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Strategic Petroleum Reserve Annual Report for Calendar Year 2010

Message from the Secretary

Section 165 of the Energy Policy and Conservation Act (42 U.S.C. 6245), as amended, requires
the Secretary of Energy to report annually to the President and the Congress on the activities of
the Strategic Petroleum Reserve. Highlights of the Department’s accomplishments are included
in the Executive Summary of this report, the Strategic Petroleum Reserve Annual Report for
Calendar Year 2010.

Also included in this report are details concerning the physical capacity, type, and quantity of
petroleum in the Strategic Petroleum Reserve as well as plans for upgrades or major
maintenance. The Energy Policy and Conservation Act also requires information on the current
withdrawal and distribution rates and capabilities, the history and costs of petroleum
acquisitions, and the costs associated with operations, maintenance, management, and
planned projects for the Strategic Petroleum Reserve.

Pursuant to statutory requirements, this report is being provided to the President and the
following Members of Congress:

e The Honorable Joseph R. Biden
President of the Senate

e The Honorable John Boehner
Speaker of the House of Representatives

e The Honorable Daniel K. Inouye
Chairman, Senate Committee on Appropriations

e The Honorable Thad Cochran
Ranking Member, Senate Committee on Appropriations

e The Honorable Kent Conrad
Chairman, Senate Committee on Budget

e The Honorable Jeff Sessions
Ranking Member, Senate Committee on Budget

e The Honorable Dianne Feinstein
Chairwoman, Senate Subcommittee on Energy and Water Development
Committee on Appropriations
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The Honorable Lamar Alexander
Ranking Member, Senate Subcommittee on Energy and Water Development
Committee on Appropriations

The Honorable Jeff Bingaman
Chairman, Senate Committee on Energy and Natural Resources

The Honorable Lisa Murkowski
Ranking Member, Senate Committee on Energy and Natural Resources

The Honorable Harold Rogers
Chairman, House Committee on Appropriations

The Honorable Norm Dicks
Ranking Member, House Committee on Appropriations

The Honorable Rodney P. Frelinghuysen
Chairman, House Subcommittee on Energy and Water Development
Committee on Appropriations

The Honorable Peter J. Visclosky
Ranking Member, House Subcommittee on Energy and Water Development
Committee on Appropriations

The Honorable Paul D. Ryan
Chairman, House Committee on the Budget

The Honorable Chris Van Hollen
Ranking Member, House Committee on the Budget

The Honorable Fred Upton
Chairman, House Committee on Energy and Commerce

The Honorable Henry A. Waxman
Ranking Member, House Committee on Energy and Commerce

The Honorable Edward Whitfield
Chairman, House Subcommittee on Energy and Power
Committee on Energy and Commerce

The Honorable Bobby L. Rush
Ranking Member, Subcommittee on Energy and Power
House Committee on Energy and Commerce
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If you have any questions or need additional information, please contact me or Mr. Jeff Lane,
Assistant Secretary for Congressional and Intergovernmental Affairs, at (202) 586-5450.

Sincerely,

Gy G,

Steven Chu
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Executive Summary

Program Highlights and Status

The Strategic Petroleum Reserve program provides the Unites States with energy and economic
security through its emergency stockpile of crude oil. The stocks are located at four facilities,
Bryan Mound and Big Hill in Texas and Bayou Choctaw and West Hackberry in Louisiana. During
2010, the Reserve held a crude oil inventory of 726.5 million barrels, which was equal to

77 days of net U.S. petroleum imports, and maintained a drawdown capability of 4.4 million
barrels per day.

0il Acquisitions and Receipts

There were no acquisitions of crude oil for the Strategic Petroleum Reserve during 2010. The
Reserve has completed fill to its 727 million barrel capacity.

Expansion to One Billion Barrels

The Energy Policy Act of 2005 (EPAct 2005) (Pub L. 109-58), enacted on August 8, 2005, directed
the Secretary of Energy to expand and fill the Strategic Petroleum Reserve to its authorized one
billion barrel capacity, as expeditiously as practicable without incurring excessive costs or
appreciably affecting the price of petroleum products to consumers. In response, the
Department of Energy (DOE) completed an Environmental Impact Statement, selecting two
existing sites (Bayou Choctaw and Big Hill) for expansion, and proposed development of a new
site at Richton, Mississippi. An expansion plan was submitted to Congress in 2007.

During 2010, DOE completed environmental studies in support of a Supplemental
Environmental Impact Statement (SEIS) that was initiated in March 2008 to address three major
issues that had been identified through a public information process. The three issues
addressed in the SEIS for the proposed Richton site development are: the source of water to
leach the storage caverns; the location for the oil terminal in Pascagoula, Mississippi; and the
location of the brine discharge pipeline in the Gulf of Mexico. The report was not finalized and
DOE suspended its efforts to pursue development of a new site in Mississippi.

