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1:02:53 PM

COCHAIR CRAIG JOHNSON called the House Resources Standing
Commttee neeting to order at 1:03 p.m Represent ati ves
Johnson, Neuman, Guttenberg, W]Ison, Seaton, and Edgnhon were
present at the call to order. Representative Tuck arrived as

the neeting was in progress.

OVERVI EW( S) :

PSI O Update Briefing

1: 03: 26 PM

CO CHAIR JOHNSON announced that the first order of Dbusiness
would be a briefing on the Petroleum Systens Integrity Ofice
(PSIO.

ALLI SON | VERSEN, Coor di nat or, Petroleum Systens Integrity
Ofice, Dvision of Ol & Gas, Departnent of Natural Resources,

began her Power Point presentation with an exanple of why quality
managenent is so inportant in oil and gas oversight. She
related that construction of a Petrobras floating oil platform
off the coast of Brazil was conpleted in My 2000 [slide 2].

Soon after, a Petrobras executive gave a speech in which he
stated that the project "successfully rejected the established
constricting and negati ve i nfluences of prescriptive
engi neering, onerous quality requirenents, and outdated concepts
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of inspection and client control." [Less than a year later] two
explosions on the platform killed 11 people [slide 3].
| nadequate safety inspections and no quality assurance were

blamed for the incident, she said. In response to Co-Chair
Neurman, she clarified that the Petrobras platform was off the
coast of Brazil, not Al aska. In response to Co-Chair Johnson

she said the Petrobras platform was in production when the
expl osi ons occurr ed.

1: 06: 35 PM

VB. | VERSEN explained that the PSIO was established by
Adm nistrative Order in April 2007 [slide 4]. The PSIO s four
primary tasks are to: coordinate activities anong state,
federal, and |ocal agencies; perform incident investigations;
conduct the Gap/Overlap Analysis Project; and look at quality
managenent .

M5. | VERSEN said the PSIO has one or nore designated points of
contact wthin certain liaison agencies [slide 5]. These
agenci es are: Departnent of Environnental Conservation, Al aska
Department of Fish & Ganme, Departnent of Public Safety,
Department of Transportation & Public Facilities, Departnent of
Revenue, Departnent of Labor & Workforce Devel opnent, Departnent
of Law, Departnent of Natural Resources, Alaska G| and Gas
Conservation Conmm ssion (AOGCC), the Alaska governor's office in
Washi ngton, DC, the North Sl ope Borough, and federal agencies.

1: 07: 37 PM

M5. IVERSEN, in response to Co-Chair Neuman, said the PSIO has
the nost frequent contact with the Departnents of Environnenta
Conservati on, Public Safety, Revenue, Labor & Workforce
Devel opnent, the Alaska O 1| and Gas Conservation Conmm ssion, and
the other divisions within the Departnent of Natural Resources.
In further response, she reported that the nost common incidents
the PSIO is notified about are pipeline leaks that typically
fall under the purview of the Departnment of Environnental
Conservation (DEC) or the U 'S Departnent of Transportation.
Some pipeline incidents have been fallen outside of those
agenci es, she added, so the PSIO stepped in on those incidents.
The PSIO also receives notifications from the public and
enpl oyees about enployee concerns, she continued. Those are
typically about worker safety so they are coordinated through
the Departnent of Labor & Workforce Devel opnent, although they
are sonetinmes handled by the fire nmarshal's office or the
el ectrical inspector's office.
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1: 09: 45 PM

M5. |IVERSEN, in response to another question from Co-Chair
Neurman, said the PSIO receives notification of all spills, nost
of which are small spills. Miltiple fires occurred on the North
Slope a few years ago, she continued, so incidents can be

unpr edi ct abl e. Everyone, including industry, always hopes the
nunmber of incidents will be zero. Cenerally, the incidents are
pipeline failure, and these failures have included pipelines
carrying oil, gas, sea water, produced water, and rehabilitated
sewage water. In response to Co-Chair Johnson, she explained

that the incident involving sewage effluent was a pipeline that
carried treated water from an industry facility and it fel
under the purview of the Depart nent of Envi r onnment al
Conservati on. In response to Representative Seaton, she
deferred to the Departnment of Environnental Conservation as to
whet her treated sewage effluent is discharged on the surface or
re-injected.

