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"An Act relating to the interest rate applicable to
certain anounts due for fees, taxes, and paynents nade
and property delivered to the Departnent of Revenue;
relating to the oil and gas production tax rate;
relating to nonthly installnment paynents of estinmated
oil and gas production tax; relating to oil and gas
production tax credits for certain expenditures,
including qualified capital credits for exploration,
devel opnent, and producti on; relating to t he
[imtation on assessnment of oil and gas production
taxes; relating to the determnation of oil and gas
production tax values; making conform ng anendnents;
and providing for an effective date.”

8:06: 21 AM

Co-Chair Stoltze infornmed the commttee that there would be
a presentation on the Trans Al aska Pipeline System (TAPS)
and issues related to HB 110.

TOM BARRETT, PRESIDENT, ALYESKA PIPELINE SERVI CE COVPANY,
provided a brief overview of his experience, including
directing Coast Guard operations and Deputy Federal
Coordinator for the Alaska Natural Gas Transportation
Project. He was a forner regulator, headed the U S.
Pi pel ine and Hazardous Material Safety Admnistration, and
was Deput y Secretary of t he u. S Depar t ment of
Transportation.

M. Barrett provided a PowerPoint presentation, "Declining
Throughput on the Trans Alaska Pipeline System Al aska
House Finance Conmittee, March 18, 2011" (copy on file). He
added that he had been working for Alyeska since January 1,
2011, and was the first president that did not conme from an
owner comnpany.

M. Barrett pointed out that the enployees and contractors
that operated and maintained TAPS noved hundreds of
t housands of barrels each day from the North Slope to
Val dez, and were conmtted to safety and protecting the
envi ronment .

M. Barrett asserted that the challenges related to TAPS
were very real and present; he believed that wthout
increased throughput in the I|ine, the challenges of
operating the line safely would increase over tine. He
pointed out that the challenges had been nmade very clear
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during the recent, unscheduled shut-down in January. He
believed the event should be a "wake-up call"™ for Al askans.
He described the experience of the shut-down as arising out
of a "perfect storm wth serious risks. He felt the
situation had been contained because of the dedication,
talent, and commtnent of Alyeska enployees, contractors,
owners, and the adm ni stration.

M. Barrett highlighted that one reason the situation was
urgent was that it would take at |east five years to get
nmore oil in the line, even if production increased
dramatically right away. He added that it would take ten
years to get oil into TAPS for a big field. He spoke as a
pi peline operator and asserted that the system was behind
and that challenges were increasing daily. Since 1989,
there had been a steady incline in crude oil comng from
the North Slope at the rate of 5 to 6 percent each year. He
did not see anything that would reverse the situation any
time soon.

M. Barrett inforned the conmttee that current throughput
was about 640,000 barrels per day. He believed that the
conpany was in new territory every day. Wen TAPS opened,
t hroughput was about 700,000 barrels per day; it then
increased to 2.1 mllion barrels and declined steadily to
the current rate. He was concerned about the steady and
consi stent decline.

M. Barrett directed attention to a graph on Slide 4,
" Thr oughput hi st ory.January Aver age Thr oughput . " He
enphasi zed that when throughput fell below 500,000 barrels
per day, there were consequences |like settlenent of water
(leading to ice), increased wax fallout, and the risk of
frost heaves. He underlined that the risk would increase
even if the oil was flow ng.

8:13:29 AM

M. Barrett noted that at one tinme the Energy Information
Adm nistration (EIA) had said that Al yeska delivered about
25 percent of the country's donestic crude supply. The
nunber was down to about 12.4 percent for 2010. Production
of oil in the United States went up, while production in
Al aska went down.

M. Barrett pointed out that a $10 nillion study had been
| aunched in 2007 to consider how declining flow affected
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TAPS and what nmeasures could be taken to mtigate the
situation. He pointed out that the tenperatures being
experienced were well bel ow what was considered |ikely when
the pipeline was designed. In the original design, the
ideal flow rate was about 1.5 mllion barrels per day. He
reported that he had been up at Punp Station 4 talking to
enpl oyees; they were ready, wlling, and able to nove
production flow up to about one mllion barrels per day.

M. Barrett noted that the study included exam ning water
accunul ati on under |owvelocity conditions, |ooking at the
potential for increased corrosion due to declining flow,
assessing the potential for ice formation in the wnter,
exam ning increased wax deposits in the pipeline and crude
tanks in front of pigs (pipeline inspection gauges, which

were regularly noved through the line to keep the Iline
clean and corrosion-free), and evaluating potential geo-
technical inpacts such as frost heaves. He detailed the

effects of frost heaves on underground segnents of the
line;, frost heaves were aggravated by declining flow in the
line. Oher itens studied were inpacts of operating pigs
due to the wax and ice, particularly at low points in the
l'ine.