No billion barrel expansion activities have been taken at two of the selected existing sites noted
above.

Geotechnical Concerns

Plans proceeded during 2010 for the purchase of an existing privately-owned 10 million barrel
cavern adjacent to the Bayou Choctaw, Louisiana site. The new cavern will replace a cavern
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on-site experiencing structural problems that pose an environmental risk. Completion of the
purchase of the new cavern and development and integration of the cavern will add
approximately 6 million barrels of net capacity to the Bayou Choctaw site.

Environment, Safety, and Health

The Strategic Petroleum Reserve program operates with an Environmental Management
System (EMS) that is certified to the International Organization for Standardization (ISO)
14001 Standard (2004 version). Since 2000, the scope of the EMS recognized under
certification included only the Management and Operations contractor. The scope of the EMS
includes both the management and operating contractor, DynMcDermott Petroleum
Operations Company (now DM Petroleum Operations Company), and the construction
management contractor, Arctic Slope Regional Corporation Gulf States Constructors. DOE is
involved in the EMS through the Strategic Petroleum Reserve Integrated Safety Management
System (ISM), of which the EMS serves as the environmental leg.

Following the I1SO 31000 and guidance IEC/ISO 31010, the Strategic Petroleum Reserve
developed in 2010 a project-level risk assessment to identify internal/external factors that
could hinder the Strategic Petroleum Reserve from carrying out its mission in a safe, secure,
and environmentally sound manner. A cross-functional team was formed including DOE and
their subcontractors which ultimately identified risks, projected consequences and controls,
and “as is” risk levels. The Strategic Petroleum Reserve storage sites continue to operate under
the Occupational Safety and Health Administration’s (OSHA) Voluntary Protection Program
(VPP) certification with all four sites having maintained their Star status throughout 2010. The
Big Hill and Bryan Mound sites successfully passed their OSHA on-site review in 2010. At both
Big Hill and Bryan Mound sites OSHA validated the Strategic Petroleum Reserve’s Process Safety
Management system. Process Safety Management is currently an OSHA National Emphasis
Program. Additionally, all four sites won OSHA and Department of Energy VPP performance
awards.

In addition to the awards associated with the VPP program, the Strategic Petroleum Reserve
storage sites were recipients of several awards for management quality, environmental
stewardship, and safety management systems. In 2010, the Strategic Petroleum Reserve
received three awards from the National Safety Council for Occupational Excellence. These
awards were presented during the 2010 National Safety Council Congress.
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I. Legislative Language

The Strategic Petroleum Reserve was authorized by the Energy Policy and Conservation Act
(EPCA), as amended (42 U.S.C. 6201 et seq.), which was enacted on December 22, 1975 (Pub L.
94-163). The Strategic Petroleum Reserve has operated according to the policies and
comprehensive energy plans of all Administrations since that time in recognition of the long-
term dependence of the United States on imported crude oil and petroleum products.

Section 165 of EPCA requires the Secretary of Energy to submit an Annual Report to the
President and the Congress on the activities of the Strategic Petroleum Reserve. As required by
the Act, this Strategic Petroleum Reserve Annual Report for Calendar Year 2010 includes
information on:

» The status of the physical capacity of the Strategic Petroleum Reserve and the type and
guantity of petroleum products stored;

» An estimate of the schedule and cost to complete planned equipment upgrade or
capital investment in the Strategic Petroleum Reserve, including upgrades and
investments carried out as part of operational maintenance or extension of life
activities;

» ldentification of any life-limiting conditions or operational problems at any Strategic
Petroleum Reserve facility, and proposed remedial actions including an estimate of the
schedule and cost of implementing those remedial actions;

» A description of current withdrawal and distribution rates and capabilities, and an
identification of any operational or other limitations on those rates and capabilities;

» A listing of petroleum product acquisitions made in the preceding year and planned in
the following year, including quantity, price, and type of petroleum;

» A summary of the actions taken to develop, operate, and maintain the Strategic
Petroleum Reserve;

» A summary of the financial status and financial transactions of the Strategic Petroleum
Reserve and the Strategic Petroleum Reserve Petroleum Accounts for the year;

» A summary of expenses for the year, and the number of federal and contractor
employees;

» The status of contracts for development, operation, maintenance, distribution, and
other activities of the Strategic Petroleum Reserve ;

» A summary of foreign oil storage agreements and their implementation status;

» Any recommendations for supplemental legislation or policy or operational changes the
Secretary considers necessary to implement the requirements of the Act.
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II. Ullage Management Remediation Program

Strategic Petroleum Reserve storage caverns are subject to continuous progressive “creep
closure” due to naturally occurring geological forces. This closure continuously reduces the
excess volume (ullage) of the caverns required to maintain their long-term storage capacity.
Current projections indicate that required ullage will be depleted between 2012 and 2013.
Studies of various strategies to solve this problem have been made. Due to their current ullage,
creep rates, and workover program impacts, West Hackberry, Big Hill, and Bryan Mound sites
pose the greatest concern to the Strategic Petroleum Reserve.

