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Al aska O | and Gas Conservation Commi ssion (AOCGCC)

Depart ment of Adm nistration

PO Box 110200

Juneau, AK 99811-0200

Anchor age AK

POSI TI ON STATEMENT: Gave AQOGCC update on pipeline corrosion
i Ssues.

JONNE SLEMONS, Acting Coordi nator

Petrol eum Systens Integrity Ofice (PSIO

Division of Gl and Gas

Depart ment of Natural Resources

400 W1 I oughby Ave.
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Juneau, AK 99801-1724
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KEN DI EMER, Assistant Attorney Ceneral
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Departnent of Law

PO Box 110300

Juneau, AK 99811-0300

PCOSI TI ON STATEMENT: Presented update on existing authorities for
the Petrol eum Systens Integrity Ofice.

Bl LL HEDGES, Manager

Corrosion Strategy and Pl anni ng

BP Anerica

Anchor age AK

PCSI TI ON STATEMENT: Comment ed on pi peline corrosion issues.

ACTI ON NARRATI VE

CHAIR CHARLIE HUGEA NS called the Senate Resources Standing
Comm ttee neeting to order at 3:31:38 PM Present at the call to
order were Senators Geen, Welechowski, MQire, Stedman and
Huggins. He invited M. Dietrick to begin the update on pipeline
corrosion.
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DEC Pi peline Corrosion Update

LARRY DI ETRICK, Director, Division of Spill Prevention and
Response, Departnent of Environnental Conservation (DEC), said
he was just about done when the committee adjourned on Friday.

He had di scovered what the new regulatory framework will be for
the pipelines on the North Slope at both the state and federal
| evel. The state will be regulating the flow |lines upstream of

the production facilities and the federal government Ofice of
Pi peline Safety will be regulating them downstream

3:34:12 PM
MR DI ETRICK said the last topic began on page 15 of the DEC
handout. It discovers the status of the two cleanups of the two

events from |ast summer, the GC2 (Gathering Center 2) spill and
FS2 (Flow Station 2) spill. He said the cleanup and restoration
of both sites are conplete and additional nonitoring and
restoration, if needed, wll be conducted next sumrer. He

reported that the inpacts at both sites are demnims and there
were no wildlife inpacts. They were very nmanageable cleanup
events because of the flat terrain on the North Slope and
because the second-largest oil spill co-op (Al aska C ean Seas)
in the state is there. He described the trimrer and brushing
cl eanup activities techniques on the tundra and the revegetation
efforts on GC2.

CHAI R HUGE NS asked who actually did the cl eanup.

MR. D ETRICK replied that the conpanies have a spill co-op on
the North Slope called Al aska C ean Seas that conducted nost of
the operations. They oversee the cleanup and have an incident
commander working in the wunified comand that directs the
cl eanup activities on their behal f.

CHAI R asked what the dollar anount of the cleanup was.
MR DIETRICK replied that he didn't know He added that nost

conpani es assune responsibility at the outset and are not
required to report on how rmuch the cl eanup costs.

TONY BROCK, Technical Director, BP Exploration Alaska Inc.,
vol unteered to get that nunber for him

JONNE SLEMONS, Acting Coordinator, Petroleum Systens Integrity

Ofice (PSIO, Division of Gl and Gas, DNR said the State
Pi pel i ne Coordi nator, M ke Thonpson, couldn’t be with them today
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and she would nake his presentation. She described the State
Pi pel ine Coordinator’s office as a consortium of state agencies
that is physically located wth the Joint Pipeline Ofice in
Anchorage. The state agencies represented are the Departnent of
Nat ur al Resources (DNR), the Departnent of Envi r onnment al
Conservation (DEC), the Departnent of Labor and Wbrkforce
Devel opnent (DOLWD), the Department of Public Safety (DPS) and
t he Bureau of Land Managenent .

She said the State Pipeline Coordinator’s Ofice has
jurisdiction over those pipelines on state rights-of-way and the
Leasing Act in AS 38.35 provides the relevant authorities. The
second page of the presentation listed the various pipelines
over which the office exercises jurisdiction. The North Sl ope
has approximately 375 mles of pipeline; Southcentral has 110 -
135 mles of pipeline. The TransAl aska Pipeline System is a
joint effort between the state and the federal governnent.

