Taskforce Supplementary Papers - Streamlining Licensing & Development DTI Measures Announced On 31 March 1999
Background
The Workgroup discussed measures that would improve the system of petroleum licensing on the UK Continental Shelf in order to deliver a reduction in red tape, the streamlining of the regulatory process so as to lower costs, provide encouragement for new exploration, and help to maintain production in existing fields while retaining a full commitment to the environment.
Issues
On 31 March 1999, John Battle, the then Minister for Energy and Industry at the DTI, announced a package of measures designed to speed up the regulatory process, encourage new exploration and maintain production in order to restore the momentum of UKCS activity. [See DTI Press Notice P/99/284 - attached.] The main features were:
· an annual programme of licensing rounds with each round covering approximately half of available unlicensed acreage 

· more transparent criteria for licence awards 

· extensions for certain work obligations 

· establishment of a register for licensees 

· longer production consents 

· slim-line development plans, and fast-track (typically one month) approval of most development plans. 

Discussion
Seaward Licensing Rounds
The Department hopes that an announcement about an annual programme of new licensing opportunities will be made later this year. This is expected to confirm that the offer of most unlicensed acreage in mature areas, which was used as the basis for the offer of licences in the 18th Round, will be retained for most areas on the UKCS, and that all of this acreage will be offered in two zones in alternate years. Newer areas are expected to retain the nominations-based, closed offer system.
Out-of-round licences will continue to be offered. New guidance will be published shortly to clarify how it can be used to enable licensing requests which offer good synergy with other exploration, appraisal or development activity to be taken forward more quickly than the proposed annual round process would allow.
In order to improve the transparency of the licence award process, the Department will aim to publish details of the approach that will be used to assess applications prior to each licensing round, following consultation with the industry.
Work Commitments
Most petroleum licences are granted on the basis that a minimum specified programme of exploration work - generally seismic acquisition and drilling - will be carried out during the initial term of the licence. Typically, the initial term is 6 years, although extant licences for blocks in some areas have a 3 year initial term.
The announcement on 31 March outlined flexibilities in the Department's consideration of requests to extend the licence terms for petroleum licences issued in the 12th, 14th and 17th Rounds to permit completion of work programmes, and requests to waive certain work commitments that had been agreed with licensees at the time these licence awards were made. The following paragraphs provide more detail on the flexibilities:
12th Round Licences
· up to two years further extension of time on request, subject to normal relinquishment requirements, to allow unfulfilled well commitments from the initial licence term to be drilled 

· where at least one firm well has been drilled, any remaining firm wells to be waived on request provided the whole area is surrendered 

· where at least one firm well has been drilled, any remaining contingent wells to be waived on request subject to normal relinquishment requirements 

· where a work programme includes only a single contingent well which has not yet been drilled, this to be waived on request provided the whole area is surrendered. 

14th Round Licences
· two years extension on request to allow well commitments not completed in the initial term to be drilled, subject to normal relinquishment wherever possible 

· where at least one firm well has been drilled, any remaining firm wells to be waived on request provided whole area is surrendered 

· where at least one firm well has been drilled, any remaining contingent wells to be waived on request subject to normal relinquishment requirements 

· where a work programme includes only a single contingent well which has not yet been drilled, this to be waived on request provided the whole area is surrendered. 

It has been pointed out to Licensees that those companies who request waivers of firm well commitments to surrender 14th Round blocks where no wells have been drilled during the initial licence period may have this taken into account when any future application for a new licence is considered.
17th Round Licences
· two years extension to work programme on request to allow outstanding well commitments to be drilled 

· work programme for four remaining years of second licence period to be agreed before end of fifth year of licence. 

This initiative on licence extensions and well waivers addresses the two rounds where licence term deadlines are imminent and the special circumstances of the three-year initial period on 17th Round licences. The industry has welcomed the flexibility afforded by the above changes and aims to use this flexibility generally to upgrade the quality of their exploration programmes rather than further reduce drilling levels.
All companies holding 12th, 14th or 17th Round licences have been contacted by the Department to set out the specific implications of these offers of flexibility for their licence interests.
Lincencing Register
The Department intends to create a register of companies that operate or participate in licences on the UKCS. It is anticipated that in addition to current licensees, companies not holding petroleum licences on the UKCS will be able to submit details of their potential interest in obtaining currently licensed acreage in order to enhance their prospects for licence acquisition. The register will form an important part of the LIFT process which will facilitate licence trading on the UKCS (see separate paper on LIFT).
Fallow Status
The Department of Trade and Industry regards blocks under licence which have not been drilled for six years as being "fallow" and actively encourages the holders of such licences to either bring forward plans for new exploration or to relinquish the acreage.
As part of the announcement on 31 March 1999, the Government said it would defer fallow status for up to two years for blocks in which a significant interest is traded in the twelve months before or after the sixth anniversary of completion of the last well in the acreage. This should minimise any potential disincentive to trading.
The significance of each such trade will be reviewed on a case by case basis, but as a guideline, a transfer of interest of 15% or more either to a new partner or, if partner drag has been a factor holding up further work, to an existing partner, will be the normal qualifying mark. However, smaller trades which are sufficient to assure new drilling within the two year period will be sympathetically reviewed, whereas transfers of interest between affiliated companies, even if representing in excess of 15%, will be carefully scrutinised to establish any real change in work intentions.
Development Plans and Production Consents
The Department has reconsidered the regulatory requirements set out in its Guidance Notes on Procedures for Regulating Oil and Gas Field Developments which were last reissued in December 1993. Ministers have now agreed that three immediate changes should be made which will help speed up approval processes, provide greater comfort to industry on investment and minimise information requirement burdens on industry. Amended Guidance Notes will be prepared in consultation with the industry over the next few months. The changes which have already been implemented are:
· 'Slimline' development plans for all new fields. The norm for development plan documentation for all fields will in future be some 15 pages of text plus associated figures. Previous guidance was for 10–50 pages of text depending on the size and complexity of the development. Dialogue will still be needed on all fields but this will identify and target 'issues of variance' between national and industry needs. More comprehensive or varied documentation, which some operators might for example choose to submit for partner reasons or internal preferences, will be accepted provided it covers the Department's information requirements. 
· 'Fast Track' approval of development plans. Every effort will be made to fit in with industry's development commitment schedule and the Department plans in future to turn round final submitted draft development plan documents within a month. This compares with previous targets of two to three months. Early dialogue to identify any potential issues will obviously help to speed up the approval process. This dialogue will run in parallel with public consultation on Environmental Statements. 
· 'Longer duration' production consents. Where possible, existing fields, some 50 of which are currently on annual consents, will be offered long-term extension options (subject to licence constraints and technical or investment uncertainty). We anticipate this will, effectively, mean 'life of field' in many cases. Every effort will be made to ensure that all new oil and gas fields, of any size, will similarly be offered long-duration consents. 

Conclusions/Deliverables
Immediately after the 31 March announcement, the Department of Trade and Industry wrote to all licensees holding 12th, 14th and 17th Round licences to set out the nature of the Department's offer of relaxations to licence terms and well commitments. All those who received such letters have responded positively to the measures and the necessary actions have been taken to give effect to the requests that were made.
The other measures that have been announced have been or will be taken forward within the stated timescales.
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