III. Cavern Well Casing Issues

During 2010, a sophisticated well-bore diagnostic program was initiated to assure the long-term
integrity of the wells penetrating the 62 storage caverns in the Strategic Petroleum Reserve.
The well-bore diagnostic program centers on the use of multi-sensor caliper surveys and down-
hole video surveys to evaluate the condition of the wells. Based on the results of this program,
a casing remediation workover program was initiated in 2010 to perform down-hole repairs
necessary to assure longevity of the nine wells that were identified for the procedure during
2010. In addition, one well was found to be unacceptable for further use and was subsequently
plugged and abandoned in December 2010, without diminishing the cavern drawdown
capability.

Anomalous pressure responses were observed in Big Hill Caverns 105 and 109 during 2010.
Subsequent diagnostic work on wells penetrating the two caverns showed evidence of casing
damage at the cap-rock/salt dome interface. Workovers to isolate the wells from the caverns
were successfully performed during the second half of 2010. Additional workovers were
planned to repair the wells in the future.
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IV. Hurricane Recovery Activities

During 2010, the Strategic Petroleum Reserve completed all remaining recovery activities
associated with damage caused by Hurricane Gustav and lke. Table 1 shows the final costs for

hurricane repairs.

Table 1

Operational Impacts of Hurricanes

Site Hurricane Gustav Hurricane lke Recovery Costs**
Project Management
Office, New Orleans, LA* No Impact No Impact $756,000
R Time —
Bryan Mound, TX No Impact ecovery fime $2,426,000
6 Days
L Recovery Time —
Big Hill, TX No Impact 17 Days $9,504,000
West Hackberry, LA No Impact Recovery Time — $3,453,000
5 Days
R Time —
Bayou Choctaw, LA ecovery fime No Impact $136,000
5 Days
Other operational expenses $4,867,000
Remaining Cost Plan $444,000
Total $21,586,000

* Contains New Orleans and multi-site charges captured in New Orleans
** Final recovery costs have been updated from prior year published estimates
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V. Program Mission

Introduction

The Strategic Petroleum Reserve operates within the authority of the Energy Policy and
Conservation Act (EPCA) (42 U.S.C. 6201 et seq.), as amended, and the policies and
comprehensive energy plans of all Administrations since that time in recognition of the long-
term dependence of the United States on imported crude oil and petroleum products.

As of December 31, 2010, the Strategic Petroleum Reserve contained 726.5 million barrels of
crude oil. The inventory provided the equivalent of 77 days of net imports based on net
petroleum imports of 9.57 million barrels per day. The United States relies on a combination of
oil in the Strategic Petroleum Reserve and private stocks to meet its oil storage obligations
under and consistent with the agreement with the International Energy Program.

Legislative History

EPCA authorized the establishment of the Strategic Petroleum Reserve to reduce the impact of
a severe energy supply interruption, and to carry out the obligations of the United States under
the International Energy Program.

EPCA was amended by Title VIII of the Energy Security Act (Pub L. 96-294), enacted on

June 30, 1980. The Act established a minimum average daily fill rate of 100 thousand barrels
and precluded sale of Naval Petroleum Reserve Numbered 1 (Elk Hills Qil Field, Kern County,
California) crude oil except to fill the Strategic Petroleum Reserve unless the Strategic
Petroleum Reserve was being filled at the minimum rate or had an inventory of 500 million
barrels.

The Energy Policy and Conservation Amendments Act of 1985 (Pub L. 99-58), enacted on

July 2, 1985, extended the provisions of Title |, Part B, of EPCA relating to the Strategic
Petroleum Reserve until June 30, 1989, and directed the Secretary of Energy to conduct a sale
or exchange of 1.1 million barrels of crude oil to test the drawdown and distribution capabilities
of the Strategic Petroleum Reserve.

The Omnibus Budget Reconciliation Act of 1986 (Pub L. 99-509), enacted on October 18, 1986,
amended EPCA to require that the Strategic Petroleum Reserve be filled at a minimum rate of
75 thousand barrels a day until at least 750 million barrels were in storage.

Public Law 101-46, enacted on June 30, 1989, extended Strategic Petroleum Reserve authorities
contained in EPCA until April 1, 1990. The Act also required the Secretary of Energy to submit a
report to Congress by February 1, 1990, on alternative means of financing oil acquisition for the
Strategic Petroleum Reserve. Short-term extensions of the Strategic Petroleum Reserve
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authorities contained in EPCA were enacted on March 31, 1990 (Pub L. 101-262), and
August 10, 1990 (Pub L. 101-360).