1:12: 50 PM
M5. |IVERSEN said event notification and investigation are
coordi nated anong the agencies [slide 6]. Wen a spill or other

event falls under an agency's jurisdiction, the conpany notifies
a specific agency or agencies directly, she explained. However,
the PSIO receives sonme notifications that other agencies do not.
The goal is to keep all of the agencies aware of any incidents
so they can respond. Anot her coordinated effort is the
circulation of enployee and public concerns, she said. These
concerns can inpact nultiple agencies and the goal is to limt
the anount of tinme that each agency has to spend on a concern.
O her coordinated efforts include regular liaison interaction
and regular contact with local, state, and federal entities.
The goal is to conbat the "silo effect” and ensure that each
agency is aware and wor ki ng together as nuch as possi bl e.

M5. | VERSEN pointed out that the PSIO steps in when another

agency does not have jurisdiction [slide 7]. One such i ncident
was the Septenber 2008 rupture of the BP Exploration (Al aska)
Inc. "Y-Pad artificial 1ift gas pipeline". Anot her such

i ncident was the January 2009 "Punp Station 1 pigging incident".
1:15:14 PM

CO CHAI R NEUVAN noted that Punp Station 1 alnost blew up during
the pigging incident, so he was therefore surprised to learn
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that no regulations or statutes were violated during that
incident. The legislature is concerned about such incidents and
wants to be inforned about them he said.

CO CHAIR JOHNSON added that one of the reasons the PSIO was
started is because of gaps in which agency is in charge and gaps
in regul ations.

M5. | VERSEN stated that each of these two incidents can be tied
back to quality nanagenment, along with a conpany having the
right procedures in place and whether there is any state
oversi ght of the procedures.

1:17: 05 PM

M5. |VERSEN said the goal of the gap analysis is to provide a
conprehensi ve and cost-effective approach to state oversight of
oil and gas facilities, equipnent, and infrastructure, as well
as activities on state oil and natural gas units and |eases
[slide 8]. The PSIO is looking for gaps in infrastructure and
activity inspection and oversight, as well as identifying where
there are overlaps in oversight of the sane piece of
infrastructure or activity.

M5. | VERSEN revi ewed the process for conducting the gap anal ysis
[slide 9]. She said the PSIO first identified the statutory and
regul atory authorities of the various agencies and has hired a
contractor to identify how these authorities are inplenented.
Aut horities can be broad on paper, but there can be gaps in how
an authority is inplenented on the ground. The contractor wll
verify the gaps that the PSIO has already found on paper and
will also identify any overl aps. In addition, the contractor
will look at the risks associated with any gaps and overl aps.
She pointed out that the PSIO is working closely with the Risk
Assessnent Project so that efforts are not duplicated and to
ensure that the PSIO is working only on the risks that fall
outside the scope of the risk assessnent.

1:18: 47 PM

M5. | VERSEN, in response to Co-Chair Johnson, confirmed that the
PSIO is |ooking at any gaps between the statutory and regul atory
authorities. She explained that sonetines the statutory
authority is really broad, yet the regulations nmay not be as
broad as what is in the statute. In further response, she
confirmed that these gaps will be included in the analysis that
the |egislature receives. The analysis [report] wll serve as
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an educational tool that identifies the gaps and overl aps.
These gaps and overlaps will be verified by the other agencies
before they are included in the anal ysis.

M5. I VERSEN, in response to an additional question from Co-Chair
Johnson, allowed that the PSIO has not [coordinated with anyone
in the legislature] at this point in tinme, but she offered to
ook into this. She added that the gap analysis report will go
to the "resources sub-cabinet" and decisions on what to do with
the identified gaps and overlaps will be nmade by the sub-cabinet
and the | egislature.

M5. | VERSEN, in response to Co-Chair Neuman, explained that the

"resources sub-cabinet" is nade up of the conm ssioners that
deal with resource managenent. She further explained that the
gap analysis report wll be available to the public and the
| egislature, and will include the PSIO s recomendations. She

agreed to notify legislators when the report becones avail abl e.
1:21: 39 PM

M5. | VERSEN directed attention to slide 10 of her presentation
noting that Arcadis is the contractor reviewing and conpiling
the data that the PSIO has already coll ected. The results of
this review are expected in August 2009, she said, but the
contractor is dependent on receiving responses from the agencies

and this could affect the expected timng. In response to Co-
Chair Neuman, she said the Arcadis contract is for $293,000 and
no further costs wll be incurred even if there is a delay

beyond August 2009.

