Testimony of Jacqueline Savitz
Vice President, U.S. Oceans
Oceana
Hearing on the Well Control Rule
U.S. Senate Committee on Energy and Natural Resources
December 1, 2015

INTRODUCTION

Good morning, Chairman Murkowski, Ranking Member Cantwell, and members of the Energy and
Natural Resources Committee. Thank you for the opportunity to testify before you today about the
proposed rule on “Oil and Gas and Sulphur Operations in the Outer Continental Shelf — Blowout
Preventer Systems and Well Control,” also known as the “Well Control Rule.” My name is Jacqueline
Savitz, and | am Vice President for U.S. Oceans at Oceana, the largest international advocacy
organization focused exclusively on ocean conservation.

In April 2015, the Department of the Interior’s Bureau of Safety and Environmental Enforcement (BSEE)
proposed new regulations to protect human lives and the environment from the threat of well
blowouts. This proposed rule includes more stringent design requirements and operational procedures
for critical well control equipment used in offshore oil and gas operations."”" Many of these actions relate
to the maintenance, design, and certification of blowout preventers.

Oceana applauds the efforts of BSEE and the Department of the Interior to increase the safety of
offshore drilling operations; however, the proposed rule in its current form is not sufficiently robust to
protect the oceans. That being said, the proposed rule is a significant improvement over the status quo
and addresses many blowout-related concerns raised by various commissions following the BP tragedy
in 2010. Oceana therefore urges BSEE and the Department of the Interior to finalize and implement this
rule as expeditiously as possible.

NEED FOR STRONGER PROTECTIONS

Oceana’s interest in this rule stems from our concern about the damage to ocean ecosystems, and to
the human communities that depend upon them, that can result from leaks and spills of oil and gas and
associated materials into the ocean. Qil and gas are toxic to fish, shellfish, marine mammals, birds, sea
turtles, corals, and virtually every part of the web of life in the ocean. It is estimated that the
catastrophic BP oil spill in the Gulf of Mexico killed as many as 5,000 marine mammals and nearly one
million coastal and offshore birds. More than 1,000 sea turtles were found dead, and three deep-sea
coral communities were extensively damaged. Harvests of oysters and fish were drastically reduced,
devastating the Gulf’s fishing communities, and tourists fled the region." In fact, tourism suffered even
in vacation destinations along the Florida Gulf Coast where no oil washed ashore."

Rather than expanding offshore oil drilling, the U.S. should transition away from it, and replace it with
offshore wind power and other types of clean, renewable energy. In a recent report on offshore energy,
Oceana found that a modest and gradual development of offshore wind on the East Coast could
generate enough power for over 115 million households. We also found that over the next 20 years,
offshore wind could create about 91,000 more jobs than offshore drilling, which is about double the job
creation potential of offshore drilling in the same area."
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With dozens of offshore oil rigs currently operating in U.S. waters, we take a strong interest in the
Well Control Rule. As Secretary Jewell acknowledged when she unveiled it, the proposed Well Control
Rule builds on multiple investigations of the Deepwater Horizon disaster,"" including the National
Commission on the BP Deepwater Horizon Qil Spill and Offshore Drilling, found numerous errors,
mistakes and management failures that compromised safety™ and resulted in one of the worst
environmental disasters in US history. The National Commission’s investigation also found that
equipment and practices had failed to keep pace with the challenges as the industry moved into deeper
water:

...drilling in deepwater brings new risks...The drilling rigs themselves bristle with potentially
dangerous machinery. The deepwater environment is cold, dark, distant, and under high
pressures—and the oil and gas reservoirs, when found, exist at even higher pressures (thousands
of pounds per square inch), compounding the risks if a well gets out of control. The Deepwater
Horizon and Macondo well vividly illustrated all of those very real risks. When a failure happens
at such depths, regaining control is a formidable engineering challenge—and the costs of failure,
we now know, can be catastrophically high. In the years before the Macondo blowout, neither
industry nor government adequately addressed these risks. Investments in safety, containment,
and response equipment and practices failed to keep pace with the rapid move into deepwater
drilling. Absent major crises, and given the remarkable financial returns available from
deepwater reserves, the business culture succumbed to a false sense of security.”

