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LY ' IC.
3601 C Stic t, Suite 1314
Anchorage, AK 99503

April 01,2008

Dan Mahar, EPA Region 10
1200 Sixth Avenue, Suite 900, AWT-107
Seattle, WA 98101

e-mail: o e

Re:  SOI Comments on EPA Region 10’s Proposed Minor Source Permit {or the
Kulluk Drill Ship -- Alaska Outer Continental Shelf Air Quality Control Minor
Permit Approval to Construct No. R100CS-AK-07-01(Revised)

Dear Mr. Mahar:

Shell Offshore Inc. (“SOI”) is pleased to submit these comments in support of EPA
Region 10’s revised Outer Continental Shelf (“OCS”) minor source air permit for the
Kulluk drill ship, noticed for public comment beginning February 25, 2008 (“Proposed
Permit™). The Proposed Permit governs SOI’s future exploratory operations in the
Beaufort Sea utilizing the Kulluk." As the permittee, SOI is uniquely able to provide
information and perspective on the nature of its operations as they relate to various
aspects of the Proposed Permit, and has an indisputable interest in the terms and
conditions of the Proposed Permit.

SOI believes that the conditions in Region 10’s Proposed Permit, as well as the analyses
in the Supplemental Statement of Basis for the Proposed Permit, are sensible and fair.
SOI believes that the conditions in the Proposed Permit will allow SOI to explore for
vital natural resources, and to do so in a socially and environmentally responsible way.
SOI further believes that the terms of the Proposed Permit would be consistent with
SOT’s commitment to corporate responsibility.

SOI commends Region 10 for properly limiting its consideration of comments to the
following subjects: (i) EPA’s “stationary source” determination; (ii) EPA’s ambient
impact analysis; and (iii) new or revised permit terms or conditions, specified in Section
4.0 of the Supplemental Statement of Basis. When the Environmental Appeals Board
(“EAB”) issued a remand order for the permit issued to SOI on June 12, 2007, the EAB
instructed Region 10 to conduct a narrow inquiry to address specific deficiencies in the
original permit. /n re Shell Offshore Inc., 13 E.LA.D. at __, slip op. at 5 (Sept. 14, 2007).

' At SOP’s request, EPA has suspended processing of the permit governing SOI’s exploratory
operations utilizing the Frontier Discoverer drill ship, in light of SOI’s decision not to seek to
operate the Frontier Discoverer in the Afaska OCS during the 2008 open water season.

Petitioners' Reconsideration Response
Exhibit 8



Region 10 should therefore reject any comments that seek to re-open issues that were
resolved in the EAB remand order, and any extraneous comments that would distract
Region 10 from its otherwise focused inquiry.

SOI supports Region 10°s finding in the Supplemental Statement of Basis that SOI's
planned wells in the Beaufort Sea OCS are not “contiguous or adjacent properties.” See
40 C.F.R. 50.166(b). SOI commends Region 10 for its thoughtful and thorough analysis
of the relevant EPA guidance documents, and for identifying the appropriate factors to
consider in reaching its conclusion. SOI believes that Region 10 properly applied these
factors to the specific factual circumstances of SOI’s planned development, and correctly
determined that the planned wells are neither contiguous nor adjacent.

In addition to these general comments, the remainder of this comment document focuses
on specific issues in the permit about which SOI has specialized knowledge or a
particularized interest.

PERMIT COVER PAGE

SOI requests that the Final Permit include on the cover page, on a new page two of the
permit, or in the Final Permit cover letter, contact information for the relevant party (or
parties) at EPA Region 10 for matters relating to the Final Permit, including a physical
address, a mailing address, an email address, facsimile and telephone numbers.

SECTION 1. TERMS AND CONDITIONS

DEFINITIONS

Condition 1. Definitions; Condition 2. Authorizations/Emission Unit Inventory and
Description

Condition 1.1, Proposed Permit at 4

EPA should clarify that SOI may identify a number of wells in advance of a given season
for potential drilling during that season, and that SOI ultimately may select among those
wells in drilling during that season. Given the uncertainties surrounding the timing of the
open water season or other issues, SOI will not always be able to predict how many or
which wells it will drill during any given season, but SOI will have identified a set of
prospective wells. The wells ultimately drilled during that season will be a subset of
those previously identified wells. Thus, any one or more of those prospective wells
identified or “selected” in advance of the drilling season may ultimately become a
“Planned Well” when drilled.