M5. | VERSEN, in response to Co-Chair Johnson, affirned that the

PSIO has been receiving good cooperation from all of the
depart nents. She added that any delays have not been from | ack
of support, but from being overworked. The agencies also

cooperated in reviewing contractor proposals and choosing the
contractor, she said.

1: 24: 08 PM

M5. |VERSEN reviewed the inter-relation between the PSIOs Gp
Anal ysis and the DEC Al aska R sk Assessnent Project [slide 11].
She said both projects are tools for determining how best to
allot the state's Iimted resources toward oil and gas oversight
in the future. Gaps wll likely need to be filled where high
risks exist in areas of no oversight. Were low risks exist in
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areas of duplicative oversight, the overlaps wll |Ilikely be
decreased by better coordination with the other agenci es.

M5. | VERSEN, in response to Co-Chair Johnson, said that Black &
Veach, the subcontractor for Arcadis, is not involved in the
Ri sk Assessnent Project. In further response, she stated that
the main contractor for that project is Doyon Enerald and the
techni cal support is being provided by ABS Consul ting.

1: 25: 25 PM

MS. | VERSEN specified that PSIOs Quality Mnagenent Program is
| ooking at the practices, policies, and procedures that are
utilized by conpanies to neet the statutory requirements in
their daily business activities [slide 12]. The programis also
reviewing the state's policies and procedures for doing its job.

M5. |IVERSEN said quality nmanagenent can be broken down to
quality assurance, quality control, and the Plan, Do, Check,
Adjust Cycle [slides 13-15]. Quality assurance is the planning
side of quality nanagenent, she explained. It is the process
used to determ ne whether a project IS neeting the
characteristics that are being sought. It establishes the rules
and nmethods that wll be used. She pointed out that quality
control is the "check elenent” for determning whether the
desired product was received and it establishes how to neasure
or test the product. The Plan, Do, Check, Adjust (PDCA) Cycle
begins with planning the mssion, requirenents, and objectives

and then noves to the procedures, processes, and nethods. Al
of these have been a key elenent of PSIOs investigations, she
sai d. [Quality <control] is done by conducting tests to

determ ne that the correct procedures and processes are being
used, and then adjustnents are nmade to inprove or correct the
processes. The fundanentals of quality managenent systens are
quality control, quality assurance, nonitoring, inspection, and
any other practices that are used to ensure the integrity and
reliability of the systens [slide 16], she summari zed.

1:27:44 PM

M5. | VERSEN di scussed what the agencies can expect from or ask
of the PSIO [slide 17]. She said the PSIO can help an agency
understand the benefits of a quality nmanagenent program For
exanpl e, instead of an agency asking a conmpany whether a certain
pi ece of infrastructure has been inspected this year, the agency
could ask the company if it has a procedure in place that
directs the inspection of that infrastructure annually. Thi s
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procedure woul d serve to capture any nissed inspections, whether
enpl oyees are trained properly, and how to docunent the
i nspecti ons.

M5. IVERSEN, in response to Co-Chair Neuman, stated that it
depends upon the conpany and the piece of infrastructure [as to

whet her industry had a good program in place prior to
establishment of the PSIQ. Al askan conpanies do wutilize
quality managenent systens, she said, and they do utilize a
ri sk-based approach, which s appropriate. Recent events

indicate that the conpanies did not fail to have procedures in
place; they failed to have the proper procedures in place.
Having a procedure for capturing mssed inspections is
critically inportant, she noted. The state can becone nore pro-
active by |ooking at conpany procedures and understanding them

better. The conpanies are really working on quality managenent
and BP is inplenmenting a world-wi de quality nanagenment program
She said quality rmanagenent would include establishing

procedures for when sonething is fixed, when sonething is
i nspected, how a mssed inspection is captured, how contractors
are trained and what they are trained to |look for, and so forth.

1: 31: 50 PM

M5. IVERSEN, in response to Representative Edgnon, explained
that the PSIOs authority stems from the oil and gas | eases,
which is why the PSIO is located within the Division of Ol &
Gas. Before investigating an incident, the PSIO talks to the
division director Kevin Banks and the departnent conmm ssioner
Tom [ rw n.

M5. |IVERSEN, in response to Representative Tuck, said she is
unaware of any other states that have a statew de agency |ike
the PSIO particularly an agency that |ooks at industry quality
managenent . She noted that the Joint Pipeline Ofice, a
consortium of state and federal agencies, oversees the comobn
carrier pipelines in Alaska and the PSIO coordinates the
activities upstream of the pipelines.

