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Good afternoon Chairman Graham, Chairman Reilly and members of the commission.
Thank you for the opportunity to address safety in the oil and natural gas industry.

My name is Erik Milito. I am the upstream director for the American Petroleum Institute.
API has about 400 member companies, which represent all sectors of America’s oil and natural
gas industry. Our industry supports 9.2 million American jobs - including 170,000 in the Gulf
of Mexico related to the offshore development business - and provides most of the energy our
nation needs to power our economy and way of life.

Our industry’s top priority has always been to provide energy in a safe, technologically
sound and environmentally responsible manner. We support the commission’s work, and we
will do all we can to reduce the risks of an accident like this from ever happening again. Our
thoughts and prayers have always been with the families, the workers, and our neighbors in the
Gulf who are affected by this unprecedented and tragic accident. The men and women of the oil
and gas industry recognize our responsibility to understand what happened and why and to work
in cooperation with the government to come up with ways to improve industry equipment,
procedures and operations and how we are regulated.

It is important to understand the full range of what the oil and natural gas industry is doing
to enhance safety and environmental performance. I will talk about what our industry has done
and plans to do in response to the accident. My colleague John Modine will then discuss existing
industry safety programs.

The fact that such a terrible accident happened has encouraged some to think that safe
operations and equipment were unimportant to the industry and that the risks of more disasters
were and are high. I do not believe a fair look at the facts supports that conclusion. The safety
culture in the industry is strong. Our offshore companies work cooperatively among themselves
and with regulators to minimize risks, including through their participation in API’s standards
program. The safety record supports this. The incident and volume spilled trend lines have
generally gone steadily down. As we consider the possibility of creating an industry self-
regulation program, we want to keep in mind the safety context in which any such a program
would be created. John will provide that background.

Since the accident, the industry has looked at every aspect of safety and taken significant
steps to improve operations.

We have assembled the world’s leading experts to conduct a top-to-bottom review of
offshore drilling procedures, from operations to emergency response. Two industry task forces
that are addressing short- and long-term issues related to offshore equipment and offshore



operating practices delivered recommendations to the Interior Department in May, just a few
weeks after the accident occurred. While the task forces are not involved in the review of the
incident, they brought together industry experts to identify best practices in offshore drilling
equipment and operations. Their objective was to immediately move industry standards to a
higher level of safety and operational performance. The final report from the Interior
Department, dated May 27, 2010 and submitted to the President, incorporated many of their
recommendations.

One of the primary recommendations of the task forces is the development and integration
of safety systems and critical documents for the lease operator and the drilling contractor. I
believe the Commission heard some testimony about this during this morning’s discussion on
offshore drilling. The task forces recommended the adoption of a safety case, which is a
comprehensive and structured set of safety documents to ensure the safety of a specific vessel or
piece of equipment. The safety case will be integrated, or bridged, with the lease operator’s
safety management system through a Well Construction Interfacing Document, or WCID. The
task forces have developed a draft WCID for consideration by the Bureau of Ocean Energy
Management, Regulation and Enforcement. I believe the Commission has received a copy as
well.

Most operators already have a safety management system in place, and the safety case is
already used around the world by the drilling community. Interior has agreed to mandate these
programs, and we expect them to release new rules to implement them. The integration or
bridging of these programs addresses several critical factors, including well design; identification
of hazards related to the geographical location of the well; identification of hazards related to the

location of the wellbore, pore pressure and fracture gradients; casing design; well execution; well
activity risk assessments; management structure, responsibilities and accountabilities;
management of change; personnel management, including competencies, training, experience
and certification requirements; and risk management processes.

Working with other energy trade associations, API also has assembled experts for two
additional task forces to review oil spill and blowout response capabilities. One task force will
focus on stopping and containing an oil leak at the wellhead. The other will focus on oil spill
response at the surface and shoreline. We expect the recommendations of those task forces to be
issued in a week or two.

Another example of industry’s ongoing leadership and commitment to safe operations is the
soon-to-be formed Marine Well Containment Company. Through this $1 billion effort,
engineers will design, develop and implement state-of-the-art containment systems that go
beyond the capabilities employed during the Deepwater Horizon incident. The system will
consist of a new subsea containment assembly, which will prevent oil from escaping into the
water in the event of future deepwater accidents. It will be deployable within 24 hours.

Our industry’s commitment to learn from this experience and to make offshore oil and
natural gas exploration and production safer continues. In the long-term, we intend to use any



findings from the investigations to improve the technologies and practices that will promote safe
and environmentally sound operations. As part of this process, we will continue to develop new
API standards and revise and adapt existing API standards to raise the bar on safety performance.

While the industry collectively is working to find ways to enhance safety, individual
companies are also closely reviewing their own equipment and procedures. The accident was a
shocking reminder, unprecedented or not, that terrible events are possible. This was powerful
incentive to the operators out on the water to redouble their efforts to prevent future possible
injury or loss of life, serious environmental damage, or massive economic liability.

Finally, we are currently studying the potential for enhancing safety through the creation of
a new industry safety oversight program. The Institute for Nuclear Power Operations (INPO) is
an example of such an organization for the nuclear industry. Other examples are "Responsible
Care" for the chemical industry and "Step Change in Safety," a UK-based program for oil
exploration and production.

These programs have helped elevate safety and environmental performance, and they may
suggest approaches for our own industry. However, a program for the U.S. offshore industry
would have to take into account its unique characteristics. Compared to the nuclear industry, it
involves a large number of tremendously diverse businesses, some very large and some far
smaller, often doing very different kinds of work. The offshore industry also operates under a
wide range of existing industry safety programs, and many federal agencies monitor and regulate
its activities. All of this would have to be considered in evaluating the viability of a new industry
oversight program.

All of what I have discussed, of course, will be affected by what the root cause analysis of
the incident tells us and by changes in the regulatory framework that ultimately are made.

We are striving to improve because we all wish to protect human life and the environment.
There is no higher objective. The initial safety and operational response has made us safer, and
we intend to build on that. But we also must continue the business of supplying the nation with
the energy it needs to stay strong, secure and competitive, including energy from the rich
resources in the deepwater Gulf. That will put people back to work now affected by the
moratorium while creating new jobs for Americans and supplying our government with much
needed tax and other revenues.

This concludes my statement. My colleague John Modine will now outline for you the
safety programs our industry had in place before the accident. Thank you.
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Good afternoon Chairman Graham, Chairman Reilly and members of the commission. My
name is John Modine, and I am the director of Global Industry Services at the American
Petroleum Institute. Among other responsibilities, I manage API’s certification and training
programs, which contribute to a better informed and more safety-conscious industry workforce.

I would Dike to address regulatory oversight of offshore drilling, the industry’s safety
standards and certification programs, and other industry initiatives that enhance safe operations
in offshore development of oil and natural gas. As my colleague Erik Milito said, this is the
context - or starting point - for our path forward on safety. Our hope is that we will take the best
of what we have and make constructive, practical changes, so that we take full advantage of what
is already in place and what we know works.

Over the decades, an enormous amount of effort on the part of both the regulators and
operators has gone into staying safe offshore. Offshore oil and natural gas development has been
conducted for nearly 60 years in the Gulf of Mexico. More than 42,000 wells have been drilled,
including more than 2,000 deepwater wells. In that time, safety has been given increasing
emphasis. It is now a well-entrenched part of the offshore culture and never out of the minds of
the men and women who work on the rigs. And, as Erik has stated, the record in terms of spills
has steadily improved.

The Gulf accident casts a shadow over that achievement, and it necessitates a look at all that
has been done to look for ways to improve. We welcome that and have been conducting that
review, as Erik also has described. But what has been done - what is already in place to increase
safety - is considerable, and we need to shine a light on that and bring the best of it forward.

Federal regulation of oil and natural gas operators on the Outer Continental Shelf is
extensive. As Secretary Salazar testified earlier this year, the offshore oil and natural gas
industry "is a very highly regulated industry." There are 27 statutory authorities that apply to
OCS oil and natural gas operations, as well as 88 regulatory parts and 24 significant approvals or
permits.

But government regulation is not enough, and, as an industry, we have worked collectively
for many years to establish safer equipment and operating practices. The huge investments in
human capital and technology and the challenges of operating in the offshore environment
require this. We understand the risks. Safety is our top priority.

The API standards program is a critical part of how the industry has been advancing safety
and strengthening environmental stewardship. Since 1924, API has developed industry
standards and practices that promote reliability and safety through the use of proven engineering



practices. The API standards program is accredited by the American National Standards Institute
(ANSI), th~ authority on U.S. standard setting and the same organization that accredits programs
at several national laboratories. Our program undergoes regular audits to ensure it meets ANSI’s
essential requirements of openness, balance, consensus and due process.

API standards are developed collaboratively by industry experts, technical experts from
government, and other interested stakeholders. In fact, there are currently close to 80
government representatives serving as either members or observers on API standards
committees, representing ten federal agencies, eight state organizations, and three national
laboratories. Working together, we have helped create more than 500 standards, including some
240 exploration and production standards that address offshore operations. Seventy-eight of
these standards are referenced in Bureau of Ocean Energy Management, Regulation and
Enforcement regulations.

Government chooses to reference these standards, not just because of convenience or
efficiency, but because they are a product of the industry’s best technical thinking and have a
proven track record of promoting safe operations. Earlier this week, we greatly expanded public
access to our safety standards and all of those referenced in federal regulation.

Standards relating to offshore cover a range of areas, everything from blowout preventers to
comprehensive guidelines for offshore safety programs. These standards provide all operators
with solid engineering guidance and operational best practices. And standards are reviewed and
improved periodically or in light of circumstances calling for immediate action, such as the
incident in the Gulf. We are now reviewing all relevant offshore standards and have initiated
work on a new one covering design of deepwater wells.

The industry also runs certification programs and conducts frequent workshops that enhance
offshore safety. API’s Monogram Program, which was established in 1924, provides for the
consistent and reliable manufacture of equipment and materials used in the deepwater offshore
and across the industry. The Monogram Program draws on the expertise of a wide range of
technical experts, including those from government, academia, and other interested stakeholder
groups in addition to those from industry. Reliable, well-built equipment is obviously critical to
safe operations. We will conduct nearly 2,500 audits this year to verify that manufacturers are
complying with API quality and manufacturing standards.

In a recent notice to lessees, the Bureau of Ocean Energy Management identified API as a
qualified independent third party certifier of blowout preventers. They respect and depend on
our programs.

API also provides the Training Provider Certification Program, which certifies schools
globally that deliver training in accordance with industry standards and government regulations.
This includes safety courses for offshore workers. An API certification is issued only after
course-related documentation is completed and an on-site system audit is passed.



There are many other examples of industry safety training initiatives. The International
Association of Drilling Contractors has an accreditation program - Rig Pass - for training
courses for new rig employees. They also have WellCAP for training in drilling, workover and
completion, well servicing, coiled tubing, snubbing, wireline operations, and underbalanced
operations. The National Steps Network brings people together from the exploration and
production industry to discuss safety incidents and best practices. API’s own WorkSafe program
trains and qualifies workers and contractors on their knowledge of industry safety standards.
And SafeLandUSA provides accreditation for health, safety and environmental training in the
industry.

Finally, industry trade groups sponsor dozens of workshops on offshore safety issues, such
as lifting and hoisting and contractor safety. And industry representatives participate on a Coast
Guard National Offshore Safety Advisory Committee, where there is a regular exchange of
information on offshore safety.

In the necessary and understandable effort to get to the bottom of what happened in the Gulf
accident, we are all looking to find and rectify every possible safety shortcoming. This is as it
should be. But it is also important to recognize the strengths of a system that has helped avoid
incidents. This system - expanded and improved in many ways over the years - provides a solid
foundation to build on for all who want to enhance safety.

Thank you.
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Co Chairs and members of the committee, thank you for the opportunity to appear before
you this afternoon. My name is Glenn Erwin. I am a member of the United Steelworkers
(USW), and the Program Director of the USW’s Triangle of Prevention (TOP) Program.

The USW represents about 850,000 members in the United States and Canada employed
in virtually every industrial segment of the workforce - steel of course, but also, paper,
mining, aluminum and other nonferrous metals, chemicals, plastics, tires and rubber,
glass, health care, and petrochemicals. Among oil refineries, the USW represents about
30,000 workers employed at more than 20 companies in the U.S.

I have been ask to appear here today to describe the problems that led to the Texas City
Refinery accident, the recommendations of the Baker Commission, the ultimate outcomes
of those recommendations, and overall lessons learned.

Simply put; I was raised on a farm so I very well know we are here to "lick this calf over
again". I have followed the media reports on this tragedy as it unfolded over the
television and print, I saw far too many golden threads that tied the two incidents
together.

Let me give you some background.

On March 23, 2005, the BP Texas City refinery experienced a catastrophic process
accident. This was only one of the several serious U.S. workplace disasters that have
occurred this century within the energy sector within our country. This incident took the
lives of 15 workers and injured more than 170. A personal friend was one of those who
were killed in this incident.

On August 17, 2005, the CSB issued an urgent safety recommendation to the BP Global



Executive Board of Directors that it commission an independent panel to assess and
report on the effectiveness of BP North America’s corporate oversight of safety
management systems at its refineries and its corporate safety culture.

On October 24, 2005, BP announced the formation of the BP U.S. Refineries
Independent Safety Review Panel. Former Secretary of State James Baker chaired this
panel and I was asked to serve as a member.

Secretary Baker stated openly and often he expected us to "leave no stone unturned and
let the chips fall where they may". I believe we did just that. I also believe the report
should and does speak for its self.

Our findings are listed in the report as clearly as we could state them. We also made 10
recommendations that we as a panel believed would help to correct the issues we
identified.

We asa panel stated:
"Finally, the Panel believes that all companies in the refining, chemical, and
other process industries should give serious consideration to its recommendations
and related commentary. While the Panel made no findings about companies
other than BP, the Panel is under no illusion that the deficiencies in process
safety culture, management, or corporate oversight identified in the Panel’s
report are limited to BP. If other refining and chemical companies understatTd the
Panel’s recommendations and related commentary and apply them to their own
safety cultures, process safety management systems, and corporate oversight
mechanisms, the Panel sincerely believes that the safety of the world’s refineries,
chemical plants, and other process facilities will be improved and lives will be
saved."

I would like emphasize my belief while serving on the Panel and continues to this day
that if we had placed other oil refineries under the same scrutiny as we did BP we would
have found similar or other serious deficiencies. We only had BP under the microscope.

I would ask this commission to examine our report and attempt to see if the
recommendations we made were applied to the offshore drilling operation within BP and
other companies with offshore drilling operations. My fear is that this is not the case.

From my personal experience of 40 years in the petrochemical industry I have come to
understand some of the major problems within this industry. I believe you will also
identify these problems as you conduct your investigation.

1. The first one is that industry is using the wrong measurement for safety.

Both the CSB and the Baker Panel reports stated that the industry is falsely relying on
their OSHA-recordable injury rates to measure safety. The Government Accounting
Office has found that employers frequently game these numbers. But even if the numbers
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were reliable, they would not give an accurate picture of risk in the industry. Catastrophes
like the explosions on the Deepwater Horizon, at Tesoro in April, and Texas City in 2005
are low-probability high-consequence events. They do not happen every day, but when
they do, the result is disastrous. There is no correlation between the slips, trips and falls
that dominate the OSHA rates, and the hazards that cause catastrophic explosions, fires
and releases. To paraphrase Australian safety expert Andrew Hopkins, using injury
statistics to measure the likelihood of a major chemical accident is like determining the
risk of an airplane crash by looking at injury rates among the baggage handlers. Yet the
industry continues to tout its low injury rates. Ironically, BP was a finalist for a Minerals
Management Service safety award, which would have been presented May 3. Last year’s
winner was Transocean.

They are consumed with personal safety not process safety. This is a fatal flaw.
Industry spends by far too much time and resources to prevent slips, trips, fails, and
struck by incidents because that is the yardstick the government has designed. This
measurement is easily manipulated to keep the number low. I have experienced the
pressure workers feel to not report an injury. I can state with all certainty that the current
method of measuring does not give an accurate picture of how well the facility is
operated.

Let me drive the point home.

The BP refinery was celebrating a safety record at the time of the explosion. This safety
record was devoid of the true measurements of the current status of the facility. It was
solely based on personal safety not process safety.

Let me restate this. With all of our technology, with all of our ability to compile and sort
a mountain of data, with all of our laser precision measurements devices we still choose
to use a yardstick to measure safety in the workplace.

I challenge you to analyze the current measurement system. And do not be fooled by
industry groups that will tell you they have a plan. When the Baker Panel Report was
issued and the CSB issued its recommendations I did believe the industry would see the
light and change. Sitting here today I am convinced they will never see the light so they
need to feel the heat.

2. The second one is that industry is not learning from their mistakes.

In the 2005 refinery fire let me list three quick examples:
¯ The hydrocarbon was released to an atmospheric vent on the process unit
¯ failed management of critical equipment, particularly instrumentation and alarm

systems
¯ allowing non-essential personnel in vulnerable work areas during process

operation



Interestingly, similar factors may have played a role in the Deepwater Horizon disaster.
¯ Escaping gas was vented to atmosphere.
¯ Critical equipment, particularly the blowout preventer, failed - possibly due to

improper maintenance and management.
¯ Workers off duty lived on the rig, in close proximity to areas where a fire or

explosion could occur. News reports indicate that less than 20% of the personnel
on the rig were actually on duty.

But I would also like to point out that even after the 2005 refinery fire there are other
companies that still have equipment that vent to the atmosphere. We have seen fires that
have. resulted because hydrocarbons were allowed to escape and ultimately ignited.

3. Systemic changes need to be made in managing workplace safety

At this point in time the federal government does not have the personnel to adequately
inspect or monitor the process safety of the energy sector. Given the human,
environmental, financial cost, and threat to national security of these energy related
incidents now is the time to explore the possibility of full time federal process safety
inspectors at these facilities. These federal inspectors should be funded by the industry.

I am not a gambling man but those of you who are let me give you a tip. Put your money
on the fact that you will find that there were near misses or failures that pointed to this
incident. In fact there is no requirement to do a complete investigation on these incidents.
But if an incident investigation had been done on any of these and corrective actions were
taken this incident would have been prevented.

These low impact incidents are seeds of learning. But the seeds are being choked out by
the weeds of blame and cover-up. Industry too often will discipline employees who are
involved in these incidents. This is a simple IQ test. If I report I might get disciplined, if I
don’t report I won’t get disciplined. Workers and first line supervisors are smart enough
to pass this test.

The biggest cultural shift that needs to be made is in management’s decision making
process. Decisions are made on a dime. Safety is not the deciding factor, its money.
Disagreeing with your boss is costly too. People are discouraged from taking an opposing
view. It is not the standard practice to encourage people to voice their opposing view
point.

The handicap we had on the Baker Panel and likewise the CSB was that we could only
recommend. Industry had to WANT TO comply with the recommendations for change to
occur. I submit their WANT TO is not big enough. I believe they need a good dose of
HAVE TO. If they HAVE TO we will not be "licking this calf over again".
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Members of the Commission, thank you. My name is Zach Corrigan. I am the Senior

Staff Attorney for Food & Water Watch, a national non-profit consumer organization that

advocates for sustainable use of our freshwater and ocean resources. My comments today

reiterate the more detailed comments that we have already submitted.

I comment today on two issues. First, we would bring to your attention another BP-run

oil and gas facility in the Gulf of Mexico, which, until its problems are fixed, is a ticking time

bomb - perhaps the next Deepwater-Horizon-accident waiting to happen - the BP Atlantis. I do

so in the context of your broad mission. Indeed, one of the best ways to "guard[] against.., the

impact of[] oil spills associated with offshore drilling[,]" as you are charged, is to prevent spills

by addressing known problems at operating deepwater facilities. Second, I want to discuss BP’s

troubling use of COREXIT.

In October 2007, the BP Atlantis, which is one of the world’s deepest platforms, started

production without proper engineering documents for its subsea components. An internal

August 2008 email from BP management has acknowledged that these document deficiencies

could lead to "catastrophic Operator errors." A worst-case blowout at Atlantis could be a spill of

6 million gallons per day, three times larger than estimated of the Horizon spill.

MMS lcnew about these problems for at least a year, but it only launched an investigation

this spring when 19 members of Congress demanded it. Since that time, a total of 34 members

of Congress have called for the shutdown of Atlantis until proven safe.
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The Bureau of Ocean Energy Management, Regulation, and Enforcement is now

expected to complete its Atlantis investigation this fall. But it has already taken many months,

even though determining BP’s compliance with the law should have taken a mere matter of days.

This suggests that the agency is simply seeking to justify its own oversight failures.

BP’s disregard for the need to maintain critical engineering documents is not limited to

Atlantis. It was one of the causes of BP’s Texas City Refinery explosion that killed 11 people.

There is also evidence that the lack of such documents played a part in the Deepwater Horizon

incident - for example contributing to operator confusion about its blowout preventer

configuration.

Therefore, we urge the Commission to include in its investigation whether BP had proper

engineering documents for Horizon and all of its currently operating deepwater facilities,

including Atlantis. The commission should recommend that the federal government immediately

close BP’s deepwater production operations such as Atlantis, until proven safe.

Second, in terms of chemical dispersant, nearly 2 million gallons of COREXIT were

added to the Gulf of Mexico to respond to the Horizon spill, leading to 334 people in Louisiana

alone reporting health issues. Experts do not believe that EPA’s limited laboratory testing

results can be extrapolated to determine the long-term ecosystem-wide effects and that it is too

soon to know the effects of this massive experiment. We therefore ask the Commission to

evaluate BP’s use of COREXIT as well as make recommendations to change the regulatory

process that allows companies to use such untested and potentially harmful dispersant.