M5. SLEMONS expl ained that the shutdown at Prudhoe Bay was only
a partial shutdown of the western operating unit and a full
shutdown of the eastern operating unit. She said the State
Pipeline Coordinator’s Ofice (SPCO has experience in pipeline
oversight and its engineers, in particular, were made avail able
to assist with both the imrediate energency and the |ong-term
response.

The DNR, DEC and the AOGCC forned the Arctic Pipeline Technol ogy

Team (APTT) in response to direction from the Mirkowski
adm nistration after the March spill. That team has continued to
meet throughout the August spill as well. Staff from the State

Pi peline Coordinator’s Ofice was assigned to the APTT and have
been contributing all along. It also provided assistance to the
Division of Gl and Gas in the devel opnent of the long-term oil
and gas infrastructure oversight program which she would
address later in her own presentation.

The SPCO also facilitated information-sharing with state and
federal agencies, nunicipalities and industry regarding the
August shutdown. Those neetings were instrunmental in providing
coordi nation of corrective actions, not to nention the
i nformation sharing status. She said the neetings were held on a
weekly basis; but after several nonths they went to a nonthly
basis and just recently went to bi-nonthly.

3:42:16 PM
M5. SLEMONS reported that various subjects were addressed in the
nmeetings including the initial oil spill response, the oil
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transit line bypasses, the oil transit pipeline’ s corrosion
nmonitoring processes, the Prudhoe Bay wunit oil transit |ines
repl acenent project and TAPS-related issues. Wen the Prudhoe
Bay unit experienced the shutdown, the TAPS had | ow throughput
and associated vibration inpacts resulted at Atigun, |sabel and
Thonpson Passes.

3:42:53 PM

Specific actions by the SPCO included an engineering review and
approval of the junper line hot taps on the Endicott pipeline
bypass and various issues related to the Tank 110 sedinent
managenent. It is |located near Punp Station 1 of TAPS. The |ow
t hroughput concerns included accuracy of |eak detection,
physi cal changes of the crude oil, inpacts to operating

equi pnent, turbines operating at too |ow power and resultant
i ncreased em ssi ons.

3:44: 14 PM
M5. SLEMONS remarked that Louis Kozisek with the SPCO was in the
audi ence and coul d answer technical questions.

CHAI R HUGGE NS asked himto descri be the SPCO organi zati on.

LOU S KOzZI SEK, Chief Engineer, SPCO replied that the state
pi peline coordinator has the rights-of-way departnment answer to
him along with the engineering and adm nistrative departnents.
He also has about six liaisons from different agencies who
report both to him and back to their own agencies - about 25
peopl e in Anchorage and none in Juneau.

CHAIR HUGA NS asked if the SPCO is new.

MR. KOZI SEK replied that it first started in Fairbanks in the
1970s when TAPS was constructed. It got increased focus after
t he Exxon Val dez incident and was noved to Anchorage to be part
of the Joint Pipeline Ofice and that is where it is now M.
Thonpson reports to Ed Fogels, Acting Deputy Commi ssioner, and
Marty Rut herford, Acting Comm ssioner, both of DNR

SENATOR W ELECHOWBKI asked if all pipelines on the North Slope
are under either state or federal jurisdiction.

MR. KQZI SEK replied that is correct. He added the US Depart nent

of Transportation (USDOT) has been acting with that review
authority and it is currently pronulgating new rules and
regul ations that would place them permanently under federal

revi ew.
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SENATOR W ELECHOWNSKI asked what caused the pipes to get so
cor r oded.

MR. KOZI SEK replied that no definitive conclusion has been drawn
about the cause, but his personal opinion is that |eaving solids
in the pipeline was the major contributing factor. He expl ai ned
that all oil reservoirs have sone sort of sedinents that are
produced with the oil along with paraffin and asphaltines that
tend to drop out of solution. Those tend to plate the insides of
a pipe after a while and if they are not renoved, they can
contribute to corrosion in a nunber of ways.

He explained that corrosion inhibitor is a chemcal that is
injected into oil and the solids can absorb it. The solids keep
corrosion inhibitors from contacting the netal of the pipe
sinply because they are sedinent. They provide a safe harbor for
the bacteria in the bottom of a pipe where bacterial growh-
rates can be accelerated by changing the environnent. Solids can
cause m crobial -i nduced corrosion, a pinhole-type corrosion |ike
that that was seen at the | eak.

3:50:54 PM
SENATOR W ELECHOWBKI asked if scientists have known about this
type of corrosion for a while.