M5. |IVERSEN, in response to Co-Chair Neuman, allowed that at
this point the PSIO has been in a reactive node [rather than a
pro-active node] in regard to the building of new pipelines.
She said the PSIO would not review the design of a new pipeline
because that is not part of its nandate. If it is identified
that this is a gap because other agencies are not doing it, then
it could be assigned to the PSIO or another agency in the
future. She pointed out that the Joint Pipeline Ofice does do
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pro-active reviews of pipelines, one exanple being the recent
Kachemak pi pel i ne extension.

1:35: 26 PM

M5. IVERSEN, in response to Co-Chair Johnson, stated that the
PSIO has very good working relationships with the conpanies.
Al though the PSIO has not worked as closely with sone of the
newer and smaller conpanies in the state, she continued, it
anti ci pates doing so as soon as the gap analysis is conplete.

M5. |IVERSEN, in further response to Co-Chair Johnson, said the
PSI O has not |ooked at the smaller conpanies enough [to be able
to say there is a difference between the larger and snaller
conpanies as far as the quality nanagenment procedures that are

enpl oyed] . Wth quality nanagenent, it is not necessarily a
case of one size fits all, she said. A conpany's procedure for
nmonitoring what it does and ensuring that it is operating safely
will vary based upon the conpany. However, conpanies wll be
required to wutilize a risk-based approach and continuous
i mprovenent . She agreed that the best way for the state to be
pro-active is to delve into all of the conpanies operating

wi thin Al aska regardl ess of their size.
1:38: 20 PM

M5. | VERSEN, in response to Representative Quttenberg, explained
that |ooking at federal statutes and regulations and how those
interact with what the state is doing is part of the PSIO s gap
anal ysi s. The PSIO is working very closely with the US.
Departnent of Transportation's Pipeline and Hazardous Materials
Safety Administration (PHVSA), the largest federal player in
regard to pipelines. The Departnment of Natural Resources has a
Letter of Intent with PHVSA, she said, so the two agencies work
toget her very closely. Oher federal agencies, such as the U S.
Coast CGuard and the Environmental Protection Agency are also
bei ng included in the Gap Anal ysi s.

M5. IVERSEN, in further response to Representative Quttenberg,
said she is unaware of any instances in which state jurisdiction
ends and entities like a borough or city pick up the
jurisdiction. She specified that |ocal distribution systens,
such as Fairbanks Natural Gas, LLC, are overseen by the U S
Department of Transportation, although sonething having to do
with fires mght default to a local fire fighting entity.
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CO CHAI R JOHNSON of fered his opinion that Fairbanks Natural Gas,
LLC, is a conmmpn carrier and would therefore fall outside of the
PSIO s responsibility.

M5. | VERSEN agreed that this is the case for distribution.

M5. |IVERSEN, in response to Co-Chair Neuman, noted that bonding
occurs at a nunber of different stages, such as bonding by the

Alaska QI and Gas Conservation Conmm ssion, Departnent of
Envi ronnental Conservation, and DNR s Division of Ol & Gas. In
regard to the details of bonding for a spill, she deferred to

Larry Dietrick of DEC
1:42: 32 PM

M5. | VERSEN commenced with her presentation, discussing PSIO s
expectations of agencies, including itself [slide 18]. She said
the PSIO is specifically starting with itself and the Division
of Ol & Gas and is making sure that it meets the needs of its
clients, which include the legislature, industry, and the
publ i c. The expectations include the docunentation of PSIOs
eval uations of oil and gas facilities, effectively comunicating
with industry, and working with the other agencies to coordinate
the review of their evaluations and identifying any gaps that
are di scover ed.

M5. |IVERSEN said the PSIO expects each petroleum conpany to
provi de evidence of its quality managenent system [slide 19].
This includes how the conpany is inplenenting its prograns, how
it knows whether the prograns are effective, and how those
prograns are evaluated by upper nanagenent and inplenented all
t he way down through the conmpany to its contractors.

