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The offshore oil and gas industry seems remote from most people's lives - its
raw material hidden in the earth's depths, most of its operations taking place
out of sight of land, its organisation and personnel international.

I will argue that this industry has always been responsive to societal
considerations, and has recognised its responsibilities towards people and the
environment. However, our appreciation of these issues has naturally
developed over time - reflecting changing understanding and concerns within
society itself. Knowledge, techniques, and attitudes have all been transformed.
We continually face new challenges and learn new lessons.

I will discuss the industry's changing response to these issues in three areas:
• the creation of wealth,
• the health and safety of those involved in our operations, and
• the protection of the environment.

Then I will say why I believe goal-based regulation is essential for progress -
but that the process must retain public trust and support. In a world of
increasing challenge, growing concerns and changing expectations, that is
perhaps the most important issue facing this industry.

Most of my examples will be taken from the United Kingdom. Although
regulatory regimes differ, I believe the industry's thrust is largely common.

As commercial organisations one of our important objectives is the creation of
wealth and profit. We are very inarticulate when it comes to explaining this and
gaining public understanding of it. Yet profits are essential to:

• fund the new investment, which creates jobs,
• provide the taxes, which pay for such things as schools and hospitals,
• and, deliver the dividends, which support pension and insurance funds.

The development of offshore oil and gas reserves has brought great benefits to
the peoples of Western Europe. Obviously, these benefits have primarily been
in countries with oil and gas production. But all European countries have
gained from safe, stable and secure energy supplies and economic
opportunities.

The benefits society gains from offshore oil and gas include:
• energy supplies,
• investment, jobs and new skills,
• technological development,
• state revenues.



Three decades ago Western Europe consumed two thirds of the energy it does
today. Nearly half was from imported oil, and natural gas accounted for just 2%.
The proportion of energy from oil is little changed, but 45% of that oil is now
produced within Western Europe. Gas now provides 20% of total energy
requirements, more than two-thirds from indigenous production. The
development of European sources of supply has been, and continues to be, a
significant economic advantage. In the case of gas it has provided
environmental advantages as well, because of the development of cleaner,
more efficient technologies to utilise it.

These benefits will continue for far longer than many people expect.

Developing offshore oil and gas has required continuing high levels of
investment - which provides business opportunities and jobs. In Britain, the
industry has accounted for a fifth of industrial investment since the mid 1970s.
Perhaps 300,000 people are involved, directly or indirectly, in its work. In
Norway, two-thirds of the $5 billion investment in Norske Shell's development
of the massive Troll field was spent with local contractors and suppliers -
generating some 61,000 man years of work since 1989.

The industry has brought new skills to individuals, companies and localities. In
the 1960s the oil service industry was largely American. Since then many
European companies have emerged to provide services and technology to this
industry. That didn't happen overnight, new skills take time to develop. But
such companies - often based in towns like Stavanger and Aberdeen - are
increasingly able to compete internationally, offering valuable experience from
the North Sea.

Oil and gas production is, of course, a major source of public revenues. For
example, the British offshore industry has made trading profits of £176 billion
since 1965. Of this, 45% has been paid in taxes, 36% reinvested in the
operations and just 19% retained by the enterprises.As well as tax revenues,
other European governments - like the Norwegian - also maintain direct
commercial interests in the industry.

Many feared that these economic benefits would be short-term - that the
industry would soon depart for new pastures. In Britain, there was a fashion
recently to speak of the wasted opportunity of North Sea oil. But when the
going got tough - as it certainly did after the 1986 oil price collapse - oil
companies did not run away. Rather they showed commitment, creativity and, I
think, courage in working for the industry's long-term future.

The results of their efforts - and technological and operational innovation - can
be seen in record production, and renewed optimism for the future. Indeed my
own company, Shell U.K. Exploration and Production (Shell Expro), is
continuing to grow and increase production levels.



In terms of the economic benefits it has delivered, there can be little doubt that
this industry has more than fulfilled its responsibilities to the community. We
should make sure that is better understood. But we should never suggest that it
diminishes our other responsibilities to protect people, address public concerns
for the environment and utilise finite resources as efficiently as possible.