M. Barrett reiterated that the decline in throughput was
steady; in 2007, the Departnment of Revenue (DOR) estimated
that the flow in 2011 would be about 676,000 barrels per
day, but the actual flow had been consistently behind the
proj ections.

8:16: 08 AM

M. Barrett enphasized that the nost serious |owflow issue
facing the state was the tenperature of oil 1in the
pi peline. Tenperature decay in the line was a function of
flowrate, velocity, and tinme. The tenperature of the oil
continued to drop as the throughput continued to decline.

\V/ g Barrett i ndi cat ed Slide 3 ("January Crude
Tenperatures”), a line graph depicting the decline rate
with the tenperature profile and decay at 800, 000, 630, 000,
and 400,000 barrels per day. He noted that the spike in
graph represented the North Pole refinery, since sone heat
was recovered through recirculation there. He explained
that oil came into the line at about 108 degrees (there
were standards relative to the tenperature of the oi
entering the line) and declined steadily.
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M. Barrett discussed the recent shut-down, which he called
the "January event." He detailed that during a wnter
shutdown, the tenperature would start at a |ower point
(such as 60 degrees) and the decay from that point would
drop the tenperature and result in ice formation and wax
probl enms. There would be less tinme to get the |ine back up
before there were serious consequences. He pointed to a
pot enti al scenario wth blocked valves and danmaged
sensitive equipnment resulting in a shut-down that could
last for nonths. The consequence would be less tine to
manage any ki nd of shut-down.

Co-Chair Stoltze queried the dynamc of re-starting a
natural gas system

M. Barrett replied that the situation could potentially be
the sane, and could be worse. He pointed out that with the
January shut-down, there had been about a two-week supply
of fuel in the Interior; if Alyeska had not been able to
get the line up and running within those two weeks, the
region would have been out of jet fuel and heating fuel
and production would have been affected. Wen TAPS shut
down, producers were asked to scale back operations and to
shut in wells; at sonme point sone of the wells would not be
recoverable. He enphasized that the consequences would be
enor nous.

M. Barrett continued that the longer the line was down,

the tougher it was to bring it back up safely. In the
January event, they knew it would take around ei ght or nine
days for repairs and to put in a by-pass line at Punp

Station 1; any interruption at all (such as weather or
del ay getting equipnment or parts) would have neant a pig in
the line would have been pushing ice and wax towards the
punp. Once a mainline punp went down, it would be very
difficult to fabricate and install a new one.

8:20: 29 AM

Vi ce-chair Fairclough referred to earlier questions related
to tenperatures. She asked why a decision was not being
made to add the ability to heat the oil at different
stages, and what that would cost.

M. Barrett replied that Al yeska was ready to add heat to
the line; a lot had been done to add heat in January,
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including recirculation from the North Pole refinery. In
the January event, Punp Station 7 was added and BTUs were
added everywhere possible. He added that the study
nmenti oned had identified other potential ways to apply heat
to the line and nmanage tenperature decay, including adding
crude-oil heaters, heat tape, or insulation on certain
segnents of the pipe. The conpany was considering what
measures would be prudent and economcally viable to
i npl enent over the years.

M. Barrett rem nded the commttee that the falloff in flow
because of declining production was steady and had cone
faster than previously predicted.

PAT MCDEVI TT, SEN OR PRQIECT MANAGER, ALYESKA Pl PELINE
SERVI CE COWPANY, added that ways of heating the line were
bei ng considered, such as crude-oil heaters, recovering
heat from turbine waste gas, and recycling capability
because of new equi prent.

8:23: 07 AM

Representati ve Doogan asked why Alyeska had not addressed
t he probl enms sooner, when it knew there were issues such as
the tenperature problem because of low flow as early as
1989.

M. Barrett answered that the study was started in 2007 and
had been driven by a recognition that the problem would
increase. He reported that Alyeska had always taken into
account that there would be a need to address the issue of
re-starting the line in cold weather. He believed that the
issue was in reality nuch nore conplex; tenperature was not
the only driver, and it was not only an issue during shut-
downs. There had been increasing awareness that the
consequences of lowflow would also create serious risk for
the |ine.

Representative Doogan agreed that hindsight was always
clearer; he still believed the conpany was late to
recogni ze the issue.