Christopher A. Smith,
Designated Federal Officer
National Comrnission on the BP Deepwater Horizon Oil Spill and Offshore Drilling
U.S. Department of Energy,
1000 Independence Avenue, SW,
Washington, DC 20585

July 23, 2010

Re: BP’s Atlantis Project - Preventing A Worse Disaster Than The Deepwater Horizon

Submitted via the U.S. Postal Service. Please note that the email address provided in the
Federal Register Notice, BPDeepwalerHorizo~TCommission@hq. doe. corn, is incorrect.

Dear Mr. Smith and the Commissioners of the National Commission on the BP Deepwater
Horizon Oil Spill and Offshore Drilling:

On behalf of Food & Water Watch (FWW), a non-profit consumer organization that
works to protect food, water, and ocean resources, I write this letter in order to comment on the
commission’s ongoing investigation into the causes of the Deepwater Horizon oil disaster and
how to prevent future oil spills. Specifically, this letter outlines some of the known problems at
another BP-run facility in the Gulf of Mexico, the Atlantis. As discussed below, the commission
should make sure that it is investigating the Atlantis facility’s lack of engineering documents, as
doing so would further the commission’s charge of preventing future oil spills associated with
offshore drilling. These problems should also be investigated because they appear to be similar
to those at the Deepwater Horizon project prior to its explosion. Finally, an investigation of
Atlantis will illustrate how BP and the U.S. Minerals Management Service (MMS) have ignored
engineering-document requirements for very complex platforms operating in challenging
deepwater environments. FWW strongly suggests that the commission seek the first-hand
testimony of former BP-subcontractor-turned-whistleblower Ken Abbott and the expert
testimony of process safety engineer Mike Sawyer to assist it in its investigation.

Throughout these comments, FWW urges the commission to make various policy
recommendations to the federal government based on the FWW’s experience with the Atlantis
facility, including the following:

Immediately close BP’s Atlantis Project as well as the company’s estimated 17 other
deepwater drilling production operations in the Gulf of Mexico until an independent third
pm~y has proven that the facilities are operating with complete sets of engineer-approved
drawings for their above and below-sea components, as required by law.

¯ Check the more than 141 deepwater oil producing projects operating in the Gulf of
Mexico for complete engineer-approved documentation.

¯ Debar BP from any future contracts with the federal government.



Remove the new bureau of Safety and Environment Enforcement from the auspices of
the Bureau of Ocean Energy Management, Regulation, and Enforcement (BOEMRE) and
reform it as an independent agency organized to protect worker safety and the
environment.

Other issues involved with the Deepwater Horizon oil spill, including BP’s response and use of
dispersants will be addressed in separate comments.

The Charge to The Commission

As the commissioners are well aware, Section 3 of Executive Order 13543 (May 21,
2010) instructs this Commission to

(a) examine the relevant facts and circumstances concerning the root causes of the
Deepwater Horizon oil disaster; [and]

(b) develop options for guarding against, and mitigating the impact of, oil spills
associated with offshore drilling, taking into consideration the environmental, public
health, and economic effects of such options, including options involving:

(1) improvements to Federal laws, regulations, and industry practices applicable
to offshore drilling that would ensure effective oversight, monitoring, and
response capabilities; protect public health and safety, occupational health and
safety, and the environment and natural resources; and address affected
communities; and

(2) organizational or other reforms of Federal agencies or processes necessary to
ensure such improvements are implemented and maintained.

This charge is a broad one, dictating that the commission not only examine the technical
causes of the Horizon disaster, but also necessary changes to the way our country regulates
offshore drilling. As discussed below, the agency should find the situation at the BP Atlantis
facility very troublesome. Rectifying serious existing problems at operating deepwater facilities,
such as those at Atlantis, is the best way to "guard[] against.., the impact of[] oil spills
associated with offshore drilling[,]" as the agency is charged. Moreover, the facility’s document
deficiencies typify reoccurring issues at BP facilities and types of facilities that have had
accidents in the past, thus suggesting systemic company-wide problems that may have
contributed to the Deepwater Horizon incident. They also illustrate a culture of cutting corners
and shirking safety requirements that needs to be eliminated at the company. Finally, the
response by federal agencies to Atlantis, or, rather, the lack thereof, exemplifies the federal
government’s blatant disregard of its duties to protect the public from the grave threats posed by
this company culture. This commission should examine the agency’s response and handling of
the allegations surrounding Atlantis and recommend policies that would prevent future
derelictions of duty.



The BP Atlantis: The Next Deepwater Horizon?

BP’s Atlantis Project became active in October of 2007. Located in "Hun’icane Alley,"
more than 150 miles from New Orleans in the Gulf of Mexico, at a water depth of more than
7,000 feet, it is one of the deepest moored semisubmersible oil and gas platforms in the world.

As detailed in his recent June 10, 2010 testimony to Congress,1 in March 2009, Ken
Abbott, a former company subcontractor, informed MMS that BP was missing thousands of
engineer-certified and up-to-date documents for the subsea components of its Atlantis Project.
BP is required to maintain such engineering drawings under federal law and by accepted
minimum industry standards. An internal BP email fi’om management in August 2008
recognized that using such incomplete documents could "lead to catastrophic Operator errors.’’2

In May 2009, independent process safety engineering expert, Mike Sawyer, reviewed Mr.
Abbott’s allegations as well as BP’s own database, and found that as of November 2008, only
274 of the project’s 7,176 engineering drawings detailing its subsea components had been
approved by engineers in final, up-to-date, "as-built" status. 6,393 (90%) had never been
engineer approved.3

Engineer-approved "as-built" drawings are particularly important because they represent
the final specifications for the component or system. As Mr. Sawyer’s report detailed:

... The absence of a complete set of final, up-to-date, "as-built" engineering documents,
including appropriate engineering approval, introduces substantial risk of large scale
damage to the deep water Gulf of Mexico (GOM) environment and harm to workers,
primarily because analyses and inspections based on unverified design documents cannot
accurately assess risk or suitability for service.

¯.. There is no valid engineering justification or rational excuse for these violations and
short cuts.4

¯..The widespread pattern of unapproved design, testing, and inspection documentation
on the Atlantis subsea project creates a risk of a catastrophic incident threatening the
GOM deep-water environment and the safety of platform workers. The extent of
documentation discrepancies creates a substantial risk that a catastrophic event could
occur at any time.

~ Attached as Exhibit A.
2 See Exhibit B, attached.
3 See May 27, 2009 letter fi’om David PenN to Sylvia Murphy, Attorney-Advisor, U.S. Department of Interior,
attached as Exhibit C.
4 See May 18, 2009 Report of Mike Sawyer at 2, attached as Exhibit D. (Emphasis added and paragraph numbering

omitted.)



... Each of these categories of documents [missing with Atlantis]... is extremely critical
to the safe operation of the platform and its subsea components. The requirements for
engineering approval at each stage through final, "as-built" status are intended to verify
proper engineering, proper fabrication and construction, and to support proper
development of a [Safety and Environmental Management Program]. The widespread
absence of proper documentation leads to a higher probability of engineering and/or
fabrication errors; without "as-built" documents it is virtually impossible for the subsea
systems to be properly analyzed, operated and maintained for a substantial period of
time, which could lead to a catastrophic failure.5

Mr. Sawyer’s report concluded that BP Atlantis needed to be immediately shut in until
the proper documents are in place and verified to avoid an environmental disaster:

Due to the crucial safety and environmental dangers of operating Atlantis without "as-
built" subsea design documentation, production should be shut in immediately until
complete and proper "as-built" engineering documentation is created, MMS verification
audits performed, and completed as-built documents delivered to operations.6

Our nation cannot afford an accident at the BP Atlantis, as it would further devastate the
Gulf of Mexico environment and the coastal economies that rely on it. According to BP’s own
worst-case analysis in its environmental assessment, a spill from Atlantis could be many times
larger than that from the Deepwater Horizon. In two days, a blowout from BP Atlantis would
spill more oil than from the Exxon Valdez.7 Meanwhile, it is our understanding that BP
continues to rely on an outdated regional response plan for this and other facilities in the Gulf of
Mexico. This plan, which was approved by MMS, estimates that it has the capabilities to
recover, even under adverse weather conditions, 339,207 barrels of oil per day from a facility
greater than ten miles from the coast.8 In reality, BP’s actual response to the Deepwater Horizon
proved that its capabilities were far feebler. Moreover, the company’s ongoing response to the
Deepwater Horizon incident certainly must significantly reduce BP’s response capabilities.

Given the great risk of harm posed by a potentially larger accident in much deeper water
than Horizon at its sister Atlantis facility - which is operating only about 150 miles to southwest
of where the Deepwater Horizon incident took place - the commission would be remiss in not
including in its investigation all of the issues raised by Mr. Abbott and Mr. Sawyer regarding
Atlantis. As detailed more fully in the attached letter FWW sent to MMS prior to the Deepwater
Horizon incident,9 all evidence suggests that the facility does not have proper engineer-approved
and up-to-date drawings. It therefore poses a serious risk of an accident that would rival or
greatly exceed the harm caused by the Deepwater Horizon blowout. This commission is
uniquely situated with its broad mission to prevent such an accident.

5 Id. at 4. (Emphasis added and paragraph numbering omitted.)

6ld. at7.
7 BP Exploration and Production, Site Specific Envirotmaental Impact Statement, Initial Development Operations

Coordination Document, April 17, 2003, Appendix E, at E-4, located at
http://www.~omr.mnas.~ov/Pl/PDFlma~.es/PLANS!21/22160.pdf.
~ BP Regional Oil Spill Response Plan, revision date: June 30, 2009, available at
http:i/www.mms.~ov/Deepwatel’Horizon/BP Regional OSRP Redactedv2.pdt:
9 See attached as Exhibit E.
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The commission should examine whether BP presently possesses a complete and
accurate set of certified engineering documents for the entire Atlantis Project, including the
subsea portions of the project. It should seek out the first-hand testimony of former BP-
subcontractor-turned-whistleblower Ken Abbott and the expert testimony of process safety
engineer Mike Sawyer to assist it with its investigation. Further, we urge the commission to
demand that, if BP does not have all of its required engineering documents for Atlantis, as all
evidence suggests, the facility be shut down until proven safe. If BP indicates that it now has the
required documentation, we ask the commission to recommend that the documents be
independently verified to ensure their accuracy.

A Lack of Engineer Drawings and Deficient Hazards Analyses, a "Common Thread"

The company’s lack of critical design and as-built engineering drawings is not a problem
that seems to be isolated to its Atlantis facility. In fact, in his Congressional testimony, Mr.
Abbott noted that BP’s lack of as-built drawings is a "common thread running through BP
disasters from Texas City (15 dead) to Alaska (200,000 gallons spilled into Arctic tundra) to
Deepwater Horizon (blowout preventer modified and would not close) to BP Atlantis.’’1°

Indeed, BP’s own 2001 commissioned study of problems at it Greater Prudhoe Bay oil
field found that managers did not have as-built drawings.~l Moreover, the Chemical Safety
Board’s (CSB) investigation of the BP Texas City facility accident found that one of the main
causes of the accident was an inadequately designed piece of equipment called a blowdown
drum, for which - much like with its Atlantis Project - the company did not maintain up-to-date
design engineering documentation.

It is not simply the lack of critical engineering drawings that seems to be BP’s modus
operandi, but the company’s inability to perform adequate hazard analyses as a result. The CSB
reported that, as the facility was modified, the company made crucial erroneous assumptions
about how the blowdown drum was built, leading it to improperly evaluate the hazards of the
facility as it changed. 12 Moreover, an independent panel, chaired by former Secretary of State,
James A. Baker Ill, and formed at the request of CSB to conduct a thorough review of the
company’s corporate safety culture, safety management systems, and corporate safety oversight
at its U.S. refineries, found that all of the company’s refineries did not have adequate process
hazards analyses. 13

Likewise, one of the primary problems with BP’s failure to maintain adequate complete,
up-to-date as-built engineering drawings for its Atlantis facility is that the document deficiencies
make it impossible for the company to perform an adequate hazards analysis of its subsea
systems. For instance, BP does not or did not have a large percentage of Piping and Instrument

10 Exhibit A at 7,
11 Review of Operational Integrity Concerns at Greater Prudhoe Bay, October, 2001, at 28, located at

http://www .propubl ica. orb!documents/item!2001 -bp-operational-integri _ty-report12 U.S. Chemical Safety And Hazard Investigation Board Investigation Report, Refinery Explosion And Fire (15

Killed, 180 Injured) at 111, located at http://www.csb.£ov/assets/document/CSBFinalReportBP.pdl:
~3 The Report of The BP U.S. Refineries Independent Safety Review Panel, January 2007 at 137.



Diagrams (P&IDs) for BP Atlantis. Of the 2,108 P&IDs that BP has detailing the subsea
components of Atlantis Proj ect, only 303 (14%) had been approved by engineers for design or
construction. Only one had been engineer-approved as "as built.’’14

P&IDs are critical documents, providing the schematic details of the project’s piping and
process flows, valves, and safety-critical instrumentation. Federal law and minimum industry
standards mandate up-to-date P&IDs so that companies can perform hazard analyses of their
systems. Minimum industry standard American Petroleum Institute Recommended Practice 14J
(API RP 14 J), which has been incorporated into MMS’s regulations,15 provides that 16

A facility must maintain P&IDs and certain other drawings, as the "[t]he minimum safety
and environmental information, which forms the basis of any hazards analysis.’’17

Any Hazards and Operability Study requires a "complete set of... P&IDs" and other
documents. 18

As Mr.

P&IDs and certain other drawings needed for a hazards analysis of even the lowest risk
facilities must be "up-to-date."~ 9

P&IDs and certain other documents need to be "maintained throughout the life of a
facility," for the more risky facilities,z°

Sawyer’s report discusses:

An accurate and completed "as-built" drawing package reflecting the latest design or
revision of what was actually installed is the fundamental building block of a Safety and
Environmental Management Program (SEMP). The crux of the issue is not that Atlantis
has merely failed to verify its "as-built" subsea documents. The real issue is that without
verification of the as-built configuration and design details, crucial flaws starting with
compilation of process design information can exist in the SEMP. Unless corrected, these
flaws can permeate throughout the SEMP elements such as hazard analysis, management
of change, and mechanical integrity. This risk is well understood by BP as evidenced in
an internal email .... 21

Therefore, BP’s lack of engineering drawings and the corollary problem of inadequate
hazard analyses due to the lack of such drawings, are reoccurring issues at BP facilities,
including the BP Atlantis.

~4Exhibit D at 3.
~5 See 30 C.F.R. § 250.800(b)(1); 250.901(a)(14).~6 API Recommended Practices for Design and Hazards Analysis for Offshore Production Facilities, Second Ed.,
May 2001 ; reaffirmed March 2007, Product No. 614 J02.
~7 Id at 31-32.
~8 Id at 39.

~9 Id at41.
2o Id. at 44
2~ Exhibit D at 5.
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We strongly urge the commission to explore whether one of the causes of the explosion
and sinldng of the Deepwater Horizon was the lack of adequate engineer-approved drawings.
Some of the potential problems with Horizon seem analogous to the problems at Atlantis
including the following:

1) The Deepwater Horizon’s blowout preventers did not close; on Atlantis, safety
shutdown system logic has not been engineer-approved; this could cause a failure of
shutdown systems;

2) The Deepwater Horizon operations personnel did not understand the makeup of blowout
preventers - this would be due to a failure to have up-to-date as-built documents; and is the
same problem as Atlantis;

3) A Deepwater Horizon mechanic apparently did not have access to manual shutdown
procedures for diesel engines - again, this is a failure to have proper documentation; and

4) The Deepwater facility apparently had no gas sniffer and automatic shutdown for the
diesel engines, which is failure to have safety equipment and which happens when proper
engineering procedures are not followed.22

Moreover, given BP’s pattern of poor document-maintenance practices, the commission
should immediately call for the short-term shut in of BP’s estimated 17 other deepwater drilling
production operations in the Gulf of Mexico until an independent third party has proven that they
are operating with complete sets of engineer-approved drawings for their above and below-sea
components, as required by law.

And, at least one commenter has suggested that it might not simply be BP facilities that
are unable to maintain proper documents throughout the life cycle of their facilities:

Speakers at document and data conferences across the upstream, from geoscience to
construction, have bemoaned the parlous state of their data and the difficulty of getting
adequate resources for its management. Some have forecast exposure to regulatory risks
and non compliance ’issues. ’
Many companies are struggling to address the problem of maintaining up-to-date
engineering documentation across the complex design, build and commission life cycle of
the modern offshore facility.23

Given this and the fact that MMS apparently has not been enforcing its requirements that
offshore companies maintain complete and accurate engineering documents, as detailed below,
the commission should call for the immediate inspection of the more than 141 deepwater oil
producing projects operating in the Gulf of Mexico for complete engineer-approved
documentation. Insofar as the commission finds that the Deepwater Horizon facility or other
facilities had or have not maintained engineer-approved and up-to-date drawings and hazard

22 Exhibit A at 9.
23 See Comments on OIL IT Journal, July 2009 attached as Exhibit F.



analyses, as appears to be the case with Atlantis, the commission should recommend policy
solutions to address these issues. For example, a 2009 MMS proposed set of rules that were
never implemented would have made the hazard analyses that are required for deepwater
production platforms, such as Atlantis, applicable to all offshore facilities, including facilities
conducting exploration, like the Deepwater Horizon. The proposed rules would have also
required regular audits of these hazards analyses. According to the preamble of the proposal,
"MMS believes that requiring operators to implement a Safety and Environmental Management
System will reduce the risk and number of accidents, injuries, and spills during Outer
Continental Shelf activities.24

As another example of a policy change that addresses the problems of companies cutting
corners on engineering-document maintenance, in 2007 MMS proposed but never implemented a
rule that would replace Notice to Lease and Operators (NTL), NTL No. 2007-G14, by requiring
a nationwide, detailed independent verification of pipeline risers from floating platforms because
they "are highly sophisticated and complicated components that require extensive specialized
technical analysis and oversight. Also, riser failures could have high failure consequences, such
as spills, explosions, fires and other major incidents.’’25 The proposed rules would require the
Certified Verification Agent to include as part of its final installation report the as-built drawings
of a project’s pipeline risers.26

These policy changes, among others, would go a long way to ensuring that BP and other
companies do not cut corners in maintaining their engineering documents, a practice that has
proven to be systemic in the company and a contributing cause to at least one lethal BP accident.

BP’s Culture of Disregard of Worker Safety and the Environment

The problems with the BP Atlantis are not only instructive towards the commission’s
investigation of the causes of the Deepwater Horizon, they also illustrate a company culture of
disregard for worker safety and the environment. Mr. Abbott spent seven months trying to get
BP Atlantis’s document problems resolved, but he faced bitter resistance.27 Moreover, once Mr.
Abbott reported Atlantis’s problems to MMS, BP offered nothing but obfuscations. In January
2010, BP claimed in a letter to Congressional staff that it only learned of the allegations in July
2009 and called them "unsubstantiated.’’28 Despite BP’s assertions, FWW later discovered that
BP’s own Ombudsman’s Office started investigating the charges in April 2009, found them to be
entirely valid, and indicated that the underlying problems were not new.~9

This is not an uncommon theme found by those investigating the company. Over the past
10 years, BP has been fined hundreds of millions of dollars and been implicated in four separate
instances of criminal misconduct. These violations have prompted the EPA to consider barring
BP from government contracts for engaging in fraudulent, reckless or criminal conduct.3° FWW

24 74 Fed. Reg. 28, 649 (June 17, 2009).
25 72 Fed. Reg. 56,442, 56,486 (October 3, 2007).
26 ld.

27 Exhibit A at 7.
28 See Janum2¢ 25, 2010 letter from Karen Westall to Deborah Lanzone, attached as Exhibit G.
29 See April 13, 2010 email from Billie Garde, Deputy Ombudsman, to Ken Abbott, attached as Exhibit H.
3o http://www.pr~pub]ica.~r~/artic~e/years-~f-interna~-bp-pr~bes-warned-that-neg~ect-c~u~d-~ead-t~-accidents.
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has compiled and attached a Selected HistolT of BP Consumer, Environmental and Workplace
Safety Violations demonstrating some of the most egregious violations.31

It is not just that BP operates in a dangerous field; recent investigations demonstrate a
culture inimical to worker safety and the environment. For example, an internal BP 2001 report
indicated that the company neglected safety shutoff valves.32 A 2004 report found a pattern of
intimidating workers who raised safety or environmental concerns.33 Mr. Baker’s report of BP’s
refineries after Texas City found that "significant process safety issues exist at all five U.S.
refineries .... ,, 34 It said "instances of a lack of operating discipline, toleration of serious
deviations from safe operating practices, and apparent complacency toward serious process
safety risk existed at each refinery.’’35

In terms of the Texas City refinelT, in 2009 inspectors from the Occupational Safety and
Health Administration found more than 700 safety violations and proposed a record fine of $87.4
million - topping the earlier record set by BP in the 2005 accident. Most of the penalties, the
agency said, were because BP had failed to fully live up to its prior settlement agreement, despite
BP having over four years to con’ect the deficiencies. This has prompted the attorneys of the
original victims of the Texas City accident to call for an immediate revocation of BP’s criminal
probation.36

Even more recently, it was revealed that only two weeks before the blowout in the Gulf
of Mexico, the Texas City refinery released tens of thousands of pounds of toxic chemicals for
fol~y days. The incident stemmed from the company’s decision to keep producing and selling
gasoline while it attempted to repair equipment.37

"They are a recurring environmental criminal and they do not follow U.S. health, safety
and environmental policy," said Jeanne Pascal, a former EPA debarment attorney who led the
investigations into BP. "At what point are we going to say we are not going to do business with
you any more, bye? None of the other supermajors have an environmental criminal record like
they do."

