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J. Robinson West, Founder, President and CEO of PFC Energy

My name is Robin West. I am founder, President and CEO of PFC Energy, which advises many of the

world’s leading oil and gas companies, producing governments and financial institutions on oil industry

strategies and markets, energy politics and economics and market structure and dynamics. Our clients

include most of the leading companies in the industry. We have been retained by BP on certain matters

relating to the Macondo spill, and cannot comment on it.

From 1981 to 1983, I served as Assistant Secretary of the Interior for Policy, Budget and Administration

with responsibility for US offshore oil policy. In this capacity, I initiated the five-year Outer Continental Shelf

Leasing Schedule and managed the $14 billion-per-year OCS policy, the largest non-financial auction in

the world at that time.

During my time at Interior, the offshore leasing program was surrounded by bitter controversy. I was

confronted by what John Gardner referred to as "unloving critics" and "uncritical lovers." The uncritical

lovers urged us to open all federal waters to leasing and virtually give the leases to the industry with little

or no regulation. That struck me then, and strikes me now, as a very bad, as well as illegal, idea.

Likewise, the unloving critics demanded that we prove a negative, that there was no risk of any possible

damage from offshore oil and gas operations. The only way to satisfy them would have been to shut the

program down. That, too, struck me as a really bad idea. The challenge, then as now, was to find

constructive compromises.

All national governments, including the US, have a responsibility to view their offshore hydrocarbon

resources in a number of different ways, which requires compromise. They must consider:

¯ The amount of oil and gas they can produce and provide for the nation’s energy security;
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¯ The terms under which they can open up these resources; how to decide which companies can

participate, based on nationality, technical capability or other criteria;

¯ The potential revenues to the state from lease bonuses, royalties, taxes and production sharing;

¯ Appropriate safety and operating standards, including worker and environmental safety;

¯ Last, but by no means least, the employment and economic development impacts for the

domestic economy.

Many fail to appreciate the scale of this industry in the US. It is not just a Gulf Coast industry. Millions of

high-paying, export-generating jobs are at stake. One small example is the helicopter industry. The

offshore oil and gas industry is the largest user of medium and heavy helicopters after the Pentagon1.

These helicopters are not built in Louisiana or Mississippi, but in states such as Pennsylvania and

Connecticut. There are hundreds of such examples. In total, the U.S. oil and natural gas industry is

estimated to provide, directly and indirectly, 9.2 million full-time and part-time jobs, or 5.2% of the nation’s

total employment2.

I should note that several of our international government clients are extremely interested in using their oil

and gas industries to create these kinds of high quality jobs. At present, given the size and technological

leadership of the US industry, it is very difficult for these other countries to compete.

Every country, faced with these policy decisions, decides in favor of developing its offshore resources.

The net benefits to the country are simply too large to be discounted. This is true even in countries we

think of as having higher levels of environmental awareness, and being less "pro-business," than the

United States. For instance, Denmark, famous for bicycles and windmills, produces the equivalent of

127% of its domestic energy needs by aggressively developing offshore oil and gas3. Brazil, a country

with a reputation for running on hydroelectric power and sugar cane ethanol, produces offshore the

equivalent of 45%4 of its domestic energy needs and is planning dramatic increases in oil production from

i PFC Energy estimates that 22% of the over 4,800 civilian heficopters with maximum take-off weight above 7,000
Ibs is used in the oil and gas industry
2 PriceWaterhouseCoopers: The Economic Impacts of the Oil and Natural Gas Industry on the U.S. Economy:

Employment, Labor Income and Value Added. American Petroleum Institute, 2009

3 In 2009, Denmark produced 12.9 milfion tonnes of oil and 7.6 million tonnes equivalent of gas, for a combined 20.5
million tonnes of oil equivalent, compared with total domestic consumption of all types of energy of 16.1 million
tonnes of oil equivalent (Data source." BP Statistical Review of World Energy, June 2010)

4 In 2009, Brazil produced approximately 88.2 tonnes of oil and 13.6 tonnes of oil equivalent of gas offshore,
compared with 225. 7 mm tonnes of oil equivalent primary energy demand (Data sources: PFC Energy, National
Petroleum Agency (ANP), BP Statistical Review of World Energy, June 2010)
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the deepwater. In most cases, offshore oil and gas producers operate in close proximity to shore as well

as in active fishing grounds.

