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A Proposed Agenda for the Presidential Commission

The National Commission on the BP Deepwater Horizon Oil Spill and Offshore Drilling has been
tasked with investigating the Deepwater Horizon accident and making recommendations on
how to prevent and mitigate future spills. Given the large stakes to the marine environment,
coastal and national economies, U.S. energy security, and revenues to the federal government,
the Commission’s recommendations are likely to have consequences that go well beyond an
investigation of the accident and implementation of a new regulatory program.

EPRINC recommends the Commission give careful review to the following agenda items:

1. The Deepwater and Offshore Arctic Drilling Moratorium

The costs of the moratorium on deepwater drilling are high, and the likelihood that it is not
delivering substantial benefits in lower risk should place this agenda item as the first order
of business for the Commission. Priority regulatory reviews to address well control
concerns, either reviewing plans on a case-by-case basis, or issuing some interim new
regulatory orders, can be done quickly. The Commission’s first order of business should be
to provide the President with a regulatory strategy and risk assessment that would permit
the deepwater rigs to return to work in the next few weeks.

The stakes are also high as to the timing of when new deepwater drilling may return. Many
of the more advanced and expensive drilling rigs are under long-term contract; however,
the moratorium may lead project operators to declare force majeure on their Gulf rig
contracts, freeing themselves of such contracts. The most advanced and safest rigs have
the highest day rates and the cost of keeping them idle is high. These rigs will leave the Gulf
in the near future if the moratorium is not resolved quickly. Even if the moratorium is
eventually resolved, uncertainty on the regulatory path forward could substantially lower
future oil and gas production from the Gulf.

The moratorium on offshore Alaska drilling will further delay access to the potential of the
Chukchi Sea. This delay in access to the Chukchi Sea could contribute to an accelerated loss
in domestic production due to the cost structure of the Trans Alaskan Pipeline System
(TAPs). TAPs is experiencing continued declines in throughput and rising costs per barrel
shipped. Current throughput is approximately 670,000 bbl/d (barrels per day) and declining
at about 6 percent per year. Once production falls to below 300,000 bbl/d costs may
accelerate as this volume of crude moving through TAPs will most likely require major
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modifications in the transport system. In the absence of new crude supplies, the rising cost
structure of TAPs may force early abandonment of North Slope production. This issue
should command high priority and be carefully reviewed by the Commission.

2. Regulatory Program

There will be a tendency for the Commission to recommend detailed and new regulatory
reviews, including very prescriptive provisions on how offshore operations should be
conducted. Longer delays and higher costs for offshore operations are likely. While such an
approach is politically appealing, it may not lead to a higher level of safety in offshore
operations. Offshore exploration technology is advancing at a rapid pace. Alternative
regulatory regimes, such as “safety cases” should be given careful review."

In the end, the cause of the Deepwater Horizon accident likely will be the result of an error
in well design or any number of human failures in well control procedures, but the
Commission should take care not to fight the last war. Regulatory regimes which reward
and re-enforce a strong “Culture of Safety” system are likely to yield better long-term
results than a regulatory process that quickly becomes out of date due to technological
advances. Given the catastrophic consequences of whatever errors BP made in drilling the
Macondo well, these mistakes are not likely to be repeated in the future by offshore
operators worldwide.

3. Building Public Trust

The data demonstrates that blowout induced spills are extremely rare. While the
Commission should certainly evaluate strategies to drive the risks of oil spills as low as
possible, public support for continued offshore operations will require greater confidence
that a spill can be mitigated quickly and effectively. Congress is likely to raise the tax on oil
production and petroleum imports as provided for in the QOil Pollution Act of 1990. The act
provides for a Liability Trust Fund which currently has approximately $1.5 billion on hand
and is likely to see large increases as Congress imposes higher taxes on crude production
and imports of crude and petroleum products. Some portion of these funds should be
allocated to support a sustained research effort on after spill control technologies, including
unique strategies to address emergency deep sea operations, as well as more effective
organizational protocols for addressing a spill.

LA “safety case” system is a structured approach to the operation of facility, such as an offshore drilling rig, which
provides a body of evidence that provides a compelling, comprehensible and valid case that a system is safe for a
given application in a given operating environment. It is a regulatory program used in some offshore petroleum
provinces and can offer a more effective regulatory strategy for keeping current with technological advances than
regulatory approaches often used in the U.S. Regulatory strategies for offshore operations are the subject of a
forthcoming EPRINC report.
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Real time assessments and official comments on the extent of the accident that include
repetitive statements that it is the worst environmental disaster in U.S. history or the end of
a way of life for Gulf residents are not likely to give the public much useful guidance on the
seriousness of the event. There is no doubt that the spill is a major environmental problem
and is causing sustained damage to beaches, marshlands, fisheries, and wetlands. But large
segments of the Gulf remain clear of damage and marine environments have demonstrated
the capacity to recover from such events in the past. The Commission can do the economy
and residents of the Gulf an enormous favor by providing the public with some precision on
the extent and location of damage and likely recovery periods.

4. Raising the Liability Cap

There is considerable Congressional interest in raising the liability cap to either unlimited
levels or somewhere in the range of $10 billion. Raising the cap is viewed as an appropriate
incentive to limit “reckless” offshore operations. However, the reputational and direct
costs of a major spill, at least from the experience of the Deepwater Horizon, are substantial
with or without a higher liability cap. The Commission should evaluate the costs and
benefits of liability distribution. Very high liability caps are likely to result in lower
competition, reduced demand for offshore leases, lower revenues to the federal
government, and lower oil and gas production. The OPA Liability Trust Fund provides a
mechanism for providing a form of re-insurance for very high levels of liability.

A Final Comment

The direct revenue consequence to the federal government, contribution to economic
growth, employment, and energy security are all benefits from offshore drilling. This
benefit stream places the federal government as the petroleum industry’s most important
partner; getting the correct balance in the distribution of liability and a workable regulatory
program is worth careful evaluation.

Finally, the revenue considerations for the government are substantial. From 2005-2009 BP
paid a total of $14.8 billion to the federal government in corporate income taxes and an
additional $6 billion in production taxes (bonus bids and royalties). Similar payments were
made by many other companies producing oil and gas in the U.S. offshore. Finding a path
forward to sustain these revenues to the government and at the same time continue safe
operations in the Gulf should be a critical piece of the Commission’s work. To date, none of
the alternative fuels and fuel technologies generate this level of revenue to the federal
government —and many require large subsidies that will likely continue for years.

Energy Policy Research Foundation, Inc. 1031 31.:Street, NW Washington, DC 20007 - 202.944.3339 - eprinc.org




<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.6

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages false

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 450

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages false

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages false

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 450

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages false

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages false

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1400

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [4000 4000]

  /PageSize [612.000 792.000]

>> setpagedevice