MR. KOZI SEK replied that it's a well-known process, but there is
consi derable debate about how active the <corrosion is in
different locations and different types of crude oil.

3:51:49 PM
CHAIR HUGEA NS asked if SPCO is a conpliance or enforcenent
or gani zat i on.

MR, KOZISEK replied that it is a nonitoring and oversight
organi zati on because its authority cones through adm nistering
| eases and nonitoring the installation of the |onger-distance
pi pelines over state |land. Those pipelines are authorized under
a specialized statute, AS 38.35, which was created just for
pi peline | eases.

CHAIR HUGGA NS asked for the top three things in the |ast year he
did to make it a better organization.

MR. KOZI SEK replied he increased conmunication and discussions

about causes of spills and provided assistance. The SPCO s
authority starts on TAPS, but it has no authority on the transit
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pi pelines. SPCO people were available to talk to BP and nonitor
the situation. They provided a sort of over si ght and
communi cation with the other agencies.

3:54:08 PM
CHAIR HUGE NS asked how industry responded when he canme on the
scene.

MR, KOZI SEK replied after the oil spill in August, BP nade a
concerted effort to open its doors to the SPCO and all owed him
to | ook at anything he wanted to.

CHAI R HUGE NS asked what two changes he would meke if he were
king for a day in the SPCO

MR. KOZISEK replied that he would attenpt to institute nore
frequent nmaintenance pigging on the pipelines to renove the
solids and engage integrated corrosion oversight that would | ook
at maintenance and smart pigging, <corrosion inhibitors and
corrosion control techniques. Internal and external direct
assessnment of corrosion would be nade to ensure the pipeline is
safe and reliable.

CHAIR HUGA NS asked if he is confortable with the progress being
made.

MR. KOZI SEK replied no, but the new DEC regul ati ons and creation
of the new Petrol eum Systens Integrity Ofice will go a |ong way
to prevent what happened | ast sunmer.

3:56:17 PM
CHAIR HUGE NS asked Ms. Slenons if she is subordinate to the
SPCO

M5. SLEMONS replied no; she works through the Division of Gl
and Gas.

SENATOR W ELECHOWSKI asked M. Kozisek if he felt the owners of
the pipeline and the producers are doing everything to maintain
the integrity of the pipelines. He asked if other things need to
be done legislatively to make sure that integrity i s naintained.

MR. KQZISEK replied he couldn't answer that; it's a balance
bet ween preventative nmaintenance and cost effectiveness. He's
relatively confortable with the progress he has seen. He thought
it would strike a good balance if it continues into the future.
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3:58: 13 PM

CATHY FOERSTER, Conmi ssioner, Alaska G and Gas Conservation
Comm ssion (AOGCC), Department of Admnistration (DOA), said
with oil and gas in the title, she gets invited to participate
in a lot of things that may or may not be included under its
oversight. According to statute the division prevents resource
waste and encourages greater ultimate recovery; it works wth
the EPA on the class 2 underground injection control progranms to
protect fresh ground waters during oil and gas operations; it
protects correlative rights of hydrocarbon owners and ensures
that good oilfield practices are used in drilling, work over and
reservoir nmanagenent operations. In the area of pipeline
integrity, her agency is charged only with ensuring the accuracy
of custody transfer neters that are used by the Departnent of
Revenue (DOR). Their accuracy is required by the Anmerican
Petrol eum Institute.

4:01: 03 PM
CHAIR HUGA NS asked if her job is as sinple as having the
custody transfer neter calibrated.

M5. FOERSTER replied yes and that inspectors periodically test
those nmeters to ensure that they remain calibrated accurately.
She added that the AOGCC stays apprised of all the operating
conditions and renedi al plans and actions because it gets a |ot
of calls whenever a reporter or concerned citizen wants to know
what is going on. It doesn’'t confort themto be told, “It’s not

my job.”

M5. FOERSTER said the AOGCC was heavily involved in all of the
rerouting in so far as custody transfer netering went. | t
provi ded technical support to the Arctic Pipeline Technol ogy
Team

4:03: 24 PM

Since md-2006, they have put new bl owout preventer equipnment
(BOPE) regulations into place. Those primarily reflect changes
in technol ogy and operating enhancenents, not any problens. They
are in the process of developing new safety value system (SVS)
regul ations and keeping up wth equipnent advances. She is
trying to contract with sonmeone to start a gas disposition study
- in other words, using gas for sonething other than sales, such
as flaring. Flaring regulations are also out of date, so those
wi |l be updated.