In addition to providing an explanation to this effect in its Response to Comments, EPA
should clarify Condition 1.1, which defines “Planned Well,” as follows (added text
underlined):

“A Planned Well is a well, selected from among
prospective wells that are identified in advance of the
drilling season, that is drilled to collect discrete information
from a specific prospect.”

Condition 1.3, Proposed Permit at 4
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The definition of “Replacement Well” should be modified slightly to clarify that such a
well is intended to “replace” the original Planned Well and to obtain the same discrete
information that SOI intended to obtain from the original Planned Well. Condition 1.3
should be modified to read as follows (added text underlined; deleted text in
strikethrough):

“A Replacement Well is a well drilled near a Planned Well
that has been plugged and abandoned without being drilled
to its intended depth. The Replacement Well eeHeets is
intended to collect. from an alternate location, the same

discrete information frem-a-speeifie-prospeet-froman
alternate-Joecation originally sought from drilling of the

Planned Well.”

Condition 1.4, Proposed Permit at 4; Condition 2.3, Proposed Permit at 3.

As currently drafted, the definition of “Drill Site” in Condition 1.4 appears inconsistent
with the language of Condition 2.3, defining initial and final operation at each Drill Site.
The definitions in Condition 2.3 appear to comport more precisely with the regulatory
definition of an OCS Source, which encompasses vessels only when they are
““permanently or temporarily attached to the seabed and erected thereon and used for the
purpose of exploring, developing or producing resources therefrom . . . .” See 40 C.F.R.
§ 55.2. Until the Kulluk’s anchoring process is complete, it is not “attached” to the
seabed, nor is it being “used for the purpose of exploring” the seabed. Thus, the
definition of Drill Site, as well as the terms of Condition 2.3, should reflect that the
Kulluk is operating as an OCS Source only when the Kulluk is anchored in a manner
sufficient to permit the proposed operations — i.e., the Kulluk is attached to all of the
anchors in the relevant anchor pattern (discussed below), all of which are also attached to
the seabed.

Thus, the definition of Drill Site should specify both (i) that the Kulluk is attached to its
anchors, and (ii) that those anchors are attached to the seabed. There may be instances —
for example, in the event of a heavy ice incursion — during which the Kulluk would cease
exploratory drilling operations, untether from its anchors, and move off from a “Drill
Site” location, leaving its anchors in place, with the intent of returning after the ice had
retreated to reconnect to its anchors and reinitiate drilling operations at that same Drill
Site location. The Kulluk would not be an OCS Source, nor should it be considered to be
occupying a “Drill Site,” during any such interim periods when it is not “attached” to the
seabed for the purpose of exploration.

In addition, EPA should make clear that the “initial” and “final™ operation of the Kulluk,
as defined in Sections 2.3, is intended to describe not only the very first and very last of
the Kulluk’s operations at a given Drill Site, but also any “temporary” cessation of
operations prior to final completion of operations at a Drill Site in order to move off of
the Drill Site (e.g., due to ice incursions), and any re-initiation of operations at that Drill
Site during the same season after the Kulluk has moved off of the Drill Site (e.g., due to
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ice incursions) and then returned to resume operations. In other words, for purposes of
calculating the number of days during which the Kulluk has drilled at a single drill site
for purposes of compliance with Condition 15, there may be more than one “initial
operation” time and more than one “final” operation time for each Drill Site within a
given drilling season. Thus, any interim periods during which the Kulluk has
disconnected from or raised anchors, (e.g., to leave the site during ice incursions) should
not be considered to be included within the periods of operation bounded by Conditions
2.3.a and 2.3.b. nor should any such periods be included in calculating the number of
days during which the Kulluk has drilled at a single drill site for purposes of compliance
with Condition 15.

SOI anticipates two anchor patterns that will allow it to safely commence OCS
exploration activities. For drilling of mud cellars, SOI anticipates being able to initiate
operations with eight of its twelve anchors attached to both the Kulluk and the seabed.
Subsequently, after operations have commenced, the additional four anchors would be
added. For all other exploratory operations, SOI will begin operations only after all
twelve of the Kulluk’s anchors are set and the Kulluk is attached to those anchors.

