Taskforce Supplementary Papers - Regulation & Licensing Workgroup Report
Aim
The Workgroup has been guided by one over-arching aim: to accelerate UKCS development at maximum cost-effectiveness. Underlying this aim are three core objectives:
· maintaining a best-in-class regulatory environment; 

· re-focusing the licence ownership structure; and 

· improving working relationships between licensees (See Supplement 6). 

In order to achieve these objectives, a number of Government–industry teams have worked in partnership to put the necessary building blocks in place. These building blocks, some of which underpin more than one objective, are reviewed below under their main objective.
Rationales for Action
Regulatory environment - by reducing regulatory burdens, the UKCS will be better positioned to attract and retain investment in the competitive global market for exploration and development. In line with the Government’s wider policy of better regulation, the Workgroup has considered all aspects of the process of licensing hydrocarbons exploration and development, and the full sequence of consents from initial drilling through production to decommissioning. It has proposed changes which should reduce costs and administrative burdens; improve the speed, responsiveness and flexibility of DTI’s regulatory systems and lead to a more effective process which facilitates and sustains development activity, while maintaining all the necessary safeguards for which the legislation exists. These changes streamline, simplify and clarify policies and procedures and reduce the compliance burden on companies. Further updating and consolidation of guidance will follow urgently.
Licence ownership structure - a more effective framework for licence awards and licence trading will lead to improved alignment within licences, thus accelerating UKCS exploration and development and aiding the UK’s competitiveness. The DTI responded quickly, acting in full partnership with operator representatives, to the challenge of introducing a modernised approach to licensing in line with the changed economic climate. The Workgroup also identified major impediments to portfolio rationalisation and overcame these by a more imaginative approach to the licence trading environment, supported by the Government’s extension of Capital Gains Tax rollover relief and clarification of decommissioning responsibilities.
Working relationships - simplified commercial arrangements will assist companies to better align themselves so as to increase the benefit from synergies, reducing costs and making activity in the UKCS more attractive. The Workgroup has also encouraged a welcome new spirit of co-operation between licensees on appropriate aspects of UKCS activity. Standardisation of approaches to documentation and commercial practices, together with logistical cost-saving initiatives have been explored, so as to further enhance the likely benefits from the regulatory modifications and the removal of asset inefficiencies.
Benefits
A real shift in the economics of the sector can be expected to flow from these changes. The Workgroup anticipates substantial company cost-savings and a more responsive regulatory regime which will reduce project development timescales and attract new entrants to the market.
Agreed Actions
Maintaining a best-in-class regulatory environment
Streamlining production consents: DTI announced a package of de-regulatory measures at the 31 March Task Force meeting. These measures included: longer production consents for both old and new fields; "slim-line" development plans; and faster development plan approvals. (See Supplement 2)
Deliverables: Immediate implementation. Revised draft guidelines to be issued for consultation by October 1999.
Flexibility on licence commitments: As part of the 31 March package, DTI offered a more flexible approach towards 12th and 14th Round obligation wells. This move enabled limited exploration budgets to be targeted at the most promising prospects. For 17th Round licence terms, the time available to companies to fulfil their initial-term work obligations was extended.
Deliverables: Flexibility on 12R/14R/17R work obligations is now in place.
Reducing data requirements: Reduced requirements for licence applications were announced on 31 March. In addition, a team has worked to promote dialogue, both between industry and DTI and within the industry, on a potential new, cost-saving approach to exploration - the "finder well" concept.
Deliverables: "Finder well" seminars were held in London on 7 June and Aberdeen on 16 June.
Targeting instances of "red tape": An extensive trawl was conducted to identify instances where the application of legislation causes unnecessary delay and/or expense. The sub-group will be progressing the most promising areas over the summer.
Deliverables: Report to TF2 by December 1999.
Re-focusing the licence ownership structure
Clarifying decommissioning issues: Uncertainties about the handling of decommissioning liabilities are often viewed as an obstruction to licence transfers and may also be considered as a regulatory burden. DTI issued a consultation document on offshore platform decommissioning requirements on 28 June. Moves have also been made by Government to clarify the manner in which decommissioning tax relief is applied. A work team is taking forward proposals for possible alternatives (e.g. insurance) to the current financial security arrangements (FSAs) for decommissioning liabilities. It is also hoped to agree a standard FSA approach for the joint operating agreement (JOA) work towards simplifying commercial arrangements. (See Supplement 4).