M5. FCERSTER said AOGCC has been involved in a Prudhoe Bay gas
off take study in anticipation of a gas pipeline, because before

SENATE RES COW TTEE - 8- February 19, 2007



anyone will put their noney into a gas pipeline, they need to

know that they will be allowed to produce the gas. Prudhoe Bay
is an oil field and you don't typically get permssion to
produce the gas in an oil field until all the oil is gone. She

said the prelimnary effort of that study is conpleted.

M5. FOERSTER said AOGCC also initiated a Pt. Thonmson gas
al  owabl e study, but that was put on hold when the DNR decl ared
Exxon in default on those |eases.

She also reported that she hired a new inspector to replace the
one who retired and is in the process of trying to hire a sixth
inspector to manage all the North Slope and Cook Inlet
i nspection of safety valves and keep track of things in general.

4:07: 24 PM

She has five inspectors now and said at any one tine she tries
to have two on the North Slope one in the Inlet. They do
rotations of seven days on and seven days off.

M5. FOERSTER said the AOGCC and DEC had just conpleted an
investigation of BP s actions before and during the pipeline
shut down. An independent investigator was hired because part of
the allegation was that DEC and AOGCC were conplicit in allow ng
BP to violate their regul ations.

4:10: 04 PM

The inspector |ooked at over 100 wells and interviewed people
face to face and provided a questionnaire for all BP's North
Sl ope operators to submt anonynously. A report was published
that is available on AOGCC s website. The key findings of the
well integrity investigation were on the |ast page of her
handout. She report ed:

Al t hough we found sonme housekeeping issues, we did not
find any violations. W did identify jointly with the

DEC that there is a regulatory gap in well cellar
requi renents and we’re working with the DEC — they're
taking the lead on that — filling that gap...

AOGCC is working with other agencies to develop a proactive
approach to nonitoring routine operations nore closely.

4:12: 33 PM

CHAIR HUGA NS asked if she wanted to add that to her list of
checki ng neters.
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M5. FOERSTER explained that is just one of the tasks the five
i nspectors perform Some other are that the nmeters need to be
checked on a schedul ed basis, blow out preventer equi pnent needs
to be tested at |east every other week on drilling rigs, every
safety valve on every well needs to be regularly checked.

CHAIR HUGE NS asked how a whistle-blower gets in touch wth
sonmebody in the AOGCC.

M5. FOCERSTER replied that he could pull an inspector aside and
talk to him he could wite a letter to the conm ssion or call
any of the comm ssioners. The AOGCC website also has a contact
box.

CHAIR HUGGE NS asked where inspectors can be found on the North
Sl ope today.

M5. FOERSTER answered that inspectors are they are all over the
pl ace and she calls them on their radios and asks where they
are. Their main office is in Dead Horse and it is nostly enpty.
“The only thing waiting for themis their refrigerator and their
beds.”

4:15: 24 PM
CHAI R HUGA NS asked how many inspectors were up there at any one
time.

M5. FOERSTER replied a m ninum of one, but they try to keep two
people up there at all tines. “W will never have zero.”

CHAIR HUGA NS asked what a well cellar is.

M5. FOERSTER replied the well is in the ground and the valves
sit at the surface. That set of valves is kept in a house. The
wel | -head nay have a hollow or sunp area. It may be lined or
not. If it is lined, the lining my be inperneable or it my
have deteriorated and it nay not be inperneable any nore. There
may a grate or wooden slats across the top to keep people from
falling in. It my be six inches wde or tw feet. There is
nothing out there that says if you' re going to have a well
cellar; it has to neet certain qualifications.

4:17:03 PM
CHAIR HUGA NS asked if the term “regulatory gap” nmeans “not in
conpl i ance”.
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M5. FCERSTER clarified that it means they don't have regul ations
setting forth what the operator is supposed to do.

CHAIR HUGGA NS asked if they don’t have regul ations and how she
conmuni cates her expectations to the operators.

SENATOR GREEN interrupted to say she wanted to ask the question
anot her way and asked if legislation is required to pronul gate
regul ations or if she does that in-house.

M5. FOERSTER deferred that answer to Larry Dietrick

MR D ETRICK replied that well <cellars are not defined in
regul ation. There are no state requirenments for their design

construction, function or perneability. DEC s concern is that
sonetinmes spillage happens around the well-head and if the
lining is inperneable, contamnation to the ground is avoi ded.