M. Barrett noted that he had watched Al yeska for a nunber
of years as a federal regulator. He opined that it nmade
sense to begin where they were. H's beginning point had
been what he had learned from the January event. He was
proud of Alyeska enployees, who had restored service in
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seven days wthout hurting a single worker or the
environnment; those were not sinple acconplishnments. He
stated that the conpany's commtnent was to work through
the issues as rapidly and as intelligently as possible.

M. Barrett added that one of his concerns as the operator
was the huge inplications related to tenperature. During
the January event, they tried to add BTUs, but even that
had consequences; taking tenperatures up and down on the
line had inplications for the quality of the crude oil in
the line. He enphasized that the situation was conplex;
there were other risks in addition to tenperature. For
exanple, the cleaning program to prevent corrosion in the
main line was very aggressive, and exceeded regulatory
standards. Instrunmented pigs were run through the 1line
every three years (the standard was five). However, the
current technology on instrunmented pigs was not designed to
be successful at one mle per hour. The conpany was
beginning to understand that the risk of corrosion would
I ncrease.

8:28:16 AM

M. Barrett noted that the conpany had a very
sophi sticated, state-of-the-art |eak-detection system on
the main line that operated very well. He pointed out that

no regulator in the world would allow the operation of a
48-inch line with the amunt of oil going through w thout a
very solid |eak-detection system in place. However, the
system would not work in lowflow areas, which neant the
system had to be replaced, upgraded, or inproved, and at
enor Nnbus expense.

M. Barrett enphasized that there were conplex technical
and econom c factors at play. The 48-inch |line was big, and
was designed to run at 1.5 mllion barrels per day, but it
was running at 640,000 barrels per day. He provided the
exanple of a car designed to run at maxi num efficiency at
50 to 60 mles per hour; there would be carbon build-up and
other problens if it was driven constantly at 20 nph.

Representative WIlson queried the financial inpact of
having to reheat the oil on the North Slope refineries.

M. Barrett responded that he did not know the financial

impact. He noted that Alyeska had great support during the
shut-down from the refinery, adm nistration, enployees, and
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contractors. He thought the sane kind of cooperation was
needed day-t o-day.

8:31:42 AM

M. Barrett underlined the conplexity of the situation. He
pointed out that once North Slope wells were shut in, a
substance simlar to anti-freeze was added to prevent
freezing. However, the result was anti-freeze in the crude
stream which was good for a well, but bad for a refinery.
Testing had to be increased to determ ne what exactly was
in the line at re-start, because what was coming in had
di fferent conponent standards than usual, and the oil still
had to neet standards. He referred to Betsy Haines,
Alyeska's QI Mvenents Director, who had been aggressive
in making sure that nothing was done that would have an
i nadvertent collateral consequence, such as danmaging the
refinery.

Representative WIson asked what would happen to the
pipeline if the refinery could not operate to heat up the
oil.

M. Barrett replied that the pipeline wuld have to find a
way to add heat in another manner, such as crude oi
heaters or insulators. He noted that the worst tenperature
decay started well before North Pole. He thought the bigger
consequence was |losing the refinery and what it produced.

Representative Hawker noted that he had worked on the
devel opment of one of the North Pole conplexes and was
famliar wth the process. He had not understood the
potential for risk to the community the refinery served in
the event of a prolonged shutdown. He thought that the
community had devel oped a dependency that had not existed
before the refinery was there. He asked whether Al yeska was
involved in contingency planning to protect the conmunity
if there was a disastrous disruption of flow in the
pi peline. He wondered whether the communities were actively
involved in contingency planning, or if that was outside
t he purvi ew of the conpany.

8:35:10 AM

M. Barrett responded that Alyeska did not directly contro
or influence contingency planning. He was concerned about
managi ng the risk of having a mjor piece of necessary
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equi pnent (such as the pigs) create a problem He reported
that Alyeska was in active communication wth the
adm nistration and the governor's office, from which there
was strong support; Comm ssioners Sullivan [Departnent of
Nat ural Resources] and Hartig [Departnent of Environnental
Conservati on] had been <closely involved. Alyeska had
resources that would be available in a community energency,
but the actual response would be done through the State
Emer gency Managenent O fi ce.

M. Barrett assured the commttee that he had been very
concerned about |ife-safety consequences resulting fromthe
refinery going down, because of his experience with the
Coast Guard. He believed there would be Ilife-safety
concerns on the North Slope, as there were thousands of
people there that would have to be gotten out. He stated
that the conpany took pride in outreach to |ocal
comunities ar ound t he st at e; enpl oyees support ed
el enentary school prograns and ot her comrunity projects.