Based on all existing evidence, the commission should draw the same conclusion.
Whether it is with its past violations of the law with Texas City and in Alaska, or its current non-
compliance with Atlantis, the company has a culture of fraudulent, reckless and criminal
conduct. We urge the commission to use its uniquely broad mandate and call for EPA to
implement discretionary debarment of BP from any federal contracts with the U.S. government.

Agency Coziness with BP
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The BP Atlantis situation also illustrates the coziness of MMS and BP. For example, the
agency approved the company’s Atlantis platform approval application even though BP was
required to submit a "complete set" of "approved for construction fabrication drawings...
including; e.g .... drilling, production, and pipeline risers[,]" 30 C.F.R. § 250.905(d), and long
after the facility was up and rumaing in November 2008, the company had one engineer-
approved-for-construction subsea riser drawing.

Moreover, the agency approved the company’s Deepwater Operations Plan without as-
built or even as-constructed P&IDs - critical elements of the agency’s hazards analysis - when,
as discussed above, a recent 2005 rulemaking made API RP 14J mandatory, and indicated that
the agency would require an analysis of operational hazards to be included as an "integral" part
of such plans.

The failure of the agency to detect and demand that BP rectify the project’s document
deficiencies represents a huge gap in the agency’s oversight of the offshore oil and gas facility,
reflecting either an agency culture of indifference or a lack of understanding about the agency’s
authority.

Additionally, the agency did very little to ensure the platform is operating safely even
after Mr. Abbott brought the issue to MMS’s attention. Inexplicably, according to a timeline of
events provided by BP,38 MMS staff ostensibly took no action to investigate Mr. Abbott’s
allegations until June 30, 2009, several weeks after the agency had met with Mr. Abbott’s
attorney on the matter. And, apparently, the action that MMS first took was to discuss with BP
which documents it wanted to examine, giving them an opportunity to evade serious compliance
review. Indeed, the agency allowed the company to take until July 21, 2009 - nearly three weeks
- before the company would provide MMS certain as-built drawings. More fundamentally
problematic, however, is that BP only turned over as-built drawings for the project’s topsides and
hull, despite the fact that Mr. Abbott’s allegations have always been about whether BP maintains
complete and accurate engineer-approved documents for its subsea components.39

In essence, BP’s timeline indicates that agency staff never investigated the heart of the
Mr. Abbott’ s claims. Instead, agency staff issued at least one letter indicating that it did not see
any need. On October 19, 2009, FWW submitted a Freedom of Information Act (FOIA) request
for "all agency records, which together or separately, indicate that ... BP... has in its
possession a complete and accurate set of ’as built’ drawings, including... P&IDs... for its
entire Atlantis Project, including the subsea sector." FWW sought expedited processing for the
request. MMS denied the request on the grounds that while MMS regulations require as-built
drawings, they do not need to be "complete or accurate." Moreover, the agency explained, the
"as-built" drawings are not required to complete a hazard analysis.4°

As pointed out in FWW’s appeal of this decision, however, MMS’s position was more
based on providing cover for BP’s behavior than it was the plain language of the agency’s

38Attached as Exhibit K.
39Id
4oAttached as Exhibit L.
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regulations.41

Moreover, over the course of 2009, MMS repeatedly refused to meet with FWW to
discuss these issues, saying that the agency could not jeopardize an investigation that it could not
confirm or deny was underway - an obvious false statement since the agency publicly announced
its investigation after it was launched in March 2010.42 MMS asserted the same
misrepresentation about the existence of an investigation to congressional staff repeatedly.

When FWW did meet with agency personnel in January 2010, it was only under the
premise that the particulars of Atlantis would not be discussed. Much was discussed at this
meeting, but perhaps most notably was that agency staff seemed to not know the contents of API
RP 14J, even though lessee adherence to it is a required by law.

The agency finally announced that it would investigate BP Atlantis in March 2010,
almost a year after being contacted by Mr. Abbott, but it only did so after the agency received a
letter from 19 members of Congress demanding it.43

Surprisingly, even after the agency told members of Congress that it was investigating
whether the BP Atlantis had a complete set of engineering drawings, members of its staff were
still indicating that the investigation would be anything but a serious fact-finding mission. In a
later, April 30, 2010 response to a FWW FOIA request, the agency argued that it did not have
any records detailing the time that the agency had spent on its investigation of whether or not BP
had as-built drawings for the subsea components of the BP Atlantis because it did interpret its
regulations as requiring such drawings.44

In May, 2010, 26 members of Congress sent a letter to the agency complaining that MMS
had yet to interview Mr. Abbott as part of its investigation and urging MMS to listen to the
expert engineer who reviewed the Atlantis situation and who called for an immediate shut-down
until it can be shown that this platform is operating safely.45

Even after this letter, the agency, to this day, has yet to meet with Mr. Abbott or the
engineer, Mike Sawyer.

Despite this need for the agency to act with the utmost urgency, even recently MMS has
indicated it may take another three months to investigate and issue a report on the matter.46 For
the investigation to take this long is unacceptable. As indicated in Mr. Abbott’s testimony,

41 Attached as Exhibit M.
42 Noelle Straub, Greenwire, House Democrats Seek Probe of BP Offshore Platform, March 2, 2010, available at

http://w ww .nytilnes .con]/gwire/2010/03/02/02 green wire-house-democrats-seek-probe-of-bp-offshore-plat-
30115.html.
43 Attached as Exhibit N.
44 Attached as Exhibit O.
4s Attached as Exhibit P.
46 Defendants’ Opposition To Plaintiffs’ Motion For PreliminaE¢ Injunction at 5, filed June 10, 2010, Civil Action

No. 10-1759, in The United States District Court for The Southern District of Texas Houston Division.
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BP has a database of the engineering documents and the completion status of each
document. I have provided copies of that database to MMS. It would take a qualified
person no more than a few minutes to analyze the database for the information needed,
and only a few hours to compare the results to the actual electronic images of the
documents.47

In sum, MMS’s response to the allegations surrounding Atlantis has been to defend the
company at every turn, disregarding and undermining Mr. Abbott’s allegations related to BP’s
lack of engineering drawings. In its investigation of the BP Atlantis, the commission should not
overlook the agency’s complicity and failure to enforce the law in order to protect BP. The
commission should also examine whether the same lax oversight existed with the Deepwater
Horizon, including looking at why the agency approved the company’s woefully deficient
regional oil spill response plan, as mentioned above.

In recommending policies to address these issues, the commission should not be placated
by recent efforts to change the name of MMS to BOEMRE, or even efforts to separate the
agency into three distinct entities. Given the deep ties between the agency staff and oil
companies such as BP - as is so clearly evident with MMS’s oversight of the BP Atlantis - more
fundamental changes are needed. The commission should recommend that the new bureau of
Safety and Environmental Enforcement be removed from BOEMRE and reformed as an
independent agency organized to protect worker safety and the environment. Such reforms
should include reviewing and strengthening through public mlemaking the approximately 100
industry standards, such as API RP 14J, that have been incorporated into BOEMRE’s
regulations. These standards are written to benefit industry, without public input. Moreover,
because the standards are not drafted by the agency, those staff charged with enforcing the
standards are not properly equipped to do so.

Conclusion

In summary, all evidence indicates that BP has not maintained a very large percentage of
the critical engineering documents for the subsea components of its Atlantis facility. This seems
to be a common practice for BP, and may have contributed to some of the reported causes of the
Deepwater Horizon project incident. Fixing the known lack of engineering documentation at
Atlantis is the best way to prevent a similar oil spill in the Gulf. Therefore, the commission
should examine whether BP presently possesses a complete and accurate set of certified
engineering documents for Atlantis, including for its subsea components and should seek out the
first-hand testimony of Ken Abbott and Mike Sawyer. IfBP does not have all of its required
engineering documents, it should recommend that the facility be shut down until proven safe. If
BP indicates that it now has the required documentation, we ask the commission recommend that
the documents be independently verified. Because these problems may be occurring elsewhere,
the commission should immediately call for the short-term shut in of BP’s estimated 17 other
deepwater drilling production operations in the Gulf of Mexico until an independent third party
has proven that they are operating with complete sets of engineer-approved drawings. The
commission should also call for the immediate check of the more than 141 deepwater oil

47Exhibit A at 12,
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producing projects operating in the Gulf of Mexico for complete engineer-approved
documentation.

The problems with the BP Atlantis also illustrate a company culture of such fraudulent,
reckless, and criminal conduct that the commission should recommend that the company be
barred from future federal contracts. Finally, the BP Atlantis situation illustrates a coziness
between MMS and BP that can only be rectified with a complete overhaul of the federal agency
charged with overseeing the offshore oil industry, including the removal of the new bureau of
Safety and Environment Enforcement from BOEMRE and its reform as an independent agency
organized to protect worker safety and the environment. I look forward to hearing from you on
these important issues.

Sincerely,

Wenonah Hauter
Executive Director

The Honorable Representative Mr. Nick Rahall, Chairman, House Committee on Natural Resources
The Honorable Representative Mr. Costa, Chairman, Energy and Mineral Resources Subcommittee,
House Committee on Natural Resources
The Honorable Representative Mr. Ra~l M. Grijalva
The Honorable Representative Edward Markey, Chairman, House Select Committee on Energy
Independence and Global Warming
The Honorable Representative Louise Slaughter, Chairwoman, House Rules Committee
Ms. Deborah Lanzone, Majority Staff Director, Subcommittee on Energy and Mineral Resources
Mr. Steve Feldgus, Legislative Staff, Subcommittee on Energy and Mineral Resources
Mr. Ken Salazar, Secreta13,, U.S. Department of the Interior
Mr. Michael Bromwich, Director, Bureau of Ocean Energy Management, Regulation, and
Enforcement
Ms. Mary L. Kendall, Acting Inspector General, Department of the Interior
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National Commission on the BP Oil Spill & Offshore Drilling

DearCo-Chairmen Bob Graham and William Reilly,

Our communities in the Gulf of Mexico continue to feel the-impacts from the Deepwater
Horizon explosion, and an even bigger tragedy may be looming if BP Atlantis continues
operating in Gulf waters.

Your newly appointed commission has the power to demand that the Bureau of Ocean
Energy Management Regulation and Enforcement immediately a.nd completely investigate
BP Atlantis and shut down this rig until it is proven safe.

The Bureau of Oc&an Ehergy, tasked with overseeing the safety of oil platforms, continues
to ignor.e evidence tl~at BP Atlantis is operating without important engineer approved
safety documents.

We urge you to take a stand and hold BP accountable.

I look forward to your response.

Sincerely,

Form Letter for Write-In Campaign

5,537 Total Letters Submitted by Food & Water Watch
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Introduction
My name is Michael Gravitz. I am the Oceans Advocate for Environment America and
have worked extensively on the issue of offshore drilling for the past five years, including
testifying before the Senate Energy and Natural Resources Committee on drilling.
Environment America is the Washington, DC office of a federation of 29 statewide,
citizen-based, grassroots environmental organizations with over 1 million members,
supporters and email activists working for clean air, clean water, open space and a
healthier world. Every summer, we talk to over one million people with our canvassing
program. Sixteen of our state organizations are in coastal states including Environment
California, Oregon, Washington, Texas, Florida, Georgia, North Carolina, Virginia,
Maryland, New Jersey, New York, Connecticut, Rhode Island, Massachusetts, New
Hampshire and Maine. You can see why our members and state organizations care
deeply about the health of our Nation’s oceans and coasts.

Environment America and its affiliated state organizations have opposed the expansion of
offshore drilling outside of the Western and Central Gulf of Mexico for over two
decades. We strongly support permanent protection of areas that were formerly off limits
to drilling because:

l. Offshore drilling inevitably produces daily pollution and occasional catastrophic
oil spills from each step of production and transportation: exploration, production
platforms, pipelines and tankers/barges.

2. Our marine and coastal environments are wondrous, treasured places already
under numerous environmental threats; drilling is an avoidable one.

3. Drilling requires coastal infrastructure that is prone to spilling, and, as we see in
Louisiana, destructive to the coastal environment.

4. The belief that offshore drilling offers a solution to our energy problems diverts
the public’s and politician’s attention from the long term solutions like clean
energy that would really address our problems.

Rather than argue the case for permanent protection, which the Sierra Club will ably do, !
am here to review the statutory reforms to the Outer Continental Shelf Lands Act
(OCSLA), regulatory reforms and structural reforms that our community believes are
needed to address the serious problems which led to the Deepwater Horizon disaster in
the Gulf of Mexico. My comments will be necessarily brief; we will submit more
detailed comments to the Commission at a later date.

OCSLA Reforms
OCSLA was first drafted decades ago, last updated in the 1990’s and is in serious need of
modification to reflect modem environmental thinking and standards.

OCSLA’s purpose statement emphasizes "expeditious and orderly development" of
our oceans for energy and other mineral resources with the implication that
environmental protection is of secondary importance. Certainly the drilling agency’s
behavior and decisions over the years makes this plain. Congress should rebalance



the purposes of OCSLA to make it clear that leasing, exploration and production will
occur only where and when those activities can be pursued while preserving and
protecting the health of our oceans. In many places, the underlying natural resources
and/or their sustainable uses will be more important than the underlying
nonrenewable oil and gas assets. Specifically, the purpose section of OCSLA should
make it clear that drilling only occurs where scientists and regulators have a detailed
understanding of the marine ecosystem that will be subjected to the hazards of
drilling and only when the risks to that ecosystem are minimized through rigorous
safety measures, strong inspections and enforcement and realistic containment and
cleanup plans.

Section 18 of OCSLA, its core planning requirements, should be rewritten to require
detailed environmental analysis for much smaller units of the ocean than are currently
considered and again the balancing between ocean preservation and drilling must be
subjected to a higher and more explicit standard that protects other sustainable uses
and living resources of the coasts and oceans.

OCSLA should be amended to give other agencies like NOAA that have more ocean
expertise and scientific resources than Department of Interior a much larger role in
the planning stage for where and when to do leasing and greater input in exploration
and development decisions. Specifically, NOAA should be given an important and
explicit role in the environmental reviews of leasing, exploration and production
plans and permits.

While we strongly support permanent protection for all of our oceans not currently
subjected to leasing and drilling, we believe OCSLA should explicitly protect areas of
the oceans and coasts that are so unique, sensitive, productive or diverse, required for
some key lifecycle of a species, or more economically valuable for other uses like
coastal tourism. Certain areas of our coasts have been preserved as wildlife refuges,
national seashores, estuarine reserves and so forth. Certain areas of the ocean have
been designated as national marine sanctuaries, habitat areas of particular concern or
critical areas for certain marine mammals. Drilling in or near those kinds of places
should be explicitly prohibited.

OCSLA should require the use of Best Available Technology on drilling rigs for
safety, spill prevention and containment, and cleanup if needed. This would include
redundancies in safety systems like blowout preventers and more rigorous design
criteria, testing and inspections.

OCSLA should require the identification of realistic worst-case oil spill scenarios and
correspondingly robust and realistic spill containment and cleanup plans. By the way,
the ’dirty little secret’ of spill cleanup is that no matter how hard responders try, in
the open ocean they are not likely to ever be able to capture and remove more than
15-20% of spilled oil. BP has spent billions of dollars to cleanup and remove (i.e.,
skim or burn~ispersing doesn’t count as removal) around 10% of the oil that
gushed from its well. By independent scientific estimates that have been well



publicized, approximately 70-80% of BP’s released oil is still in the Gulf, not 25% as
the government asserts.

Finally, OCSLA must allow the drilling permit agency sufficient time to adequately
assess applications; 30 days is clearly insufficient. The rules must give the agency
power to compel complete and honest information on permits.

Regulatory Reform
Regulatory reform must be comprehensive, tough and enforced through a new regime of
inspections and strict enforcement. Regulatory reforms embedded in the House’s
CLEAR Act and in Senate’s Clean Energy Jobs and Oil Company Accountability Act of
2010 (S.3663) would go a long way to reforming the industry and the drilling agency.
We urge you to consider these regulatory reforms and others that would implement our
recommended changes to OCLSA.

Oil Spill Liability Reform
Current oil spill liability in the Oil Pollution Act of 1990 was clearly not strong enough or
expensive enough to cause BP and other personnel to make careful safety decisions on
the Deepwater Horizon. We strongly believe that companies like BP should be fully
accountable for the environmental and economic costs of their spills. Therefore we
advocate that oil spill liability for responsible parties should be unlimited. Costs of spills
should not burden those affected or the taxpayers. We live in a modified free market and
price signals, including the cost of insurance for risky activities like drilling, are expected
to be internalized by market participants not externalized to the public.

Structural Reform
We would like to see the environmental data collection, analysis and recommendation
functions of the drilling agency separated from the leasing function and given some
measure of independence. All too often in the past, environmental analysis and
recommendations have been overruled by leasing and permitting staff and concerns.

Some have suggested that the drilling agency work in concert with a private, industry
sponsored oversight organization such as INPO functions in the nuclear power plant
realm. This would be an industry-sponsored organization that sets consensus standards
and best practices, does some inspections and reporting, and works with the regulatory
agency. Prior to the Deepwater Horizon debacle, a variety of industry groups did help
MMS create standards and best practices. Unfortunately, these efforts were too weak and
standards too diluted. There is no substitute for effective, independent standard setting,
inspections and enforcement of offshore drilling by a federal agency that is transparent
and fully accountable to the public. Any industry sponsored collective effort or group
that works with the drilling regulators should do so in a transparent, not secretive way.
INPO is not an example of that model.



Conclusion
At the end of the day, it was industry and corporate complacency and greed combined
with federal regulatory complacency and laxity that led to the BP’s oil spill. That
complacency is fed by a feeling that oil spills large and small are very rare events, ’one in
a million’, or black swans in Wall St. parlance. This could not be farther from the truth.
One has only to look at official MMS data on spills, loss of well control and other
dangerous events to conclude otherwise.

If approximately 4,500 deepwater wells have been drilled in the Gulf to date, then the BP
spill is a 1 in 4,500 event. That’s far from one in a million. Or let’s use the backdrop of
all Gulf wells drilled to date, some 40,000-50,000. That makes the BP spill 20 times
more likely than a one in a million event. Put another way, if oil spills were equivalent to
commercial plane crashes, then we would see approximately seven plane crashes per day
(e.g., there are approximately 35,000 commercial flights in the US every day). We
wouldn’t find that record acceptable for plane safety and we shouldn’t find it acceptable
for oil drilling.

This little analysis makes it clear that to reduce the risk or frequency of catastrophic oil
spills to the existing rate of plane crashes, this Commission would have to decrease the
frequency of spills by many orders of magnitude. We hope that can be done eventually.
We will work diligently with government to help. But in the meantime we advocate for
permanent protection for our coasts and oceans so that spills are just not an option.

Contact:
Michael Gravitz, Oceans Advocate
Environment America
202-683-1250 work
301-351-5052 cell
mike~(~enviromnentamerica.or~
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Consumer Energy Alliance
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National Commission on the BP Deepwater Horizon Oil Spill and Offshore Drilling

August 25, 2010
Washington, DC

On behalf of Consumer Energy Alliance, I appreciate the opportunity to comment
today on the impacts following the Deepwater Horizon explosion, including the
economic effects of federal measures implemented to respond to the oil spill
incident.

CEA is a non-profit, non-partisan organization committed to working with elected
leaders, affected stakeholders and consumers to help create sound energy policy
and maintain stable energy prices. CEA has 140 affiliated organizations, including
energy suppliers and producers, manufacturers, small businesses, and community
organizations, as well as a nationwide network of almost 280,000 consumer-
advocates.

As the federal government continues to review the circumstances and
consequences associated with the Deepwater Horizon accident I ask that the
National Commission and other federal policymakers carefully consider the
positive economic impacts that robust, thoughtful offshore oil and gas exploration
and development have on the Gulf Coast region and nationwide.

CEA strongly opposes the Administration’s decision to implement an open-ended
moratorium on offshore drilling, as well as the Administration’s failure to
implement a regulatory framework that safely, efficiently and expeditiously
resumes offshore development. Further, the continued regulatory and permitting
delays with regard to development of offshore energy in Alaska raise additional
concerns. The State of Alaska has long supported thoughtful development.



Indeed, the Trans-Alaska Pipeline, the permanent fund and tens of thousands of
Alaskan jobs depend on continued oil & natural gas development. The entire
nation relies on the safe, efficient and predictable supply of Alaskan energy.

Quite simply, the Administration’s continued delays in resuming offshore drilling
is contributing to higher unemployment, a crippled economy and less stable
supplies of affordable energy. Even more troubling, a recent Wall Street Journal
article reports that the Department of the Interior was fully aware that over
23,000 jobs would be lost as a consequence of a suspension in deepwater drilling,
on top of the billions in lost revenue for state and local governments.

Offshore energy exploration and production are vital components of our national
energy strategy, as U.S. demand for oil and natural gas will continue to increase
for the foreseeable future.

Furthermore, offshore energy development creates and supports hundreds of
thousands of jobs throughout the U.S. economy. We cannot afford to
unnecessarily keep critical supplies of homegrown oil and natural gas off-limits
that can be safely leveraged into good-paying jobs and affordable energy for
struggling American families and small businesses.

In conclusion, CEA urges the National Commission and the Administration to act
with efficiency in setting boundaries for drilling in the Gulf. CEA also encourages
those in the energy industry to work cooperatively with the federal government
to improve the regulatory system that oversees and ensures offshore safe,
responsible energy operations.