4:18: 57 PM
SENATOR W ELECHOWBKI asked Ms. Welechowski to explain nore
about why the Pt. Thonson study was put on hol d.

VB. FCERSTER replied AOGCC negotiated a confidentiality
agreenent with the Pt. Thonson owners to have access to all of
their confidential reservoir information to determne if it
woul d be possible to give Pt. Thomson a “gas all owabl e” w thout

creating an unacceptable |evel of liquid hydrocarbon waste. She
expl ained that Pt. Thonmson is not an oil field |like Prudhoe Bay,
but rather a retro-grade condensate reservoir. “It does funky

stuff and if you don't understand it and produce it properly,
you could lose liquid hydrocarbons in the reservoir.”

She recognized that the AOGCC would need a lot of information
t hat nobody has, but the owners. So, she worked a deal with them
to get access to it. They had one neeting in which they talked
about to share data and how Pt. Thonson conpares to other
retrograde condensate reservoirs around the world. Then the DNR
ruling came out holding Exxon in default. She called them and
asked, “Is it appropriate to continue with this study or should
we just put it on hold?” Exxon replied that discussions could be
put on hold for a while to give them tinme to work through DNR
i ssues and that they wouldn’'t make her renegotiate from scratch
when they started again.

SENATOR W ELECHOWSKI asked if Exxon asked her to put the study
on hol d.
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M5. FOERSTER replied that she offered to put it on hold know ng
that they nay not have the | ease six nonths from now.

SENATOR W ELECHOWSKI asked what advantage it was to the state to
put the study on hol d.

M5. FCERSTER replied that it costs a lot of noney to have
reservoir engineering consultants and geophysicists nucking
t hrough a bunch of data if you re not going to do anything with
it or if a new operator is going to cone in and gather new data.
In three years they would have to do it all over again.

SENATOR W ELECHOWBKI said his concern is with the strict tine
lines the state will be under and Pt. Thonson is a huge reserve.
He thought the state should pursue that as quickly as possible.

M5. FCERSTER agreed that he had a valid concern and added that
gi ving Exxon six nonths to figure out what its strategy is won't

hurt or stop the state from conpleting its study. She wll step
back in after giving thema little time to breath.

SENATOR W ELECHOWSKI asked why wait for Exxon at all since it is
being held in default by DNR

M5. FOERSTER replied she would have to talk to her |awers, but:

If they're in default why would they share it with us?

I’m not sure | understand what would be their
notivation to give us access to data on sonething that
they just had taken away from them - and the only

thing they have that has value is their data.

4:24:12 PM
CHAIR HUGA NS said she had done a good job and he didn’'t nean
for the conmttee to sound like it was grilling her. He asked if

she is technically under the Departnent of Admnistration. She
replied yes. AOGCC was under the DNR years ago, but that could
cause a conflict of interest in sonme of their roles, because the
state has no greater standing before it than any other |[ease
hol der.

CHAI R HUGGE NS asked who she reports to.

M5. FOERSTER replied that she reports to every person in the
state of Al aska.

CHAI R HUGGE NS t hanked her for reporting today.
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4:25:27 PM

JONNE SLEMONS, Acting Coordinator, Petroleum Systens Integrity
Ofice (PSIO, Dvision of Gl and Gas, Departnent of Natural
Resources (DNR), said she would talk about the division's
permtting actions since August and the actions BP has taken.
Second, she would describe what is known as LMEICO the Lease
Moni toring and Engineering Integrity Coordinator’s Ofice.

She went first to the division’s permtting actions since August
2006. There are four nmajor permtting categories that the
division has focused on and for which it has received
applications from BP — junper lines and bypass |ines, especially
in the first days and weeks after the spill; installation of pig
| aunchers to allow pigging of corroded lines (for the nost part,
this was BP's conpliance with federal conpliance orders); hot

taps and specinmen renpvals — again many of these were BP's
actions in response to federal <conpliance orders; and the
|argest of all of these the oil transit-line replacenent

project, which consists of various types of permtting actions —
i ncluding construction of new lines on new vertical support
menbers, construction of new lines on existing vertical support
nmenbers, road crossings and installation of pig traps and
met eri ng ski ds.