Representative Hawker wanted to further discuss conmunity
risk. He referred to a previous presentation with an Al aska
North Slope (ANS) production forecast by DOR [3/16/11,
HFIN]. He believed that the situation with TAPS had becone
increasingly problematic. He feared that the 500,000
barrel s per day |evel could be reached in 2013. He believed
the horizon was short and the issue very urgent. He asked
whet her the conmmunity was adequately prepared. He wondered
whet her the | egislature should enphasi ze the ri sk.

8:39: 48 AM

M. Barrett stated that he was wunconfortable wth a
t hr oughput | evel of 640,000 barrels per day and thought the
recent shut-down was a "wake-up call.” He referred to the
recent earthquake in Japan; simlar experiences closer to
Al aska could create problens. He agreed the situation was
urgent. He urged the legislature to consider the possible
consequences of inaction. He enphasized his pride of the
enpl oyees at Punp Station 1. He was not going to allow a
rushed restart that hurt someone, but the enployees sensed
the inportance of getting the |line back up. He encouraged
the legislature to have the sane sense of urgency.

M. Barrett asserted that the conpany had to do better. He

mai ntained that the standard was flaw ess and reliable
oper at i ons.
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8:43:13 AM

Co-Chair Stoltze referred to a worker that he knew.

Representative Quttenberg appreciated the work done by
Al yeska, especially during the crisis. He noted that when
the pipeline was at its peak, drag-reduction additives were
put in to nmake it flow better; now on other end, there was
a whole other set of issues. He asked whether corrosive
inhibitors were currently being put into the line.

M. Barrett replied that Alyeska had an extensive
corrosi on- managenent program i ncl udi ng i njecting
inhibitors in the line, though not the main line. He stated
that Alyeska was very aggressive, and had |learned the
| esson and increased the strength of biocide in the
inhibitor profile. On the mainline, scraper pigs were used
rather than the corrosion injections, and the inspection
tool was used to identify areas with corrosion that needed
to be repaired.

M. MDevitt added that currently, corrosion on the
mai nl i ne pipe had been external; internally, the pipe was
in very good condition. Inhibitors would nost |ikely be
used in the mainline when water drop-out started to occur
around t hroughput |evels of 500,000 barrels per day.

Representative CQuttenberg noted that Alyeska had started

reconfiguration a few years prior, including noving
enpl oyees to Anchorage. He believed the nobve had been
controversial. He asked whether people were being noved

back to where they needed to be rather than being kept at a
central office.

8:46:33 AM

M. Barrett replied that a l|ot of the enployees in
Anchorage had been helpful during last incident; the
engi neering, planning, and design work needed to bring the
system back up was done primarily in Anchorage, while the
physi cal work (such as fabrication and wel ding) was done in
the field. He felt that having the personnel in Anchorage
was an advantage. He pointed out that the integrity
managenent (1M program was back up to full staffing. He
reported that he had witnessed the ability to of the team
to | everage talent.

House Fi nance Conmmittee 10 03/18/11 8:05 A M



Representative Guttenberg asked whether the situation would
have been the sane if the problem had been at Punp Station
7 or like the incident at Punp Station 9.

M. Barrett responded that the incidents were different. In
any of the scenarios, there was an enornous overhead of
front-end design, planning, and engineering. There was al so
t he physical work of getting people where they were needed
to do the work. He related that there were many people
involved in the incident and close coordination was needed
with other state authorities, such as the police and
security. In January, people had been nobilized up and down
the line. There were personnel at Punp Station 1, a pig was
recovered at Punp Station 8, and there was cold-restart
equi pnent staged everywhere. He opined that they were
organi zed correctly to handle a |large-scale crisis with the
I Mteam | ocated i n Anchor age.

Representative Gara referred to frequent discussion about
how the oil production projections had been off, but he did
not recall an expectation of project shutdowns. He asked
how rmuch oil was lost in the shutdowmn and in the 2006
shut down.

M. Barrett replied that he did not know about the event in
2006. In the nore recent event, the actual oil |oss was
about 317 barrels (the amount recovered from the |leak site
at Pump Station 1). The flow rate was at zero and was
brought up gradually to 640. He did not know nmuch of the
| oss woul d be recovered over tine.

