









Exhibit No. HIO-83
UNITED STATES OF AMERICA

FEDERAL ENERGY REGULATORY COMMISSION

High Island Offshore System, L.L.C.

)

Docket No. RP03-
Prepared Direct Testimony

Of
Robert C. Byrd, P.E.

Q.  Please state your name and business address.
A. My name is Robert C. Byrd.  My business address is 13105 Northwest Freeway, Suite 800, Houston, Texas, 77040.

Q.  By whom are you employed and in what capacity?

A.  I am employed by Twachtman Snyder & Byrd, Inc. ("TSB") as Senior Vice President.

Q.  Please describe your education and business experience.
A. I attended the U.S. Coast Guard Academy and received a Bachelor of Science in Marine Engineering in 1966.  I also attended graduate schools at the University of Alaska, receiving a Master of Science in Ocean Engineering in 1972, and at the University of California at Berkeley where I received a Ph. D. in Engineering in 1978.  I am a licensed Professional Engineer in the State of Texas (Certificate No. 47767).  I am also certified as a Project Management Professional (Certificate No. 01577). I served as a Coast Guard officer for four years from 1966 to 1970.  Between graduate schools I worked in Norway as a research engineer on North Sea offshore platform designs.  Following graduation from UC Berkeley in June 1978, I joined a small engineering company in Houston named Brian Watt Associates, Inc. (BWA).  I worked on a wide variety of offshore field developments, initially as a structural engineer and later as a project manager.  I reached the level of Vice President and Head of the Marine Engineering Department.  I left BWA in August 1984 to become President and Chief Operating Officer for an international contractor named IMODCO, Inc., based in Los Angeles, California.  From the beginning of 1986 through 1987, I served concurrently as the Chief Engineer.  Our business was turn-key design and construction of marine terminals for tankers, and floating production, storage, and offloading systems (FPSO’s).  We sold the company and I returned to Houston in August 1993 to join TSB.  I am responsible for engineering and consulting services at TSB.

Founded in 1987, Twachtman Snyder & Byrd (TSB) is a project management and engineering firm focused on providing the offshore oil & gas industry with technical expertise and advice on all aspects of facility construction, removal and maintenance.  TSB specializes in platform and pipeline decommissioning, and the removal and reuse of offshore facilities and associated components.
Q.  What is the purpose and scope of your testimony in this proceeding?

A.  I am providing direct testimony in support of the $27,504,881 negative salvage study prepared for High Island Offshore System (“HIOS”). The study, which was prepared under my supervision and direction, developed decommissioning liability cost estimates for the entire HIOS system. As described below, decommissioning liability costs are those required in connection with the abandonment and removal of offshore facilities and pipelines.                                                     

Q. Why will HIOS incur costs in connection with the removal and abandonment of offshore facilities and pipelines?

A. When offshore facilities and the associated pipelines have served their useful purpose, government regulations require the removal of facilities, the abandonment of pipelines, and the return of the sea floor to its natural state.  The Minerals Management Service (MMS) requires the removal of all facilities rising above the sea floor, such as platforms, flare piles and risers (30 C.F.R. § 250.143).  The Department of Transportation requires either abandonment "in-place" or complete removal of pipelines not in service (49 C.F.R. § 192.727).  Abandonment "in-place" requires that pipelines are purged of all hydro-carbons, filled with seawater, disconnected from all sources and supplies of oil or gas, sealed on each end, buried a minimum 3ft. below mudline and covered with sandbags.  Complete removal, if required, involves purging, filling, disconnecting, excavating, recovering and disposal of pipeline sections and components.  As a result of complete compliance with these regulations, there are significant costs, well above any salvage value, associated with removal and abandonment of offshore facilities and pipelines.  These costs are referred to as decommissioning liability costs.
Q. What are the basic principles that underlie the offshore negative salvage study in this case?

A.  The basic principles that underlie my study are as follows:

1) All costs are stated in 2002 dollars.  The study does not reflect any increase in costs due to inflation from 2002 to a future year in which the costs would actually be incurred.