Thankyou.
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Center for Environment, Commerce & Energy

The Center for Environment, Commerce & Energy (Center), founded in 1985, is

an environmental organization dedicated to protecting the environment, enhancing

human, animal and plant ecologies, promoting the efficient use of natural resources and

expanding participation in the environmental movement.

The Center provided input to the Interagency Ocean Policy Task Force Task

Force at the CEQ Headquarters in Washington, D.C. The Center is a member of the

Marine Fish Conservation Network (Network), which is the largest national coalition

dedicated to promoting the long-term sustainability of marine fish by pressing for

changes in the way we manage our ocean’s fish.

The Center opposes expanded drilling off the East and West Coasts and Coasts

of Florida. The Center will continue to work to reestablish the moratorium on expanded

drilling.

The Macondo Well should be put into production by a responsible offshore oil

production company. BP estimates that the reservoir contains upward of 50 million

barrels of oil. A significant portion of the money from such production should go directly

to the families of the 11 people killed during the April 20, 2010 explosion. Additional

revenues should go to economic relief for the Gulf economies that have been negatively

affected by the oil spill disaster.

The Center has opposed the moratorium on deepwater drilling because of the

harm to the Gulf economy and our belief that the other companies have been operating

responsibly.

The Center supports the efforts of some of Exxon Mobil Corp, Royal Dutch Shell

PLC and ConocoPhillips to provide emergency response services for deepwater oil

blowouts.

African American Environmentalist Association
3,629 K Street, NW, Suite 300, Washington, DC, 20006 (443) 569-5102 aaenvironment.com/CECE.htm



Statement of Norris McDonald

The Center, through its membership arm, the African American Environmentalist

Association, is pursuing ownership stakes in offshore oil drilling operations because

blacks do not own any of the energy infrastructure and resources in America. This is an

effort by us to gain equity in the energy sector. AAEA is concerned that of the more

than 4,000 offshore oil wells in the Gulf of Mexico, none of the leases are held by black-

owned companies.

Blacks in Government (BIG) have also raised the issue of few to no blacks in

MMS (BOE) management positions overseeing offshore drilling. Citing the lack of

diversity among senior managers at the Department of Interior, BIG sees the same cozy

’good old boys’ network as contributing to the failed oversight that contributed to the

Gulf oil disaster. BIG has described in detail this cozy network of attitudes in its recent

White Paper on race relations at Interior. The White Paper is entitled "Critical Personnel

Issues Affecting Black Employees in the Department of Interior." BIG is encouraging

Secretary Salazar to hold these departments accountable and shake up the ’good old

boys and good old girls’ network of relationships when the nation’s best interests are at

risk. The Office of Personnel Management reported to Congress that Interior was the

only agency from 2002 to 2009 that did not meet its Relevant Civilian Labor Force

representation.

[William Reilly’s EJ Credentials]
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INSTITUTE FOR 21ST CENTURY ENERGY

U.S. CHAMBER OF COMMERCE

August 25, 2010

1615 H Street, NW 1 lcVashington, DC 20062
(202) 4634558 ] (202) 887 3457 Fax

~v.energ)~xi.org

The Honorable Bob Graham and William Reilly
National Commission on the BP Deepwater Horizon Oil Spill and Offshore Drilling
c/o Christopher A. Smith
Mail Stop FE-30
U.S. Department of Energy
1000 Independence Ave., S.W.
Washington, DC 20585

Re: Proposed Recommendations to the President fi’om the National Commission on
the BP Deepwater Horizon Oil Spill and Offshore Drilling

The Institute Ibr 21st Century Energy (Energy Institute), an affiliate of the United States
Chamber of Commerce, the world’s largest business federation representing the interests of more
than three million businesses and organizations of every size, sector and region, is pleased to
submit these conunents to the National Commission on the BP Deepwater Horizon Oil Spill and
Offshore Drilling in support of its charge to provide recommendations to President Obama. The
Energy Institute urges the Commission to recommend that the administration lift the moratorium
on offshore exploration and suggest policy options that do not tl’n’eaten economic growth, energy
security, or U.S. competitiveness.

Many options proposed in the public arena to date, including legislation, would have
serious collateral consequences, considering the oil and natural gas industry employs more than
nine million Americans, including 46,000 in the Gulf Coast region. We believe there is a bright
line between increasing safety, protecting punic health, and safeguarding the environment on
one hand and creating a regulatory enviromnent so unfit for business that oil and gas companies
that operate in the United States will take their business elsewhere on the other.

The Energy Institute strongly opposes efforts to set an unlimited or excessive liability cap
for energy exploration activities. The Oil Spil! Liability Trust Fund provides much-needed
certainty to companies that produce domestic energy resources and to Americans who are
understandably concerned about the potential for oil spill damage. While it is prudent for
Congress to revisit the existing $75 million liability cap, an excessive liability cap would make it
a near certainty that oil exploration in the Gulf and at other offshore locations across the U.S.
would dramatically diminish or cease altogether, because companies would be unable to afford
insurance to cover the liability risk. Independent producers, which hold approximately 90 percent
of Gulf leases and produce approximately 30 percent of the oil and 60 percent of natural gas in
the Gulf, would be particularly hard hit. Silnply put, unlimited or excessive liability requirements
would make it -virtually impossible [br companies to economically produce domestic energy
resources.



Moreover, we urge the Commission to avoid recolnmendations that would increase the
availability of non-economic damages. Because such damages are entirely subjective, they often
result in exorbitant jury awards. Further, certain proposals could undo a U.S. Supreme Court
decision that limit the size and scope of punitive damage awards in admiralty cases and authorize
retroactively dramatic punitive damages verdicts in maritime litigation - giving rise to possible
constitutions! due process implications. While increasing the availability of these types of
damages would purportedly assist those injured by the Gulf oil spill, the long-term negative
consequences on the U.S. economy would reach far beyond the oil spill context and could be
severe.

In addition, the Energy Institute urges against recommendations for creation of
mmecessary and duplicative regulatory obstacles for businesses could make it exceedingly
difficult to produce energy in the Gulf. The current uncertainty created by existing and planned
regulatory action stemming from Secretary Salazar’s May 27 Safety Report to President Obama
has already caused energy producers to begin moving infrastructure to other countries. In July,
Baker Hughes CEO Chad Deaton announced that the oil services company would relocate 300 of
its 2,100 Gulf-based employees overseas and also move 25 percent of its assets to other countries
due to "real uncertainty" surrounding tile federal go vernment’ s actions.

Moreover, while the moratorium purportedly only applies to deepwater activities, related
regulatory actions have created a de facto moratorium on any offshore energy exploration. 7o
date, the Bureau of Ocean Energy Management, Regulation, and Enforcement has only approved
three Applications for Permit to Drill in shallow waters. A recent study prepared by Wood
McKenzie estimates that additional regulatory costs and delays could make productiou in much
of the Gulf of Mexico uneconomical, costing the government billions of dollars in um:ealized
royalties and costing the region thousands of jobs.

This situation llas essentially created a standstill on American jobs and economic growth
along the Gulf Coast. For example, Louisiana faces losses of up to 10,000 jobs this summer due
to the Department of Interior’s blanket moratorium on drilling, and by 2014, the Gulf region is
estimated to lose as many as 120,000 jobs if the moratorimn continues, according to IHS Global
hlsights. Offshore operations ill the Gulf of Mexico support hundreds of thousands of jobs and
account for more than 30 percent of domestic oil production. Moreover, the Co-chairs of this
commission have made public comments noting the potentially disastrous nnintended
consequences of the administration’s moratorium.

Finally, we would urge the Conm~ission to avoid any recommendations to levy excessive
new energy taxes or f~es on American consumers and producers. The nascent economic recovery
cmmot afford additiona! taxes on domestically produced commodities.that the entire United
States depends on every day. Ultimately, such new taxes could further encourage American
operators to move investments elsewhere, taking many of the 9.2 rail.lion jobs in the oil and gas
industry with them. Excessive taxes would also invariably increase U.S. dependence on imported
energy as it did in the 1980s, further increasing the risks to U.S. energy security.

The Commission has been given a broad scope Of issues to consider and upon which to
potentially make recommendations to President Obama. The Institute for 2 !~t Century urges you
to properly weigh any potential recommendations against ira.pacts to the energy security and



economic competitiveness of the Gulf Region and the country as a whole. We appreciate the
Commissioner’s service to the country on this important issue and value the opportunity to
participate in this proceeding.

Sincerely,

Karen A. Harbert
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AS PROPOSED BY STAFF

RESOLUTION BY THE CALIFORNIA STATE LANDS
COMMISSION URGING CONGRESS TO ENACT FEDERAL LEGISLATION

THAT WOULD PROTECT THE NATION’S MARINE AND COASTAL
ENVIRONMENT FROM CATASTROPHIC OIL SPILLS

WHEREAS, California’s 1,100 mile coastline, with its beautiful beaches, unique
natural habitats, bustling ports, and world famous tourist attractions, is truly a
special place for its residents, visitors, businesses, and wildlife; and

WHEREAS, California has the largest ocean economy in the United States,
ranking first overall for both employment and gross state product, and containing
the first, second, and fifth busiest ports in the country; and

WHEREAS, valuable wetlands located up and down the California coast provide
a vital link between land and open sea, exporting nutrients and organic material
to ocean waters, and harboring water fowl and juveniles of numerous aquatic
species including many fish; and

WHEREAS, the California State Lands Commission (Commission) has
jurisdiction over the state’s public trust lands, which include tide and submerged
lands as well as the beds of navigable waterways; and

WHEREAS, California’s public trust lands have been seriously harmed by
disastrous events like the1969 Santa Barbara oil spill, which spewed more than 3
million gallons of crude oil into the Pacific Ocean; and

WHEREAS, oil spills harm the environment, economy, and tourism by polluting
water and land, killing wildlife, closing beaches, and restricting water related
recreation, fishing activities, and ship movement; and



WHEREAS, to protect public trust resources, the Commission formally imposed
its own offshore oil and gas leasing moratorium in 1988 and 1989, and since
2001, the Commission passed nine resolutions opposing the resumption or
expansion of federal offshore oil and gas leasing operations; and

WHEREAS, in 2006, the governors of California, Washington, and Oregon
formed the West Coast Governors’ Agreement On Ocean Health and released an
action plan that opposes new offshore oil and gas development; and

WHEREAS, the devastating effects of an oil spill were unfortunately realized
once again when British Petroleum’s Deepwater Horizon offshore oil facility in the
Gulf of Mexico exploded on April 20,2010, leaving 11 oil workers dead, 17
injured, and spewed into the Gulf an estimated 62,000 barrels of oil a day for
over 80 days, totaling 4.9 million barrels or 205.8 million gallons, making the spill
the worst in United States history; and

WHEREAS, on August 20, 2010, in light of the Deepwater Horizon oil spill, and
pursuant to the request of the chairman of the Commission, Commission staff
presented a report to the Commission recommending action that would
strengthen the state’s ability to promptly and effectively prevent oil spills; and

WHEREAS, to most effectively protect California’s public trust lands, the federal
government must also strengthen its laws and regulations regarding offshore oil
and gas related activities since most of the existing oil and gas leases off of the
state’s coast are located in federal waters; and

WHEREAS, in the past, the federal government has imposed moratoria on new
offshore oil and gas lease sales to protect the environment from oil spills, and
Congress is currently considering several bills that would strengthen the federal
government’s laws and regulations regarding oil spill prevention and response;
now therefore, be it

Resolved by the California State Lands Commission that it urges Congress to
strengthen federal laws and regulations regarding oil and gas related activities by
enacting legislation that (1) repeals or substantially increases the current cap on
liability for offshore oil spills; (2) requires the best available technologies for well
design and operation including oil spill response technology; (3) establishes
stronger standards for blow-out preventers, well designs, and cementing
programs; (4) mandates the use of worst case planning scenarios with relief well
timeiines; (5) calls for monthly inspections of offshore drilling facilities, with more
frequent intervals when safety violations occur; (6) specifically addresses and
regulates the use of chemical dispersants to ensure their safety to water quality
and the environment; (7) protects whistle blowers who work for offshore energy
operations; and (8) improves the federal government’s capabilities relating to oil



spill preparedness, prevention, response, restoration, research, and oversight;
and be it further

Resolved, that it urges Congress and the President of the United States to
permanently ban/offshore oil and gas lease sales off the coast of California; and
be it further new

Resolved, that the Commission’s Executive Officer transmit copies of this
resolution to the President and Vice President of the United States, to the
Governor of California, to the Majority and Minority Leaders of the United States
Senate, to the Speaker and Minority Leader of the United States House of
Representatives, and to each Senator and Representative from California in the
Congress of the United States.

Adopted as amended 8/20/10
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Introduction

At its June 28, 2010, California State Lands Commission (CSLC) meeting, the
Chair of the Commission directed CSLC staff to review oil production operations in
State waters by the August 2010 Commission meeting, in light of the events occurring in
the Gulf of Mexico relating to the British Petroleum (BP) Deepwater Horizon oil spill.
The Chair also directed CSLC staff to report on the CSLC’s oil spill prevention activities
and programs for oil production operations and marine oil terminal operations in State
waters, their effectiveness, and to evaluate opportunities for improvement of these
programs. CSLC staff has prepared this report to address the Commission Chair’s
directive.

The CSLC has served, since 1938, as manager of the State’s sovereign lands,
including ungranted tidelands, submerged lands, and navigable waterways. The State’s
jurisdiction includes the beds of navigable rivers, streams, lakes, bays, tide and
submerged coastal lands extending to a distance of three (3) nautical miles. By statute,
the Commission may lease these lands for the orderly development of State mineral
resources. The Commission, also by statute, has jurisdictional authority for operation of
marine terminals’ oil spill prevention programs to ensure their safety.

Oil production and marine terminal operations in State waters are clearly defined
by statute, closely regulated, and constantly monitored by the Commission staff. The
CSLC administers its authority for these activities through an integrated staff structured
within four operating Divisions, each with specific responsibility and duties to oversee
activities in State waters. The Mineral Resources Management Division (MRMD) is
responsible for carrying out the Commission’s responsibilities for mineral leasing and oil
production activities. The Marine Facilities Division (MFD) carries out the Commission’s
responsibilities for marine terminal operations in State waters. The Land Management
Division (LMD) is responsible for surface management of State lands including leasing
of marine oil terminals, and right-of-way for oil and gas pipelines crossing State waters.
The Division of Environmental Planning and Management (DEPM) ensures the
Commission’s compliance with the provisions of the California Environmental Quality
Act (CEQA).

The above Divisions, each with their unique abilities and expertise, jointly apply
coordinated, collaborative, and supportive efforts toward CSLC management of
activities in State waters. In describing the CSLC’s management and pollution
prevention program in this report, individual Division responsibilities will be clearly
discussed.

Oil production activities, marine terminal operations, and pipeline infrastructure
carry an inherent level of safety and pollution risk. The accident in the deep waters of
the Gulf of Mexico is a solemn reminder of these risks. The CSLC has long recognized
that these risks exist and, over many decades, has developed strong regulations,
policies and practices to ensure that the highest level of protection of State waters is
maintained. This report describes the physical operations of offshore facilities, and



CSLC’s authority, and provides an overview of the regulations, programs, and
safeguards that ensure the maximum protection of these facilities and the environment.

Finally, this report concludes with a discussion of the current and future
challenges to the CLSC’s oil spill prevention programs, and recommendations to amend
current regulations, policies and practices regarding oil operations in order to further
strengthen CSLC’s ability to protect State waters.



Operations in State Waters

A. Oil Production Operations

1. CSLC Authority

Since 1938, CSLC has served as manager of the State’s sovereign lands,
including most historic tidelands, submerged lands, and navigable waterways. This
jurisdiction is found in Division 6 of the Public Resource Code (PRC), and more
specifically in PRC §6301, which reads in part:

"[t]he Commission has exclusive jurisdiction over all ungranted tidelands and
submerged lands owned by the State, and of the beds of navigable rivers, streams,
lakes, bays, estuaries, inlets, and straits, including tidelands and submerged lands
or any interest therein, whether within or beyond the boundaries of the State as
established by law, which have been or may be acquired by the State ... [t]he
Commission shall exclusively administer and control all such lands, and may lease
or otherwise dispose of such lands, as provided by law, upon such terms and for
such consideration, if any, as are determined by it."

Under PRC §6108, the Legislature also authorized the Commission to make and
enforce all reasonable and proper rules and regulations consistent with law for the
purpose of carrying out the provisions of Division 6.

In 1990 the California Legislature passed the Lempert-Keene-Seastrand Oil Spill
Prevention and Response Act. PRC §8755, adopted as part of the Act, requires that
CLSC regulations provide the "Best Achievable Technology and Best Achievable
Protection" (BAT/BAP), and provides, in part, that:

the [State Lands] Commission [CSLC] shall adopt rules, regulations, guidelines, and
commission leasing policies for reviewing the location, type, character, performance
standards, size and operation of all existing and proposed marine terminals within
the state, whether or not on lands leased from the commission, and all other marine
facilities on lands under lease from the commission to minimize the possibility of a
discharge of oil... The [CSLC] shall ensure that the rules, regulations, guidelines,
and commission lease covenants provide the best achievable protection of public
health and safety and the environment.

2. Existing Oil & Gas Operations

The Mineral Resources Management Division (MRMD) oversees the leasing and
operations of all mineral leases in State’s offshore tide and submerged lands along the
state’s more than 1,100 miles of coastline, extending from mean high tide out to three
(3) nautical miles.



Presently, eighteen (18) producing offshore oil & gas leases exist in State waters
(as shown in Figures 1 & 2). The leases are developed from offshore structures and
from onshore coastal facilities. Ten (10) leases produce oil from four offshore platforms,
and two man-made islands. The Platforms are located in offshore Santa Barbara, Seal
Beach and Huntington Beach, and one manmade island is off the coast of Ventura.
Additionally, the Long Beach Unit, located within the granted tidelands of the City of
Long Beach, produces from four manmade islands. Eight (8) active offshore leases
produce oil from four onshore coastal sites, located in the Huntington Beach and
Ventura areas.

Figure 1" Southern California
(Orange-L.A. County)
Oil & Gas Production Operations

Figure 2: Southern California (Santa Barbara-Ventura County)
Offshore Oil & Gas Production Operations

~tas Point
Unll:
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All offshore production facilities deliver their oil and gas to onshore processing and
sales facilities via offshore pipelines, located on the oil lease or in State right-of-way
leases. In addition to pipelines serving platforms and islands in State waters, the State
manages right-of-way leases for pipelines crossing State lands that deliver oil and gas
to shore from federal oil platforms beyond the three mile limit. A total of 36 oil and gas
pipelines (approximately 100 miles) cross State waters.

The number of active wells producing offshore oil on State offshore interests has
remained between 1,030 and 1,105 throughout the past 10-year period (with minor
fluctuations).

Over the past 10 years, approximately 168 million barrels of oil (7 billion gallons)
have been produced, treated and transported from State offshore leases. Because of
the maturity of the fields currently under lease in the State, production will continue to
decline without any new sources of oil. The majority of wells drilled or re-drilled are
used to replace current wells and production.



During this same 10-year time span the cumulative revenue collected from
offshore oil production has totaled more than $2.4 billion. For the most recent fiscal
year of 2009/2010 the revenue was approximately $310 million and has averaged
almost $350 million per year for the past five years.

The MRMD staff that implement the programs discussed in this report are highly
qualified, trained, and experienced professionals who have given the CSLC the highest
level of service to assure the safest operations in State waters. The CSLC staff has
played a significant part in generating and maintaining "non-tax revenue" for the State
through safe management and leasing of State mineral interests, particularly oil and gas
resources. In addition, through rules and regulations, and statutory leasing authority,
the staff has developed strong and effective safety standards for offshore drilling, which
have been adopted by the industry.

Staff is presently engaged in updating existing oil and gas drilling and production
regulations. MRMD efforts in these updates have been under development on an
ongoing basis, but, in light of the Deepwater Horizon spill, the need for timely adoption
has become apparent. The extent to which the CSLC has imposed new requirements
through already existing leases has mainly depended on securing cooperation from the
lessees, whom have been compliant, or by lease amendment as part of a lessee project
application. Now, however, the CSLC recognizes, pursuant to PRC §8755, it may have
the authority to impose new regulations upon all existing leases. Regardless, the staff
is confident that, as in the past, the lessees will understand and agree with the need for
the updated requirements.



3. Oil & Gas Project Review Process

The CSLC’s MRMD is staffed with geologists, engineers (in varied disciplines)
and specialists in oil and gas, geothermal and mineral leasing, exploration and
development, many of whom are registered professionals, have advanced degrees, or
years of field experience. MRMD is headquartered in Long Beach, and it has field
offices in Huntington Beach and Santa Barbara. Its priority is the orderly oversight and
management of state resources, under the Commission’s leadership, in a safe and
environmentally protective manner.

MRMD is responsible for regulating all oil and gas activities on State leases, and
maintains ongoing monthly inspections of all facilities on state offshore leases. Because
of the multiple drilling and production environments, and the length of the field life, these
regulations have always been considered "dynamic," and provide for improved
technologies as developed under the all-encompassing definition of "good oilfield" or
"good engineering" practice.

A Safety and Oil Spill Prevention Audit Program was implemented in the 1990’s.
The Safety Audit tasks include the comprehensive evaluation of the design of the safety
systems of the offshore platforms and islands, and the associated onshore processing
facilities, as well as a review of the corporate "safety culture," on a five year basis.