8:51:32 AM

M. Barrett stated that he was very concerned that there
could have been a three-to-five-nmonth shutdown, with no oil
goi ng through and no revenue, if the situation had not been
managed al nost perfectly; however, he had been nore
concerned with the operational piece. He did not know about
the recoverability after a shut down.

Representative Gara asked how many annual barrels were | ost
in the current year because of the shutdown, regardless of
whet her they were recovered in the future.

M. Barrett did not know, but offered to get information to
the commttee based on the average throughput. He cautioned
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that the situation was conplex. Day-to-day, the average
t hroughput was 640,000 barrels per day; it would be hard to
guess the flow that had been m ssed over the specific 11
days of the event. However, the average could be found in
order to get an approximation of the |oss.

Representative Gara referred to reports in the nedia that
Alyeska was asking for a tariff increase. He noted that as
tariffs increased, the state's and the conpany's shares
decreased. He wondered whether the state had chall enged the
tariff increase.

M. Barrett stated that he could not conment on the
particular case as it was potentially a litigation issue.
He did say that as Alyeska's costs increased, the tariffs
increased, and the anmount of the cost to the owners
i ncreased; the anmount of noney to the state woul d decrease.
Managing all the issues cost Alyeska nore per barrel. He
asserted that the conmpany had to manage the line safely and
that costs had to increase to neet whatever needed to be
done; if the anpbunt of oil going through the 1line
decreased, the relative cost per barrel would rise, wth
all the attendant consequences.

8:54:44 AM

Representative Gara recalled a chart showi ng that nost of
the largest spills related to the pipeline had occurred in
the past six years. He queried plans to mitigate future
spills and shut-downs.

M. Barrett wanted Alyeska to have the highest standard

which he defined as "flaw ess operations.” He pointed to
time working at the Departnent of Transportation and Public
Facilities with aviation and the relatively |ow accident
rate. He thought everything possible needed to be done.

M. Barrett discussed initiatives to prevent a repeat of
the recent incident. He noted that the engineering division
was conducting a wal k-down survey of every simlar piece of
pipe on the line to assess the risk. He enphasized that the
main |line had a very aggressive pigging program He felt
there was no perfect situation. He made an analogy wth

football and quoted a coach: "W're going to chase
perfection, knowing full well we wll not catch it; in
chasing it, we will catch excellence.”

House Fi nance Committee 12 03/18/11 8:05 A M



M. Barrett reported Alyeska had been having discussions
with its enpl oyees about how to get to flaw ess operations,
wWth "zero-zero-zero" and nobody hurt, no oil spilled, and
no unschedul ed shut-downs. He noted that there were 43
regul ators; he believed the enployees knew a | ot about the
system He had asked a group of enployees whether
everyt hing possible was being done to prevent a repeat of
the incident. He pointed out that there were people who had
worked on the line for 20 or 30 years; they knew the
systens as well as the risks.

8:58:47 AM

M. Barrett believed people in the conpany would be able to
rai se any issues about safety. He stated that Al yeska would
do anything it could and that the conpany woul d prepare for
the future as well as it could to mtigate risk, given the
declining throughput. He hoped to have an active, engaged
cul ture of achievenment, excellence, and reliability wthin
t he conpany.

Representative Gara queried the mninum throughput for
oper at i ons.

M. Barrett responded that there was no specific answer
because of the conplexity of managing throughput at | ower
vol unes. He enphasized that there were technical limts in
the current configuration of the current, aging system In
addition, there were economic limt factors. He did not
know what the outer limts were. He did not want to be
nai ve about the consequences regarding |ower flow rates.

9:02: 21 AM

Co-Chair Stoltze referred to statistics presented at an
earlier hearing.

M. Barrett replied that the pipeline was designed and
optimzed to run at 1.5 mllion barrels per day; he wanted
to have from 800,000 to 1 mllion barrels per day with the
current line. He enphasized that the large (48 inch) Iline
was not designed to handl e 500,000 barrels per day.

Co-Chair Stoltze queried the cost of delivering each barre

of oil at a rate of 1 mllion barrels per day conpared to
500, 000 barrel s per day.
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M. Barrett stated that the cost of delivering was higher
as there was a mininmum | evel of infrastructure needed.

Representative Costell o asked about Alyeska's relationship
working with the state and federal governnents in a crisis
situation. She noted the state's dependence on air cargo
for fuel and other commodities. She asked whether Al yeska
would work with the state to address a crisis in which no
avi ation fuel was avail abl e.

