Taskforce Supplementary Papers - Licence Information For Trading (LIFT)
Subgroup Report
Introduction
Against a background of varying business climate, company circumstances may have changed since licences were awarded with respect to the perspectives, intentions and abilities to invest in exploiting licence reserves potential.
The aim of LIFT is to provide a framework to encourage oil and gas licence trading to an extent which assists with industry restructuring and promotes incremental revenue generating activity. It will do this through:
· ownership adjustments which align partnerships and promote regional co-operation;
· reversing licence and ownership fragmentation, to improve material economic opportunities;
· encouraging and engaging players with a contribution to make towards securing new developments; and
· releasing licensees with reduced interest in or ability to develop licences, with value for their holding.
LIFT has been developed under the auspices of the government’s Oil and Gas Industry Task Force (OGITF), Regulation & Licensing Workgroup. The over-arching aim of that group has been to accelerate UKCS development at maximum cost-effectiveness, with three underlying objectives:
· maintain a best-in-class regulatory environment 

· re-focus the licence ownership structure 

· improve working relationships between licensees

Business Case
Vision:
"to be able to achieve licence exchanges at low cost and in a short period of time, which gives companies an easy means of optimising their portfolios in line with their strategies"
Although licence portfolio trading is already a feature of normal business, this initiative aims to create a "step change" in engagement to achieve:
· licence and regional ownership’s which promote aligned strategies for future investment
· an efficient means of realising asset value through "trading" (sales, trades, farm-ins etc.)
· an ability to complete these transactions at less cost and in a shorter time frame
	TRANSACTION
	CURRENT SITUATION
(1998)
	ASPIRATION FOR BEYOND 2000

	Exploration acreage
	3 - 6 months
£60k
	1 month
£20k

	Undeveloped discovery
	6 - 12 months
£120k
	2 months
£40k

	Field with approved development plan
	12+ months
£300k
	less than 6 months
£200k

	Number per year
	150
	450



The Internet based LIFT-site will allow free access for all, whether UK based or abroad, to view the information outlined below. The system will be established and maintained by the Systems Administrator, wholly funded through tariffs on company-site links (licensees, other companies and support services) into the central site, advertisements and further web-site support.

Companies offering licences they wish to trade are fundamental to this initiative. The value to companies for them to participate is at several levels:

Level 1:broadens the number and diversity of potential purchasers

Level 2:improves marketing and transactional efficiencies

Level 3:establishes a platform to develop electronic transactions

Level 4:provides the potential for industry restructuring as companies respond to the changing business environment

LIFT Concept

A new Internet web-site designed to promote and facilitate licence trading, LIFT will be a "virtual trade fair" in which interested players are able to advertise licences and assets for sale, trade or farm-in. It will also provide improved access to information on all licences, transactional processes and support services. The intent is to facilitate licence reviews and offers which will help identify and support trading opportunities.

The overall web-based system consists of five key elements, which are underpinned by the work of parallel activities of the Regulation & Licensing Workgroup of the OGITF (noted below):

Central LIFT-site with the links to all related sites, managed and promoted by the Systems Administrator. This provides a central point of entry for all companies wishing to identify trading opportunities, including:

· outline of the overall system, how it works, a description of the aims and incentives and access to all peripheral sites/contacts; 

· geographical search facility and index for all licences on offer, to provide direct linkage through to the company sites, both general and asset pages. (Will include registration of users to gauge company/asset site interest); and 

· general deal facilitating information e.g. standard industry transactional agreements and codes of practice (see SCG group report). 

DTI LIFT-site to provide access to comprehensive and definitive information on UKCS licences, regulatory requirements and administrative processes. This will include:

· a register of existing licensees, identifying all companies in a licence block (and all blocks licensed to companies), sorted by parent companies (also identifying the holding subsidiary, but not equities) and identifying licence and production facility operators 

· a list of companies aspiring to become UKCS licensees (at their request) 

· a listing of discoveries in the public domain (i.e. over 6 years old or released when licences were relinquished) which are not yet developed and licence blocks which are "fallow" i.e. undeveloped with no well drilled for 6 years 

· regulatory guidance notes to promote an understanding of the administrative process (and the underlying legislation). This would include: 

- criteria for becoming licensee or operator;

- out-of-Round licensing process; and

- Abandonment commitments and securities requirements. 