In total, she said ten authorizations have been issued by the
Division of Gl and Gas, Permtting and Conpliance Units, since
the GC2 spill on Mrch 10, 2006. The corrective actions have
been treated as a priority and she reported excellent
coordi nati on between the division and other agencies as well as
BP for all of these actions.

She said the traditional permtting and conpliance function of
the Division of QI and Gas does have an enphasis on the |and
use perspective. Its authorities stemfromthe Al aska Lands Act.
Primarily the division inplenments mtigation neasures to address
multiple use and environnental concerns in nmaintenance and
integrity of oil and gas infrastructure or systenms. She said

“I't was believed for years that enlightened self interest would
| ead operators to do the right thing in ternms of nmintenance.
Recently, of course, we have realized that we cannot rely on
that.”

4:28:18 PM

In 2006 there were several unplanned production inpacts to oil
and gas — the March spill at GC2, in August the shutdown of the
eastern operating area and a partial shutdown of the western
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operating area in the Prudhoe Bay unit. In addition, a gas
conpressor at GC2 was |ost and weather-rel ated outages occurred.
The TAPS had a slowdown and eventual stopped due to high w nds
at Val dez.

M5. SLEMONS said there were ancillary inpacts from all of these
things. The salaries and travel, for instance, of various state
agencies in responding to these production slowdowns and stops;
there were inpacts to TAPS like the Iow vibration at the various
passes, |ow throughput options et cetera. She didn’t have a
figure on what the total cost is, but speculated that it was a
| ot.

4:30: 38 PM

She said it becane obvious in looking at the various elenents
that required the attention of state personnel, not to nention
federal personnel, that maxim zing the efficient and stable flow
of oil and gas to narket was essential and they needed to insure
that regul atory oversight was conplete and needed to address the
integrity of oi | and gas infrastructure and to plan
appropriately for down nmai ntenance tines.

M5. SLEMONS related that various agencies exercise regulatory
oversight of oil and gas activities. Wthin the DNR, there are
four divisions that address oil and gas — the Division of Ol
and Gas, the Ofice of Habitat and Mnagenent Permitting, the
O fice of Project Minagenent and Permitting and the Division of
M ning, Land and Water. Wthin the DEC, there are also four
di visions that address oil and gas activities — Spill Prevention
and Response, the Division of Air, the Division of Water and the
Division of Environnmental Health. Also the AOGCC, the Regul atory
Comm ssion of Al aska, the Departnent of Fish and Gane where oi
and gas activities occur in special areas (legislatively
designated areas), the Departnent of Labor and Wbrkforce
Devel opnent has an electrical inspector and a safety inspector
that are involved primarily through the State Pipeline
Coordinator’s Ofice, and the Departnent of Public Safety are
all involved. This list does not begin to address the federa
agencies and |ocal governnents that are involved in oil and gas
activities.

4:31:52 PM

Despite all of these agencies, regulations and statutes, they
found a lack of regulations over sonme of the pipelines.
Comm ssioner Dietrick said the state is filling those pipeline
oversight gaps and so are the feds. Wat is not addressed yet is
a conprehensive review of all oil and gas facilities.
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4:32:31 PM

She said the Mirkowski admnistration issued Admnistrative
Order 229 on COctober 6, 2006 that forned the Lease Monitoring
and Engineering and Integrity Coordinator’s Ofice (LMEICO. It
formed a cabinet of the nine state agency heads involved with
oil and gas that |ooks very nuch like the Joint Pipeline Ofice
- representatives fromall of the agencies were to be co-located
in a single office. DNR was heading up this organization. It had
two primary goals - first to discover and fill the regulatory
gap regarding oil and gas and second to insure the integrity of
oil and gas infrastructure within the state. Those two primary
goals are inportant for the future of Al aska and for the future
recovery of our oil and gas resources and protection of human
heal th and environnental safety.

IVS. SLEMONS stated that by the tinme the admnistration
transitioned, several steps had been taken to inplenent the
office. A formal coordination neeting was held on Novenber 29
and draft MOUs were developed for the Ofice of Pipeline Safety
within the USDOT and the DNR along with the North Sl ope Borough.
Four positions were established to help the DNR staff the new
of fice.

The two mgjor goals of filling the regulatory gaps and
exerci sing oversight of ongoing naintenance effort as proposed
by the Miurkowski adm nistration were considered by the new
incomng admnistration to be excellent goals, however it felt
that a nmore focused and assertive effort could be achieved in
realizing a |eaner organization that would have the added
benefit of being | ess expensive.