On September 15, 1990, the President signed the Energy Policy and Conservation Act
Amendments of 1990 (Pub L. 101-383), extending authorization for the Strategic Petroleum
Reserve until September 30, 1994. This legislation also contained provisions to amend
drawdown authorities, required a Strategic Petroleum Reserve Plan Amendment for completion
of storage capacity for one billion barrels, authorized the drawdown and distribution tests, and
provided for a refined petroleum product reserve test program.

On October 24, 1992, the President signed the Energy Policy Act of 1992 (Pub L. 102-486). The
Act included provisions to (1) add new conditions for drawdown in emergency situations
involving a supply reduction of significant scope and duration, coupled with a severe price
increase likely to cause a major adverse impact on the Nation's economy, (2) allow the
enlargement of the Reserve to one billion barrels, (3) permit the Secretary of Energy to make
payment in advance for delivery of petroleum product either owned or not owned by the
United States for storage in the Strategic Petroleum Reserve or non Strategic Petroleum
Reserve facilities, (4) give the President discretionary authority to acquire domestic stripper
well oil at competitive prices to fill the Reserve; (5) amend the eligibility criteria for a Regional
Petroleum Reserve; and (6) establish a Defense Department petroleum account of
approximately six million barrels to be stored in the Strategic Petroleum Reserve.

On October 22, 1994, the President signed into law the Energy Policy and Conservation Act
Amendments Act of 1994 (Pub L. 103-406), extending authorization for the Reserve to
June 30, 1996.

The Balanced Budget Downpayment Act (Pub L. 104-99), enacted on January 26, 1996, required
the sale of up to $100 million of Weeks Island oil to fund decommissioning activities.

The Omnibus Consolidated Rescissions and Appropriations Act of 1996 (Pub L. 104-134),
enacted on April 26, 1996, required the sale of $227 million of Weeks Island oil for deficit
reduction.

The Omnibus Consolidated Appropriations Act (Pub L. 104-208), enacted on

September 30, 1996, appropriated $220 million for the Strategic Petroleum Reserve in fiscal
year 1997 to be financed through the sale of Reserve oil. The Strategic Petroleum Reserve
authorities expired on June 30, 1996. Authorization was renewed on October 14, 1996 with
enactment of Pub L. 104-306, which extended the authorization for the Strategic Petroleum
Reserve until September 30, 1997. After that date, the Reserve operated without authorizing
legislation until June 1998 when Pub L. 105-177 was signed.

The Balanced Budget Act of 1997 (Pub L. 105-33), enacted on August 5, 1997, added a new
section 168 to EPCA, authorizing the leasing of underutilized Strategic Petroleum Reserve
facilities for the storage of oil owned by a foreign government or its representatives.
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The Department of the Interior and Related Agencies Appropriations Act, 1998 (Pub L. 105-83),
enacted on November 14, 1997, appropriated $207.5 million for the Strategic Petroleum
Reserve in fiscal year 1998 to be financed through the sale of Reserve oil.

The 1998 Supplemental Appropriations and Rescissions Act (Pub L. 105-174), enacted on
May 1, 1998, included a provision which prohibited the drawdown and sale of Strategic
Petroleum Reserve oil if the President determined that a sale would be imprudent in light of
market conditions and designated the $207.5 million in foregone revenue as an emergency
requirement under the Balanced Budget Act of 1985. The President made the requisite
determination and designation on May 8, 1998.

On June 1, 1998, the President signed Pub L. 105-177 to extend certain EPCA programs. The
Act extended the authorization for the Strategic Petroleum Reserve and participation in the
International Energy Program through September 30, 1999, and expanded the antitrust
protection for U.S. companies participating in International Energy Agency activities. The Act
also authorized the drawdown and distribution of crude oil from the Strategic Petroleum
Reserve only for the purposes described in the Act, and required that the Secretary of Energy
request funds for acquisition, transportation and injection of petroleum products for storage in
the Reserve or provide a written explanation if no request for funds was made. The Omnibus
Consolidated and Emergency Supplemental Appropriations Act, 1999 (Pub L. 105-277), enacted
on October 21, 1998, included $160.1 million for the Strategic Petroleum Reserve.

On November 13, 1998, the President signed Pub L. 105-388, an Act to extend energy
conservation programs under EPCA and the Energy Conservation and Production Act, and for
other purposes. The Act provided that, during a drawdown of the Strategic Petroleum Reserve,
the State of Hawaii may submit a binding offer for Strategic Petroleum Reserve oil and be
entitled to purchase the oil at a price equal to the weighted average price of the successful
competitive bids for oil in the applicable category. Deliveries under the binding offer would
receive priority scheduling during a Strategic Petroleum Reserve drawdown.

The Strategic Petroleum Reserve authorization expired on September 30, 1999. On

October 5, 1999, the President signed Pub L. 106-64, extending the authorization for the
Reserve and for the EPCA authorities for United States participation in the International Energy
Program until March 31, 2000.

