 

This year, California lawmakers are considering a bill that would create a 2,500-foot buffer separating wells from homes, schools, hospitals and other
public buildings.
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There is no state-mandated setback distance between oil wells and homes in California. After years of dangerous emissions and close

calls, community groups are pushing to institute such a buffer. (Robert Gauthier / Los Angeles Times)

According to a Times/Public Integrity analysis, more than 2 million Californians live within that distance of an unplugged oil or gas well, with Latino, black
and low-income people living nearby at a slightly higher rate than the California population as a whole. Half of those 2 million people reside in Los Angeles.

A strict buffer requirement faces long odds in the Legislature. It’s opposed by labor and oil industry groups, two of Sacramento’s most well-funded lobbying
forces. 

In 2016, when lawmakers were considering legislation that ultimately overhauled the management of idle wells, the Western States Petroleum Association, a
trade group representing oil and gas interests, reported spending $7 million to lobby on it and other bills. Over the last five years, the trade group pumped
more than $41 million into lobbying in California, by far the most of any organization in the state.

Das Williams, now a Santa Barbara County supervisor and formerly a Democratic member of the Legislature, sponsored the 2016 legislation after it became
clear that decommissioning offshore oil infrastructure would be costly for the state. That law also increased state bonding, although not to the level its authors
had hoped. Williams said that industry groups occupied an opposing seat at the bargaining table and that the bill’s language was “a product of haggling.”

The resulting changes to how the state manages idle wells have produced some progress on cleanup, according to a study CalGEM released in November.
Companies plugged 988 long-term idle wells in 2018, and nine operators decommissioned more wells than the statute required.

“It’s doing what we wanted it to do,” said Marshall, with the Department of Conservation.
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Inglewood Oil Field in Los Angeles County. (Mark Olalde / Center for Public Integrity)

But companies continue to put off more expensive cleanup jobs in urban areas such as Los Angeles, instead focusing on rural wells that are easier to
decommission, mainly in Kern County. That finding is based on data the Times and Public Integrity obtained for every well-plugging plan that operators
submitted and CalGEM approved in 2019.

If these wells are left open, the state will need to step in.

Because the money that defunct companies had set aside for cleanup usually falls short, the state relies on fees on idle wells and production. By law, CalGEM
isn’t allowed to spend more than $3 million a year to plug orphan wells, a temporary increase that will drop back to $1 million after 2021. The agency has
plugged more than 1,350 such wells since 1977.

From Appalachia to the Mountain West, many other states are in a similar predicament, struggling to address cleanup of old oil wells. Utah acknowledged
a funding shortfall in November, for example, and Colorado announced cleanup would cost 14 times more than what companies set aside.

Boomhower, the California Council on Science and Technology bonding report’s lead author, said oil companies often find it cheaper to forfeit an insufficient
bond than to pay for cleanup and capping. “You do have to worry that some of these small and mid-sized operators don’t have incentive to clean up,” he said.
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In Arvin, fumes remain near homes and schools

A sign posted on the fence at the fossil fuel site in Arvin that caused a 2014 evacuation warns of dangerous gases. (Robert Gauthier /

Los Angeles Times)

Five years ago, Elvia Garcia returned to her home in Arvin, which she said had been looted while she was gone. Since then, her family has continued to suffer
from lingering headaches brought on by occasional odors. State regulators fined the company responsible for the leak, Petro Capital Resources LLC. The
company installed machines on homes in the neighborhood, including Garcia’s, to remove gas — and vent it into backyards.

During a September visit to Arvin, various wells near Garcia’s neighborhood hummed as they pulled up a trickle of hydrocarbons. The odor of mercaptan, the
compound added to natural gas to give it its distinctive smell, hung in the air. At one site, oil stained a patch of dirt, the leak appearing to originate from
another company’s storage tank.

The largely disused wells here are part of a trend. At the industry’s peak, about 2.5 times as many wells produced as sat idle statewide. That ratio has fallen to
about 1.5 times as many active as idle wells, the Times/Public Integrity analysis found.

Francisco Gonzalez, who lives down the street from Garcia, moved to Arvin to enjoy a quiet retirement outside Los Angeles. He said his family still smells
nauseating levels of gas at certain times, and he worries about the health of children attending the schools across the street from wells.
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A pipe leading from this drill site in the Kern County farming community of Arvin leaked in 2014, forcing several families in Nelson

Court, the adjacent neighborhood, to evacuate for nine months. (Robert Gauthier / Los Angeles Times)

“What is the company going to do?” he asked in Spanish. “They are not going to do anything.”

Jeff Williams, Petro Capital Resources’ production manager, said there can’t be leaks in homes because the pipeline hasn’t been used since 2014 and wells
are pulling up only enough gas to relieve pressure buildup. He said the company has no near-term plans to plug and abandon the wells because it hopes to one
day restart production there. 

Two blocks away, next to Arvin High School, 25 unplugged wells owned by a company called Sunray Petroleum Inc. sit deserted, 40 years after some of
them last operated. Pump jacks rise above fields of almond saplings like rusting scarecrows. 

Sunray, which filed for bankruptcy in 2011 and has racked up numerous violations for unpaid fees and inadequate pollution monitoring, saw its production
fall off a cliff in the late 1980s. The last of its wells went quiet in 2015.

A phone number listed for the company has been disconnected, and other attempts to reach Sunray proved futile. The company has posted a cleanup bond for
its wells, but it is far less than what the law requires and what will ultimately be needed for cleanup. 

In March 2017, CalGEM mailed a notice of violation to the Las Vegas-based company. In a certified letter, the division wrote that Sunray ignored
requirements to test its long-idled wells, including those near Arvin High School, for indications of groundwater contamination. The agency said that failure
to submit those tests could constitute a crime.

The post office sent the letter back to CalGEM with this stamp: “RETURN TO SENDER. UNCLAIMED. UNABLE TO FORWARD.”

Mark Olalde, with the Center for Public Integrity, and Ryan Menezes, with the Los Angeles Times, reported this story.
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