Let me turn to the first of these. This industry has always recognised that
protecting the health and safety of its workers - and others affected by its
operations - is a prime responsibility. Nevertheless there has been a huge
improvement in safety management over the past three decades.

Without diminishing the essential role of regulators, I suggest that much of the
stimulus for this improvement came from within the industry itself - both the oil
companies and their contractors.

During the debate last year about the disposal of Brent Spar it was clear that
some thought our insistence on taking safety into account was merely a
smokescreen to save costs. In fact, we are legally obliged to consider safety.
But more than that, those of us who work in this industry know only too well the
potential human costs of safety failures. Safety is not something we ever take
for granted.

I will use the Shell approach as an example of the sustained commitment and
degree of thought devoted to safety management in this industry. In doing so, I
am well aware that other companies have a similar story to tell.

Shell companies began a sustained effort to improve safety in the early 1980s.
We recognised then that safety requires the same degree of management as
any other aspect of our business, and that accidents are as much the
consequence of poor organisation as of technical failure or individual error.

Our efforts to improve safety since then have been based on three principles:
• individual responsibility (particularly of line managers),
• effective communication,
• systematic management.

Let me focus on the last of these - the systematic processes we use to manage
risks and learn from experience. These involve:

• identifying potential hazards,
• assessing their risks (the probability of occurrence and potential

consequences),
• taking preventative action (and planning what to do if this fails),
• monitoring the results,
• feeding-back the lessons to inform further measures.



We seek to learn not just from the actual results of incidents - determined
largely by chance - but from the harm they could have caused. We also
recognise that preventing serious accidents depends on reducing minor ones
and paying close attention to near misses.

We believe our safety responsibilities must encompass all those involved in our
operations. So we require our contractors also to have effective safety
management systems, and measure our performance together with theirs.

Despite the increasing scope and complexity of Shell upstream operations this
approach has enabled us to achieve steady improvements in safety
performance.

We use the same systematic processes to manage occupational health by
identifying, assessing and controlling health hazards - such as noise, dust,
strain and exposure to toxic chemicals.

In 1988, the Piper Alpha tragedy revealed to a horrified world the risks of
working and living on production platforms. As a result of the lessons learned
from Piper Alpha the British industry has invested over £5 billion in improving
its facilities. But the most important lesson was to confirm the need for
systematic safety management.

The Safety Case process mandated in the United Kingdom following the
tragedy is, I believe, a major advance. It requires offshore operators formally to
analyse the risks of their operations and to develop comprehensive plans to
manage them. Such a systematic approach has helped the British offshore
industry to achieve significant improvements in safety. Despite the particular
hazards of offshore operations, it has a lower injury rate than in many onshore
industries.

One of the most important aspects of the new system is that it is not based on
prescriptive rules but puts responsibility on the operators. This has allowed the
industry to pursue the necessary improvements in efficiency to respond to
lower oil prices and increasing geological and operational maturity - as well as
improving safety.

Greater efficiency has meant reducing the number of people working offshore.
But I have no doubt - provided there are proper management systems - this
increases rather than diminishes safety. That is not just because of the lower
overall exposure, but because smaller, better organised crews are far less
likely to have the breakdowns in communication which cause many accidents.



That is why I regard the possibility of the offshore oil and gas industry losing its
exclusion from the requirements of the 1993 EU Working Time Directive so
seriously. There is no evidence that the current 12-hour shift pattern, which is
compensated for in work schedules, poses any risk to health or safety. Quite to
the contrary, changing it would mean more people offshore; more shift changes
and more helicopter flying - which would certainly add to the safety risks we
have been working so hard to reduce.

Let me turn now to the environment, towards which there have been profound
changes in attitude - within society as well as within industry - over the past 30
years.

The industry has assumed its environmental responsibilities through all stages
of North Sea operations. Considerable attention has been focused on two
problems - preventing and dealing with oil spills, and reducing gas flaring. The
latter was initially motivated by concern about wasting finite resources, raised
by studies like The Limits to Growth, rather than fears for global climate
change.

But we should also remember the overriding emphasis then placed on rapid
development of North Sea oil fields as a result of the 1973 Arab oil embargo
and the subsequent rise in oil prices. The industry was responding to
government and public anxiety about supply security.