1:43: 56 PM

M5. |IVERSEN, in response to Representative Edgnon, said there
will be consideration of whether to establish the PSIO under
statute or regulation once the gap analysis is conpleted and it
is known what statutes and regulations would mnake sense for
filling gaps wthout creating any overl aps. In response to
further questions from Representative Edgnon, she stated that
the PSIO has regulatory authority that stens from the |eases

but no enforcenent authority. Funding of the PSIO conmes from
the general fund rather than program fundi ng. For any offshore
oi |l devel opnent, she said the PSIO would play the sane role it
is playing now in the coordination of efforts for anything
upstream of a common carrier pipeline. The Coastal Zone
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Managenent Programis part of the PSIOs gap analysis, but it is
limted to information exchange, she said. She added that the
Division of Gl & Gas works closely with the Coastal Zone
Managenent Program on permts.

CO- CHAIR JOHNSON offered his belief that the PSIO would take a
nore active role in the Coastal Zone Managenent Program when and
if there is offshore devel opnent.

1: 47: 33 PM

M5. |IVERSEN, in response to Representative Quttenberg, said she
is only vaguely famliar wth the D smantling, Renoval, &
Restoration (DR&R) Fund. She suggested that any specific
guestions about the fund be directed to DNR Comnm ssioner Tom
Irwn. In further response, she said she does not know why the
DR&R Fund has not been included in the gap analysis, but that
she woul d get information back to nenbers in this regard.

CO- CHAIR JOHNSON comrented that he believes the DR&R Fund is
beyond the PSIQ but he would appreciate receiving any
information as well.

REPRESENTATI VE GUTTENBERG explained that the DR&R Fund is the
nmoney that the industry is supposed to be setting aside to
remove all the Trans-Al aska Pipeline Systenis punp stations and
pi pe. It is supposed to be a separate fund within the books of
each oil conpany.

CO- CHAIR JOHNSON offered his belief that it is a per barrel fund
t hat has been accunul ati ng si nce day one.

Al aska Ri sk Assessnent Update

1: 50: 58 PM

CO- CHAI R JOHNSON announced that the next order of business would
be an update on Al aska's Ri sk Assessnent Project.

| RA° ROSEN, Project Manager, Alaska Risk Assessnment Project,
| ndustry Preparedness & Pipeline Program Division of Spill
Preventi on & Response, Departnent of Environnental Conservation
began his PowerPoint presentation by explaining that the R sk
Assessnment Project is a three-year, $5 mllion initiative to
evaluate the operational safety of Alaska's oil and gas
infrastructure [slide 2]. The study is partly the outcone of
some of the spills, leaks, and corrosion that were discovered on
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the North Sl ope several years ago, he related. Wen the project
is conpleted, it wll be an engineering-oriented assessnent
intended to identify and rank the risks, and those are based on
consequences to state revenue, safety, and the environment
[slide 3]. The study's intent is to answer the question: what
are the risks involved in operating the system for another
generation?

MR. ROSEN said the project wll provide a snapshot of the
physi cal condition of the infrastructure. "The entire system
will be broken down into snmall pieces, each one of those pieces
will be evaluated and ranked to identify the nost significant
risks,” he stated. Results will be published in sumrer 2010.

MR. RCSEN, in response to Co-Chair Neuman, specified that this
project is not intended to be either enforcenent or a regulatory
action; it is sinply a reconnaissance to |look at the condition
of the infrastructure. However, he said that action would be
taken if sonething outside the normis found.

1: 54: 54 PM

MR. ROSEN, in response to Co-Chair Johnson, confirnmed that if
sonmething wong was found, it would not be ignored and the
proper agency would be notified. He noted that due to the type
of information that is being |ooked for, as well as the |limted

time and budget, the assessnent will not involve nuch physica
i nspecti on. In further response, he said the project wll
review existing information, evaluate spill and corrosion
reports, and |ook at previous risk assessnments, business
practices, and operating procedures. Al though the project is

taking place primarily in the office, he said the public
participation process allows for anonynous input so anyone wth

information can participate, including industry enployees.
Action wuld be taken on any information that indicates
sonmething is illegal or inappropriate.

REPRESENTATI VE W LSON asked how the physical conditions are
bei ng eval uated given that no one is actually going onsite.

MR. ROSEN replied that information is comng from the industry
and there is information already in existence, such as corrosion

and spill reports. The fornmat of the risk assessnent itself is
brainstorming by people who are famliar with these types of
infrastructure. They will break the entire infrastructure into
pi eces, he said, and then they w Il brainstorm scenarios about

what types of things could go wong and what the consequences
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would be if those things did go wong. The probability of
sonmet hing going wong and the consequence if that does go w ong
are taken together to come up with a nunerical value for the
ri sk, he expl ai ned.