Thus, with respect to drilling of mud cellars, the definition of Drill Site should be revised
to reflect that the Kulluk is occupying a Drill Site when it has a minimum of eight
anchors to which it is attached, and which are attached to the seabed. For purposes of
other exploratory activities, the definition of Drill Site should be revised to reflect the fact
that the Kulluk is occupying a Drill Site when it is attached to all twelve anchors and all
twelve of those anchors are attached to the seabed. In addition, Conditions 2.3.a and
2.3.b should be revised to reflect definitions of initial and tinal operation consistent with
these anchor patterns.

Finally, EPA should change the reference to the “seafloor” so that the Proposed Permit
instead refers to the “seabed,” consistent with the language of 40 C.F.R. § 55.2, which
defines “OCS Source” in terms of vessels permanently or temporarily attached to the
“seabed.”

The definition of “Dnll Site” in Condition 1.4 should be modified, therefore, to read as
follows (added text underlined; deleted text in strikethrough):
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“A Drill Site 1s a location on the surface of the water
occupied by the Kulluk-and-from-thisteeation-where the
Kulluk is permanently or temporarily attached to the seabed
fleer and erected thereon and used for the purpose of
exploring resources therefrom. The Kulluk is said to be
occupying a Drill Site when it is attached to atieast-one-of
the anchors_in the applicable anchor pattern and those
anchors are is attached to the seabed fleer. For purposes of
drilling mud cellars, the applicable anchor pattern consists
of a minimum of eight anchors. For purposes of other

operations, the applicable anchor pattern consists of twelve
anchors.”

Condition 2.3.a. should be modified to read as follows (added text underlined; deleted
text in strikethrough):

“The initial operation of the Kulluk during any given
operational period within a season at each Drill Site is
defined as the completion of (i) the setting of the Kulluk’s
last anchor in the applicable anchor pattern on the seabed
fleer and (ii) the Kulluk’s connection to all anchors in the
pattern. For purposes of drilling mud cellars, the applicable
anchor pattern consists of eight anchors. For purposes of
other operations, the applicable anchor pattern consists of
twelve anchors. More than one initial operation may occur
at each Drill Site within a given drilling season if drilling is
interrupted and resumed there.”

Condition 2.3.b. should be modified to read as follows (added text underlined; deleted
text in strikethrough):

“The final operation of the Kulluk during any given
operational period within a season at each Drill Site is
defined as when the Kulluks intentionally disconnects
from one of its anchors in the applicable anchor pattern or
removes one of its }ast anchors isremeved in the relevant
anchor pattern from the seabedfleer. For purposes of
drilling mud cellars, the applicable anchor pattern consists
of eight anchors. For purposes of other operations, the
applicable anchor pattern consists of twelve anchors. More

than one final operation of the Kulluk may occur at each
Drill Site within a given season if drilling is interrupted and

resumed there.”

Petitioners' Reconsideration Response
Exhibit 8



OWNER REQUESTED LIMITS RENDERING PREVENTION OF SIGNIFICANT DETERIORATION
(PSD) REVIEW UNNECESSARY

The heading preceding Condition 8 should be revised to clarify that the goveming
regulations expressly permit SOI to adopt Owner Requested Limits and thereby obtain a
minor source permit. It is well established that a source that would otherwise exceed
the 250 tpy threshold and be subject to PSD requirements may exempt itself from
regulation as a major source by “requesting the permitting authority to impose a permit
restriction on the source’s capacity to emit.” In re Shell Offshore Inc., 13 E.A.D. at __, slip
op. at 13 (Sept. 14, 2007). Indeed, a number of North Slope air permit holders, including
the North Slope Borough for its Barrow Thermal Oxidation System (Permit No.
AQO0831MSS01), have air permits that include Owner Requested Limits in order to avoid
classification either as a major source or a minor source. Thus, the heading preceding
Condition 8 should be modified to read as follows (added text underlined):

“Owner Requested Limits Rendering Prevention of
Significant Deterioration (PSD) Review Unnecessary
Pursuant to 40 C.F.R. § 52.21 and 18 Alaska Admin. Code
50.508(5).”