All existing oil and gas production operations started as resource development
proposals submitted by prospective applicants. The review process for these projects
involves a rigorous and comprehensive assessment by many CSLC Divisions,
examining all aspects of the project. Project management and coordination of the
reviews are performed by MRMD which solicits input from engineering and geologic,
operations, environmental, legal, finance, and surface leasing divisions. The objective
of these project assessments is to ensure that proposed projects fully implement all of
the regulations, policies, programs, and environmental mitigations that would be
required for Commission consideration

Should the Commission decide to approve an oil production or development
project, MRMD staff reviews and approves individual well drilling programs on State oil
and gas leases both for resource management and for safety and spill prevention
purposes, and reviews, inspects, and monitors the structural performance of the
platforms including recurring structural surveys for fitness, structural modifications, and
periodic major structural evaluations. All new drilling projects from current platforms
require a rigorous structural requalification to ensure that the facility is safe and capable
to implement the project, and to require any strengthening or maintenance required to
bring the facility up to current codes. In addition MRMD reviews, inspects, and monitors
those pipelines under CSLC jurisdiction and cooperates with those other agencies
where there is joint responsibility.



B. Marine Terminal Operations (MFD)

1. CSLC Authority

The 1989 Exxon Valdez and the 1990 American Trader crude oil spills in Alaska
and Huntington Beach respectively prompted the Legislature to assess oil spill
prevention mandates. The Legislature found that because of the inadequacy of spill
cleanup and response measures and technology, the emphasis must be put on
prevention, if the risk and consequences of oil spills are to be minimized. The
Legislature passed the Lempert-Keene-Seastrand Oil Spill Prevention and Response
Act of 1990 ("the Act") which expanded CSLC’s oil pollution prevention jurisdiction.
Specifically PRC §8755, cited above, requires that CLSC regulations provide the "Best
Achievable Technology and Best Achievable Protection" (BAT/BAP) at all marine
terminals, whether or not on lands leased from the Commission.

The Act defined marine terminal as any marine facility used for transferring oil to or
from a tank ship or tank barge. CSLC created the Marine Facilities Division (MFD) to
implement the Act’s marine terminal inspection and regulation mandates.

2. Existing Marine Terminal Operations

As CSLC was given new responsibilities and duties to prevent oil spills into state
waters, it created the Marine Facilities Division (MFD), consisting of administrative offices in Long
Beach and field offices in Hercules and Long Beach. MFD responsibilities included:

¯ Regularly inspecting and monitoring the operations of all marine terminals;

¯ Adopting rules and regulations for reviewing the location, performance standards,
and other characteristics of all existing and proposed marine terminals;

¯ Developing rules and regulations for the content of marine terminal Operations
Manuals for protection against oil spills; and

¯ Ensuring the best achievable protection of the public health and safety and the
marine environment in the regulation of all marine oil terminals.



Oil Spill Prevention Programs

A. Oil Production Spill Prevention Programs (MRMD)

1. Regulations

Drilling, production and offshore operating activities are conducted by lessees
and in a manner that conform to CSLC drilling and production regulations found in the
California Code of Regulations (CCR) at Title 2, Division 3, Chapter 1, and specifically
in Articles 3.2, 3.3, 3.4, and 3.6. The regulations cover every phase of an oil and gas
project’s life cycle from inception to abandonment, and pollution prevention during that
time. The following is a condensed and paraphrased compilation of the relevant drilling,
production, and pollution prevention regulations.

a. Article 3.2: Oil and Gas Drillinq Regulations

The drilling regulations are found in Article 3.2 of the CCR cited above.
They cover requirements from the review of a proposed drilling program to the
ultimate abandonment of every well on state property. More specifically, they
cover what must be included in the drilling program for a complete engineering
review, requirements for casing, cementing of the casing, blowout prevention
equipment, drilling fluids ("mud"), drill site and rig safety equipment, pipeline
installation, integrity, and maintenance, and abandonment requirements. The
MRMD staff also receives, and engineering staff reviews, daily drilling reports
from any well drilling on a state lease.

Table 1. Article 3.2: Oil and Gas Drilling Regulations

§2128 (d)

Program

The drilling program must comply with all laws and regulations,
requires "good oilfield practice" (which, at a minimum, is
equivalent to the best American Petroleum Institute [API]
recommended practice and other relevant codes). Every well
drilling proposal must be approved by staff before drilling can
begin. This entails a complete engineering review of all aspects
of the well design and associated programs (casing, cementing,
mud, etc). Prior to commencing drilling operations from a
mobile drilling rig (drillship, semi-submersible rig or "jackup" rig),
the lessee must conduct a well site investigation, and receive
approval by staff, to demonstrate that the conditions of the
ocean bottom are environmentally compatible and suitable for
the proposed well site and. Additionally, in drilling operations
from a drill ship or semi-submersible rig (a.k.a. "floating
operations"), staff must be provided in the detailed drilling
procedures additional safeguards while removing the drilling
riser and for running and cementing the casing strings.
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§2128 (e) The regulations require that casing setting depths be based on
Well Casing all relevant geological and engineering factors, including,
Requirements. among other things, water depth and zones of lost circulation or

other unusual characteristics.
§2128 (f) The regulations require that the lessee use appropriate
Casing cementing technology in order to achieve adequate cement fill
Cementing up and bonding on all casing cementing operations.
Requirements Additionally, our regulations require a cement bond log to be run

following primary cementing of the casing to aid in determining
whether a good bond and adequate cement fill up has been
achieved.

§2128(g) Upon completion of the cementing operations a pressure test
Pressure must be completed on all strings of casing (except the
Testing of conductor), to the minimum levels outlined within the regulation
Casing to determine if a leak may be present. If during the test the

pressure declines more than 10 percent in 30 minutes, or if
there is any other indication of a leak, corrective measures must
be taken so that a satisfactory test is obtained.

§2128 (i) This section does not specify the number or types of Blowout
Blowout Prevention Equipment (BOPE), but requires that all portions of a
Prevention blowout prevention system be designed for the well conditions
Equipment and that alternate methods of well control are available in the
(BOPE) event of failure of any one portion of the system (i.e., redundant
Requirements systems). If one component of the system that is vital to well

control becomes inoperative, drilling operations shall be
suspended as soon as possible without danger to the well until
the inoperative equipment is repaired or replaced.

§2128 (j) BOPE and related control equipment must be tested to
Pressure specifications outlined in the regulations as follows: 1) when
Testing, installed on the well; 2) after setting each casing string; 3)
Operational before drilling into any known or suspected high pressure zone;
Testing, 4) at least once a week during drilling; and 5) following repairs
Inspection, or replacement that necessitates breaking any pressure seal in
and the system.
Maintenance
of Blowout
Prevention
Equipment

§2128 (m) The mud program must be designed to prevent the loss of well
Mud Program control. Adequate quantities of mud materials must be

maintained at the drill-site and shall be readily accessible for
use in well control. Three areas covered in the regulations are
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(Drilling mud control, mud quantities, and mud testing equipment. The
Fluids/Mud mud density is the primary control of formation pressures in the
Control, cont.) well. The mud control requirement outlines procedures to be

followed during pipe "trips" out of the hole (replacing the drill bit)
and for mud degassing equipment. The mud quantities section
requires that the mud program tabulate, by depth and hole size,
the minimum volume of mud and materials to be maintained at
the drill site to keep the mud "in shape." Also, there must be
sufficient weight material to increase the mud to the maximum
density in the program if needed. A daily inventory of mud
materials must also be maintained and drilling operations
suspended if the required minimum quantities are not on hand.
Lastly, monitoring equipment and mud testing requirements
during the drilling operations are required. This includes the
following devices: recording mud pit level indicator, mud-volume
measuring device, mud-return or full-hole indicator, and gas-
detection equipment (all relating to early indication of an
imbalance of mud weight to formation pressure).

§2128(n) Drilling Practices provides guidelines and procedures for four
Drilling critical operations that may be encountered during drilling
Practices & (o) operations. They include carefully observing the volume of mud
Inspection used to fill the hole when pulling drill pipe from or returning it

into the hole, posting the maximum pressures allowed do build
up against the BOPE in the event of a "kill" procedure, the rate
of pulling or running drill pipe, and how to handle produced fluid
during drill stem testing.

The Drilling Inspection regulations give staff the authority to
perform inspections of the drilling operations to verify that
operations are being conducted in accordance with regulations
and the approved well drilling program.

§2128(q) Prior to abandoning a well the lessee must file a written notice
Plugging & of intention to abandon the well with CSLC staff. The notice
Abandonment covers the current condition of the well and the proposed

method of abandonment. Written approval is required from
CSLC staff prior to commencement of any abandonment
operations. The regulations outline the formation zones that
need to be isolated, isolation of open hole and casing, the
length of plug that must be used, the testing methods to
determine the placement and hardness of each plug, and
recordkeeping.
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b. Article 3.3: Oil and Gas Production Regulations
The production facility (platforms and associated onshore facilities)

regulations are found in Article 3.3 (Production Regulations). They cover
requirements from well completions (and completion programs), well, wellhead,
production and platform safety systems (testing and inspections), well
maintenance work, Hydrogen Sulfide ("H2S") detection precautions and planning,
electrical systems, fire and fire fighting systems, welding practices, pipeline
operations and maintenance.

Table 2. Article 3.3: Oil and Gas Production Regulations

§2132 (a-g) These regulations require compliance with all laws and
Production regulations and, as with the drilling regulations, require "good
Facility Safety oilfield practice" (always assumed to be the best API
Equipment recommended practice and other relevant codes). All well
and completion programs, including wellhead equipment, must be
Procedures approved by staff, and any change to the program or equipment

must also be approved. This is also a requirement for any
remedial and/or well maintenance work.

Subsurface safety valves are required in the well if it can flow
without artificial means (i.e., pumping, gas lift, or other lifting
mechanism). Monthly testing of all subsurface safety valves,
and surface safety valves, is required, and the tests are
witnessed and approved by MRMD inspectors. Safety devices
on wells on artificial lift and all flowlines must also be tested
monthly, and are witnessed and approved by MRMD inspectors.
Supervision and training requirements for production well
workers are also found within this Article.

Subsurface injection projects require prior approval of staff in
state lands. At a minimum the production facility safety
equipment and procedures must meet all API recommended
practices (API RP 14C). An integrated safety control system
(automatic shut down) is required on offshore facilities and is
witnessed and approved by staff. Fire and gas detection
systems are also tested monthly. This is but a quick overview
but these regulations are comprehensive and discuss each
piece of equipment and system on the facilities and, pursuant to
this regulation, require monthly testing witnessed by MRMD
staff.

§2132 (h) Pipeline inspection requires annual smart pigging or hydrostatic
Pipeline pressure testing (to 1.5 times maximum operating pressure -
Operations the highest requirement of any regulations in state or federal
and California waters), and the results are reviewed by a MRMD
Maintenance. staff engineer.
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c. Article 3.4: Pollution Control and Article 3.6: Operation Manual &
Emer~lencv Plannin_~ Requlations

Article 3.4 (Pollution Control) and Article 3.6 (Operation Manuals and Emergency
Planning) of the CCR’s cited above, describe emergency planning requirements
to avoid oil spills, and the content of operations manuals required for every
facility.

Article 3.4: Oil Spill Contingency Planning/Critical Operations and
Curtailment Plans: §2139 & §2141- CSLC regulations require a staff
approved oil spill contingency plan (or an OSPR approved plan per the
Act) and require a "Critical Operations and Curtailment Plan," that is, what
the operator will do if operations need to be suspended during critical
operations such as running casing, cementing, or environmental upset
(Staff knows of no other regulatory agency that requires such a plan).

Article 3.6: Operations Manual & Emergency Planning: §2170 - §2175-
CSLC regulations require all marine facilities under CSLC jurisdiction to
prepare, and receive staff approval of, an operations manual describing
equipment and procedures employed to protect the public health and
safety and the environment and to prevent oil spills. The manual must
demonstrate compliance with all applicable operating rules and
regulations of the CSLC and lease terms. The manual must include all
emergency response plans for oil spills, detection and operations in
hydrogen sulfide environments, fire fighting, well control, natural disaster
response, facility evacuation, critical operation curtailment plans, security,
communications, and a description of all systems safety and personnel
safety information.

2. Pollution & Safety Programs

MRMD assures operator compliance with the drilling and production regulations
through a series of technical oversight programs developed and conducted by the
MRMD engineering staff. These programs, described below, involve technical review
and site surveillance programs performed by engineers and technicians, most being
established and developed over many decades and provide comprehensive analysis,
oversight, and surveillance of offshore oil operations.

a. Drilling and Well Programs

Drilling, redrilling, workover and abandonment programs are reviewed on a per
well basis to ensure they are complete and meet or exceed all CSLC regulations.

A typical drilling program review encompasses the following components and
engineering review.
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BOPE - The BOPE stack is configured to allow closing in of the wellbore
safely and efficiently when and if needed. The BOPE stack has a
pressure rating that exceeds any pressures to be encountered from the
wellbore while drilling. Staff calculates the potential maximum surface
pressure from the total depth of the well which is used to determine size
and pressure rating of the BOPE stack. The Division of Oil, Gas, and
Geothermal Resources (DOGGR) staff witnesses the pressure testing of
the BOPE stack after installation (or prior to installation on a "floating
operation"). Weekly testing of the BOPE stack is verified by staff through
daily morning reports of the rig activity. As provided by the CSLC
regulations, drilling personnel are required to have current BOPE safety
training and certifications are provided to CSLC staff. The following is an
illustration (from Energy Training Resources, LLC) of a blowout prevention
"stack" and types of preventers (annular, pipe, blind/shear) used on the
Macondo we!l (the British Petroleum well that suffered the blowout in the
Gulf of Mexico).

Casing - The casing program for the well contains the specifications and
length of each casing string to be run into the well. The casing design and
setting depths are reviewed by staff. Staff uses pressure gradient and
reservoir pressure data to calculate maximum allowable casing setting
depths with applicable engineering safety factors. The collapse strength,
burst rating and tensile stress factors are all considered when approving
the type, weight, grade and coupling thread type of the casing to be run.
A pressure test against the open formation is required when drilling out of
a casing string. This test establishes an equivalent mud weight circulating
density which is used in determining subsequent casing setting depths.
This is a crucial actual field measurement because it could pre-empt the
original casing design criteria and cause a casing string to be set and
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cemented at a shallower point than designed before drilling ahead. Redrill
wells must pass a pressure test of existing (original) casing and a casing
inspection log is required to ensure the integrity of the casing before the
redrill commences. The following illustration (from Energy Training
Resources, LLC) shows casing and cementing from the Macondo well.

Macondo Well Diagram
Showing Casing/Cementing
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Cementing - Staff reviews the cementing procedure for each casing string
included in the drilling program. Cementing is a process in well drilling
that usually occurs after steel casing is lowered into the freshly drilled
hole. Liquid cement is pumped down the well in such a manner that it fills
the space between the casing and the drilled hole so that, when it
hardens, it creates an impermeable seal between the casing and the
drilled hole. It is important to have this cement seal for many reasons:

1. The cement supports the casing in the hole;
2. The cement seals off, and creates a barrier to, the formation

pressure and fluids from the surface both inside and outside (in the
space between the casing and drilled hole) the casing (a potential
cause for a blowout);

3. The cement prevents any contamination from occurring by, or
within, the zones that have been drilled through; and,

4. The cement seal prevents any zone liquid or gas from entering the
well except from the interval desired.

These procedures are reviewed to ensure adequate fill Volumes are being
used behind the casing strings to cover oil and gas zones and fresh water
zones. Compositions of the cement mixtures (and additives) are also
reviewed for adequate compressive strengths. Surface casings require
cement returns to the surface, while intermediate casing strings require
cement coverage 200 feet into the preceding larger casing. Production
casings require cement coverage 500 feet above the highest oil and gas
zones. A cement bond log is run on intermediate and production casings
to ensure cement fill and adequate cement bonding and has been
achieved. The log is submitted to staff for review.

Drilling Fluids ("l~iud") - Staff reviews the mud program within the
drilling program. The mud’s weight counters formation pressures
downhole and helps prevent gas or fluids from invading the wellbore,
which would cause a "kick". An uncontrolled "kick" at the surface is a
"blowout." Mud weight material of sufficient quantity for the maximum
density in the drilling program must be available on site at all times. There
is a zero discharge policy which is strictly enforced. Staff visits the site
two to three times per week. Pit Volume level indicators and gas level
detection equipment with alarms are required on the mud system to
monitor mud volumes and mud returns. A mud report describing the
volumes, physical and chemical characteristics and quantities in the active
and reserve drilling fluids system is filled out daily at the drilling site by a
drilling fluids engineer. The drilling mud type and characteristics may
change as each section of the well is drilled and each phase of the mud
program is reviewed by staff.

Workover and abandonment programs are reviewed thoroughly for completeness
as well. Workover and abandonment programs currently represent a far larger
percentage of the program review workload than drilling and redrilling programs.
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Abandonment programs are reviewed to ensure that the placement and size of
cement plugs seal the wells properly. Workover programs are reviewed by staff
for compliance with our oil and gas regulations.

Each program review is performed by engineering staff and routed through
engineering management for final review and sign off before programs are
approved.

b. Platform Inspections

The MRMD Inspection/Audit Program uses a two-pronged approach to assure
Best Achievable Protection on marine facilities in its jurisdiction. First, the safety
system must be designed correctly to prevent spills, and maintenance and
training programs must be sufficient to preserve system integrity and provide
qualified operation. This is discussed below in the "Facility Safety Audits"
section. Second, the facility must be inspected regularly to verify that it is reliable
and kept in a fully operable condition. Protection would be compromised by
either design flaws or operational deficiencies.

The Platform Inspection Program provides the reliability part of the protection
equation. Inspections are conducted at every offshore facility monthly, per
MRMD regulations, and are conducted by MRMD inspectors from the Huntington
Beach or Goleta field offices.

The core of each inspection is physical testing of the facilities production and
processing alarms and shutdowns. This includes each well’s surface and
subsurface safety valves, the emergency shutdown system, high and low
pressure and level alarms installed in vessels and tanks, toxic and combustible
gas detectors, fire and smoke detection equipment, fire, abandon platform, and
man overboard alarms, pipeline alarms, fire pumps, deluge and fire control
system, and the emergency generator. In addition, the functioning of
navigational aids is checked, spill response equipment is inventoried,
maintenance and calibration records of pressure relief valves, cathodic protection
rectifiers, firefighting equipment, and life saving equipment are reviewed.
Additionally, pipeline right-of-way surveillance, spill drill, and boom deployment
records are checked for compliance with required schedules. Each inspection
requires two to three days complete, and includes testing of an average of 317
devices. Deficiencies are corrected immediately, or the affected equipment is
shut down and isolated, which may require shut in of the entire facility.

The platform inspections provide assurance that the safety systems are kept in
good operating condition, and that the equipment to respond to emergencies and
spills is available and in good operating condition. The Inspectors also conduct
daily surveillance of operations, pollution checks at facilities, beaches, and along
pipelines, as well as royalty production verification duties.
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c. Pipeline Inspections

CSLC regulations require that all oil and gas pipelines in State waters be
internally and externally inspected annually. The test equipment and procedures
must have prior approval, and the results of the tests must be reviewed and
approved by MRMD engineers, in order to continue operation of the pipeline.

For the internal inspection, an electronic "smart pig" inspection is required. This
inspection is performed by pumping an electronic magnetic flux tool through the
pipeline. The tool measures and records wall thickness along the entire length of
the pipeline, which identifies any internal or external variations in thickness. Thin
spots due to corrosion are identified, as well as any damage to the pipeline.
Smart pig runs are analyzed by MRMD engineers using American Society of
Mechanical Engineers (ASME) criteria and compared with previous runs to
evaluate corrosion trends and remaining service life. If a smart pig run is not
mechanically feasible, a hydrostatic test to 1.5 times the maximum operating
pressure of the pipeline is required. The test pressure is required to be held for
eight hours in order to pass. This standard is more stringent than any other
known state or federal regulations for oil pipelines. Hydrostatic tests are
witnessed by an MRMD engineer, and evaluated using a material balance
spreadsheet developed by MRMD and used by many operators to verify absence
of leaks.

The external inspection of a submerged pipeline may be conducted by a diver or
remote operating vehicle (ROV). The external inspection is used to detect
damage, movement, free spans (unsupported section of pipeline), or foreign
objects lying across the pipeline, that may cause failure due to physical
movement or accelerated corrosion. Video tapes and diver reports of external
pipeline inspections are reviewed by an MRMD engineer, and corrective actions
coordinated with the pipeline operator if necessary.

d. Facility Safety Audits

As noted above, the Safety Audit Program provides an analysis of the technical
design of a facility’s safety system and verification that the alarms and controls
have been installed and operate as designed, and comply with MRMD
regulations and industry standards from API, ASME, American Society for
Testing and Materials (ASTM), National Association of Corrosion Engineers
(NACE), and other professional organizations. This analysis requires that the
facility’s "Piping and Instrumentation Drawings," a schematic representation of
the layout and specifications of all wellheads, flowlines, process piping, vessels,
alarms, and controls at the facility, be field verified for accuracy before the
technical evaluation is conducted. The audit also reviews equipment
maintenance and corrosion prevention and inspection programs and results to
evaluate fitness for purpose of pressure vessels, tanks, and piping. The design,
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maintenance, and condition of the electrical power distribution circuits and fire
detection and control systems are analyzed and inspected by a third-party
contractor. Training and qualification programs are reviewed to assure
competent training in, and oversight of, operation of the facility, and the Facility
Operating Manual and Spill Prevention Plan are reviewed to evaluate adequacy
of procedures for normal operation, upset conditions, and response to spill
incidents. Organizational safety culture, and the level of maturity of safety
programs, is evaluated by a Safety Assessment of Management Systems
(SAMS) procedure, which assesses these factors through a series of confidential
interviews with a cross-section of company operators, engineers, management,
and contractors. The SAMS evaluation is a tool that addresses human error
factors, and which can be used by the operator to improve programs to reduce
human error.