2) All cost estimates were based on information supplied by HIOS, and relate to properties and equipment either wholly owned or held in partnership by HIOS.

3) All costs were based on current regulations of state and federal regulatory authorities.  No allowance was made for increased costs due to more stringent regulations being enacted in the future.

4) All costs were estimated with a minimal 6% allowance for delays due to weather and a 15% allowance for work contingencies, based on optimal spring/summer work seasons in the Gulf of Mexico.  No provisions were made for insurance, omissions, or unforeseen environmental conditions. 

5)
All costs were estimated with an 8% overall allowance for project management/supervision and inspection services. Allowance percentages for weather, contingencies and project management were developed over years of on-site experience with decommissioning projects.

Q. Please explain how your company arrived at the estimated decommissioning liability costs reflected in the offshore negative salvage study.

A. To develop cost estimates of the type and quality requested by HIOS, certain assumptions were required to provide clarification and meaning to the study.  The following assumptions were used in  the final results of the  study:

1) All decks and jackets are taken to shore and scrapped.

2) Removal Contractor is responsible for transport and disposal of decks, jackets and associated additional equipment.

3) No salvage or resale value has been considered for the structures or equipment.

4) One "derrick barge" mobilization/demobilization cost is included for each location block.

5) All mobilization times are estimated from Eugene Island Sea Buoy, Gulf of Mexico.

6) No dockside mobilization or demobilization is required.  Construction barge spreads are assumed to be readily available in the Gulf of Mexico.

7) All work will be performed during the spring/summer optimal work season.

8) No allowances have been made for downtime due to named tropical storms or hurricanes.

9) Current approved guidelines for the use of explosives are assumed.

     10)  No allowances have been made for the presence of marine mammals or sea turtles.

     11) All Normally Occurring Radioactive Material (“NORM”), Normally Occurring Waste (“NOW”), and industrial wastes are removed from the facilities prior to decommissioning.

     12) All pipelines are abandoned "in-place".  Riser bends and 100' of pipeline are to be removed at each end of a pipeline segment.

     13)
Riser bends and pipelines will be buried a minimum 5ft. below mudline.

     14) The ends of all pipelines will be sealed using simple mechanical-type plugs (i.e. "plumber's plug").

     15)
Site Clearance and Site Clearance Verification is in accordance with NTL 98-26
.
     16) Hourly rates for construction and diving spreads are developed from offshore contractors current published rates. 

     17) Data related to the individual HIOS facilities, such as deck and equipment weights, jacket weights, etc., if not provided by HIOS, were based on previously developed estimates and models, and the on-site work experience of TSB personnel

Q. What method did you use to prepare your negative salvage study?

A. Accounting for long term assets, and the associated liabilities, requires complex decision making and the proper application of various assumptions and contingencies.  Over the past fifteen years, we have been able to assist our clients in making the most out of the assets they have by reducing liabilities and set asides, structuring information in ways that lead to greater efficiency and providing reports that facilitate sound decision making. We have accomplished this by developing decommissioning liability studies, replacement cost, and fair market value estimates using our proprietary cost estimating software known as "Platform Abandonment Estimating System" (“PAES”).


PAES was developed by compilation of real data generated through actual offshore projects and experience, and modeling that data into meaningful scenarios and associated tasks.  PAES contains specific data profiling over 1,000 domestic and international platforms and pipelines.  Decommissioning efforts are based on the assumption that a knowledgeable contractor will use the most efficient technology and equipment available at the present time to accomplish the task. Cost estimates are presented in current 2002 dollars.  Decommissioning costs for each task are determined from actual cost data obtained from TSB files and rental rate schedules issued by the various contractors engaged in this type of work.


Based on the information obtained from the client, other operators and TSB's knowledge and experience in the construction and decommissioning of offshore structures, the tasks, and the time and resources required to accomplish those tasks are identified.  Assumptions, variables, contingencies and data are entered by task, and the final report, tailored to the specific needs of the client, is generated.