It is deeply concerning that losses of well control and other incidents continue to occur on the Outer
Continental Shelf without showing significant decline in the wake of Deepwater Horizon. Regarding loss
of well control incidents, BSEE lists eight for 2008, a dip to three in 2011, and back up to eight in 2013
and seven in 2014." For OCS incidents or spills, BSEE reports 871 for 2008 and 770 for 2014."

Almost six years have passed since Deepwater Horizon, and four or five years have passed since a series
of investigations, analyses, and reports were completed. Therefore, BSEE’s activities to strengthen
safety requirements for offshore drilling though the Well Control Rule are welcome and should be
completed as soon as possible.

BLOWOUT PREVENTERS

We are concerned that the proposed rule would not require companies to deploy dual blind shear rams
on all blowout preventers, even though these are a crucial last resort safety measure. Requiring the
installation of dual blind shear rams would add redundancy to the system so that if one blind shear ram
failed to sever the pipe (which can happen depending on the location and angle at the point of contact),
the second blind shear ram might be able to do so.

Blowout preventers are used to “prevent the uncontrolled release of hydrocarbons in an emergency
situation by mechanically closing valves or rams that block the flow of fluid from the well.”*" A critical
part of the blowout preventer is the blind shear ram, which “is designed to cut drill pipe in the well and
shut in the well in an emergency well situation.”™ The blind shear ram’s ability to seal a well makes it a
critical component of a blowout preventer. Although other shear rams can cut pipe or casing, only the
blind shear ram can seal the well completely.



The proposed Well Control Rule would require the following for subsea blowout preventer systems: “At
least one shear ram must be capable of sealing the wellbore after shearing under MASP [Maximum
Anticipated Surface Pressure] conditions as defined for the operation. Any non-sealing shear ram must
be installed below the sealing shear ram.”*"

However, a single blind shear ram may not sufficiently seal the drill pipe. A partially or incorrectly sealed
pipe can leak catastrophic amounts of oil and natural gas, as demonstrated by the Deepwater
Horizon.™". A report commissioned by the Department of the Interior to review the Deepwater Horizon
spill found that the one set of blind shear rams on BP’s Macondo well failed to complete a seal in April
2010 because they were jammed by a portion of drill pipe knocked out of alignment in the explosion.”"
And West Engineering Services, an industry safety specialist, “found that only three of seven blowout
preventers successfully sheared pipe in realistic emergency conditions.”*™

The proposed Well Control Rule would require that shear rams be designed to include technology to
center the drill pipe during shearing operations. While this provision will improve safety, a second set of
blind shear rams is still necessary to ensure that the well can be sealed. Redundancy ensures that if one
set of blind shear rams malfunctions for any reason, the other can still do its job. The Chemical Safety
Board'’s investigation of the Deepwater Horizon accident found two instances of miswiring and two
backup battery failures affecting the electronic and hydraulic controls for the BOP’s blind shear ram.™

Given the importance of dual blind shear rams to offshore drilling safety, all current and future blowout
preventers should be equipped with two of these devices. Because these rams serve as the last lines of
defense against a blowout and also address one of the main malfunctions that led to the BOP’s inability
to prevent the 2010 Deepwater Horizon oil spill, BSEE should place the utmost importance on
companies’ ability to seal a well and prevent a blowout.

COMPLIANCE PERIODS

Oceana is also concerned that the compliance periods proposed by BSEE will cause unnecessary and
potentially harmful delays. The timeline for compliance laid out in the rule is entirely too long. The rule
itself comes more than five years after the Deepwater Horizon disaster. BSEE compounds this delay by
introducing a potential three- to seven-year compliance period for some of the most crucial aspects of
the proposed rule, including the installation of two shear rams.”™ BSEE is also considering the inclusion
of a ten-year compliance period for companies to install important technology that is capable of
severing components of the drill string.”" In all, it could be more than sixteen years after the Deepwater
Horizon catastrophe before BSEE finalizes and the industry implements these critical safety regulations.
This timeline is not acceptable.