The safety audit provides a comprehensive evaluation of facility design,
condition, procedures, and personnel qualifications, producing a matrix of action
items that are prioritized by risk, and corrected during a follow-up phase. Safety
audits are repeated every five years, as recommended by industry and
government codes.

e. Structural Assessments

Another MRMD oversight program is the Platform Structural Reassessment
Program. Since the 1990s, all offshore platforms in State waters have been
analyzed to API RP2A standards by the operators using finite element numerical
modeling programs and a non-linear time-history analysis to determine whether
they would withstand a 100-year return period storm event and a 1000 year
return period earthquake. These analyses have been independently verified by
MRMD staff engineers. As a result of the analyses, structural strengthening
projects were undertaken at many of the platforms. Since the analyses, the
underwater jacket structure of each platform is inspected on a periodic basis as
outlined in API RP 2A guidelines, and corrective measures implemented as
required. Facility modification proposals that involve addition or relocation of
major equipment on a platform, such that deck loads may be significantly
increased or redistributed, require analysis and verification that existing structure
or additions to the structure will withstand the new loading. In addition, all new
drilling projects from offshore platforms require a rigorous structural analysis and,
if necessary, a complete platform requalification to ensure that the structure will
withstand the additional loads imposed by the project, and to require any
strengthening or maintenance needed to bring the structure up to current codes.
Verification of these analyses is performed by an MRMD staff civil engineer with
expertise in structural analysis.
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3. Spill & Safety Record

There are inherent risks involved with these operations. The MRMD’s highest
priority is public health and safety, and environmental protection. The Division’s
programs, policies, and regulations, which are discussed in this report, and
implemented by and through staff inspection, program reviews, and surveillance, along
with the cooperative attitude and operational vigilance of the lessees, are adhered to
and strictly followed. These programs and cooperation ensure that the excellent record
of infrequent oil spill occurrences and safety incidences will continue to be minimized.

As noted earlier, over the past 10 years approximately 168 million barrels of oil (7
billion gallons) have been produced, treated and transported from State offshore leases
from an average of between 1,000 and 1,100 wells.

On average, offshore oil spill incidences in state wakers from oil and gas drilling
and production operations occur at a frequency of less than 12 per year, and account
for less than half a barrel (+/- 21 gallons) in total volume. Except for one 5-barrel spill
that occurred in the Long Beach Harbor three years ago, spills that do occur are
generally measured in drops or ounces.

The low volume and infrequent incidence of spills is a testament to the
commitment and dedication to safety by our lessees, and the effectiveness of the
CSLC’s safety and pollution prevention regulations and programs. However, this does
not mean, nor do we mean to imply, that a serious spill could never happen from our
facilities, but that both our lessees and staff have remained vigilant and helped ensure
that state operations have had no serious problems.

4. Update of Current Regulations

Most of the current CSLC regulations were adopted in 1980 and developed as a
response to the blowout of Platform A in Federal waters off Santa Barbara in 1969.
They are still considered highly effective. However, over time staff has, for clarity and/or
in response to legislation or new information (usually from incidents on state or federal
platforms), added other requirements not spelled out in the current regulations by
including new lease terms (for specific drilling requirements) or as a condition of
approval of drilling or facility programs. Staff is currently completing an update of these
regulations, including a new Article specifically addressing facility safety audits. Once
completed, these new and updated regulations will be brought for Commission approval
and then go through the codification process with the Office of Administrative Law
(OAL). Staff will also include amendments as applicable based on the ultimate findings
from the investigation of the Deepwater incident in the Gulf of Mexico (as reviewed
below). Staff is also reviewing the current updates suggested for the federal
regulations, as well as the state’s Division of Oil, Gas, and Geothermal Resource
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regulations in the Office of Administrative Law review process (in response to AB 1960
legislation).
Some highlights of the update include the following:

¯ The "Definitions" section would be expanded to clarify many of the terms used.

¯ The numbering system and headings would be revamped for ease of use in
finding specific regulations (i.e., more "user friendly").

¯ Good oil field practice definition would be changed to Best oil field practice
(relates to our BAT/BAP responsibility).

¯ Changed Blowout prevention and control plan would state that it must be
approved by staff prior to initializing drilling operations.

Cement Bond Surveys would be upgraded to state that survey is to be run
before further drilling is commenced (intermediate casing and below) or
whenever the BOPE is removed from the well and that pressure is to be relieved
from the well while survey is being run.

¯ Casing Pressure tests would be changed to include positive an.__~_d static tests on
intermediate and subsequent casing strings.

A subsea blowout preventer stack would be required to include an acoustic or
other "tertiary" remote communication device (in addition to "dead man" and ROV
"hot tap"), and ram redundancy and/or use of "variable bore rams" added for
drilling out intermediate and subsequent casing strings.

¯ On subsea installations, alternating control pods on successive operational tests
would be changed from may be used to shall be used.

A new Article 3.7 would be added detailing the Commission’s safety audit
program requirements.

The pipeline operation, maintenance and inspection section would be expanded
and requires that reports on inspection submitted by operator must include
written evaluations of test results, with supporting calculations that confirm the
pressure integrity of the pipeline and its suitability for continued service.

¯ Article 3.6 Operations Manual and Emergency Planning section would be
upgraded.

¯ A new Article 3.8 would be added regarding underground injection and disposal
projects.
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¯ All regulations, whether updated, added or otherwise unchanged, would be
adopted or readopted pursuant to PRC §8755.

5. Preliminary Assessment of CSLC Regulations In Light of British Petroleum’s
(BP) Gulf of Mexico Blowout

The CSLC staff has closely monitored the BP blowout that occurred in the Gulf of
Mexico, particularly as it may relate to the regulations, programs and practices which
the CSLC applies to offshore oil production activities in State waters. Although a
thorough federal investigation is currently underway but not yet complete, there has
been some published information suggesting some of the contributing causes of the
blowout. MRMD staff has assessed this information as to how the State’s offshore
environment, safety programs and regulations compare to those implemented on the
BP Deepwater Horizon well.

Offshore Environment:
The Gulf of Mexico incident occurred approximately 50 miles from the Gulf Coast
and at a water depth of approximately 5,000 feet. The oil reservoir that was
penetrated, at a depth of around 13,000 feet below the sea floor, contained oil at
a pressure of approximately 10,000 pounds per square inch. These are very
extreme conditions compared to California state waters.

In the State of California operations, the deepest water depths are slightly more
than 200 feet, and most oil reservoirs are around 4,000 to 5,000 feet below the
sea floor. Oil reservoir pressures are low because the fields are mature (having
produced over many years), and most wells require external assistance to bring
the oil to the surface (they cannot "flow" on their own). While this does not mean
a blowout on a new well or in a new field could never occur, the risk is greatly
reduced compared to the BP drilling environment. Unfortunately however, our
drilling occurs closer to shore so any spill would almost certainly impact the
shoreline quickly.

Blowout Prevention Equipment:
BP’s blowout prevention equipment (BOPE) did not close off the wellbore as it is
designed to do, though the cause is presently unknown. The BOPE appeared to
be configured with the necessary redundancies that conform to industry
standards; however, there is some indication that part of the redundant closing
system was leaking: This might also explain why the rig was unable to
disconnect the riser from the BOPE and move off the site to prevent the
explosion and destruction of the vessel. It has also been reported that the two
backup systems did not function properly.

The State’s BOPE requirements also provide for redundancies in the BOPE
design. Our regulations require testing of this equipment at specific intervals and
that testing is observed by State inspectors, and recorded in well reports.
Additionally, the BOPE is on the surface (at the platform level), not on the sea
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floor (below the "floating" drilling rig as was the case on the BP well). This
access makes testing and maintenance easier and safer.

Well Casinq:
The details of the BP Deepwater Horizon casing design and the decisions made
by BP for the design are still under investigation. It is not known what level of
technical review was made by the regulating agency.

Wells in State waters are designed to conform to the expected well conditions,
and the design is reviewed by State engineers before the well programs are
approved for drilling.

Cementinq of Casing:
Reports that BP’s Deepwater Horizon casing was cemented improperly need to
be verified during the ongoing investigation. We do understand, however, that
the cement quality, quantity, and placement within the well were not verified
through the use of cement bond survey tools. This equipment is designed to
verify where the cement has been placed around the casing, how high the
cement has risen, and how adequately it has adhered to the well casing and the
geologic formation.

State regulations require a cement bond log survey to be performed in all well
casings that are placed through the oil bearing interval of the well to ensure that
a sufficient cement bond (and shield) has been attained. If not, staff requires the
operator to do a "remedial" cementing to correct the deficiencies.

Daily Reports:
With regard to daily drilling reports, it is staff’s understanding that the Gulf Coast
Minerals Management Service staff (recently renamed the Bureau of Ocean
Energy Management, Regulation, and Enforcement) received these reports on a
weekl~L basis.

State regulation requires daily drilling reports to be called or faxed into MRMD for
review by an engineer on a daily basis during all drilling activity.

Staff also requires that any changes to a casing, cementing, drilling, or
production plan be approved by staff prior to the operation. The operator must contact
the staff drilling engineer, who in turn may contact the Chief Engineer and/or the
Division Chief, to review, discuss, and agree that the modification affords equivalent or
higher engineering and safety, and conforms to our regulations and industry and local
practices.

Staff has examined all reported problems and disasters (like the BP blowout) to
learn how and why these problems occur. We constantly review industry and academic
articles and reports, and final reports from inquiries as to the cause of every major
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problem and review the findings against our current regulations, lease terms, and
policies, in order to build the safest and best programs in the industry.

B. Marine Terminal Spill Prevention Programs (MFD)

1. Regulations

Pursuant to PRC §8755, CSLC has completed the following regulations to provide the
best achievable protection of the public health and safety and of the environment by using
the best achievable technology:

Marine Facilities Oil Spill Prevention (permanent regulations effective 12/5/91 );

Article 5, Marine Terminal Inspection and Management Regulations (effective
12/20/92);

= Article 5.3, Marine Terminal Personnel Training and Certification (effective 4/9/94);

= Article 5, Enforcement Amendment (effective 4/9/94);

¯ Article 5, Miscellaneous Amendments (effective 11/7/94);

Article 5.5, Marine Terminal Oil Pipelines (effective 9/1/98, amendment effective
3/4/07);

Article 5.1, Marine Terminal Physical Security (effective 2/24/03);

Oil Transfer and Transportation Emission and Risk Reduction Act (effective
9/12/02); and

CCR Title 24, Part 2 (CBC) Chapter 31F, "Marine Oil Terminals;" informally
referred to as "MOTEMS" (effective 2/6/06).

MFD has an ongoing process to review and accordingly modify its rules and
regulations, to ensure that all operators of marine terminals within the state’s jurisdiction
provide the best achievable protection of public health, safety, and the environment.

The MFD process for developing regulations is based upon review and analysis of:

(1) International and national industry standards and practices (e.g., International
Safety Guide for Oil Tankers and Terminals (ISGOTT), International Maritime Organization,
Oil Companies International Marine Forum, American Society for Testing of Materials,
American Petroleum Institute);

(2) Federal regulations (e.g., U.S. Coast Guard, Title 33 of the Code of Federal
Regulations (CFR) Parts 154-156); and,

(3) Other states’ regulations (e.g., Washington) and other Califomia agency
regulations (e.g., California State Fire Marshal and the Office of Spill Prevention and
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Response).

Findings based on this analysis of worldwide practices, regulations, and
technologies are then reviewed for feasibility and practicality for California application, with
the recommendations by Technical Advisory Groups (TAGs), composed of
representatives of industry, government, academia and environmental organizations. Staff
then develops proposed regulations that are reviewed during an extensive public
comment phase, that are frequently modified in response to comments received, that are
then submitted to the Commission, and then, if approved, submitted to the California Office
of Administrative Law (OAL) for evaluation of compliance with the Administrative
Procedures Act. A brief history of the development and revision of l~he MFD’s
regulations is provided below:

[] Article 5 - Marine Terminals Inspection and Management

These regulations built upon and improved the initial Marine Facilities Oil Spill
Prevention regulations by adding: (1) International Safety Guide for Oil Tankers
and Terminals (ISGOTT) recommendations; (2) more comprehensive
requirements for the exchange of information between terminals and
vessels/barges; (3) pre-transfer conference requirements; (4) requirements for a
Declaration of Inspection (DOI); (5) new operations manual requirements; (6)
preventive booming requirement at time of transfer; (7) requirement for tugs and Assistant
Mooring Masters at offshore terminals; and (8) enforcement procedures.

To review CSLC’s recommended revisions for feasibility and practicality of application,
staff convened a TAG. CSLC prepared draft regulations that went through three
rounds of public comments (392 comments) and public hearings. Regulations were
reviewed and passed by OAL on November 20, 1992, and became effective on
December 20, 1992.

[] Amendments to Article 5 - Marine Terminals Inspection and Management

Amendments which improved Article 5 in the last review cycle included requirements for:
(1) notification of structural or equipment damage at terminals; (2) prevention of electrical
arcing at onshore terminals through use of insulating flanges or non-conducting hoses; (3)
transfer of packaged cargo and vessel’s stores only after authorization by both persons in
charge; (4) limitations on continuous hours of work for terminal personnel; (5) equipment
testing and conditions per federal requirements; (6) National Fire Protection Assodation’s
electrical hazardous area diagram to be provided at the terminal; (7) annual bathymetric
surveys at offshore terminals; and (8) booming during ballasting and deballasting.

These amendments were based on staff analysis and recommendations
developed during three meetings with a TAG, which ended in May 1993. The
TAG recommendations were then developed into draft regulations that went
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through a public hearing and comment process. These amendments were
approved by the OAL on October 1994, and became effective November 7,
1994.

[] Article 5.3 - Marine Terminal Personnel Training and Certification (T & C)

The provisions of this article were based on information that included: (1) CSLC-
funded studies on human and organizational errors, conducted at the University of
California, Berkeley; and (2) human factor studies completed by the State of
Washington in 1993. These studies revealed that more than 80% of oil spills at
marine terminals can be traced to human and organizational errors.

Recommendations, based in part on the above studies, were reviewed with a
TAG, during three meetings from March-May 1993. Draft regulations were
developed by CSLC and went through two rounds of public hearings and public
comment periods. The regulations became effective April 9, 1994.

[] Article 5.5 - Marine Terminal Oil Pipelines

These provisions were created in response to the need for greater precision in
testing and maintenance of marine oil terminal pipelines. Unlike the federal
regulations found in Title 49, of the Code of Federal Regulations, Article 5.5
addresses the peculiarities relative to the generally shorter lengths of pipelines
found at marine terminals.

In what has become standard practice, a TAG was convened to develop these
regulations and the regulatory package was subjected to the established public
review and comment period required by administrative statute and monitored by
the OAL.

MFD has worked closely with the California State Fire Marshal to identify the overlaps in
jurisdiction at marine terminals. Through an MOU, joint inspections have been conducted at
all subject marine terminals, and the jurisdictional "lines of demarcation" have been
established in writing. This cooperation has resulted in increased regulatory oversight.

[] Article 5.1 - Marine Terminal Physical Security

Following the terrorist attacks of September 11, 2001, CSLC staff polled marine
terminal operators regarding security measures in place to protect terminal
personnel and assets against terrorism. Except for fencing and lighting, staff
found few measures implemented to deal with potential terrorist events. Beyond
the apparent public safety concerns, a terrorist act against a marine terminal
could also give rise to a substantial oil spill.

As in previous cases, the CSLC convened a TAG and developed new regulations
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in concert with U.S. Coast Guard, state fire and police agencies, and marine
terminal representatives. The new regulations included the establishment of
security plans for each terminal, as well as requiring marine terminal security

officers to implement the plan and update it as necessary. These regulations,
like others previously created, were subjected to public comment and review.

[] Oil Transfer and Transportation Emission and Reduction (OTTER) Act

The California Legislature found that a significant amount of oil is shipped by tank
vessel between the Los Angeles and San Francisco areas. The Legislature
found that one of the results of vessel traffic along the central coast and into the
ports of the Los Angeles and San Francisco areas is that tons of oxides of
nitrogen are emitted into the air each day, which could negate efforts made on
land to meet federal ozone standards and other public health air quality goals.
The Legislature declared that current, accessible and accurate data regarding oil
transportation is critical to determining the potential environmental quality, public
health, and environmental justice consequences that must be analyzed by state
and local agencies for environmental impact reports and statements, emergency
response planning, permit issuance, and air quality mitigation efforts. A further
finding of the Legislature was that tracking trends of these oil shipments is
necessary to promote public safety, health and welfare, and to protect public and
private property, wildlife, marine fisheries, other ocean resources, and the natural
environment in order to protect and to preserve the ecological balance of
California’s coastal zone, coastal waters, and coastal economy.

The OTTER Act required CSLC staff to collect air emissions data from ocean
shipping companies transporting oil between the Los Angeles and San Francisco
areas. The OTTER Act further required emission reports to the Legislature on or
before April 1,2004 through April 1,2009. The OTTER Act expired on January
1, 2010. Inasmuch as the OTTER Act set forth the specific duties of the State
Lands Commission, no regulations were developed nor required pursuant to the
Act.

[] California Building Code, Chapter 31F - Marine Oil Terminal Engineering and
Maintenance Standards (MOTEMS)

The MOTEMS have been in effect since 2006. There will be progressive
implementation, and by 2015, 30 fixed onshore marine oil terminals in California
will comply. These mostly geriatric marine structures, currently being used to
transfer multi-millions of gallons of oil per day, will be technologically and
physically upgraded to modern standards. Prior to the MOTEMS these facilities,
most over 50 years of age (considered to be the life span of marine structures),
had no required, uniform inspection program, no rules for seismically upgrading
the terminals, and no determination of fitness for mooring and berthing larger
vessels. Vessel sizes have progressively grown since the 1920’s, and most of
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these terminals were designed for substantially smaller vessels, with smaller
wind sail areas and impact velocities. Mooring dolphins and berthing
substructures are not sufficient for mooring/berthing today’s much larger size
fleet, coupled with new requirements for tank vessels to be double hulled. The
seismic design criteria from the 1920’s, even up to the most recent terminal built
in the 1980’s, needs to be re-evaluated, and soil failures, including liquefaction,
lateral spreading, slope stability were not even considered in the original designs.
All of these factors contribute to serious deficiencies to continuing operations of
California’s marine oil terminals.

As a result of the t994 Northridge earthquake, the Federal Emergency
Management Agency (FEMA) made available Hazard Mitigation Grant Program
(HMGP) funds to develop standards to reduce the damage to critical
infrastructure facilities from the next earthquake. The funding was available to
state/local agencies that could show that the efforts would result in enforceable
codes. MOTEMS was started with a FEMA grant of $600K that was then
increased to $900K, with the additional funding from the Oil Spill Prevention
Administration Fund.

As the project matured, additional research and funding went to provide tsunami
run-up values for the San Francisco Bay (only Southern California was included
in the original MOTEMS version), passing vessel studies to determine additional
loads on moored vessels, and more recently simplified methods to determine the
seismic demand/capacity of pile supported structures. This final effort will be
completed by the end of 2010.

This new MOTEMS code, now part of the California Building Code (CCR Title 24,
Part 2, Volume 2, Chapter 31F "Marine Oil Terminals"), requires compliance in
the following areas:

¯ Mandated periodic above and underwater inspections, with records
maintained.

Geotechnical upgrades, to avoid massive liquefaction, lateral
spreading and structural collapse.

Seismic rehabilitation, so that the structures can survive a 475-year
return period earthquake, with repairable damage within months, and
without a major oil spill. These same criteria have been applied to
California’s oil refineries; the intent is to have marine terminals be
"hardened" to the same level as refineries.

¯ Mooring and berthing of vessels, using engineering tools to determine
actual terminal operating limits.
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Upgrades in piping systems, to withstand seismic displacements that
were never considered in the original design.

A comprehensive fire plan, implemented to greatly reduce the
possibility of a major fire/explosion at the terminal. Firefighting tools,
manpower and resources must now conform to current standards for
oil terminals.

[] Mechanical and electrical systems must be verified, upgraded and
replaced as necessary.

[] Tsunami run-up values for the Ports of Los Angeles, Long Beach, Port
Hueneme and the San Francisco Bay - to be used for emergency
planning.

The MOTEMS is the first code of this type in the United States and has become
a international seismic standard for piers/wharves. It is referenced in a PIANC
(Maritime Navigation Commission of the International Navigation Association)
text, "Seismic Design Guidelines for Port Structures", 2001, by the Working
Group No. 34 and in 2004 NEHRP (FEMA 450, National Earthquake Hazard
Reduction Program). MOTEMS is recognized as the seismic analysis/design
resource for the U.S. military "Unified Facilities Criteria, Design: Piers and
Wharves, 28 July 2005." It has become part of California’s SHMP (State Hazard
Mitigation Plan) and has been integrated into the California Emergency
Management Agency’s (CalEMA) 2010 revision to the state’s emergency
planning. Through this program, one major marine oil terminal has been
seismically instrumented in the S.F. Bay. During an earthquake, these
instruments can determine if the in-structure response was greater than the
design capacity. It can be decided whether this facility and/or others should shut
down for inspection above and below the water line, and its continuing fitness-
for-purpose determined.

Contingency Planning

Although the Act gives the authority for approval of marine facility contingency
plans to the Office of Spill Prevention and Response (OSPR), CSLC participates
in contingency planning. Marine terminal contingency plans are reviewed by
CSLC-MFD for consistency with approved operations manuals. The Act
established the Review Subcommittee of the State Interagency Oil Spill
Committee (SIOSC). The Subcommittee is made up of the chief executives of
the Department of Fish and Game, the State Lands Commission, the California
Coastal Commission, the State Fire Marshal, the State Oil and Gas Supervisor,
and the State Water Resources Control Board, and for matters in their
jurisdiction, the San Francisco Bay Conservation and Development Commission.
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All regulations and guidelines adopted pursuant to the Act are submitted to the
review subcommittee for review and comment, including amendments to the
California oil spill contingency plan.