1: 57: 28 PM

CO- CHAI R NEUVMAN pointed out that what is designed on paper does
not necessarily match up with what is actually in the field.

MR. ROSEN reiterated that the intent is to take a snapshot of
the conditions of the infrastructure at the tinme the project was
started, which was |ast sumrer. Staff are looking at how this
infrastructure was intended to be used and review ng actual
reports of what has happened since the infrastructure was

designed and built. The report may well recommend that the
findings be augnmented through additional studies, he allowed,
and those additional studies would likely include sone site

investigation. The scope of the assessnent has been fit to the
funding and tine available for the project, he explained, and

these do not allow much time for on-site investigation. In
addition, it would be an overwhelm ng task because there are
about 250 separate facilities. O her agencies conduct actual
physi cal inspection and that is part of the information that the
project is evaluating. He said he is wunaware of a risk
assessment of this scale being undertaken anywhere else in the
wor | d. The project wll also be looking at the interfaces

bet ween one conpany and another to see how the systens worKk.

2:00: 02 PM

MR. ROSEN, in response to Representative Seaton, explained that
the physical condition of equipnment wll be evaluated at the
individual facilities by |ooking at the records of maintenance,
i nprovenents, and changes. Many facilities wll have sone

equi pnent t hat has been repl aced si nce t he ori gi nal
construction, sone that is brand new, and sone equi pnent that is
near the end or past the end of its design life. Those things

wll be taken into consideration when evaluating the |ikelihood
of a risk event occurring, he said. For exanple, a new facility
| ess than four years old has a |lower |ikelihood of an unpl anned

incident than a 30-year-old facility that has had limted
mai nt enance.

MR. ROSEN, in further response to Representative Seaton

specified that the driving factor for wundertaking the Risk
Assessnent Project was to |look at possible disruptions to
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revenue to the state, but the project was expanded to also
include inpacts to safety and the environnent. G ven the
assunption that this system will continue to be operated into
the future and the equi pnment used for thirty-plus years, he said
t he question is: VWhat are the risks inherent in continuing to
operate the systen? For exanple, there have been changes to the
anount and type of oil itself and the assessnent wll consider
what the significant risks are fromthis.

2:04: 34 PM

LARRY DIETRICK, Director, Division of Spill Prevention &
Response, Departnent of Natural Resources, added that the Risk
Assessnent Project was conceived after the "GC-2 event” in 2006.
He said two things happened at this event that got the state's
attention: 1) it was the first shutdown of the Prudhoe Bay
field, and 2) soon after the incident industry nmade the business
decision to continue operating the field through investnment in
Prudhoe Bay for another 50 years. The fundanental prem se of
the R sk Assessnment, he explained, is to provide a snapshot of
the condition of the oil and gas infrastructure in Cook Inlet
and the North Slope for the purpose of determ ning what risks
are posed to the state in regard to revenue, safety, and
environment if the system which has already had a 30-year life,
continues to operate for another 50 years.

REPRESENTATI VE SEATON i nqui red whether the assessnment is |ooking
only at the current type of oil or wll it be |ooking at heavy
oi | devel opnent and the changes in infrastructure that that wll
require.

MR. ROSEN responded that the assessment will include |ooking at
factors such as the changes in the physical conposition of the
oil itself and the related issues of operating tenperatures,
reduction in through-put, and whether the original pipeline
sizing remains appropriate. For example, he noted, these
factors can cause an increase in corrosion.

2:07:44 PM

REPRESENTATI VE W LSON commented that it seens to her that once
t he snapshot has been taken, nore data will need to be gathered
fromthe field.

MR. ROSEN answered that any engineering report worth its salt

will include the recommendation that nore study is needed. He
said the project's job is to get as nuch information as
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accurately and appropriately as possible within the tinme and
funding constraints the project has been allotted. In further
response, he said the conpletion date for the assessnment is the
summer of 2010.

2:10: 10 PM

REPRESENTATI VE ~ GUTTENBERG pointed  out t hat the current
infrastructure is pretty old by sone standards. The GC-2
acci dent that shut down Prudhoe Bay was caused by changes in the
oil conposition and sedinment |evels, he said. These changes
were being checked and corrections were being nmade from inside
the facility, but outside the facility the sedi nment was buil ding
up in the pipe and neking the pipe heavier. This resulted in
the pipe settling, which in turn caused sonme of the nore
corrosive elenents to settle out and erode the bottom of the

pi pe. He further pointed out that when oil is punped from the
well it is not conpletely uniformand will have different |evels
of viscosity and sedinent. He asked whether industry has

testing logs that indicate these changes and that could be
eval uated as part of the assessnent.