Before the spill, the US offshore industry had an exemplary safety record. Between 1971 and 2010, a

total of 24.7 billion barrels of oil were produced from US waters. Over the same period, oil spills as a

result of blowouts were 1,715 barrels. This was an average of 44 barrels per year, or one out of every 14

million barrels produced5. Most oil spills in US and global waters came from accidents involving tankers,

pipelines and loading facilities.

I often say that the complexity, scale and technical challenges of deepwater E&P are comparable to

landing a person on the moon. You might say the challenge is even greater, since a human can walk on

the moon, but not in 5,000’ of water. Yet neither our offshore regulations nor our technology for containing

and cleaning up after accidents have kept pace with our ability to find and produce oil and gas. We have

gone from exploring in water depths of 1,500 feet in the 1980s to over 5,000 feet in 2010. Remember,

too, that drilling may go an additional 15,000 to 20,000 feet below the mudline. It is an extraordinary

accomplishment, requiring some of the largest commitments of capital and technology of any industry on

earth. Each well, let alone the industry as a whole, is a massive undertaking. Clearly, containment and

cleanup technologies did not keep up. The industry did not invest in them because they were not

commercial. And government did not sufficiently imagine the potential risks to make the necessary

investment or require industry to invest. The Macondo blowout has been a significant and expensive

learning experience that has forced government and the industry to begin to improve and expand our

containment and spill response capabilities.

At the present stage of our development, the deepwater Gulf holds the largest and most productive oil

resources in the US. We produce about 1.8 million barrels of oil each day from federal and state waters in

the Gulf of Mexico, about 30% of our domestic production. In comparison, we import an average of about

one million barrels a day from Saudi Arabia. In fact, we produce more oil in the Gulf of Mexico than we

import from all Persian Gulf sources combined6.

In the short term, every barrel of oil we do not produce domestically must be imported. This usually

means bringing it by tanker, with the attendant risks. And it is quite likely that the marginal barrel would be

produced offshore in a country like Mexico, Brazil, Nigeria or Angola.

5 PFC Energy analysis based on data published by US Dept of Interior Bureau of Ocean Energy Management,
Regulation and Enforcement at http ://www.boemre..qov/incidents/spills 1996-2011. htm
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To me, the economic, political and moral conclusion for public policy is that we must use the resources of

the Gulf of Mexico, and use them responsibly. This means that the extreme caution, risk-avoidance

course of stopping deep offshore E&P in the Gulf is not an option. US public opinion agrees7.

On the other hand, the Macondo incident showed that our existing level of carefulness--as embodied in

our laws, regulation, practices and enforcement--is not good enough. A repeat of the incident is

unacceptable. Never again can we allow such a powerful blowout from such a large field to run for so

long. We must improve our technology and systems for preventing accidents, containing them, and

cleaning up after them.

I have specifically been asked to comment on the comparison between US and international regulatory
regimes.

The history of global offshore regulation is punctuated by tragic accidents that are beyond the prior

imagining of the industry and its regulators. Each is followed by a commission of inquiry and a report.

Then governments and the industry introduce better rules and practices that are informed by the accident.

The Macondo blowout has been history’s largest such event in terms of the volume of oil spilled, the level

of media attention, the scale of the cleanup effort, and the financial responsibility assumed by the

operating company. Rut it is not the first tragic offshore incident. The North Sea experienced three
defining events. After the Ekofisk Bravo blowout in 1977,’ the first in the North Sea, blowout preventers

were mandated on all wells. In 1980, a fire on the Alexander Keilland accommodation unit in the

Norwegian sector killed 123 people. In 1988 the Piper Alpha production platform explosion in the UK

sector killed 167 people and triggered what were, until now, record insurance claims.

In Canada, the 1982 Ocean Ranger accident caused 84 deaths. Eleven people died when Brazil’s P-36

platform in the Roncador field exploded in 2001. Most recently, in 2009, after a blowout on the Montara

platform in Australia’s Timor Sea it took five tries over more than 70 days to kill the well and end the spill8.