BSEE solicited comments on the proposed compliance periods™ but offered no rational reason for the
chosen compliance period lengths. BSEE, for example, proposes that “operators would be required to
install shear rams that center drill pipe during shearing operations within 7 years from the publication of
the final rule.”* However, earlier in the proposed rule, BSEE discloses, “[I]t is aware of at least one
[blowout preventer] equipment manufacturer that currently has pipe centering technology available.
Since industry has already developed this technology, the seven-year compliance period is a needless
and irrational delay. BSEE must justify the compliance periods outlined in the rule.
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These unjustified compliance periods are especially worrying in light of the pervasive safety and
environmental incidents caused by the offshore drilling industry. In the four years following the
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Deepwater Horizon spill, BSEE reports that offshore drilling caused a total of 1,063 injuries, 477 fires and
explosions, 22 losses of well control, 11 spills of over 2,100 gallons of oil, and 11 fatalities.™ Given this
perilous operational backdrop, BSEE and the Department of the Interior should quickly move forward
the finalization and implementation of this rule.

Instead of including compliance periods of three to seven years from the publication of the final rule,
BSEE should take aggressive action to implement stronger rules as soon as possible. Oceana’s position is
that new offshore wells should not be drilled when safety cannot be assured, but since offshore drilling
continues to take place, compliance with these rules should not be delayed.

URGENCY OF WELL CONTROL AND BOP REQUIREMENTS

The Well Control Rule and BOP requirements are urgently needed—the more so because there are
systemic problems in the regulation of offshore drilling that the agency cannot address in these
proposed rules. These problems—including the inadequacy of fines and penalties, severely limited
inspection and monitoring capabilities, and the potential for operator error—lead to a greater risk of
accidents in the offshore oil industry and should be addressed by Congress as soon as possible. As long
as these problems remain, the risk of loss of well control remains unacceptably high, and therefore
these well control and BOP requirements are all the more urgent.

Inadequate Fines Incentivize Rule-breaking and Risk-taking

The monetary imbalance between current civil penalties and operating costs is too small to deter risk-
taking. In fact, the exceedingly low penalties create a perverse incentive for drillers to violate rules and
cut corners, with an emphasis on timely rather than safe operations. While operating costs for offshore
rigs can be roughly $1,000,000 per day, fines for violations are capped at $40,000 per violation per
day™" and most violations do not even incur fines. Given this financial environment, it is easy to see
why violations are so frequent.

For example, British Petroleum was paying over $500,000 per day to use the Deepwater Horizon rig, and
total estimated daily operating costs were approximately $1 million.”" When these figures are
compared to a daily maximum fine of $40,000, it is clear that rule-breaking pays. After reviewing several
corner-cutting measures taken on board the Deepwater Horizon rig, the Joint Investigation Team—
consisting of the Bureau of Ocean Energy Management (BOEM) and the Coast Guard—concluded that
“the Macondo team made a series of operational decisions that reduced costs and increased risk,” ™
demonstrating a willingness to sacrifice safety for quicker project completion.

This situation is exacerbated by the frequent usage of Incidences of Noncompliance (INCs), which can be
issued in response to over 800 types of infractions but do not have fines associated with them. Although
civil penalties can be assessed for INCs, they must be violations which threaten or damage human life or
the environment, or that are not corrected within a specified period of time.”™

Let’s look at an example from around the time of Deepwater Horizon. In 2009, out of 2,298 INCs issued
by the agency, only 87 were referred to the civil penalty process.”™ Penalties assessed by the agency as
a result of those 87 referred INCs as of June 30, 2011 amounted to just $2.6 million™ — less than what it
cost British Petroleum to operate the Deepwater Horizon for three days. The fact that civil penalties
assessed for a year’s worth of INCs for the entire offshore oil and gas industry amounted to less than



three days of operating costs for the Deepwater Horizon underscores the extreme financial incentive to
ignore regulatory compliance and cut corners.