MR. ROSEN replied that if that type of information is available
fromthe industry it will be incorporated into the project. The
project is looking for operating procedures and business
practices, he said. Changes in the physical conposition of the
oil stream are included in the project as these changes do have
an i npact, as do changes in through-put and physi cal
t enper at ure.

REPRESENTATI VE GUTTENBERG observed that engineers know Al aska
wel | . As an exanple he cited the 60-foot-long skid plate
| ocated at Paxson where a geologic fault crosses the pipeline.
The Novenber 2, 2006, earthquake noved the pipeline right to the
end of that skid plate, he said, indicating that sonmeone knew
what they were doing.

2:15: 00 PM

CO CHAI R JOHNSON asked whether the state is incurring a risk by
undertaking the risk assessnent and blessing the continued
operation of the system

MR. ROSEN said he thinks the answer is no. The first phase of
this is risk assessnent and the second step is risk nmanagenent.
The report wll identify the nost significant risks that the
project is able to bring to the surface, but the project is not
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claimng that those are the only risks. It is not being said
that if industry addresses these risks it is off the hook from

any regulation or subsequent disruption. The information is
being provided as a future nanagenent tool and a business
decision tool. Once the project makes its presentation, it wll

be up to industry to nmake sone kind of a response, he said.

CO- CHAIR JOHNSON conmented that he knows of several conpanies
that have several floors of attorneys in Houston that are
| ooking at all of this. Therefore, he said he wants to nake
sure the state is not blessing this as a paraneter.

2:16: 54 PM

MR. ROSEN continued his presentation, stating that the R sk
Assessnent Project has been assigned to the Departnent of
Envi ronmental Conservation for project managenent and contract
adm nistration [slide 4. The overall direction for the project
cones fromthe State Agency Oversight Team he said. A contract
was awarded to Doyon Enerald, an Anchorage-based engineering
firm wth expertise in Alaska's oil and gas industry, and the
subcontractor is ABS Consulting, a firm known worldw de for its
expertise in large infrastructure risk assessnents.

MR. ROSEN said the State Agency Oversight Teamis nmade up of all
of the Alaska agencies that have either a regulatory or
oversight role of the oil and gas industry [The agencies listed
on slide 5 included the: Department  of Envi r onnment al
Conservation, Departnment of Labor & W rkforce Devel opnent,
Departnment of Law, State Pipeline Ofice and PSIO within the
Department of Natural Resources, Departnment of Public Safety,
Department of Revenue, and Alaska QI and Gas Conservation
Comm ssi on. | He noted that there is a representative from the
University of Alaska in addition to the state agencies.

MR. ROSEN expl ai ned what a risk assessnent is [slide 6]. First,
the system under consideration is broken down into pieces of
manageabl e size, which in this case mght be an individual
facility or section of pipeline. Next, the team gets together
to postulate the events or scenarios that could go wong wthin
the areas of natural and operational hazards. Then, the team
estimates how |ikely each of those scenarios is to occur, and if
t hose events were to occur, what the consequences woul d be. He
said that for Alaska's project the team is |ooking at the
consequences in terns of disruptions to state revenue, safety,
and inpacts to the environnent. The probability of the event
occurring and the consequence if it did occur are taken together

HOUSE RES COW TTEE - 16- March 27, 2009



to become a nunerical value of the risk. The team will then
provide a risk profile presentation in which the risks are
identified in order of significance: high, noderate, and | ow

2:20: 05 PM

MR. ROSEN noted that the Al aska Ri sk Assessnment Project was set
up in three phases [slide 7]. Phase 1 will develop the nethod
to be used in the assessnent and includes several nonths of
public outreach conducted throughout the state. M nutes were
kept of those neetings and are available on the project's web
site and the project's first report which has been publi shed.

MR. ROSEN, in response to Representative WIson, said nost of
the public input was broad rather than detailed and often
i nvol ved questions about what was to be included within the
scope of the project. For exanple, one question was whether oi
tankers were included and the answer to that is no. He said the
bi ggest areas of concern identified by the public were:
rel eases to waterways, inpacts to subsistence, and public safety
issues as well as industry enployee safety. The broad purpose
of the public outreach was to ensure that the nethod enployed
addresses the concerns of the public, he added.