After these disasters, no country chose to stop offshore activity, and neither should the US. Just last

~ Source: PFC Energy based on data published by the US Energy Information Administration
z For instance, 48% of respondents to the AP-GfK Roper poll conducted August 11-16, 2010 favored increasing
drilling for oil and gas in coastal areas around the United States (36% opposed increasing drilling). Source:
http ://www.pollin~treport. com/ene~qy, htm
~ The commission of inquiry’s report on this event has been written, but still not released.
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week, for instance, a Canadian Senate committee concluded there is no cause to halt offshore drilling in

Canada9.

I believe the fundamental challenge all regulators face is the potential mismatch between very dynamic

business processes and static regulatory systems. In every business there is a tradeoff between

production and safety. The offshore industry progresses, and meets the growing global demand for oil, by

constantly advancing the barriers of what is possible and safe. A static regulatory system cannot keep up

in this dynamic environment.

Static, prescriptive regulations result in static, prescriptive safety practices. What we need in safety is the

same dynamic paradigm the best companies use to ensure quality. Some key features of this are:

1. Everyone is responsible for safe operations;

2. Safety is cultural, a way of thinking though and anticipating potential problems that affect all

activities;

3. Safety is about active performance, rather than defensive compliance;

4. Responsibility lies with the operators and their contractors and suppliers; regulators supervise and

audit rather than inspect and approve~;

5. The goal is not "good enough," but zero failures: no accidents, no fatalities, no spills;

6. Safety encompasses not only personal safety, but safety of the entire process, including

environmental safety;

7. We design, implement and audit performance mana.qement systems, rather than rules;

8. There is active collaboration, trust and sharinq between operators, contractors, employees and

regulators;

9. We see mistakes and near-misses as opportunities to learn, rather than occasions to finger the

guilty or, even worse, cover up systemic weaknesses;

10. We have greater transparency between different operators, contractors and regulators to

accelerate that kind of learning;

11. Organizational structures and motivation/compensation systems promote safety, rather than

undermining it;

9 Standing Senate Committee on Energy, the Environment and Natural Resources: Facts do not Justify Banning

Canada’s Current Offshore Drilling Operations: A Senate Review in the Wake of BP’s Deepwater Horizon Incident,
August 2010. www.parl..qc.ca/40/3/parlbus/commbus/senate/com-e/en~q-e/rep-e/repO8aug lO-e.pd_f

lo The Norwegian Petroleum Directorate replaced the term "inspection" with "supervision" and issues "consents"
rather than "approvals." http..//www.pti~.n~/news/fr~m-prescripti~n-t~-perf~rmance-in-petr~eum-supervisi~n-
article6696- 79. html
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12. We have seamless, unified systems that cover operators and contractors, not marine systems for

rigs and boats and different ones for platforms, and not patchworks of federal and state or

regional rules that can be played off against one another;

13. Regulations are not fixed directives, but approaches that flexibly accommodate changing

situations;

14. A process of continuous improvement and adiustment addresses new risks, which will always

arise from new technology, and from adapting older installations to do things that were not

imagined when they were first designed.

I am not advocating "self-regulation." Making operators actively responsible under the vigilant supervision

of a well designed and well resourced regulatory system is not the same thing as "just letting the industry

regulate itself." It requires competent and timely supervision by regulators who understand the risks of the

operations and can properly evaluate the mitigations the operators propose.

You have received a copy of a PFC Energy report that describes the offshore safety regulatory systems in

12 foreign countries. The differences in systems arise from different goals and constraints. How

"efficient" do countries want to be? How capable are the regulators? How much political capacity do they

have to write regulations, implement regulations, and enforce regulations? How independent do they want

to be of the oil industry? Faced with these questions, different countries’ systems essentially fall into three

groups: (1) prescriptive (which is how we would categorize the current US system), (2) self-regulation, in

which companies largely regulate themselves, usually due to the host country’s low political capacity, for

instance in Angola, and (3) approaches based on the "safety case," which was first introduced in the UK

and is how we would categorize the regulations in Norway, Australia and Canada.

I would

1.

2.

like to focus my remarks on the United Kingdom. I choose the UK for a number of reasons:

The UK North Sea is a major offshore province of critical importance to that nation’s economy;

The UK used to have a primarily prescriptive system like ours, but 20 years ago in response to the

Piper Alpha accident radically transformed it to incorporate the kinds of principles I have laid out;

The British system appears to have been successful in controlling major offshore accident risks;

and

The UK system is widely admired and many countries model their regulatory approach on it.