M. Barrett responded that the conpany was in very close
contact with the state and federal governments and that
they regularly exercised response scenarios that involved
the pipeline. He added that Alyeska was not directly
involved in how the state would nanage the described
scenario. He explained that a couple of weeks prior, there
had been unusually bad weather conditions on the North
Slope; the conmpany had helped by providing power and
clearing an airport. The conpany had extensive energency
response plans for oil spills; the plans were tested on a
regul ar basis.

Vi ce-chair Fairclough asked about the North Pole refinery
and the tenperature changes. She wondered whether there was
a contractual relationship between Alyeska and the
refinery.

M. Barrett replied in the affirmative; there were
connection requirenents and standards regarding the type of
crude that could be delivered. He added that the standards
were in effect everywhere there was a connecti on.

Vi ce-chair Fairclough discussed a tenperature increase that
was expected to take place at a certain point in the |ine.
She wonder ed whet her there was an agreenment in contract.

M. Barrett responded that there would be discussions; the
tenperature of the oil both in and out of the line was
inportant and was reflected in the agreenent. He added that
Al yeska worked closely with the refinery during the recent
i nci dent.

Vi ce-chair Fairclough asked whether there would be response

time required in contract if the refinery were in trouble
and was forced to cl ose.
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M. Barrett repeated that relationships were close and
comuni cations were good. He noted that in the recent
event, he had spoken with the governor; one of the issues
rai sed was the two-week w ndow for fuel

9:10: 48 AM

M. Barrett enphasized how difficult the situation was to
manage because of extensive distances and high costs. He
expl ai ned that the cost was enornous, and those costs may
not be sustainable in some comunities.

Vi ce-chair Fairclough discussed |ost production. She asked
about the nunber of barrels that were left the |ine.

M. Barrett responded 317 barrels.

Vi ce-chair Fairclough wondered whether any wells were shut
in or shut down because of the incident.

M. Barrett replied that a lot of the wells were shut in
and he did not know whether they were all brought back on
l'ine.

Vi ce-chair Fairclough referred to how the federal
government through the Environnmental Protection Agency
(EPA) had wanted to shut down the pipeline. She queried
EPA's role in the crisis and who had been there to chanpion
Al aska's efforts.

M. Barrett noted that there had been a | ot of help through
the congressional delegation and the admnistration in
Washi ngton, D.C. He pointed out that Comm ssioners Sullivan
and Hartig had worked with the EPA to keep it from getting
"too crazy." He believed there had been a question about
jurisdiction in the case. His goal was to get the pipeline
running, so he decided not to argue about it in order to
reach his objective.

M. Barrett illustrated the situation by sharing a story
about a neeting wth the incident managenent team in
Fai r banks. He and Conmm ssioner Sullivan had received a very
solid brief in Fairbanks regarding all aspects of the
incident before the restart. At the end of the neeting, an
EPA representative noted that they were really ganbling.
M. Barrett had responded that he did not ganble; he
enphasi zed the risk of the consequences to Alaska if the
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line was not rapidly and safely up and running. The EPA
representative had "backpedal ed" on the issue.

M. Barrett stated that he was acutely sensitive about
protecting Alaska's environment. He felt there was a |ack
of understanding of the inportance of getting the line up
safely, wusing the interim restart. He questioned the
sensitivity of the EPA

9:16: 50 AM

M. Barrett added that to be fair, he had expected a worse
response from the EPA. He questioned the need of the
representative to be in the state. He thought they were
over r eachi ng.

M. Barrett reported that he had had reports from Al yeska
enpl oyees working at Punp Station 1 that the regulators
were getting in their way. There were safety concerns wth
soneone | ooking over the shoulders of workers who were
trying to manage a well at 20 degrees below zero. He felt
the regul ators were nmaki ng the enpl oyees anxi ous.

Vi ce-chair Fairclough believed Al aska had done a trenendous
job protecting the environment. She referred to neetings in
Washington, D.C., with the U S. Departnment of Interior. She
mai ntai ned that Al aska was unique and felt the process of
trying to education EPA and the Departnment of the Interior
was a long one. She noted frustrations at people comng in
from outside the state when professionals were trying to
bal ance a national security need for energy and Al aska's
security needs. She appreciated the strong response by
Comm ssi oner Sullivan.