Appendix C of the Consolidated Appropriations Act, 2000 (Pub L. 106-113), enacted on
November 29, 1999, included $159 million for the Strategic Petroleum Reserve. The Act also
allowed the Secretary to use other DOE funds to finance a drawdown from the Strategic
Petroleum Reserve.

The Department of the Interior and Related Agencies Appropriations Act, 2001
(Pub L. 106-291), signed on October 11, 2000, included $165 million for the development,
operation and management activities of the Strategic Petroleum Reserve under EPCA,
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S4 million to be derived from the transfer of unobligated funds in the “SPR Petroleum
Account.”

On November 9, 2000, the President signed the Energy Act of 2000 (Pub L. 106-469). Title |
reauthorized titles | and Il of EPCA through fiscal year 2003, and updated or deleted the EPCA
title | Strategic Petroleum Reserve authorities. Title Il amended title | of EPCA to insert a new
part D authorizing the Secretary “to establish, maintain, and operate a Northeast Home Heating
Oil Reserve,” containing no more than two million barrels of petroleum distillate and located in
the Northeast. The new part D Reserve is not a component of the Strategic Petroleum Reserve
established under part B of title | of EPCA. Title Il also sets forth conditions for release of
products from the new part D Reserve, requires transmittal to the President and Congress of a
plan describing the Reserve, and upon establishment, requires the Secretary of the Treasury to
establish a “Northeast Home Heating Oil Reserve” account at Treasury.

On November 5, 2001, the President signed Pub L. 107-63, the Department of the Interior and
Related Agencies Appropriations Act for fiscal year 2002. The Act included $171 million for
Strategic Petroleum Reserve facilities.

On February 20, 2003, after a series of continuing resolutions, the President signed

Pub L. 108-7, the Consolidated Appropriations Act, 2003. Pub L. 108-7 included $171.7 million
for Strategic Petroleum Reserve operations and program management activities and

$1.9 million for the SPR Petroleum Account. The law also extended EPCA authority for the
Strategic Petroleum Reserve and United States’ participation in the International Energy
Program through September 30, 2008.

On November 10, 2003, the President signed the Department of the Interior and Related
Agencies Appropriations Act, 2004 (Pub L. 108-108). The Act provided $171 million for the
operations and program management activities of the Strategic Petroleum Reserve.

On December 8, 2004, the President signed the Consolidated Appropriations Act, 2005

(Pub L. 108-447). The Act provided $172.1 million for the operations and program
management activities of the Strategic Petroleum Reserve. After an across-the-board rescission
of 0.594 percent and a second general reduction, the Strategic Petroleum Reserve budget
authority was reduced to $169.71 million.

On August 8, 2005, the President signed into law the Energy Policy Act of 2005 (Pub L. 109-58).
The Act amended EPCA to provide permanent authorization for the Strategic Petroleum
Reserve. The Act also required acquisition of petroleum to fill the Strategic Petroleum Reserve
to its authorized one billion barrel capacity “as expeditiously as practicable without incurring
excessive costs or appreciably affecting the price of petroleum products to consumers”,
promulgation of procedures for the acquisition of petroleum for the Reserve, including
procedures and criteria for the review of requests for the deferrals of scheduled deliveries, and
selection of sites necessary to expand the storage capacity of the Strategic Petroleum Reserve
to one billion barrels.
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On November 19, 2005, the President signed the Energy and Water Development Appropria-
tions Act, 2006 (Pub L. 109-103). The Act provided $166 million for facility development and
operations and program management activities of the Strategic Petroleum Reserve. After an
across-the-board rescission of one percent, the Strategic Petroleum Reserve budget authority
was reduced to $164.34 million.

Congress passed a series of Continuing Resolutions to cover programs whose fiscal year 2007
appropriations, beginning October 1, 2006, had not yet been completed. The last Continuing
Resolution signed during 2006 was signed by the President on December 9, 2006

(Pub L. 109-383), and provided funding through February 15, 2007. A final year-long Continuing
Resolution (H.J. Res 20) was passed by Congress on February 14, 2007, and signed by the
President on February 15, 2007. The Revised Continuing Appropriations Resolution, 2007

(Pub L. 110-5) provided appropriations equal to the 2006 amount plus a small escalation
adjustment for employee pay and benefits. The final appropriation for the Strategic Petroleum
Reserve was $164.441 million.

Congress passed two Continuing Resolutions to cover fiscal year 2008 programs whose
appropriations, beginning October 1, 2007, had not yet been enacted. On December 26, 2007,
the President signed the Consolidated Appropriations Act, 2008 (Pub L. 110-161). The Act
provided $188.472 million for the Strategic Petroleum Reserve, of which $25 million was to be
used to carry out the new expansion site land acquisition activities consistent with the budget
request. After an across-the-board general reduction, the Strategic Petroleum Reserve’s
budget authority totaled $186.757 million, of which $24.773 million was provided to carry out
new site land activities.