The industry continued to work for better environmental standards. Shell
companies, for instance, have followed Group 'Policy Guidelines on Health,
Safety and the Environment' since 1977. However, I believe that it has only
been over the past decade that we have really begun to come to grips with the
need to manage environmental issues in the same systematic way as safety -
as an integral part of our businesses.

This change reflected developing public attitudes to environmental questions -
remember it was only in 1987 that the Brundtland Report Our Common Future
was published, and a year later that the Intergovernmental Panel on Climate
Change was established.

A systematic approach to the environment is perhaps even more necessary
because of the complexity of the issues and the scientific uncertainty.

Everything we do has an impact on the environment - within complex natural
and human systems where the consequences of change are difficult to predict.
An example of this was the recent realisation that sulphur emissions, which we
are working to reduce in order to prevent acid rain and poor air quality, may
slow the impact of global warming. Scientific understanding of many
environmental issues is still limited.



Almost everything we do bears some risk - the question is how much, how
does it compare with other risks, and how does it weigh against the benefits.
What risks should we tackle, with what priority, and to what degree? And we
should never forget that among those risks is the danger of inhibiting wealth
creation - which is not only the basis of people's present living standards but of
our ability to improve the world in the future.

Such choices can only be made through a systematic process of risk
assessment in companies, and also in the legislative and regulatory process.

Finally, it is essential to keep in mind the notion of continual improvement. This
industry's recent achievements illustrate how organisational and technological
innovation can effect great improvements. The important thing is to have the
systems which encourage and enable this to take place.

Although many challenges remain, I think the industry can claim to be making
environmental progress.

In Britain, the offshore industry spilled only a tenth of the oil in the first half of
the 1990s it did in the previous five years. The total amount of oil discharged
into the sea has fallen by 60% - primarily as a result of reducing discharges of
oil based drilling mud.

However, we all face a major challenge in dealing with the inevitable increase
in produced water as reservoirs mature. British fields now produce 214 times as
much water as in 1985. In Shell Expro we have reduced the traces of oil in
discharged water to nearly half the legal limit - but these efforts are outweighed
by the growing volumes.

However, a possible solution is emerging. Shell researchers are part of an
industry project to develop a downhole dehydration tool which could keep 90%
of the water in the subsurface.

The other area of particular concern is emissions which are less well
documented. Still, in Shell Expro - which is responsible for nearly a fifth of
Britain's oil and gas production - we have succeeded in reducing carbon
dioxide emissions by 25% and methane emissions by 14% over the past five
years.

It is worth noting that the industry's contribution to Britain's emissions does not
reflect its economic importance. A study in 1991 showed that it contributed just
3% of carbon dioxide and 2% of methane. Indeed, the growing use of natural
gas for power generation is reducing Britain's carbon dioxide emissions. Also,
the industry's recent gains in operational efficiency mean fewer and smaller
facilities than would otherwise have been needed - which means less steel,
concrete and energy.



I don't say this in order to suggest that we should reduce our environmental
efforts. On the contrary, I believe we must achieve much more and can do so
through more systematic environmental management. Nevertheless, it is
important that effort and expenditure are put where the need is greatest.

The other major challenge the industry faces is, of course, the
decommissioning of its offshore structures. There has been considerable
debate about this since last year.

I remain convinced that decommissioning must be tackled in the same way as
any other business decision - by systematically balancing the risks of the
various options. These must include safety, technical and economic
considerations as well as environmental.

Such a process must mean making decisions on a case-by-case basis, as is
done in the United Kingdom and Norway. It defies logic to have blanket rules
for a shallow water gas platform - such as Leman BK which we are bringing
ashore for recycling - and the unique Brent Spar oil storage buoy. In Norway,
the authorities have similarly decided that the Frigg column can be sunk for a
breakwater, while the Odin platform must be brought ashore.

It is not my intention to go over the Brent Spar events again today. But I will
make four points:

• firstly, the overriding importance of public acceptability,
• secondly, the advantage, in public perception, of independent

verification of the Spar's contents - our original process involved many
independent studies but, with hindsight, we should have made more of

• thirdly, we could - again with hindsight - have been more imaginative
in the disposal options we considered,

• fourthly, our concerns about the risks of trying to upend the Spar were
justified - a further, independent study shows that these are even
higher than we thought.