9:20: 39 AM

M. Barrett addressed the cunulative effect of all the
federal rules, including the permtting process, which
could take five to ten years to get oil on line. He

asserted that Al aska was different, and had its own rules
about managing a restart in the Interior. He referenced a
contingency plan called "Cold Restart" that was never
exercised during the incident; it involved noving equi pnent
in place up and down the Iline, including noving 300-ton
cranes in the dark on icy roads. He pointed out that
Alyeska was being told under EPA rules to bring the
equi pnent back, even though it was not going to be used
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except in an extrenme response scenario; the equi pnent coul d
not be left on site without permts, as it would becone a
"permanent installation.”™ The conpany was told they would
have to get a permt to |eave the equipnent in place. The
cost of making equipnent changes to get a permt for a
contingency they hoped to never use would be very high. He
had asked the EPA whether they could get a waiver; the
answer was that no waivers were allowed. He asserted that
the person had never been to the places in Al aska and
experienced the extrenme conditions.

M. Barrett did not think the rules made operational sense.
The rules were designed for other places, perhaps in
response to soneone cheating on the rules; he questioned
why everyone shoul d be puni shed.

9:25:11 AM

M. Barrett asserted that Al aska was an Arctic state with
particul ar consequences.

Vice-chair Fairclough noted that only 20 percent of
Ameri cans surveyed knew the U S. had an Arctic coastline,
but 80 percent of Al askans knew.

Vice-chair Fairclough turned to the issue of maintenance on
the line. She asked the reason for not replacing the pipe
with a smaller pipe from Val dez backwards if that was where
there were nore corrosion issues.

M. Barrett replied that the decision would rest with the
owners. He offered that once any segnent of the line was
downsi zed to 24 inches, the line would no | onger be capable
of handling a lot of oil if a big oil field were opened or
another way were found to transport heavy oil out of
Prudhoe Bay. He opined that he would not design the system
the sane way again; perhaps the line would not go to
Val dez. He thought the consequences for the future of
maki ng deci sions such as those related to downsizing the
line would be enornmous. He believed limting the size of
the pipe would limt options. He believed noving oi
through a large line was the safest way to nove oil.

9: 28: 48 AM

Representative Neuman wanted to focus on the risk of
consequences to the state and the cost of delivery per
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barrel. He referred to the presentation chart. GOl cane
into the pipe at 180 degrees but dropped significantly
because of the |low volune in the pipe. There was a need for
the tenperature to be increased at the North Pole refinery
in order to keep the 800-mle long pipe above 38 degrees
(48 degrees south of Fairbanks). He understood that when
oil was above $70 per barrel, the cost of operating Flint
Hlls Refinery went up. He believed the consequences to the
state of Ilosing North Pole refinery could be huge, and
coul d mean | osi ng fuel services to Ted St evens
International Airport ($1 billion per year). On the other
hand, the cost in tariffs of keeping the oil warm enough
was al so enornous. He requested comrent on the inportance
of the heating facility.

M. Barrett agreed that without the refinery, there would
have to be another solution to maintain the appropriate
tenperature. He believed there would be enornous chall enges
to heat the Iline, whether through crude oil heaters,
insulation, or additional recirculation at other punp
stati ons.

M. MDevitt agreed that North Pole refinery added about 15
mllion BTUs per hour ; i f the refinery were not
functioning, tenperatures would drop in the southern
secti on.

9:32: 45 AM

Representative Neuman pointed out that the direct costs of
tariffs for keeping oil at the required tenperature were
hi gh.

M. Barrett agreed that the per-barrel cost of doing
busi ness was increasing as production decreased.

Representative Neuman highly recomended the Alyeska TAPS
lowflow oil plan sumary, which he thought was informtive
regardi ng the process, cost, and risk-nmanagenent potentials
of adding the heat at the punp stations.

Representative Neuman questioned the ability of continued
operation, given the information. He pointed out that when
the line was full, it noved a | ot slower and cool ed down.

Representative Quttenberg conmended efforts to neet a high
standard through listening to enployees and coming up with
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operation and safety excellence. He pointed out that in the
final analysis, however, Alyeska was not the one with the
nmoney and that the owners (Exxon, BP, ConocoPhillips, and
others) had different agendas. Part of the discussion was
whet her the owners considered Alyeska a transport node for
their product, or a profit center. He questioned the |eve
of funding needed to maintain and operate the pipeline.

M . Barrett replied t hat Al yeska  was consi dering
reshuffling priorities to address issues raised during the
January event. He had not seen leveling on funding to run
the pipeline safely; the thought the challenge from the
owners was related to the cost of running such |[|arge
infrastructure with a steadily declining flow. At sone
point, mjor investnents would be required. He expected
reluctance by the oil conpanies to nmaking investnments to
keep the line viable for another 30 to 40 years.