· Linkage to further information from DTI and other government departments 

Data Environment Associated with LIFT (DEAL), is being progressed in parallel to provide a graphical user interface in the form of an interactive map and data index for the UKCS. This will identify the availability of data and where it is held, including:

· licence data available in the public domain 

· data marketed or traded by oil companies 

· commercially available regional reports 

· production data sold by contractors 

· UK Government "data release value added" products 

Company LIFT-sites provide the opportunity for companies to promote licences and assets they wish to offer for trade. It also offers the possibility of identifying their areas of interest for acquisition. Although developed for the UKCS, there is no reason why overseas trading opportunities could not be included. The cost of establishing and maintaining this site and accountability for the accuracy of the information it contains, is wholly up to the company. It is intended that the site would consist of two discrete units, both with direct access from the Central site to either:

· a Company page, describing the company, its broad interests, status within the UKCS (i.e. operator/non-operator, exploration and production), strategy and intent relevant to LIFT, contact points, standard agreements, links to Corporate information etc.; or 

· a Company Asset pages, providing "taster" summary information on the licences and assets for trade, within a standard format to facilitate linkage with the central site index information and ease of use for those accessing several different company asset-pages. (NB All licensing transactions and negotiations will be done off line from LIFT, it merely provides information for commercial opportunities identification and contact) . 

Consultancy and support services advertisements and links on the central LIFT-site, to provide help and resource for all aspects of licence/asset trading, including:

· deal brokering 

· legal and commercial 

· IT 

The overall architecture is outlined in Annex 1, to be established and maintained by the Systems Administrator, who will also be responsible for its promotion when initially launched. Continued promotion of the system and the licences on offer is expected periodically, to optimise trading of current licences between UKCS Licence Rounds. The framework will remain on-line continuously, with company linkages updated upon request - although it is anticipated that company asset pages will be shut-down periodically for refreshment and synchronised with new promotions.

4. Broader Context for Licence Trading Initiative

Systems Administrator will be contracted by UKOOA to make use of the registered domain name www.uklift.co.uk in support of this government and industry initiative by:

· establishing and maintaining the overall web-site architecture, the central site and linkages to other sites, at its own cost 

· promoting the system and the licences on offer, both initially at launch and periodically thereafter, to facilitate the UKCS licence trading market 

· providing support to oil and gas E&P companies in establishing their LIFT-sites, as both a means of marketing specific licences and of generally promoting company interest/intentions in licence trading 

· an obligation to provide directory of service support contractors, with linkages, for a moderate charge 

There will be a basic charge for maintaining each company linkage to the central-site, irrespective of the number of licences on offer (the system is enhanced for all if more licences are included) and supplementary charges for other support to company-sites. Links to DTI and DEAL sites are part of the core facility and will not be charged.

The industry has established a LIFT Systems Administrator Board, which is responsible for administering the contract. On this board will be someone from the DTI to whom all users of the system can turn, in confidence, regarding issues and comments with respect to the effectiveness of the system and the conduct of the Systems Administrator and other users. There will be regular meetings between this group and the Systems Administrator to both review system operability and rectify problems.

Streamlined Commercial Arrangements are seen as an integral part of facilitating licence trading. Established industry practices, constraining Joint Operating Agreement (JOA) clauses and legal rigour, have the potential to deter or frustrate trading. While developing the LIFT concept, these were discussed at a number of inter-company workshops and the following points noted:

· standard, off-the-shelf, commercial agreements between companies would offer cost and time efficiencies, particularly if applied when licences change hands. This voluntary framework would become available on the central site and will include: 

- Confidentiality Agreements;

- Sale and Purchase (or exchange or farm-in) Agreements;

- Stamp Duty Agreements;

- Deed of Licence Assignment and Interest Assignment; and

- JOA novation and amendment and Trust Deed amendment.