CSLC staff attends the regularly scheduled meetings of the politically appointed
Oil Spill Technical Advisory Committee. This committee is established to provide
public input and independent judgment of the actions of the OSPR and SIOSC.
Staff also regularly participates in the U.S. Coast Guard Area Contingency Plan
meetings.

3. Spill Prevention Programs

As CSLC was given new responsibilities and duties to prevent oil spills into state
waters, it created the MFD, consisting of administrative offices in Long Beach and field offices in
Hercules and Long Beach. MFD responsibilities include:

¯ Regularly inspecting and monitoring the operations of all marine terminals;

¯ Adopting rules and regulations for reviewing the location, performance standards,
and other characteristics of all existing and proposed marine terminals;

° Developing rules and regulations for the content of marine terminal Operations
Manuals for protection against oil spills; and

¯ Ensuring the best achievable protection of the public health and safety and the
marine environment in the regulation of all marine oil terminals.

The MFD program works as a system to provide for the best achievable protection of public
safety, health, and the environment. Regulations have been adopted for the operations at
marine terminals. CSLC requires and approves operations manuals at all marine terminals.
A highly experienced Marine Safety staff monitors compliance in the field, observing oil
transfers seven days a week. Current Marine Safety staff has an average 31 years of
maritime experience. Monitoring is prioritized using an algorithm relating to degree of risk so
the highest risk events are attended. Staff monitors all first time tank vessel visits to
California. Marine facilities are routinely inspected, and terminals regulated by CSLC must
follow up on deficiencies noted during inspections. If violations of other agencies’
requirements are observed, those agencies are also notified.

The entire MFD compliance program relies heavily on information, including an up-to-date,
extensive database of activities and compliance issues. MFD has an outreach program with
the industry and community, with a purpose of sharing knowledge of better performance,
equipment, procedures and personnel qualifications. All the information and knowledge
gained by the compliance and outreach programs are fed back into the regulatory cycle. As
a result of this cycle, a number of new regulatory programs have been instituted by the
CSLC. Marine terminals have been required to increase the range of personnel with
certified training, both company (from management down) and contractor personnel.
Pipeline testing and maintenance standards have been greatly improved. Engineering
inspections of terminal fitness-for-purpose led to the creation of the MOTEMS by the CSLC
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and its adoption by the California Building Standards Commission.

There are 10 high seismic risk, 16 moderate risk and 4 low risk fixed onshore
California marine terminals. The seismic risk category is based on the volume of oil at
risk. To date, both "high" and "moderate" risk terminals have submitted their initial audits,
with scheduled completion dates for rehabilitation ranging from now to four to five years
into the future. The operator/owner and CSLC must mutually agree upon these dates.
Staff will monitor the progress of rehabilitation, to verify that the schedules and repairs
are on track. Of the 10 high risk terminals, most will require substantial structural and
geotechnical rehabilitation to meet the seismic demand (475-year return period
earthquake) of the MOTEMS. The 16 "moderate" risk terminals have similar issues,
even though the seismic demand is less than that required for "high risk" terminals.
Geotechnical issues involve liquefaction, lateral spreading and slope stability. One other
common problem is that the piping systems and seismic displacement of the
wharf/trestle are not compatible. This was never considered in the original design, and
to avoid a massive oil spill, pipeline stress analyses are now required to verify pipeline
integrity during and after an earthquake.

Understanding that, in a marine environment, structures continue to deteriorate
over time, the MOTEMS process will continue to monitor the structural and operational
health of these terminals, with audits required every three to six years for the remaining
life of the structures. With a predicted 50-year expected life span of a marine structure,
and the MOTEMS program in-place, geriatric structures will be able to extend their
fitness-for-purpose well beyond their original design life.

Additionally, any new construction at a terminal will be subject to the MOTEMS
code, and in most cases the construction will be subject to the "new" criteria, instead of
being treated as "existing".

4. Effectiveness of MFD’S Oil Spill Prevention Program

Every day more than 91 million gallons of oil are transferred at the fifty California marine oil
terminals. The marine terminals are either structures fixed to the shore on wharves or piers,
moorings located offshore, or mobile (truck/tank vessel) facilities. Transfers are the discharge of
cargo by tank vessels-to-shore, or loading of cargo from shore-to-tank vessels. CSLC monitoring
and inspection of compliance with regulations has limited both the number and severity of oil spills at
marine facilities. The annual number of transfers at California terminals has ranged from 6000 to
more than 7000 over the past ten years, and our staff has monitored 45 percent of those transfers.
Oil spills have been limited to less than twenty in most years and the quantity of each spill is usually
very small, often measured in drops. Since 1995 there have only been two marine terminal spills of
more than 1000 gallons. In 2009, in 6596 transfers totaling 33.3 billion gallons ofoil through
California marine oil terminals, only nine spills resulting in a total of 124 gallons spilled. Many of the
spills were caused by the visiting tank vessel or during maintenance. Of the nine spills, seven were
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related to terminal activities and two were attributable to shipboard activities.

The positive impact of our oil spill prevention program is reflected in me following graphs:
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C. Pipeline and Terminal Leasing Programs (LMD)

The Land Management Division (LMD) has primary responsibility for the surface
management of all sovereign and school lands in California. This responsibility includes
the identification, location, and evaluation of the State’s interest in these lands and its
leasing and management. LMD is therefore responsible for the leasing of marine oil
terminals and many of the rights-of-way that accommodate petroleum pipelines or other
pipelines and conduits linking offshore oil platforms to onshore facilities. LMD is also
responsible for the leasing of rights-of-way for pipelines crossing many bays and rivers
throughout the State.

The Land Management Division coordinates with staff of the Mineral Resources
Management Division (MRMD), the Marine Facilities Division (MFD), and the Division of
Environmental Planning and Management (DEPM) to develop lease provisions
applicable to these types of leases. At present, the leases for these uses contain the
following provisions addressing the use and maintenance of the lease premises and the
steps to be taken in case of an oil spill or discharge:

¯ For new construction, a Lessee must provide plans for review and approval by
CSLC staff prior to construction, construction monitoring reports, and a set of as-
built plans showing the final location of the improvements;

¯ Every Lessee must maintain records of all inspection, repair, testing, and
maintenance activities and provide copies of those records to the CSLC staff;

¯ A Lessee must provide copies of all pipeline test procedures, prior to testing, for
CSLC staff’s review and approval;

¯ Review and approval by CSLC staff is required prior to any repairs or
modifications by the Lessee to the pipeline and improvements;

¯ Every Lessee must provide a copy of the current pipeline operations and
maintenance manual and provide updates as they are available;

¯ A Lessee’s operator must conduct training classes and periodic drills simulating a
pipeline leak and the procedures to be followed when a potential leak is detected;

Every Lessee must provide a copy of the Hazardous Spill Contingency Plan or
other such contingency plan that includes: response to various major and minor
spill scenarios; list of spill clean-up materials and equipment available onsite; and
a spill notification protocol and procedures;

Notification requirements are specified in case of a spill, including 24-hour
emergency phone number;
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Information to be provided to CSLC staff in case of a spill, regardless of the
cause or responsible party, must include the following:
¯ The name and company of the person reporting;
[] The name and telephone number of a representative of the Lessee that

CSLC staff may contact for further information;
[] The estimated time and date of the spill;
[] The source of the spill, if known;
¯ The person or persons responsible for the spill, if known;
¯ The substance spilled, if known;
¯ The estimated quantity spilled;
¯ The cause of the spill, if known;
[] The action taken in response to the spill; and
¯ Any additional information as may be requested by the CSLC staff following

notification of a spill.

All plans for abandonment and/or removal and restoration of the lease premises
are to be to the satisfaction of the CSLC staff and are to be completed within a
certain time frame (90 days is often used, but this is negotiable) after expiration
of the lease or after the Lessee has obtained all permits or other governmental
approvals as required by law.

In addition to leases involving transportation of oil, LMD also leases sovereign
land for use as commercial marinas. Many of these commercial marinas have fuel
docks for the dispensing of gasoline for boats. The leases for the marinas with fuel
docks incorporate many of the same provisions as the leases involving oil, particularly
with respect to a spill contingency plan. In addition to these provisions, the commercial
marina leases have a provision that the Lessee must implement Best Management
Practices (BMPs) for Marina Owners/Operators. These BMPs address a range of
subjects including: emergency planning, sewage discharge, underwater boat hull
cleaning, solid waste, and storm water runoff. Three of the BMPs apply directly to oil
and fuel spills; Marina Owners/Operators are required to do the following:

Petroleum Management

[] Instruct staff not to use detergents or emulsifiers on a fuel or oil spill.
¯ Post emergency telephone numbers posted in prominent locations at the

marina to report oil or chemical spills.
¯ Install and use of fuel/air separators on air vents or tank stems of inboard

fuel tanks to reduce the amount of fuel spilled into surface waters during
fueling (although this is a recommendation, rather than a requirement).

¯ Provide a collection site for used oily pads and used oil or provide
information on how and where to dispose of them.
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Hazardous Wastes

Have a marina policy to manage hazardous wastes and hazardous
materials.
Post a prohibition on the disposal of used oil, antifreeze, paint, solvents,
varnishes and batteries into the dumpster or general collection waste
receptacles.
If providing for hazardous waste collection, manage the wastes in a proper
fashion through the use of structurally sound, non-leaking containers, in
accordance with all local, state and federal laws.
In the event of a spill or leak, clean up and dispose of materials promptly
and properly and report the spill to all appropriate entities.
If operating a collection facility is not feasible, provide information to
tenants on how and where to dispose their wastes.
Encourage the use of alternative products to hazardous household
chemicals. There are many non-toxic or less-toxic products that can be
used as alternatives.

¯ Liquid Waste

¯ Train marina employees in oil spill response procedures.
¯ Keep adequate spill response equipment and materials in strategic

locations.

In light of the environmental damage and economic impact caused by the BP oil
spill in the Gulf of Mexico, LMD has initiated a review of its lease practices and
provisions. For example, in the past, the bond (surety) and insurance amounts on a
long-term lease may have remained unchanged through the full lease period. Surety
requirements in surface leases for petroleum-related facilities in the 1970s and 1980s
often ranged from $10,000 to $100,000, while insurance was often between $1,000,000
and $3,000,000. In recent years, LMD staff has begun reviewing the bond and
insurance amounts during the lease term for adequacy whenever the opportunity arises
(i.e., applications for lease amendments and assignments). The result has been that
many of these leases have been updated to more current amounts, including surety
levels of $1 to $3 million and insurance of $5 to $10 million, or even more depending on
the facilities and the potential for liability.
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Recommendations:

In addition to reviewing its current insurance and bond requirements for adequacy, the
Division is considering the following actions:

Add a provision to new leases allowing CSLC staff to review and adjust
insurance and bond amounts at five-year lease anniversaries;

¯ Add a provision to new leases allowing CSLC staff to review and approve oil spill
contingency plans;

¯ Incorporate a provision that, whenever possible, old pipelines must be able to be
retrofitted, modified, or reconstructed to allow smart pigging; and,

Review and update all provisions of the lease (particularly those relating to oil
spill prevention and response and bond and insurance requirements) when any
discretionary approval of the Commission is required, such as with an
amendment or assignment of the lease.

Together with the other Divisions of the CSLC, LMD strives to stay abreast of
changes in the oil and gas industry. By continuously updating and adapting our lease
practices and provisions, both the Division and the Commission are better prepared to
respond to an oil or fuel spill and protect valuable public lands.
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D. Environmental Planning and Management Program (DEPM)

1. Overview

The Division of Environmental Planning and Management (DEPM) was
organized in 1975 to ensure Commission compliance with the provisions of the
California Environmental Quality Act (CEQA), and to provide analytical staff services
(policy and technical) to the members of the Commission, to its Executive Officer, and
to the line programs, including the Mineral Resources Management Division (MRMD),
Marine Facilities Division (MFD), and Land Management Division (LMD). With respect
to oil spill prevention and system safety, DEPM functions include the following:

¯ Ensure that potential environmental impacts associated with projects proposed
by applicants for leases from the Commission (e.g., oil and gas development
projects, marine oil terminals, rights-of-way that accommodate petroleum
pipelines on State lands under the Commission’s jurisdiction, and marine oil
terminal and oil pipeline abandonment projects) are reviewed and analyzed.
Specifically DEPM staff manages the preparation of Environmental Impact
Reports (EIRs) designed to provide current, accessible and accurate data related
to proposed projects that are critical to analyses of the potential environmental
quality, public health and safety, environmental justice, and other impacts.

¯ When significant impacts are identified, evaluate feasible project alternatives,
work with applicants to modify their project proposals and formulate mitigation
strategies to eliminate or reduce to the maximum extent feasible the intensity of
the impacts and focus on the protection of sensitive resources.

¯ Provide the public with the opportunity to participate effectively in all steps of the
environmental review process from notice about a pending project to the
identification of potential environmental impacts, project alternatives, and
mitigation measures.

¯ Coordinate with other state, federal, local, and regional agencies and the public
in the review of oil development and transportation projects that may affect State
lands. These entities include:

o California Coastal Commission;

o California Department of Fish and Game including its Office of Spill
Prevention and Response;

o California Natural Resources Agency;

o San Francisco Bay Conservation and Development Commission;

o State Water Resources Control Board and Regional Water Quality Control
Boards;

o Bureau of Ocean Energy Management, Regulation, and Enforcement
(formerly the Minerals Management Service);

o National Marine Fisheries Service;
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o U.S. Coast Guard;

o U.S. Environmental Protection Agency;

o U.S. Fish and Wildlife Service;

o City of Goleta;

o Santa Barbara County Energy Division;

o Ventura County Planning Division; and

o Local and regional Air Pollution Control Districts and Air Quality
Management Districts

¯ For projects approved by the Commission, conduct or oversee mitigation
monitoring activities to ensure that the mitigation measures and lease conditions
adopted by the Commission to mitigate the potential environmental impacts of an
approved project are implemented and effective.

2. Evaluation of Projects Involving Oil Development and/or Transportation

DEPM’s environmental scientists evaluate complex projects, such as offshore oil
and gas development proposals and marine oil terminals, to ensure compliance with
CEQA, the National Environmental Policy Act (NEPA) if applicable, and other federal
and state laws and regulations. For projects where the Commission is the designated
CEQA Lead Agency, DEPM staff manages consultants contracted to prepare
EIR’s/Environmental Impact Statements (EISs) and other environmental documents for
lease applications reviewed by the Commission, review the detailed and complex
materials provided for the EIRs/EISs, and oversee compliance with the terms of EIR
Mitigation Monitoring and Reporting Programs. While lease negotiations conducted by
CSLC staff entail only the lands for which Commission has jurisdiction, DEPM’s
environmental review is required by law to evaluate the whole of each project (e.g., the
full extent of a several-mile-long oil pipeline from shore to an offshore platform located
in federal waters).

Typically, DEPM staff determines that any project that may result in an oil spill
requires the preparation of an EIR, since the impacts of a spill would potentially be
significant and unmitigable. On behalf of the CSLC, specific tasks undertaken by DEPM
staff often include the following.

¯ Review project application materials, determine final acceptance of project
descriptions and data requirements, and determine the level/type of
environmental documentation needed.

Represent the CSLC on Joint Review Panels or similar interagency groups
created to fulfill the above functions in the preparation of EIR/EISs by the CSLC,
as a CEQA Lead Agency. (DEPM staff also participates in review panels
associated with CEQA documents prepared by other Lead Agencies, for which
the CSLC serves as a Responsible and/or Trustee Agency under CEQA.)

Prepare a Statement of Interest and select a consultant from the submittals.
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Prepare a Notice of Preparation (NOP) and hold a public scoping meeting.

Meet with the Applicant and public interest groups.

Prepare a public Draft EIR, and Final EIR. Develop significance criteria, analyze
potential environmental impacts, identify and analyze project alternatives, hold
additional public hearings, and prepare responses to comments.

Determine final acceptance of consultants’ materials, as modified by DEPM
staff’s environmental scientists, for compliance with applicable statutes and
regulations. Determine final acceptance of products for public hearings and the
Commission.

Prepare a staff report and agenda item for Commission hearings, with
recommended actions such as overriding considerations, findings, etc.

The CSLC is held accountable by the time frames mandated under CEQA and
the State Permit Streamlining Act. The outcome is the timely processing of a lease
application culminating in the consideration for approval by the Commissioners at a
public meeting whereby action will be taken on the applications.

The CSLC is currently the CEQA Lead Agency on six marine oil terminal lease
renewals and three proposed oil development projects, and DEPM staff are also
participating in the review of three other related projects where the local jurisdictions are
the CEQA Lead Agency (see list of projects below).

Where CSLC is the CEQA Lead Where CSLC is a Responsible or
Agency Trustee Agency

Oil and Gas ¯ Carone Petroleum Corporation - ¯ Venoco Line 96 Modification
Development Oil and Gas Lease Project [Santa Barbara County]
and/or ¯ Venoco Full Field Development ¯ Venoco Paredon Project [city of
Pipeline ¯ Venoco PRC-421 Carpinteria]
Projects Recommissioning Project ¯ Venoco Montalvo Wells

[Ventura County]
Marine ¯ Chevron El Segundo Marine
Terminal Terminal
Projects ¯ Chevron Long Wharf Marine

Terminal Mitigation Monitoring
¯ Nustar Selby Energy LP (Shore)

Marine Oil Terminal Lease
¯ Shell Martinez Marine Terminal
¯ Tesoro Avon & Amorco Wharfs
¯ Venoco EIIwood Marine Terminal

Mitigation Monitoring
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After the CSLC considers the application, and if the issuance of a lease or project
is approved, DEPM staff and its contractors continue to monitor the construction and
implementation of each approved project to ensure that all mitigation measures are
being met by the Applicant.

3. Examples of Oil Spill-Related Analyses and Mitigation Measures

EIRs prepared by DEPM include an analysis of Operational Safety/Risk of
Accidents for the project if applicable. For example, in the August 2010 public Draft EIR
for the proposed renewal of Chevron’s El Segundo Marine Oil Terminal lease, the
Project EIR "describes and assesses the system safety, reliability, and hazardous
materials associated with both current and proposed operations at the [Marine
Terminal]. System safety and reliability includes issues such as fires, explosions, and oil
and product spills from the Marine Terminal (both the onshore portion and the offshore
pipelines and berths) and from vessels that visit the Marine Terminal."

DEPM EIRs prepared for marine terminal lease renewals also:

Describe those aspects of the existing environment that may impact operational
safety (e.g., geology, seismicity, soil, wind, wave, and potential sea-level rise
conditions that directly or could potentially affect the structural integrity of the
terminal or the vessels that would use the terminal over the lease period), or that
may be affected by an accident associated with the operation of the project,
including transportation of crude oil and petroleum products to and from the
terminal.

¯ Summarize the existing vessel traffic levels and patterns and other marine
terminals within the project area.

Summarize the historical casualties involving tank vessels and marine terminals
within the area.

Describe measures in place to allow the safe movement of marine vessels within
the project area and to respond to emergency situations.

Apply modeling and present modeling results to estimate the potential effects
and extents (areas that could be impacted) of hypothetical oil spill scenarios.

¯ Summarize the laws and regulations that may affect the safety and potential risk
from the facility and its operation.

¯ Analyze the potential for impacts associated with the project and the project
alternatives, evaluate cumulative impacts from the proposed project and other
projects in the regions, and present appropriate mitigation.
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Approved mitigation can include both structural improvements and measures to
improve response planning and reduce event frequency and size. For example, in the
Chevron Long Wharf Marine Terminal lease renewal, which was approved by the
Commission in March 2007, the project EIR analyzed (among other potential impacts)
the potential for spills, and the response capability for containment of oil spills, from the
terminal during transfer operations. Mitigation measures approved by the Commission
for this potentially significant impact included the following:

O8-3b. Install tension-monitoring devices at Berth 1 to monitor mooring lines and
avoid excessive tension or slack conditions that could result in spills. An alarm
system (visual and sound) that incorporates communication to the control-
building operator shall also be a part of the system. In addition, if any vessel
drifts (surge or sway) more than 7 feet from its normal manifold or loading arm
position at any other terminal berth, Chevron shall install, within 6 months after
the incident, tension-monitoring devices at such berth.

O8-3c. Install Allision Avoidance System (AAS) at the terminal to prevent
damage to the pier and/or vessel during docking operations. Prior to
implementing this measure, Chevron shall consult with the San Francisco Bar
Pilots, the U.S Coast Guard, and the staff of the CSLC and provide information
that would allow the CSLC to determine, on the basis of such consultations and
information regarding the nature, extent and adequacy of the existing berthing
system, the most appropriate application and timing of an AAS at the Chevron
Long Wharf.

OS-4. Chevron shall confer with the California State Lands Commission (CSLC)
regarding Group V oil spill response technology including potential new response
equipment and techniques that may be applicable for use at the Long Wharf.
Chevron shall work with the CSLC in applying these new technologies, as agreed
upon, if recommended for this facility.

O8-6b. Chevron shall develop a set of procedures and conduct training and drills
for dealing with tank vessel fires and explosions for tankers berthed at the Long
Wharf. The procedures should include the steps to follow in the event of a tank
vessel fire and describe how Chevron and the vessel will coordinate activities.
The procedures shall also identify other capabilities that can be procured if
necessary in the event of a major incident. The procedures shall be submitted to
the U.S. Coast Guard and California State Lands Commission within 90 days of
lease renewal.