Condition 8. Nitrogen Oxides (NOx) Emission Limitation.

Condition 8.2, Proposed Permit at 11

EPA should specify that the calculations and record-keeping requirements of this
Condition must be completed within three business days after the end of the week.
Providing for notice within three business days provides ample expedience for purposes
of any EPA response relating to thesc aspects of the permit and addresses the practical
and feasibility concerns arising out of an obligation to prepare and submit reports to EPA
during shift changes, holidays or weekend periods. Condition 8.2 should therefore be
modified to read as follows (added text undcrlined):

“No later than 3 business days after the end of the week,
the permittee shall calculate and record the Rolling 52-
week NOx Emissions for an Exploratory Operation by
adding the most recent Weekly NOx Emissions to the
preceding 51 Weekly NOx Emissions.”

Condition 8.3.a, Proposed Permit at 11

As drafted, Condition 8.3.a provides for a reporting year from December 1* of one year
through November 30™ of the following year. In order to provide consistency with other
reporting requirements and maintain a more predictable and manageable reporting
regime, SOI requests that EPA provide for reporting based on the calendar year. Thus,
the second sentence of Condition 8.3.a should be revised to read as follows (added text
underlined; deleted text in strikethrough):
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“The permittee shall report to EPA a summary of Rolling
52-week NOx Emissions annually to EPA. The report shall
be submitted no later than February 1* December34 for the
time period beginning January 1% Decemberi-{ofthe
pfeweus—ea}eﬂéar—yeaﬁ) and ending NevembeP—QQ

December 31* of the preceding vear.”

Condition 8.3.b, Proposed Permit at 12

EPA should specify that the reporting requirement of this Condition must be completed
within three business days after the end of the week. Providing for notice within three
business days provides ample expedience for purposes of any EPA response relating to
these aspects of the permit and addresses the practical and feasibility concerns arising out
of an obligation to prepare and submit reports to EPA during shift changes, holidays or
weekend periods. Thus, Condition 8.3.b should be revised to read as follows (added text
underlined):

“The permittee shall report to EPA any exceedance of
Condition 8 within 3 business days of identification.”

Condition 9. Source Group-Specific NOx E 1ission Factors
Condition 9.1.b.(ii)(A), Proposed Permit at 15

This condition refers only to 2007 emissions and should therefore be updated because the
permit no longer is addressing 2007 emissions. This condition should be further revised
to account for the possibility that SOI may obtain new stack test results in the future.
Thus, this condition should be revised to read as follows (deleted text in strikethrough):

“New emissions factors based upon stack testing conducted

in 2007, or based on more recent testing conducted
subsequent to the permit issue date. shall be utilized to

calculate all emissions generated-during20607.”

Condition 9.2.b., Proposed Permit at 15

SOI requests that its submission of the emission test report and the new proposed
emission factor provided for in this Condition be due within 30 days of completion of
testing, rather than within 15 days of completion of the testing. Fifteen days is an
extremely short time period for SOI’s emission testing firm to move from completion of
the testing through the entire QA/QC process, and then to prepare a draft test report,
which SOI must then review and submit to EPA. Because once the new emission factor
is approved, Condition 9.1.b(ii) applies that new emission factor retroactively, beginning
with the day that the stack testing used to develop the emission factor was performed, the
results of the process will not be affected by allowing SOI a more adequate time period
during which to complete these items. Thus, SOI requests that EPA modify the first
sentence of Condition 9.2.b to provide (added text underlined; deleted text in
strikethrough):
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“Within 45 30 days of completing the testing, the permittee
shall submit to EPA a new emission factor for approval.”

Condition 10. Sulfur Dioxide (SO2) Emission Limitation
Condition 10.b., Proposed Permit at 17

EPA should specify that the reporting requirement of this Condition must be completed
within three business days after the end of the week. Providing for notice within three
business days provides ample expedience for purposes of any EPA response relating to
these aspects of the permit and addresses the practical and feasibility concerns arising out
of an obligation to prepare and submit reports to EPA during shift changes, holidays or
weekend periods. Thus, SOI requests that Condition 10.b. be modified to read as follows
(added text underlined):

“Within 3 business days of identification. report to EPA
any instance of a liquid fuel with sulfur content greater than
0.19 percent by weight being combusted in any emission
unit on the Kulluk or a support vessel.”