Deliverables: Revised guidelines for field development to be issued for consultation by November 1999. FSA alternatives also to be worked up by November.
Modernising the licence award system: DTI announced a number of measures to improve the system of licence awards as part of the 31 March package. These measures included: an annual programme of licensing rounds, each covering roughly half of all available unlicensed acreage; and encouraging out-of-rounds applications - where there is synergy with exploration, appraisal or development activity.
Deliverables: Ministerial announcement on future licensing rounds due later this year; 19th Seaward Round expected to be based on new regulations, a consultation draft of which will be issued in the Autumn; revised website pages clarifying out-of-round procedures to be published in September.
Licence Initiative for Trading (LIFT): A new website designed to promote licence trading, LIFT will be a "virtual trade fair" in which interested players are able to advertise assets for sale/swap and review assets for potential acquisition. LIFT promises: greatly improved access to information, with the potential for attracting new players – particularly from the international audience; the potential for a more streamlined and cost-effective transaction process; and an improved chance of matching vendor and buyer at the right time. The anticipated increase in the volume of transactions should: improve venture group alignments and promote regional co-operation; facilitate economic release of licensees who do not wish actively to pursue developments; and bring in interested players who wish to participate in, and make an increased contribution to, new developments. Engagement sessions with licence holders, brokers and data vendors were held during May–July. Pre-qualification and tender exercises were conducted in June-July to select a system administrator.(See Suppplement 1).
Deliverables: Tenders for the contract of system administrator were received on 19 July. Negotiations with the preferred contractor are taking place and it is expected that the contract will be awarded during August. Pilot website due by 3 September. LIFT is scheduled to be operational by 25 October and launched on 1 November.
Data Environment Associated with LIFT (DEAL): Being progressed in parallel with LIFT, DEAL is an on-line Graphical User Interface (GUI). The GUI will take the form of an interactive map and will provide a data index for UKCS data. These data will include: data marketed or traded by oil companies; commercially available regional reports; production data sold by contractors; and UK Government "Data Release value added" products. The GUI will indicate what is available in broad terms and where it can be obtained. It will also show blocks, block status, fallow blocks, well, and seismic locations. DEAL will potentially offer significant time and cost savings through enabling rapid access to information on what data is available. It should also stimulate the UK data sales market. Engagement sessions with data vendors and other interested parties were held in June and July.
Deliverables: DEAL is expected to be available by year-end.
Fiscal Reform: Extending capital gains tax (CGT) rollover relief to oil licences was viewed as crucial to the achievement of the sub-group's overall aim.
Deliverables: Following representations to the Task Force, CGT rollover relief for oil licences was introduced with effect from 1 July.
Improving working relationships between licensees
Removing inter-company contract constraints: Standard "off-the-shelf" commercial agreements between companies would offer cost efficiencies and would greatly facilitate licence trading, particularly if they could be applied when existing licences change hands. A team has been working to develop a voluntary framework encompassing: specific model clauses; standard forms of transaction agreement; and universal project agreements – e.g., for pipeline crossings. The team has also carried out a review of the approach to decommissioning liabilities
Deliverables: Draft framework scheduled for mid August; series of workshops to be arranged for September and October to rally support.
Exploring the potential for regional co-operation: Both the potential for, and barriers to, increased regional co-operation between companies have been examined. Two areas of differing maturity (East Shetland & South Halibut basins) were scrutinized. These studies revealed significant potential efficiency gains from co-operation. Some specific areas for co-operation (logistics, subsea tie-backs, extranet) have already been targeted by the Task Force for follow-up. The team found essentially no regulatory barriers. A key success of this work has been the increased dialogue between operators which would not otherwise have taken place. (See Supplement 3).
Deliverables: Both studies now complete; the results have been reported to the Task Force.