On May 19, 2008, the President signed into law the Strategic Petroleum Reserve Fill Suspension
and Consumer Protection Act of 2008 (Pub L. 110-232). The Act suspended acquisition of
petroleum for the Strategic Petroleum Reserve beginning on the date of enactment and ending
on December 31, 2008. Resumption of fill could resume under strictly defined conditions, i.e., if
the President determined that the weighted average price of petroleum in the United States for
the most recent 90-day period was $75 or less per barrel. However, the Strategic Petroleum
Reserve could not resume fill earlier than 30 days after the President notified Congress that the
condition had been met. Pub L. 110-232 expired on December 31, 2008.

Funding for FY 2009 was completed in a series of three appropriations actions. On

September 30, 2008, the President signed the Consolidated Security, Disaster Assistance, and
Continuing Appropriations Act, 2009 (Pub L. 110-329) that provided funding for Government
agencies through March 6, 2009. On March 6, 2009, Congress passed, and the President
signed, H.J. Res. 38, a stopgap spending measure to keep the government in operation through
March 11, 2009 (Pub L. 111-6). On March 11, 2009, the President signed the Omnibus
Appropriations Act, 2009 (Pub L. 111-8) that completed funding through the fiscal year.
Appropriations for the Strategic Petroleum Reserve totaled $205 million, with $31.507 million
directed to carry out new site land acquisition activities as part of the proposed expansion of
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the Strategic Petroleum Reserve to one billion barrels. However, the law included a caveat that
none of the funds provided for new site expansion activities may be obligated or expended until
after the Secretary of Energy submits a report to the Congress on the effects of expansion of
the Strategic Petroleum Reserve on the domestic petroleum market. Research and preparation
of the report continued through 2009.

Additional FY 2009 funds were authorized in the Supplemental Appropriations Act, 2009
(Pub L. 111-32), enacted June 24, 2009, by transfer of $21.586 million from the Strategic
Petroleum Reserve’s Petroleum Account to Facilities Development and Operations for site
maintenance activities. The funds were used for the required hurricane repairs and site
restoration following Hurricanes Gustav and lke in 2008.

Funding for FY 2010 began with a short-term continuing resolution contained in the FY 2010
Appropriations Act for the Legislative Branch and Continuing Resolution (Pub L. 111-68). On
October 28, 2009, the Energy and Water Development and Related Agencies Appropriations
Act, 2010 (Pub L. 111-85) was enacted. The Act provided $243.823 million for the Strategic
Petroleum Reserve, including $25 million for expansion activities at the proposed Richton,
Mississippi site. Report language accompanying the Act (House Rept. 111-278 and

Senate Rept. 111-45) included guidance for the purchase of a commercial storage cavern to
replace an existing Strategic Petroleum Reserve cavern due to environmental risk at the Bayou
Choctaw, Louisiana site. Section 313 of the Act placed restrictions on the use of Strategic
Petroleum Reserve funds regarding potential transactions with the Islamic Republic of Iran. The
restrictions prohibited use of the funds to any person selling refined petroleum products valued
at $1 million or more to the Islamic Republic of Iran, or who is engaged in an activity valued at
S1 million or more that could contribute to enhancing the ability of the Islamic Republic of Iran
to import refined petroleum products, or who is engaged in an activity that could expand the
capacity of the Islamic Republic of Iran to produce refined petroleum products. The prohibition
exempted any contract entered into by the United States Government before the date of the
enactment of Pub L. 111-85.

Congress funded FY 2011 with a series of short-term Continuing Resolutions that continued
until April 15, 2011, when the Department of Defense and Full-Year Continuing Appropriations
Act, 2011 (Full-Year Continuing Appropriations Act) (Pub L. 112-10) was signed by the President.
The Full-Year Continuing Appropriations Act provided funding of $209,861,000. The first
short-term Continuing Resolution (Pub L. 111-242) was passed September 30, 2010, and
provided funding for all Federal agencies through December 3, 2010. A second Continuing
Resolution (Pub L. 111-290) amended the first and extended funding through

December 18, 2010. The third Continuing Resolution (Pub L. 111-322) provided funding
through March 4, 2011, in order to allow the 111" Congress to adjourn and to provide time to
convene the 112" Congress to complete FY 2011 funding. The 112 Congress passed three
additional short-term funding measures (Pub L. 112-4, Pub L. 112-6, and Pub L. 112-8) before
completing work on the Full-Year Continuing Appropriations Act, which included a rescission of
$86.3 million of prior year balances from the Strategic Petroleum Reserve. Of that total,
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$75.16 million had been appropriated for expansion of the Strategic Petroleum Reserve to one
billion barrels.