4:35: 07 PM

They now expect a new Admnistrative Order to be issued in the
near future. It does not establish a separate cabinet, but it
does establish the DNR comm ssioner as the lead for state and
federal coordination. It requires the DNR commissioner to
designate a Petroleum Systens Integrity Ofice Coordinator
(PSI OC) . That coordinator’s responsibilities first are to
conduct a reqgulatory gap analysis using an interagency effort.
The PSIOCC will fill those gaps in infrastructure oversight and
will review, approve and enforce operator quality assurance
progranms. This follows the conpliance nodel of the State
Pi peline Coordinator’s Ofice. The PSIOC and the SPCO wll |[ead
the inter-agency efforts determned to be necessary even if they
are not yet defined. This office will periodically report both
to the governor and to the legislature on the health of the
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state’s oil and gas infrastructure, on acconplishnment of the
overall goals and progress toward them

M5. SLEMONS said that the admnistrative order is in final
review now by all of the designated agencies. Staff has been
reduced from 10 positions within the Division of Ol and Gas to
4 positions and she hopes to be hiring for the new office as
soon as possible. Those positions include technical expertise in
the forms of engineers and quality assurance specialists. The
first effort of the PSIO will be the regulatory gap analysis.
Some agenci es have already begun this effort; M. Detrick said
t he DEC m ght already be finished.

4:37: 06 PM
CHAI R HUGGE NS asked t he deadline for the analysis.

M5. SLEMONS replied that once the adm nistrative order is issued
and the office 1is created, a target deadline wll be
est abl i shed. Her personal deadline is to have it finished by the
end of this fiscal year, July 1.

The Quality Assurance (QA) program approval she described as an
unbrella term for the various rmaintenance procedures and
prograns and corrosion prevention prograns — all of the elenents
that operators wuse in order to maintain and keep their
infrastructure running. Ri ght now the state does not receive any
of that information. Operators have nost, if not all, of the
elenments of a quality assurance program and the PSIO wll
require that they submt those for review in a transparent way
and gaps or risks will have to be addressed. Operators will also
be required to submt a report annually on how their perfornmance
conpares to their quality assurance prograns. The PSIO wll
report to the governor and to the legislature on the health of
the oil and gas infrastructure.

4:39:21 PM

M5. SLEMONS said she intends to begin with the QA program
approval at the Prudhoe Bay unit. Following that, they wll
proceed unit by unit throughout the state. The original concept
was to do all the North Slope units first, but she reconsidered
and devel oped prioritization criteria for which units should
cone first. They include the age of the infrastructure, the
production volune and the past nmaintenance and perfornmance
history of the various operators. She noted that she is quite
concerned about Cook Inlet because of the age of the
infrastructure there. She said the first system integrity
oversight report is due to the |egislature on August 6, 2007.
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4:39:58 PM

SENATOR W ELECHOWSKI asked her to comment on what he understood
earlier that if a gap costs too much it mght not get done. He
asked for clarification of this policy.

M5. SLEMONS replied it’s her intention to first determ ne where
there are regul atory gaps and have the PSIO fill them It would
add these regs to its list of itens staff would set standards
for, expect performance to and then inspect for conpliance.

She explained that M. Kozisek spoke to the fact that there is a
need for bal ance between the degree of nmaintenance perforned and
the cost effectiveness of being able to produce the resource

That balance is always a fine line between what is cost-
effective for the operator to do in a business sense and what is
essential and nust be required for protection of the environnment
and for the interest of continuing production of the resource

Every regulatory agency within the state deals with that on a
daily basis.

SENATOR W ELECHOWSKI asked if she is confortable that the state
is doing what it needs to do to ensure the integrity of the
pi pelines in Al aska for the next generation.

M5. SLEMONS replied that she is very confortable now that it is
doing what needs to be done to ensure the integrity of
pi pelines, but she is nuch but less confortable with what it is
doing in terms of the integrity of all oi | and gas
infrastructure. That is primarily where the PSIO wll be
focusing its efforts.

SENATOR W ELECHOWNSKI asked for assurance that she would report
on those areas that she feels are not acceptabl e gaps.

M5. SLEMONS replied yes and that would be an elenment of the
report in August.

4. 43: 28 PM
CHAI R HUGGE NS asked if she was going to be running the PSIQO

M5. SLEMONS replied that she hoped so.