· there needs to evolve a code of practice for the use of pre-emption, assignment, sole risk and abandonment security provisions - which often serve to frustrate licence trading activity. A number of model clauses have been designed to remove some of the barriers, for application in future JOAs and potentially for voluntary application, for a limited period, as part of a LIFT promotion 

Fiscal and Regulatory concessions have been offered by the UK Government in response to the OGITF’s drive to remove constraints to active licence trading. These include:

· capital gains tax roll-over relief for oil and gas licences was introduced in the Budget, with effect from 1 July 1999; 

· flexibility on UKCS licence commitments i.e. obligation wells from 12th, 14th and 17th Rounds, was provided on 31 March 1999, to enable exploration budgets to be targeted at the most promising prospects; 

· fallow licence status deferment for 2 years where a significant interest is traded in the 12 months before or after the 6th anniversary of the last well drilled on the acreage. (Significance will be decided case-by-case but for guidance would be 15% to a non-affiliated partner, new or existing, or less if associated with an assured drilling plan); 

· streamlined licence novation for multi-block licences and legal due diligence process for title tracing, are also under consideration. This will help ease these transactional bottle-necks by establishing self-standing sub-licences and a registration system for UKCS licence and block titles, respectively; 

· clarifying UK Government administrative practice and legislative requirements, including guidance on: release from abandonment liability following licence re-assignment, out-of-Round licensing of open acreage relevant to existing licence activity and criteria for licensees and operators; and 

· DTI have also provided around £10,000 funding for the development of LIFT. 

Data Environment Associated with LIFT (DEAL) is being developed in parallel, in response to the need for all users of the system to know which data are available and where they can find them. Many of the smaller and new, incoming companies would especially have their ability to identify licence trading opportunities enhanced by this meta-data index, which would complement and support the information on the DTI and Company sites.

It is intended that this will be available by end of 1999 and will also be provided by a single administrator, with free access to users, funded by advertisements and linkages to data vendors. DEAL will potentially offer LIFT users significant time and cost savings, through enabling rapid access to information, and should also stimulate the UK data sales market.

5. Current Status and Future Milestones

Industry workshops were held to discuss the LIFT concept with licensees/potential licensees, contractor/support companies and data vendors during May - July 1999. Ideas fed back at these sessions have been incorporated in the current system design, described above. Subsequent correspondence has confirmed the interest to proceed, with over 20 companies replying to the DTI that it was their intention to establish Company sites.

A Project manager was appointed in June to provide detailed definition to the web-site concept and support the tendering process for the Systems Administrator. This process is nearing completion, with the final contract expected to be in place mid August. The management of this contract, offered by UKOOA on behalf of UKCS licensees, will be carried out by a small board, drawn from the LIFT development team.

The future milestones proposed to establish LIFT are:

· Prototype web-site available for interactive demonstration at Offshore Europe (7 - 10th Sept 1999). This, together with round-table discussion and posters, is designed to promote interest and help develop user acceptability 

· A series of workshops (Sept - Oct 1999) to provide further opportunities for user/systems administrator interface (to help companies establish their sites) and to promote the standard agreements and optimal transactional approaches 

· LIFT-sites scheduled to become operational by the end of October, to allow for a promotional launch on 1 November 1999 

This will require intensive preparatory activity over the next 3 months from:

· The LIFT development team and Systems Administrator promoting LIFT and establishing the overall web-site architecture, optimal functionality and ease of use 

· DTI, transcribing licence register and guidance notes onto the Internet 

· Individual companies establishing web-pages for linking into the central site, identifying licence interests for offer and responses to streamlining transactional approaches 

· Consultancy/support service companies and the data index administrator in establishing links into this system 

It has been suggested that the success of this licence trading initiative depends on:

· Facilitation - the effectiveness with which it helps companies to identify opportunities for trade, building on the response to the removal of past regulatory and fiscal constraints and the streamlining of processes; 

· Interest - the degree of engagement by companies, at varying levels (executive, commercial, exploration etc.), in identifying offers and making use of the LIFT system; and 

· Behaviours - that participating companies are prepared to be flexible and progressive in their approach to reviewing their portfolios and engaging in trading activities. 