STANDARDS FOR FUEL BURNING EQUIPMENT

Condition 13. Particulate Matter
Condition 13.3.b., Proposed Permit at 20

EPA should specify that the reporting requirement of this Condition must be completed
within three business days after the end of the week. Providing for notice within three
business days provides ample expedience for purposes of any EPA response relating to
these aspects of the permit and addresses the practical and feasibility concerns arising out
of an obligation to prepare and submit reports to EPA during shift changes, holidays or
weekend periods. Thus, SOI requests that Condition 13.3.b be modified to read (added
text underlined):

“Within 3 business days of identification, report to EPA
any instance of a liquid fuel with sulfur content greater than
0.05 percent by weight being combusted in Unit K-8, K-9,
K-10,K-13, K-14.”

Condition 13.4.c.(ii) and Condition 13.4.d.(i), Proposed Permit at 21

Condition 13.4.c.(ii) requires Shell to calculate and record each main driver engine’s
preceding 3-hour average operating load every 15 minutes. Condition 13.4.d.(i) requires
Shell to report to EPA a summary of these 3-hour time periods in which each main driver
engine emitted, on average, particulate matter greater than 0.05 gr/dscf as determined
using the EPA-approved correlation.
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These provisions could create a situation in which a single elevated 15-minute reading
could trigger multiple (as many as twelve) overlapping elevated three-hour readings,
which in turn could lead to a single elevated reading being multiple-counted as a series of
as many as twelve separate violations of the restrictions set forth in this Condition.

EPA should therefore clarify that reporting pursuant to 13.4.d.(i) and determining
compliance with the three hour average limitation of Condition 13 arc based on eight
specific three-hour periods per day. e.g., 12:01 a.m. to 3:00 a.m.; 3:01 a.m. to 6:00 a.m.;
6:01 a.m. to 9:00 a.m.; etc., similar to the EPA ambient monitoring reporting
requirements. Condition 13 should be revised to read as follows: (added text underlined;
deleted text in strikethrough):

“Particulate Matter. The permittee shall not cause or
allow particulate matter emitted from fuel-burning
equipment to exceed; 0.05 grains per cubic foot of exhaust
gas, corrected to standard conditions and averaged over any
of the following three hour periods -heurs;-0-05-grains-:
12:01 a.m. to 3:00 a.m.; 3:01 a.m. to 6:00 a.m.; 6:01 a.m. to
9:00 a.m.; 9:01 a.m. to 12:00 noon; 12:01 p.m. to 3:00
p.m.; 3:01 p.m. t0 6:00 p.m.; 6:01 p.m. to 9:00 p.m.; 9:01

p-m. to 12:00 midnight.”

To conform to the new Condition 13 requirement, Condition 13.4.d.(i) should be revised
to read as follows: (added text underlined; deleted text in strikethrough):

“The permittee shall report annually to EPA a summary of
those 3-hour time periods, specified in Condition 13 above,
during which an engine emitted, on average, particulate
matter in concentrations in excess of the 0.05 gr/dscf as
determined using the EPA-approved correlation.”

Finally, Condition 13.4.d.(ii) should be revised to cover the calendar year. This condition
provides for annual reporting, but again provides for that annual reporting to cover a 12
month period running from December 1 through November 30, rather than covering the
calendar year. In order to provide consistency with other reporting requirements and
maintain a more predictable and manageable reporting regime, SOI requests that EPA
provide for reporting based on the calendar year. This provision should be revised to
read as follows: (added text underlined; deleted text in strikethrough):

“The report shall be submitted no later than February 1%
Deeember31 for the time period January 1* through

December 3 1“t of the Dlecedmg year begmnmg—Deeember—l—

AMBIENT AIR QUALITY PROTECTION (NO2, PM10 AND SO2)
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Conditions 17.3, 18.3, and 19.3, Proposed Permit at 22; Condition 20.3 Proposed
Permit at 23

With respect to each of these four Conditions, EPA should specify that the permittee
must provide notice within three business days of identifying any specified exceedance.
Providing for notice within three business days provides ample expedience for purposes
of any EPA response relating to these aspects of the permit and addresses the practical
and feasibility concerns arising out of an obligation to prepare and submit reports to EPA
during shift changes, holidays or weekend periods.