9:37:49 AM

M. Barrett added that one of the issues being considered
related to physical limts. For exanple, additional work
woul d be needed in the upcom ng work season at Punp Station
1, based on the January event. He pointed to limts to what
coul d be done because of the footprint size of the station
and the fact that the line would be operating for nost of
the tine. He enphasized the difficulty of doing work when
oil was still noving through the line. He rem nded the
cormmittee that the seasonal work w ndow was very short in
the Arctic.

M. Barrett stated confidence about getting the nopney
needed to keep the |ine naintained and operated safely. He
reported that he was getting positive signals. He opined
that there was a |limt to how much and how fast sonething
could be done, given the footprint size and seasonal work
wi ndows. He did not think that spending another $20 mllion
to $50 million would necessarily solve the problem He
menti oned that the 300 people working on site in January
was close to the limt of how nmany people could be there
safely.

Representative CQuttenberg recalled experience in the field
related to keeping the "nmen in the white hardhats as far
away as possible” so that the people working could do their
j obs.
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M. Barrett agreed.

Representati ve Doogan rem nded the commttee that the task
before the conmttee was to eval uate whether the governor's
proposal to put noney into oil conpanies would result in
nmore oil in the pipeline. He did not think the anmount of
oil in the pipeline could be brought up to 1.5 mllion
barrels per day, or nearly doubled. He queried the effect
of increnental increases in the pipeline s operation.

M. Barrett responded that anything that stemred the
decline of oil in the pipe was positive, but he questioned
whet her an anount that was not enough would be sufficient
to reverse a 6 percent decline. He pointed out that Al yeska
was a comon-carrier pipeline, regulated by the Federal
Energy Regul atory Conm ssion (FERC), and required by law to
take oil from any source, whether the pipeline owners or
i ndependent producers, as long as connection requirenents
were net. He was concerned about reversing the slope of the
decl i ne enough.

9:43: 00 AM

Representative Gara commented that comrunications from the
Finance Commttees to federal agencies sonetines hel ped. He
asked that Alyeska give pertinent information to the
commttee so that letters could be witten to the agencies.
In addition, he noted that there were connections with the
congressi onal del egation that could be used.

Representative Gara believed that when Alyeska retrofitted
the pipeline to carry smaller volumes of oil, there had
been a goal of being able to operate the pipeline down to
250, 000 barrels per day. He asked whether that was true.

M. Barrett responded that he was not aware of all the
pl anni ng assunptions from the past period. He warned that
repetition of an event like the one in January woul d becone
increasingly nore difficult manage. He did not believe
there was a nagi ¢ nunber (of mninmum barrels per day), only
that the risk becanme higher and response nore costly as the
t hr oughput decr eased.

9:46: 22 AM

M. Barrett concluded that nobre oil was needed in the
pi pel i ne. He urged the —committee to recognize the
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consequences and inportance of getting the throughput back
up. He stated that TAPS needed political help from sources
in Washington, D.C., as well as Al aska.

M. Barrett relayed a story illustrating the consequences
of inaction. He offered a nental nodel that he had used and
applied in the Coast CGuard: a ship in distress going down
in the Bering Sea. The desired response was to nove all
possi bl e assets aggressively and as quickly as possible,
because the consequences might be worse in the future if
not addressed while there was a w ndow of opportunity. He
argued that if it turned out that too nuch was done too
soon, the assets could be easily called back.

M. Barrett reiterated the details of how assets were noved
in the January event; he had been called Saturday norning
initially, and by early Sunday it had becone clear that the
risks of waiting until the bypass was installed was very
high, wth enornous potential consequences. Options were
narrowed and a specific set of actions were taken, but
initially, all potentially useful assets had been noved
i nedi at el y.

M. Barrett enphasized that the consequences of inaction
were not good. He suggested policy that would push a | ot of
resource at the current problem and see if the result was
positive. He repeated concerns and underlined the
coommitnment of Alyeska to operate according to high
st andar ds.

9:51: 57 AM

Co-Chair Stoltze reviewed expectations regarding upcom ng
nmeet i ngs.

Representative Gara noted that he wanted Conmm ssioner
Bryan Butcher to cone before the comittee to answer
guestions that had been asked. He queried the bill and
anendnent process in conmttee.

Co-Chair Stoltze stated that the bill would be passed when
it was ready.

Representative Doogan pointed out there was always a
possibility that the commttee would not report a bill out.
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Co-Chair Stoltze agreed that it would take six votes to
nove the | egislation out of commttee.

9:55: 56 AM

#
ADJ OURNIVENT

The neeting was adjourned at 9:56 AM
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