This discrepancy continues to be a major driver of risk for loss of well control. We understand that BSEE
cannot address this problem through rulemaking, and we encourage Congress set penalty levels that will
discourage risk-taking.

Insufficient Oversight and Inspection Levels

Ensuring the efficacy of existing and new safety regulations, including the Well Control Rule, requires
much more oversight than currently exists.

Inspections of offshore facilities in the Gulf of Mexico by the BOEM’s parent agencies decreased over
the decade preceding the Deepwater Horizon accident, in parallel with a shift in drilling to increasingly
deeper waters™" a frontier area with increased risk.*" This decrease was driven in part by a stagnant
budget between 2000 and 2009 that failed to keep pace with oil production in the Gulf.**"
Consequently, in 2010 the agency employed just 55 inspectors in the Gulf of Mexico to inspect about
3,000 facilities, a ratio of roughly 1 inspector for every 54 facilities.™" This inspection rate was clearly
woefully insufficient.

The agency has made some progress over the past five years. According to BSEE’s FY16 Budget
Justification, the agency’s inspection workforce has nearly doubled since 2010, to a total of 110
inspectors in September 2014. In hiring and retaining inspectors, the agency faces considerable
challenges because jobs in the oil and gas industry pay considerably higher than federal government
jobs. ™ These 110 inspectors are still spread much too thinly to adequately monitor US offshore oil
drilling operations.

With Congress exerting downward pressure on the federal budget, and neither Senate nor House
recommending increases in BSEE’s Fiscal Year 2016 budget for offshore safety and environmental
enforcement,™"" the agency will be unable to strengthen its inspection and oversight capabilities
sufficiently. Consequently, inspection rates remain anemic, undermining regulatory compliance by
reducing the odds that violations will be observed. Anemic inspection rates also limit real-time oversight
of operations by inspectors, a crucial need to avert disasters since problems are difficult to foresee even
a few days before they occur, as illustrated on the Deepwater Horizon.

Insufficient inspection rates have a number of consequences for offshore safety. Compliance with
regulations suffers, as the probability of regulatory violations being uncovered and penalized is tied to
inspection rates. Low inspection rates also reduce the odds that an inspector will be on hand to
supervise critical decisions and operations, such as those on April 19th and 20™ 2010, that led to the
Macondo blowout. Although Oceana recognizes that the proposed rule would require real-time
monitoring for deepwater and HTHP drilling activities, regulators are still far from implementing a robust
inspection program.

Remaining Potential for Operator Error
If effective barriers to subsurface pressure and blowout preventer technology are correctly installed,
these could in fact protect against blowouts. However, these requirements can easily be undermined by

operator error. With limited funds for inspection and oversight, and perverse economic incentives, it is
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virtually certain that there will be errors in the design, installation, and operation of these complex
technologies.

Improved training requirements mandated by BSEE will reduce operator error, but ensuring that errors
are avoided ultimately comes down to inspection and oversight which, as previously discussed, are still
woefully lacking.

CONCLUSION

In conclusion, Oceana commends BSEE for the many safety improvements proposed in the draft Well
Control Rule. We urge the agency promulgate this rule as soon as possible, and to reduce the
compliance periods. Further we urge BSEE to continue to work to improve well control and BOP
reliability by requiring redundant blind shear rams and other safety measures.

Even with the implementation of this rule and Oceana’s recommendations, offshore drilling will
continue to pose a grave threat to humans and the environment. As the Deepwater Horizon and the
many spills before and after it have demonstrated, offshore drilling is dangerous and harmful to ocean
ecosystems, to the human communities that depend upon them, and extremely hazardous to workers in
the industry.

For these reasons, Oceana strongly recommends to the Congress and the Administration that offshore
drilling should not be expanded into new areas in the Atlantic and Arctic Oceans. While improved safety
measures are important, the only way to truly prevent the harm caused by offshore oil spills and
accidents is to decrease our dependence on fossil fuels and transition to clean, sustainable renewable
energy sources such as offshore wind power.

This concludes my testimony. | look forward to your questions and further discussion.
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