CHAIR HUGE NS asked her to clarify the staffing that goes from
about 10 to 4 positions.
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M5. SLEMONS replied that the new staff for the LMElICO was
pl anned at 10 positions; the new staff for the PSIO is planned
for 4 positions. That does not include existing permtting and
conpliance staff, which remains stable at 5.

CHAI R HUGE NS asked if she was confortable with four people.

M5. SLEMONS replied that she feels confortable that she could do
it with nine people — four of themw Il be new.

CHAIR HUGA NS said if her budget was $1.4 nillion.

M5. SLEMONS replied that the overall LMEICO budget was $4.8
mllion and her budget now is $0.8 mllion. Sone of that $4.8
mllion reflects budget subm ssions from the Ofice of Habitat
Managenment Perm tting, Project Mnagenent and Permtting, the
Di vision of Mning, Land and Water and the DEC.

CHAIR HUGA NS asked if her figure would change to $0.6 million
in March.

M5. SLEMONS replied, “No, sir, | believe that we have reached a
bare bones | evel for inplenmentation of this office.”

CHAI R HUGE NS asked if she m ght ask for a suppl enental.
M5. SLEMONS replied, “I try not to predict the future.”

CHAIR HUGA NS said that she has a tremendous responsibility and
he hoped she could do it within that budget.

4:46: 24 PM

KEN DI EMER, Assistant Attorney General, Division of Gl, Gas and
M ning, Departnent of Law, briefed the commttee on the Lease
Monitoring and Engineering Integrity Coordinator’s Ofice
(LMEICO) - created under Adm nistrative Oder 229 and the new
adm nistrative order that doesn’t have a nunber vyet. He
expl ained that he was called in to determ ne whether or not the
governor had the authority as head of the executive branch to
issue such an admnistrative order integrating various
departnments within other departnments. He was also asked to
determ ne whether or not there was any additional statutory
authority that supported the governor’s action and if this
aut hority encroached on ot her agency authority.

He found that the governor’s authority stenms fromthe Article 3,
Sections 1, 23 and 24 of the Alaska Constitution. Statutory
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authority that corresponds with that also exists with respect to
adm nistrative functions established by law that are not
assigned to any departnent. In that respect, the governor shal
assign them to the departnment that can nost effectively and
appropriately perform the activity. He said there is additiona
statutory authority wunder the authority and duties of the
commi ssioner of the DNR, oil and gas, and gas-only |easing
statutes and the conpetitive oil and gas |easing provisions.

As to whether there is encroachment on other agency authority,
M. Dienmer determned at this point there is none. He offered to
answer questions.

4:49: 32 PM
SENATOR STEDVMAN asked M. Kozisek how much sedinent was in the

pi pe.

MR. KOZI SEK replied about 25 - 32 cubic yards of sedinent, but
about two or three tines nore solids in the form of asphaltines
and wax.

SENATOR STEDVAN asked how thick the sedinent would have to be
before the bacteria would be able to grow that would corrode the

pi pe.

MR. KQZI SEK replied that theoretically even a mnor coating can
provi de some increased acceleration of corrosion, but probably
they are talking about inches where the pipeline corroded
t hrough in August.

SENATOR STEDVAN asked for BP to respond to those questions.

MR. BROCK responded his understanding is that in the western
area where the first |eak happened in March the thickness was
“in the order of inches.” The eastern area didn't have anything
i ke the sanme accunul ation as the first one.

4:52: 55 PM
CHAIR HUGA NS asked if BP is pre-filtering its oil for corrosive
el ement s.

MR BROCK replied that BP has solids tunbling facilities
upstream of the transit lines. In addition they treat the oil
with corrosion inhibitor and biophytes wupstream of the
facilities thensel ves.

4:53:52 PM
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BILL HEDGES, Manager, Corrosion Strategy and Planning, BP
Anerica, said there is no filtration. The gathering centers’
only purpose is to separate out all the bad conponents from the
oil. It renoves gas, water and sedinent. They hope that pure
sal es-quality crude oil goes into the oil transit |ines.

4:54: 38 PM
CHAIR HUGA NS said he was trying to get a feel for how big the
vol ume was and asked how many cubic yards a dunp truck hol ds.

SENATOR STEDVAN replied that nost highway trucks are 10 cubic
yar ds.

4:55: 23 PM
CHAIR HUGA NS t hanked everyone for their comments and adjourned
the neeting at 4:56:19 PM
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