Strategic Petroleum Reserve Annual Report for Calendar Year 2010 | Page 10



Strategic Petroleum Reserve Annual Report for Calendar Year 2010

VI. Program Management

Organization

The Assistant Secretary for Fossil Energy at DOE in Washington, D.C. has overall program
responsibility for achieving the goals and objectives of the Strategic Petroleum Reserve. This
responsibility is delegated to the Deputy Assistant Secretary for Petroleum Reserves, and is
exercised through the Program Office in Washington, D.C., and the Strategic Petroleum Reserve
Project Management Office in New Orleans, Louisiana. Total staffing is 113 Federal full-time
equivalent employees and 807 contractor employees as of December 31, 2010. Figure 1
depicts the Strategic Petroleum Reserve organizational structure.

Figure 1

Strategic Petroleum Reserve Organizational Structure

Program Office
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Planning Operations Economic Management
& & Planning, Policy &
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Project

Management Office
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Contractual Support

The Project Management Office is responsible for the design, development, operation and
maintenance of the Strategic Petroleum Reserve and during 2010 employed a Management
and Operating contractor, DynMcDermott Petroleum Operations Company, to provide
management and personnel to operate and maintain the Strategic Petroleum Reserve facilities
and related systems. The contract with DynMcDermott (now DM Petroleum Operations
Company) will expire on March 31, 2013.

S&B Infrastructure, an architectural and engineering firm, provides design services for the four
storage facilities. The contract is for a three year initial period that ends May 31, 2012, with
options for DOE to extend the contract with two additional one-year options.

Sandia National Laboratory provides geotechnical support that includes analysis of the salt
dome, cavern integrity, vapor pressure, crude oil quality, and new cavern development.

Arctic Slope Regional Corporation Gulf States Constructors, a Native Alaskan 8(a) small
disadvantaged business, provides construction and construction management services for the
four storage facilities through August 31, 2011. The contract includes options for DOE to
extend for two additional one-year periods.

Contractors in specific disciplines perform miscellaneous site modifications for major
maintenance program activities. Most of these contracts are fixed-price and have terms of less
than one year.

Several support services contracts exist for management, technical, and computer support. The
largest support service contractor in 2010 was Deltha-Critique, an 8(a) small disadvantaged
business, which provides management and technical support currently through

October 31, 2010, with one additional one-year option remaining. Other support services
contractors include PB Energy Storage Services, Inc., AOC Petroleum Support Services, LLC, and
Cyborg, Inc.

Electrical power is provided to the four storage facilities by local utilities, Constellation New
Energy, and Entergy.

The Strategic Petroleum Reserve holds contracts with three commercial facilities that provide
terminal services for fill, drawdown, and storage of crude oil. The contract with the Sunoco
Partners Marketing & Terminals, L.P. is in its second five-year option period, which commenced
May 1, 2008. Unocal Corporation is in its third five-year option period, which expires

April 23, 2012, and the period of performance for Seaway Crude Pipeline Company expires
December 1, 2011.
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VII. Crude Oil Storage Program

Strategic Petroleum Reserve Storage Facilities

The Strategic Petroleum Reserve currently operates and maintains four major oil storage
facilities in the Gulf Coast region of the United States. The Strategic Petroleum Reserve has two
sites in Texas, i.e., Bryan Mound and Big Hill, and two sites in Louisiana, i.e., West Hackberry
and Bayou Choctaw. These four sites have a combined oil storage capacity of 727 million
barrels and a drawdown capability of 4.4 million barrels per day. Table 2 shows the storage
capacity and drawdown capability of each of the four storage sites as of December 31, 2010.

All oil stored in the Strategic Petroleum Reserve’s oil storage facilities is in large underground
storage caverns that have been created in salt dome formations. Salt dome storage technology
provides maximum security and safety for the Nation’s stockpile of crude oil.

Salt dome storage is by far the lowest cost technology for large-scale petroleum storage
projects. The average operations cost for fiscal year 2010 was approximately $0.21 per barrel
for the management, staffing, operations & maintenance, and security. This cost is
substantially less than industry storage costs and most foreign strategic oil reserves.

The Strategic Petroleum Reserve’s oil storage facilities are grouped into three geographical
distribution systems in the Gulf Coast: Seaway, Texoma and Capline. Each system has access to
one or more major refining centers, interstate crude oil pipelines, and marine terminals for
crude oil distribution. The locations of the Strategic Petroleum Reserve storage sites, and their
respective distribution systems, are shown in Figure 2.