Meanwhile Brent Spar remains anchored in Erfjord while we carefully work
through the procedure we announced last year, and in July, to find an
alternative 'best practicable environmental option1 to propose to the British
government. This must, I remind you, be at least as good as the original plan.
Twenty experienced contractors are competing to suggest alternative solutions.
The six best solutions will then be developed in more detail and compared to
the bench mark of deep sea disposal.



One of the most important aspects of this process is our commitment to
openness and dialogue. We have been working at this in many different ways -
not least by opening an interactive Internet site that has received thousands of
'visitors'. As the new proposals are developed we will ensure that all those
interested have adequate opportunities to be informed and receive feedback.
We will also carry out formal consultation as directed by the British government
- who will ultimately judge the option we choose to put forward.

The dispute over the plan to sink Brent Spar was a seminal event in the way we
think about the environmental implications of offshore oil and gas. Many
lessons were learned on all sides. I hope that the new process can build on
these to provide a foundation for a better way of making such choices in the
future.

The regulatory authorities are, of course, central to such a process - as they
are to every other aspect of our operations. As well as ensuring safety and
environmental standards, their role is to make sure that the maximum economic
benefits are obtained from exploiting the nation's natural resources.

Different countries have very different regulatory traditions and I am certainly
not going to suggest that one is better than another. However, all combine
prescriptive rules with goal-setting, and I would like to discuss the merits of
these two different approaches.

Prescriptive rules are intended to be clear, universally applicable and easily
monitored. We all accept that traffic rules, for instance, should be prescriptive -
rather than giving drivers the goal of avoiding accidents. But prescriptive rules
have many disadvantages. They are blunt, unable to distinguish between
different circumstances. They are static, unable to respond to changing
understanding - particularly when they are the product of such a complex
legislative process as in the European Union. And, worst of all, they provide no
incentive for improvement.

We are content that the driver merely obeys the traffic rules. But that is not
sufficient to achieve environmental progress We cannot do this merely by
telling people not to do things, we have to get them to find new solutions. That
can only be achieved within a goal-based system, with regulators who have the
understanding and flexibility to encourage progress - insist on it where
necessary - without inhibiting performance.

The success of the goal-based safety system established in the UK as a result
of the Cullen report into the Piper Alpha tragedy is a good example of this.

But, for such a system to work, it must retain public trust - and not be seen
merely as a cosy, compliant relationship. How to achieve this is one of the most
important questions facing this industry as we enter the 21st century.



We live in what might be called the 'challenging society' in which all institutions
- government, social, business - face constant challenge from the media, and
from interested campaigners. At the same time, many individual citizens feel
increasingly threatened by a fast changing society which seems beyond their
control. There is widespread concern about many aspects of modern life -
particularly the human impact on the environment. People expect more from
institutions but trust them less.

Yet, at the same time, society faces many complex decisions that can only be
taken, as I have argued, by a careful, detailed examination of the facts. They
cannot properly be debated in media sound-bites. How can these decisions be
reached in the sort of conditions I have described?

I think that most people accept that this is how complex decisions must be
made. But they need to be convinced that the processes, and those involved in
them, can be trusted to be responsive and accountable to public concerns and
interests.

That is the challenge for our industry. We have to demonstrate that we don't
use the remoteness of our operations to neglect societal considerations. We
have to show that the goal-based regulatory regime we argue for can deliver
results, and is not just an excuse to wriggle out of our responsibilities. In short,
we have to build and retain trust.

As I have described, the industry has a good story to tell. We have certainly
fulfilled our economic responsibilities to society. We have put a great deal of
effort into safety, which has resulted in significant improvements. And we have
embarked on the systematic improvement of our environmental performance.

On the other hand we have too often taken it for granted that people
understand our operations and their benefits. We must recognise that we too
often responded grudgingly to environmental challenges, and too often seemed
arrogant and out of touch with popular concerns. As we move from the 'trust
me' to the 'show me' society we, as an industry, must learn to communicate
more widely and better.

A good reputation is slow to build - few people are hanging on our words
waiting to be convinced - and quick to lose. There are no easy short cuts. As
always it rests on two things - good performance and good communications:

• in consistently meeting all our responsibilities,
• in responding to the concerns of others, and
• in listening as well as explaining.
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