Conditions 18.1 and 18.2, Proposed Permit at 22

These Conditions reference a misidentified emissions unit. The Kulluk Emergency
Electrical Generator Engine is misidentified in the permit as Unit K-4. It should be
identified as Unit K-7. Thus, in Conditions 18.1 and 18.2, EPA should delete references
to Unit K-7. These Conditions should be revised to reference Unit K-4.

GENERALLY APPLICABLE REQUIREMENTS
Condition 21, Proposed Permit at 23

This Condition incorrectly references 18 AAC 50.110 as the source of the Alaska
ambient air quality standards. This should be revised to reference 18 AAC 50.010, which
contains thosc standards.

Condition 26, Proposed Permit at 23

Condition 26 should be revised to include an introductory paragraph that clarifies the
procedures that would apply to EPA’s reopening of the permit to terminate, revise, or
revoke and reissue it. The recommended language affords to SOI a process for reopening
this permit equivalent to the process that applies to a federal operating permit under
EPA’s regulations. See 40 C.F.R §§ 71.7(f), (g). The Kulluk Minor Permit is the first
OCS permit of its kind and it is important for EPA to make clear that, in the event the
Agency believes cause exists to terminate, revise, or revoke and reissue this permit, EPA
does not intend to afford SOI lesser procedural protections during operations under this
permit than would be afforded the holder of an on-shore Part 71 operating permit. Thus,
SOI recommends that Condition 26 be revised as follows (added text underlined):

26. Permit Revision, Termination and Reissuance. This
permit may be terminated, revised, or revoked and reissued
by EPA for cause. Proceedings to reopen this permit for
cause shall follow the same procedures as applied to the
issuance of this initial permit and shall affect only those
parts of the permit for which cause to reopen exists. EPA
may reopen this permit for cause upon providing a notice of
EPA’s intent and a statement of reasons to SOI at least 30
days in advance of the date that the permit is to be

10
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reopened. and EPA shall provide SOI an opportunity for
comment on EPA’s proposed action and an opportunity for

a hearing, except that EPA may provide a shorter time

period in the case of an emergency. Cause exists to
terminate, revise, or revoke and reissue this permit under

the following circumstances:

Although Condition 26.1 needs no revision, Condition 26.2 and Condition 26.3 should be
revised to conform to the Alaska permit regulations. The Alaska regulations provide that
revision, termination, or reissuance of a permit is only necessary where there is a
violation of a “material” permit term: “after 30 days’ written notice to the permittee, the
department (1) may modify, or revoke and reissue a construction, operating, or minor
permit if the department finds that . . . (B) the permittee has violated . . . 2 material term
or condition of a permit, approval, or acceptance issued under this chapter.” 46 AAC
46.14.280(a) (emphasis added). The corresponding on-shore regulations appropriately
establish a materiality threshold for actionable permit violations, which should be
reflected in this OCS permit. Thus, SOI recommends that Condition 26.2 and 26.3 be
revised as follows (added text underlined; deleted text in strikethrough):

26.2 Materially ilnaccurate statements were made in
establishing the terms or conditions of this permit;

26.3 The permittee fails to comply with any material
condition of this permit; or

Finally, Condition 26.4 should be revised as indicated to make it parallel with the
introductory language of Condition 26. Thus, SOI recommends that Condition 26.4 be
revised as follows (added text underlined; deleted text in strikethrough):

26.4 This permit must be terminated, revised, or revoked
and reissued to assure compliance with Clean Air Act
Requirements.

SOI appreciates EPA’s efforts in responding to these and other comments submitted on
the Proposed Permit. SOI remains available to provide EPA any information relevant to
EPA’s response efforts or its processing of the Proposed Permit. Thank you.

Sincerely,

Alaska Regulatory Affairs Manager
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Cc:

Paul Smith, Shell

Jeffrey Walker, Minerals Management Service, Alaska Region
Don Perrin, Alaska Department of Natural Resources

Johnny Aiken, NSB Planning Department
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