Q.  Please describe Exhibit No. HIO-84 in more detail.

A.  Exhibit No. HIO-84 sets forth the estimated cost of the abandonment and removal of the offshore facilities owned by HIOS as of June 30, 2003, based on the principles I discussed previously.  The final report, as shown in Exhibit No. HIO-84, consists of the following sections:

Section 1:  Executive Summary
Section 2:  Summary Report

Section 3:  General Methodology & Assumptions

Section 4:  PAES 


The "Executive Summary" briefly states the parameters within which, and for whom, the report was generated.  It also illustrates the total costs of decommissioning all facilities, pipelines and wells, and the basic assumptions made in determining those costs.  

The "Summary Report" provides cost summaries for individual platforms, pipelines and wells according to field location.  Each platform owned by HIOS is summarized by platform location and function.  The total gross cost of removal, including the cost to remove the platform and the cost to remove associated pipeline facilities, is identified.   The net cost of removal, or the cost associated with HIOS’ ownership share of the abandonment, is reflected in the last column for each platform identified.  As summarized on the page 3 of the summary report, TSB estimates that it will cost HIOS $27,504,881 to retire its offshore facilities.   

The rest of the report provides detailed work-papers supporting each platform abandonment estimate. Behind each individual platform tab is a “General Methodology & Assumptions” section and a “PAES” section.  The "General Methodology & Assumptions" section provides a description of the methods used to develop costs, and the assumptions made in defining the various tasks. The “PAES” section consists of the detailed costing of each facility and is divided into five (5) sections:  

Section 1: Provides summary information related to the scope of work, disposal method, onsite conditions, operating assumptions, and total estimated cost.   The "scope of work" outlines how the work is to be accomplished.  Disposal Methods can vary from disposal onshore to disposal at sea, to partial reefing or full reefing; the most cost efficient method must be determined on an individual basis.  Onsite conditions can be a factor that may limit available options.  Operating assumptions help define the work particularly when information is lacking or unavailable.

       Section 2: Provides basic information such as general facility data and ownership data.  General facility data would include platform name, co-ordinates, water depth, function, installation year, and lease number.  Partnership data would include name and number of partners, and percent of ownership.

       Section 3: Provides information related to platform removal including general data on piles, decks, conductors, jackets, tasks, equipment and resources required, and associated costs.  General data would also include number, size and specifications for piles, decks, conductors and jackets.  The listed tasks would include mobilization/de-mobilization of personnel and equipment, platform removal preparation, removal and disposal of major equipment packages, removal and disposal of decks, removal and disposal of jackets, site clearance and site clearance verification, and the equipment and resources required to accomplish those tasks.  

Section 4: Provides specific information on pipeline abandonment, including general data on facility location, pipeline specifications, tasks required, equipment and resources required, and associated costs to abandon.  General data would include water depth, origin and terminus of pipeline, and operator.  Pipeline data would include outside diameter and wall thickness, coatings, depth of bury, length and product transported. Listed pipeline abandonment tasks would include mobilization/demobilization of personnel and equipment, pigging and flushing, excavating, cutting, removal and disposal of riser bends and other removed pipe sections, plugging and burying ends of pipeline, and the equipment and resources required to accomplish those tasks.  

Section 5: Provides detailed data related to well plug & abandonment (“P&A”), including general data on well location, specific well data, tasks required, equipment and resources needed and associated costs to abandon. General data would include number and type of wells, configuration, location on platform, accessibility, and available platform equipment.  Well data would include well bore schematics, wire-line and work-over reports, current well status.  The tasks associated with Well P&A vary widely with each individual well.  Once the well has been identified, and a P&A procedure developed and approved, the various tasks can also be identified, along with the equipment and resources required to accomplish the task.

Q.  Please summarize your findings in HIOS’ negative salvage study.

A. TSB estimated the present cost that would be incurred for the decommissioning of the HIOS system, including the cost of removal of the HIOS platforms and associated piping and the abandonment "in-place" of HIOS pipelines, to be $27,504,881.

Q. Does this complete your direct testimony in this proceeding?

A.  Yes.

� Notice to Lessees (NTL) regarding Minimum Interim Requirements for Site Clearance (and Verification) of Abandoned Oil and Gas Structures in the Gulf of Mexico dated November 30, 1998.
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