Table 2
Storage Capacity and Drawdown Capability
(As of December 31, 2010)

CURRENT SITE CAPABILITY
Storage Capacity** Crude Mix Drawdown
Storage Facility (MMB) Sweet/Sour (MMB) Capability (MB/D)*
Bryan Mound 254 78/176 1,500
West Hackberry 228 120/108 1,300
Big Hill 171 73/98 1,100
Bayou Choctaw 74 22/52 515
Total Program 727 ( :;,2;23;) 4,415
Sweet = Low sulfur crude (5<0.5%) Sour = Medium sulfur crude (5<1.99%)
MMB = Million Barrels MB/D = Thousand Barrels Per Day

* Initial 90-day capability
** Storage Capacities reflect Temporary Deviation (VA-D9-054) to minimize oil storage risks in BC Cavern 20.
(i.e. West Hackberry +1.5 MMB, Big Hill +1.0 MMB, Bayou Choctaw -2.5MMB).
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Bryan Mound Site Status

The Bryan Mound storage site is located in Brazoria County, Texas, approximately three miles
southwest of Freeport, Texas. The site has 20 storage caverns with a total storage capacity of
254 million barrels, and a cavern inventory of 253.9 million barrels.

The Bryan Mound site was completed in 1986 and has been fully operational since that time.
The Strategic Petroleum Reserve annually performs a number of major maintenance projects to
maintain the site’s operational capabilities.

During 2010, construction was completed on the conversion of one of the 200 foot diameter
crude oil storage tanks, BMT-3, from an internal floating roof to an external floating roof tank.
An external floating roof design results in lower emissions from the tank and replaced the
internal floating roof which was damaged and had sunk inside the tank.

Operation of the modular degasification plant continued at Bryan Mound during 2010. The
plant treated approximately 41 million barrels of crude oil during 2010. The plant is scheduled
to complete degasification of Bryan Mound caverns in early 2011.

West Hackberry Site Status

The West Hackberry storage site is located in Cameron Parish, Louisiana, approximately
25 miles southwest of Lake Charles, Louisiana. The site has 22 storage caverns with a combined
storage capacity of 228 million barrels, and a cavern inventory of 227.8 million barrels.

The West Hackberry site was completed in 1988 and has been fully operational since that time.
The Strategic Petroleum Reserve annually performs a number of major maintenance projects to
maintain the site’s operational capabilities.

During 2010, construction was started on the Site Modifications task that will facilitate moving
the degasification plant from the Bryan Mound site to the West Hackberry site. This work
includes all civil, mechanical, and electrical work that will be required for the site to accept the
plant.

Construction was also started on the Site Security Upgrade task. Upgrades include replacement
of the site Alarm Display and Annunciation System (ADAS), replacement of site security
cameras, and the addition of enhanced security systems around site drawdown critical systems.

Big Hill Site Status

The Big Hill storage site is located in Jefferson County, Texas, approximately 26 miles southwest
of Beaumont, Texas. The site has 14 storage caverns, a combined storage capacity of
171 million barrels, and a cavern inventory of 170.2 million barrels.
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The Big Hill site was completed in 1991 and has been fully operational since that time. The
Strategic Petroleum Reserve annually performs a number of major maintenance projects to
maintain the site’s operational capabilities.

During 2010, construction started on the Site Security Upgrade task. Upgrades include
replacement of the site ADAS, replacement of site security cameras, and the addition of
enhanced security systems around site drawdown critical systems.

Bayou Choctaw Site Status

The Bayou Choctaw storage site is located in Iberville Parish, Louisiana, approximately 12 miles
southwest of Baton Rouge, Louisiana. The site has six storage caverns, an authorized storage
capacity of 74 million barrels, and a cavern inventory of 73.6 million barrels. In October 2007
the authorized cavern capacity of Bayou Choctaw was temporarily decreased from 76 million
barrels to 73.5 million barrels due to a net reduction of 2.5 million barrels of authorized
capacity in Bayou Choctaw Cavern 20. This reduction was required since the bottom half of
Bayou Choctaw 20 was determined to have a high environmental risk for storage of crude oil
due to the proximity of the cavern boundary to the edge of the salt dome.

The Bayou Choctaw site was completed in 1987 and has been fully operational since that time.
The Strategic Petroleum Reserve annually performs a number of major maintenance projects to
maintain the site’s operational capabilities.

During 2010, construction was completed on a comprehensive upgrade of the sites security
systems. Upgrades include replacement of the ADAS, replacement of site security cameras, and
the addition of enhanced security systems around site drawdown critical systems.

St. James Marine Terminal Status

The Strategic Petroleum Reserve constructed a marine terminal on the Mississippi River at

St. James, Louisiana in the 1970s to support fill and drawdown of the Strategic Petroleum
Reserve sites. The terminal has six above ground storage tanks with a total storage capacity of
two million barrels. The St. James terminal is leased to Shell Oil Products US under a long-term
lease agreement. Under the lease agreement, Shell provides for all normal operations and
maintenance of the terminal and is required to support the Strategic Petroleum Reserve as a
sales and distribution point in the event of a drawdown.

A connection between the St. James terminal and the adjacent LOCAP terminal enhances the
Strategic Petroleum Reserve’s emergency distribution capabilities by enabling unencumbered
crude oil distribution to the LOCAP terminal, the ExxonMobil pipeline and the Pla