Some history: before the Piper Alpha accident, as described in one academic paper:

...the approach of[the] government agencies was to micromanage the specifics of design and
procedures, removing, in effect, the responsibility for the resulting degree of safety from the
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operating oil companies as long as they compiled with government specifications. This poficy
simplified the task of the offshore operators who simply had to show that they satisfied the
requirements. Everything being permitted unless explicitly forbidden, the emphasis was not on
the actual level of safety achieved but on satisfying regulations without seriously considering the
resulting risk. These regulations were often incomplete because the regulator cannot always
keep up with developments and expansions in the production area. Therefore, this process
could even stifle safety innovation itseff11.

After Lord Cullen’s public inquiry into the 1988 Piper Alpha disaster, the UK introduced the Offshore
Installations (Safety Case) Regulations. Before beginning operations on a project, and every five years
thereafter, UK offshore operators must file a comprehensive "Safety Case" with HSE~2. The Safety Case
must demonstrate that the operator has anticipated every hazard that could potentially lead to a severe
accident and have developed management systems and emergency responses to address them. It must
address the role of contractors and sub-contractors and consider how to keep accidents from escalating if
the management systems do not work.

I urge you to look seriously at this approach and consider what our regulatory system can learn from it. It
is a rigorous, but not adversarial, system under which the industry, government and other stakeholders
have all worked successfully for close to twenty years.

it is also essential that our government invest in people of the highest quality to oversee this industry.
Least cost bureaucratic responses would be a false economy.

Having a more effective regulatory system will reduce the risk of a major accident. But we must also plan
for the worst, which means reducing the impact of any accident that could still occur. Macondo has taught
us that we are not prepared to accept a "worst case" accident in which tens of thousands of barrels of oil
flow each day into waters that are sensitive ecosystems, and crucial for fishing and tourism.

We must upgrade our capacity for subsea capping, containment and cleanup. This means our ~
capacity, not just our laws and regulations. As part of its responsibility to manage our offshore resources,
the federal government must ensure that we have the necessary technology to cap subsea wells quickly,
contain any oil that is spilled, and clean up contaminated water and land. The cost of building and
operating the necessary standby equipment should be borne by the industry, which means ultimately by
the consumer. In short, we must build the cost of ecological insurance into the cost of the oil we produce
offshore.

I believe we already have the makings of a response system that will dramatically reduce the risks
associated with offshore operations. The Macondo spill has triggered extraordinary cooperation between
different operators, service companies and government agencies. They have learned a great deal. We
can build on this experience to create the technology and response systems we need. A number of the

~1 Pat#-Comell, M. Elisabeth: Learning from the Piper AIpha Accident: A Postmortem Analysis of Technical and
Organizational Factors. In Risk Analysis, VoL 13, No. 2, 1993
12 The Health and Safety Executive is an independent regulator whose mission is "the prevention of death, injury and
ill health to those at work and those affected by work activities"

Strategic Advisors in Global Energy
Bahrain. Beijing. Houston. Kuala Lurnpur. Lausanne. Pads. Washington DO



Page8

largest operators have already announced a $1 billion plus Marine Well Containment System joint venture
that will build a standby system of vessels, pipes and equipment that can be deployed within 24 hours at
water depths of up to 10,000 feet.

Thanks to what government and industry have learned in responding to the Macondo spill, our safety
system is already better than it was on April 19. Even as we transition to a more dynamic system, which
will take time, we should use everything we have learned from this event to get our offshore program back
to work.

It is also clear that much of the depredation to which the Gulf of Mexico has been subjected has nothing to
do with offshore operations in federal waters. Activities in state waters and on sensitive shorelines have
been going much longer. The quality of regulation and safeguards there has generally been lower. The
goal of protecting and restoring the Gulf is not just a federal one. I would urge your Commission to
consider this issue as well.

Finally, the Gulf of Mexico ecosystem is critical not only for the US, but also as part of the world’s oceans.
Offshore exploration and production takes place in some very experienced advanced economies. But it is
also taking place in other sensitive provinces, such as the Gulf of Guinea and the Niger Delta. I would
urge that the US consider taking a leadership role in establishing an international clearinghouse for both
industry and governments to catalog and distribute lessons learned and best practices. Just as we can
learn from the UK and Norway, so can others learn from our very expensive recent experiences. Offshore
regulation, operations and safety should be constantly improving, everywhere.
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