OS-Tb. Chevron shall respond to any spill from a vessel traveling to or from the
wharf, moored at its wharf, related in any way to the wharf, or carrying cargo
owned by Chevron, as if it were its own, without assuming liability, until such time
as the vessel’s response organization can take over management of the
response actions in a coordinated manner.
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In many cases, the MOTEMS implemented by the MFD have established
requirements for preventative maintenance that include periodic inspection of all
components related to transfer operations. Chevron is required to comply with those
requirements. For potential impacts not addressed by the MOTEMS, the above
measures help to reduce the potential for spills and their associated impacts. However,
even after implementation of all mitigation measures, the EIR concluded that the
impacts associated with the consequences of larger spills, greater than 50 barrels would
remain significant.

Other EIRs with oil spill prevention and response components that were recently
approved by the Commission or that are currently being prepared or reviewed by DEPM
staff include the following.

On June 1,2009, the Commission approved the renewal of an existing lease for
Venoco’s Ellwood Marine Terminal, which is located in Santa Barbara County.
At the time of the lease renewal, the barging operation transported produced oil
in a single-hulled barge. As an example of reducing the risk of an oil spill, a
mitigation measure was incorporated in the EIR and approved by the
Commission that requires Venoco to replace the single-hulled barge with a
double-hulled barge within 18 months of lease renewal to lessen the risk of an oil
spill from potential hull penetration. A double-hulled barge (Olympic Spirit) is
currently being approved for use at the marine terminal.

The Venoco Line 96 Modification Project, which is a new, proposed onshore oil
pipeline in Santa Barbara County, if approved and operational, would eliminate
the barging operations at the Venoco EIIwood Marine Terminal. Replacing the
Venoco EIIwood Marine Terminal with an onshore oil pipeline would greatly
reduce any oil spill impacts to the marine environment since barging the oil will
be eliminated. CSLC staff is working with Santa Barbara County to help this
project get approved and constructed and work with the County during the
decommissioning phase of the marine terminal.

Together with the other CSLC Divisions and in coordination with other agency
partners, DEPM strives to (1) include in its CEQA documents all applicable, feasible
measures to prevent oil spills from occurring or to mitigate potential oil spill impacts to
the maximum extent feasible and (2) ensure that all applicant-proposed measures and
CEQA-required Mitigation Measures are implemented for any and all approved projects.
EIRs prepared by DEPM staff in the future will also continue to provide modeled results
of worst-case oil spills and will briefly address the use of dispersants, dispersant use
protocols, and potential impacts in the marine environment.

43



Challenges

As can be seen from the varied and great array of work done by staff, the
complexity of facilities and advances in technology, and the unique expertise required
for the agency, the ability to hire, train, and keep knowledgeable and experienced staff
is paramount to the staff’s effectiveness. Loss of staff through attrition (to higher paying
industry positions) and rapidly increasing retirements has left a stratified workforce and
increasing vacancy and loss of institutional knowledge. Recent budget crises and news
accounts regarding the state work force (furloughs, lay-offs, and pay reductions) has not
helped the situation either. The ability to successfully address the challenges described
below, regarding staffing, hiring, retention, and training, will determine whether the
Commission’s oil spill prevention programs can maintain the high standards reflected in
this report.

A. Staffing

1. MRMD Inspection Program Structure and Staffing

The structure and staffing needs of the MRMD’s Inspection Program require
upgrading to address the changes in complexity and technological make up of
the operating systems on offshore platforms in State waters.

The upgrades required are largely in the organizational structure of the program.
A new hierarchy of skills and responsibilities will need to be created that can
provide a full range of platform oversight functions and capabilities that will allow
the MRMD to more effectively analyze inspection data, evaluate system
performance and reliability, perform equipment and system function trends, and
better assess and help predict failure occurrences.

Specifically, the Inspection organizational structure needs to add skilled staff to
perform these analyses. Specialist skilled in equipment design, function, and
data analysis are needed to fill the gap that presently exists in the organization
between inspector and supervisor.

Adding a Specialist position to the program will require reclassifying the Inspector
series. Efforts in this area have been attempted in the past, with no success
because of recurring State budget crises.

The MRMD has long recognized the importance and need to upgrade the
Inspector program since its early formation as a surveillance and recording
function. Data and information taken from the inspection process, however,
could not be fully evaluated into the most meaningful form, so the benefits of the
inspection were only partially realized.
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With a restructuring and reclassification of the Inspection position series,
upgrades in salary will also be required. Recruiting individuals with the skills
capable of assessing and evaluating the myriad of complex data requires
competing with private industry. The private sector is the only source of qualified
individuals for this type of work. They are highly paid, and in great demand. At
our present Inspector series salary levels, we are unable to attract these people.
Even hiring qualified Inspectors to fill vacancies in those ranks is very difficult
because of the great discrepancy in salaries for those skills. A salary survey
conducted a few years ago demonstrated that salaries lagged those in equivalent
positions in other government agencies and private industry by as much as 30%.
As our Inspector ranks become depleted through attrition or movement to the
private sector, the ability to replace them will become extremely difficult, to the
point that the program capabilities and objectives will be threatened.

This situation is a very high priority need for the MRMD, and one that will be
effectively resolved with the full support of agency and Commission
management.

2. MFD Staffing

Additional staffing is needed to accommodate an increased scope of oversight
for marine terminal operations and engineering. These include:

ao Two Engineering Inspector positions to monitor and enforce
compliance of all State marine terminals with the Marine Oil
Terminal Engineering and Maintenance Standards (MOTEMS). In
addition to monitoring MOTEMS-driven construction projects, staff
must continue to track and assess MOTEMS audits, to be
conducted every three to six years. Post-event inspections must be
conducted after significant, potentially damage-causing events such
as earthquakes, storms, vessel impact, etc.

Three Specialists to establish and carry out Safety Systems Audits
at marine terminals. The operations at these marine terminals are
physically complex, and include a significant number of human
interactions. Staff should review closely how marine terminal
owners and managers are performing in identifying systemic risks
based on properly conducted risk assessments. This will provide a
basis for determining the adequacy of the risk control measures
employed at State marine terminals
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B. Hiring & Retention

Salary compaction and pay parity deficiencies have led to severe difficulties in
hiring and retaining qualified individuals to fill vacancies in all the varied and multi-
disciplinary sections of the Commission. Fewer and fewer of the applicants are found to
meet the minimum qualifications for the positions. Even when found, successful
applicants have declined job offers due to insufficient salary and we have lost
employees accepting industry jobs offering higher salaries.

The challenges experienced in the Inspector series discussed above have also
been experienced in the engineering ranks. Salary compaction disparities have resulted
in engineering supervisors receiving less salary than the engineers they supervise. The
examination process produces few qualified applicants from outside the agency, and
few successful applicants accept job offers, due to better pay opportunities elsewhere.
As in the inspector ranks, several employees have left the Division to accept jobs
offering better pay in private industry.

Hiring and retention challenges have been aggravated in the last few years by a
wave of retirements. Replacement of these positions has come largely from within.
Besides the loss of talent, expertise, and institutional knowledge of division history and
involvement in operator projects, replacement of these positions by promotion from
within has reduced the depth of our resources. Additionally, stratification of
Commission personnel and experience, and more near term retirements of
management, will inevitably reduce the institutional knowledge and training. While the
Division actively pursues qualified candidates to fill technical position vacancies to
maintain the skill levels and expertise required by those positions, and to allow for
senior staff to pass on institutional knowledge, this situation seriously jeopardizes the
ability of the Commission to maintain an active and critical role in all of the programs
discussed in this overview.

C. Training

Successful conduct of the above programs requires expertise in a variety of
specialty disciplines, as well as experience and training in oilfield drilling, production,
offshore construction, and facility inspection procedures. Maintaining currency with new
developments in these specialty disciplines requires continuing education, which is
provided through industry training courses and professional society conferences and
workshops, many of which are outside the State. Training budget limitations and
limitations on the number of out-of-state trips present severe obstacles to providing staff
adequate opportunity to receive the information necessary to stay abreast of current
technology and developments. In addition, retirements and consequent replacements
increase the amount of training required for new staff to perform their duties.
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D. Funding (OSPR)

The Oil Spill Prevention and Response Act (Act) provided for the collection of a
fee sufficient to carry out the purposes of the Act. The fee is imposed on owners of
petroleum received at marine terminals from outside the state. Additionally, an operator
of a pipeline pays the fee for each barrel of crude oil originating from a production
facility in marine waters and transported via pipeline operating across, under, or through
the state marine waters. These fees constitute the Oil Spill Prevention and
Administration Fund (OSPAF). Currently the Board of Equalization is collecting $0.05
per barrel. The fund is administered by the Administrator of the Office of Spill
Prevention and Response (OSPR).

In FY 2010/2011, CSLC is budgeted for more than $11 million of the more than
$39 million available for appropriation. The OSPAF makes up 39% of the CSLC
budget. Each year the legislature appropriates funds for agencies to carry out the
mandates of the Act. Although the OSPAF has carried over a positive balance in past
years, recent OSPR projections show a deficit of over $3 million at the end of FY
2011/2012 if additional funding is not identified. Action, such as raising the per barrel
fee, will be necessary to avoid a deficit. Failure to act will likely result in reductions to
both CSLC and DFG’s programs.
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Recommendations

o

Bonding. Add a provision to new leases allowing CSLC staff to review and adjust
insurance and bond amounts every five to ten years. Consider legislation to
mandate adequate bonding provisions for oil and gas marine facilities in order to
cover all the terms of the lease, including final abandonment. This is required
because an inadequate abandonment, or non-abandonment, by insolvent
companies would not ensure that a lease be left in a safe and pollution free
condition.

Enforcement (Cease & Desist Authority). Renew the effort from 2000 for
legislation to give the Commission cease and desist authority over operations in
state waters (add to Oil Spill Act?)

Traininq in Well Control. Redefine the requirement that our lessees provide, or
ensure that, every drilling crew, operator personnel, and contractors have
adequate training in well control and be "certified" by participation in a minimum
3-day course on well control every 4 years, and require a one-day refresher
course every year (that includes review of well control equipment, its use in well
control situations, and a kick control simulation (using a computer or test well).

Mitigating Loss of Technical Expertise and Institutional Knowledge.. Meet the
challenges required to maintain the knowledge and experience by hiring
technical persons having drilling and geological expertise, and expedite cross-
training efforts of existing staff in all disciplines with direction and mentoring by
senior staff within 3-5 years of leaving state service.

Update MRMD Drillinq & Production Requlations. Update current regulations,
and re-adopt all other Commission regulations pursuant to PRC §8755, for oil
and gas drilling and production on state lands. As detailed within this report, staff
is currently completing an update of the Commission’s oil and gas drilling and
production regulations, including a new Article specifically addressing our facility
safety audit program, and plans to move those through the Office of
Administrative Law (OAL) process in the near future.

Resubmit Reclassification of the Mineral Resources Inspector Series to include
the Inspector Specialist position and adjust the pay scale by January 1,2011, to
create a modern fully functional inspection program structure.

Increase Marine Facilities Division staff to accommodate an increased scope of
oversight for marine terminal operations and engineering by requesting additional
staff through the budget process.

Support le.qislation to increase the Oil Spill Prevention and Administration Fund
per barrel fee to provide additional funding for the State’s oil spill prevention
programs.
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Senator Graham, Mr. Reilly and Members of the Commission:

Thank you for the opportunity to present testimony today on the matter of offshore drilling and
the importance of domestic energy production to our nation. By way of introduction, the
Institute for Energy Research (IER) is a not-for-profit organization that conducts intensive
research and analysis on the functions, operations, and government regulation of global energy
markets. IER is a public foundation under Section 501 (c)(3) of the Internal Revenue Code and is
funded entirely by tax deductible contributions.

We at IER are extremely concerned that in the wake of the BP Deepwater Horizon Oil Spill, the
government seems poised to take actions which will only result in the furthering of the failed
energy policy that has characterized the United States approach for nearly four decades, resulting
in less energy at higher prices, fewer jobs, more imports and the loss of the United States’
position as the world leader in oil and gas technology. We wish you luck in sifting through the
myriad policies in place that affect the balance of interests in the offshore energy production
discussion and urge you to look deeper to gain a better understanding than is generally presented
in the public debate.

To place our energy policy failure in perspective, it is important to establish some irrefutable
baseline data concerning what has really been happening with the lands that belong to those
whose lives and livelihoods depend upon the energy those lands hold. The failed energy policy
of which I speak is the government’s increasing unwillingness to allow access to America’s
enormous energy resources.

Of the nation’s 1.76 billion acres of outer continental shelf lands, the government has only 3% of
the area leased; 97% of these taxpayer owned resources lie fallow. Most Americans who worry
about paying their heating bills or buying gasoline for their cars would probably be surprised to
learn that their government’s answer to our national energy problem has been the "3% solution."
That 3% includes the leased acreage in the Gulf of Mexico, which, as you know, is under a
Secretarial moratorium for exploration conducted from floating rigs in deeper water, as well as
what amounts to a de facto permitting moratorium in the shallower waters (including the
exploration which has been suspended in Alaska’s waters).

1100 H Street NW ¯ Suite 400 ¯ Washington, DC 20005 ¯ Phone 202.621.2950 ¯ Fax 202.637.2420
www.instituteforenergyresearch.org



This is directly contrary to some of the rhetoric that surrounds government leasing decisions,
especially by Interior Secretary Salazar. For example, in January of 2010, the JVe~l’ I1ork Times
reported that the Secretary said:

The previous administration’s ’anywhere, anyhow’ policy on oil and gas development ran
afoul of communities, carved up the landscape and fueled costly conflicts that created
uncertainty for investors and industry," said Mr. Salazar, a former senator from Colorado.
We need a fresh look -- from inside the federal government and from outside -- at how
we can better manage Americans’ energy resources.

We at IER were surprised that the Secretary would contend that leasing took place "anywhere,
anyhow" on the public lands under the previous Administration, as the Bush Administration
leased significantly less lands and waters for energy than the Clinton Administration before it.
As you can see by the attached table from the Congressional Research Service (original
appended to testimony), since the implementation of the Outer Continental Shelf Lands Leasing
Act of 1978, the offer to lease lands for energy both offshore and onshore has fallen dramatically
through successive Administrations. This has coincided with a steep drop in energy production
and a corresponding steep increase in oil imports.

Table 1. Federal Land Offered for Lease by Administration
1969-2008
Administration          Offshore Acreage Onshore Acreage Total Acreage
Nixon/Ford (1969-1976) 18,645,676 n/a (see note below) n/a
Carter (1977-1980) 1 10,959,513 n/a n/a
Reagan (1981-1988) 652,490,269 n/a n/a
Bush (1989-1992) 2 259,554,410 36,651,813 296,206,223
Clinton (1993-2000) 420,277,357 46,427,365 3 466,704,722
Bush (2001-2008) 403,953,986 31,488,455 435,442,441

At IER, we believe that if the Secretary of Interior- the manager of our nation’s 2.4 billion acre
federal energy mineral estate - is so uninfonmed about his own Department’s record that he
would conclude that leasing was increasing when it was actually decreasing, his involvement in
decision making about energy leasing requires serious review. That is why we welcome the
opportunity your service on the Commission affords you to set the record straight, particularly as
it pertains to the fundamentals and history of leasing policies in the United States.

We also believe that the public has been misled into believing that the United States does not
hold sufficient energy resources to supply our needs. For example, the JVew )’ork Times reported
that President Obama said "We consume more than 20 percent of the world’s oil, but have less
than 2 percent of the world’s oil reserves" despite a ~ by the Congressional Research

~ OCSLA was passed under President Carter, implementation began under President Reagan
2 President George HW Bush served a 4 year term

a Onshore leasing acreage offered under President Bill Clinton was fully 50% more than under President George W.
Bush



Service in 2009 that found the US has eight times as much recoverable oil as the 2 percent
counted by the president~ven without the inclusion of the largest-in-the-world oil shale
deposits in the United States (relevant graph appended). The report concluded that the United
States’ actual fossil fuel endowment rivals that of any nation in the world, but for the
government policies that preclude the production and use of this resource.

OCS Moratorium

IER believes that the moratorium imposed by Secretary Salazar was ill-considered, counter-
productive and should be immediately repealed. From the beginning, when the engineers and
experts empowered to review offshore drilling by the Secretary publicly disagreed with the last
minute inclusion of a moratorium in their report, it was apparent that the "heat of the political
moment" seemed to outweigh all the expert advice concerning the ban on exploration in the Gulf
(which was extended to Alaska). This was confirmed by Federal Judge Martin Feldman, who in
his decision immediately prohibiting the government from enforcing the moratorium, said, "The
blanket moratorium, with no parameters, seems to assume that because one rig failed and
although no one yet fully knows why, all companies and rigs drilling new wells over 500 feet
also universally present an imminent danger."

It is becoming clear that despite the judge’s ruling and the upholding of that decision by the
Appeals Cou1% Secretary Salazar continues to pursue a political, rather than properly legal,
approach to the matter of the moratorium. His imposition of a separate but equally damaging
moratorium to skirt federal law continues to reverberate thi’oughout the region, denying working
men and women the jobs they so desperately want and need at a time of record national
joblessness. The disclosure in the l,~lll S1reet .]Om’~al that the Secretm2¢ chose a moratorium
over other options recommended to him by his Department in full knowledge that it could cost
23,000 jobs only adds to the body of evidence that suggests that stopping energy exploration
offshore became Secretary Salazar’s Raison d’etre in the wake of the understandable public
concern during the spill.

However, even the Department seems to have understated the potential impacts the moratorium
has had on the people and businesses of the region who supply almost 1/3 of our domestic
production of oil. According to the Louisiana Mid-Continent Oil and Gas Association, almost
80% of the oil produced in the Gulf comes from wells in the deeper waters. They estimate that
the costs of the exploration suspension range from between $8.25 million and $16.5 million per
day in rig costs, $1 million per day in costs for support boats and $165 to $330 million per month
in lost wages for all 33 deepwater rigs.

We at IER believe the Secretary has a higher duty than politics, including ensuring that his
actions do worsen the lives of those residents of the Gulf region already facing difficult times as
a result of the oil spill. As has been reported, Louisiana Governor Bobby Jindal and others have
stipulated that the ongoing economic devastation of the spill may be surpassed by the impacts of
the moratorium and the slowed permitting for activities relating to offshore development in the
Gulf.



The Secretary also has a responsibility to foster our national energy security. To date, his
performance in that venue has been seriously deficient. While we do not know, it is easy to
surmise that the foundation of his deficiency in this area stems in part from his gross
misunderstanding of the state of our nation’s leasing and energy production history, as
previously discussed.

We would hope that the Commission would review not only the moratorium on activities in the
Gulf and Alaska, but also the history of permitting that has taken place in the shallower waters
since the spill. In addition to those rigs idled because of the moratorium and all the appurtenant
jobs directly and indirectly affected, those who operate in the shallower waters have also been
severely impacted because the pace of drilling permits has been significantly slowed. As of
August 18, 30% of the jackup rigs in the shallow waters have been idled and the operators have
estimated that if no new permits are offered by the end of September, 63% of the rigs will be
idled.

This de facto moratorium is especially worrisome because the record of drilling in the shallower
waters of the Gulf of Mexico is extraordinary. For example, since 1949, 46,011 wells have been
drilled in waters less than 1,000 feet in depth; during the last 15 years, 1,070 wells have been
drilled. Clearly, the experts, engineers and men and women of the Gulf know, how to drill wells
in shallow waters with little or no impact to the marine environment. In fact, in the last 15 years,
a mere 15 barrels of oil have spilled in those areas.

Given that record, there is no apparent reason for the slowdown in the processing of permits in
the shallow waters. We are very concerned that this de facto moratorium raises the likelihood
that even if the moratorium for the deeper waters was lifted, the Department of Interior and other
agencies could effectively stop activity in those waters, as well. The blueprint has already been
tested for this evasive tactic in the shallower waters.

In closing, we hope the Commission will look deeply into the US record of leasing and energy
production, bearing in mind that energy is, quite literally, "the capacity to do work." Our nation
needs more work. It needs more affordable energy to do that work. Please do what is in your
power to free Americans to produce the energy that we have in abundance, but that is not
produced due to a failed national energy policy that seems focused on politics, not producing
energy. Thank you.

Attachments:
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MEMORANDUM

To: House Committee on Natural Resources

From: Marc Humphries

Subject: Federal Lands Offered for Lease Since 1969 by Administration

January l4,2009

This memorandum is in response to your request for information on the amount of federal lands offered
for lease by various Administrations (President Richard Nixon through President George W. Bush). The
table below provides offshore and onshore data by Administration. The Bureau of Land Management
(BLM) does not have data for onshore acreage offered for lease prior to 1988, according to BLM Mineral
Leasing Specialist Gregory Shoop.

I hope this information meets your needs. If you have any further questions, please give me a call at
extension 7-7264.

Table 1. Federal Land Offered for Lease by Administration
1969-2008

Administration Offshore Acreage Onshore Acreage Total Acreage

Nixon/Ford (1969- n/a (see note
1976) 18,645,676 below) n/a

Carter (1977-1980)
10,959,513 n/a n/a

Reagan (1981-
1988)                  652,490,269                n/a                       n/a

Bush (1989-
1992)                 259,554,410               36,651,813                296,206,223

Clinton (1993-
2000)                   420,277,357                46,427,365                 466,704,722

Bush (2001-
2008)                  403,953,986                31,488,455                 435,442,441

Source: Minerals Management Service(offshore data). Bureau of Land Management (onshore data)

Note: n/a - not available

Congressional Research Service 7-5700 www. crs.gov
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