MR. ROSEN said the project's scope of work includes the North
Sl ope/ Val dez oil corridor as well as Cook Inlet [slide 8].
Specifically excluded fromthe scope are refineries and anything
downstream of refineries, oil tankers, and acts of terrorism or
del i berate sabotage. He stated that the area of risk nobst often
identified by the public was inpact to waterways [slide 9].

2:24:04 PM
MR. ROSEN reiterated that Phase 1 of the project [June 2008 -

August 2009] focused on public outreach and devel opnent of the
met hodol ogy design for conducting the risk assessnment [slide

10] . “In particular, a lot of this involved a very clear,
specific definition of what is an unacceptable consequence or
what is a significant risk in each of the areas," he said.
Phase 2 will consist of the major data collection [August 2009 -

February 2010], such as looking at detailed information about
the facilities, previous risk assessnent studies, business

practices, spill and corrosion reports, and operati ng
pr ocedur es. Al of that information will be applied to the
met hodol ogy, or nodel, that is created for the areas of
operational and natural hazards, he explained. The information
about studies, reports, and existing conditions will be used to
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refine the likelihood or probability estinates as well as the
consequence factors. For exanple, in conmparing two simlar
pi pelines, the consequences of a spill are likely to be greater
for a pipeline with no autonmated detection system and no
i nspection as conpared to a pipeline instrumented with |eak
detection and frequent inspection. Phase 3, he continued, wll
be the analysis and presentation of the information in a final
report [February 2010 - May 2010].

MR. ROSEN, in response to Co-Chair Johnson, noted that two
reports have already been produced and the next phase is the
rel ease of a report for public conment to determ ne whether the

nmet hodol ogy has addressed the public's concerns. Based on the
public coment, the nethodology will be finalized in June 2009
and the nethodol ogy design released in another report. The next

deliverable will then be the final report.
2:27:32 PM

MR. ROSEN commenced his presentation, noting that the project is
now mdway through Phase 1 [slide 11] and the interim report
summari zi ng t he public partici pation and defi ni ng t he
unaccept abl e consequences has been rel eased. The draft design
nmet hodol ogy report was just released, he said, and both this
report and the interimreport are available on the project's web
site [slide 12].

MR. ROSEN expl ained that the draft methodol ogy report Kkicks off
the second public process and public hearings wll again be
conducted across the state over the next few nonths. He said
that in addition to the public process, the state has contracted
with the National Acadeny of Science for a totally independent
peer review. The acadeny has convened a committee of experts
and will be conducting its own public process in the state. The
risk assessnment team will rely on the acadeny to confirm the
technical correctness of the nethodology, he related. In
response to Co-Chair Johnson, he said the cost of the acadeny's
review is about $200, 000. The acadeny is a quasi-government
associ ation, he said, and nost of the actual work is done on a
vol unteer basis from the comrittee of experts, so much of the
funding is for travel and expenses related to the review

2:31: 25 PM
MR. ROSEN concluded his presentation by reiterating that the

final report is due the sumrer of 2010 [slide 13] and that it
will be a large summary of the hundreds of event scenarios
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categorized in the areas of reliability, safety, and the

envi ronment . He said the highest risks will be identified for
potential mtigation and the potential recommendations depend on
the nature of the risk [slide 14]. If it is a physical
conponent of the infrastructure, a potential recomendation may
be replacenent or repair. Potential changes to business
practices or internal conpany policies will also be |ooked at.

If industry does not respond in this regard, then a next step
m ght include changes to managenent or changes to regul ation.

COCHAIR JOHNSON said it is inportant to keep an eye on the
state's resources because they are the state's |ivelihood.

CO CHAI R NEUVAN added that any major disruption in Prudhoe Bay
operations would be devastating to the state revenue stream
because 85 percent of the state's revenue is comng from this
one pl ace.

REPRESENTATI VE  GUTTENBERG observed that the state has a
contractual relationship with the producers as nuch as each
producer has with the other producers. One consideration stil
floating around is what the contractual obligation mght be for
one of the non-operating owners when one of the other owners has
a negligence accident.

CO CHAI R JOHNSON poi nted out that one thing not tal ked about is
what happens if an event is not the fault of the producers or
the state, such as an act of terrorism earthquake, or vol cano.
He surm sed that these things may show up in the gap anal ysis.
2:35:10 PM

ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Conmttee neeting was adjourned at 2:35 p. m
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