Taskforce Supplementary Papers - Regional Co-operation Subgroup Report
Background
The offshore oil and gas industry in the UK is moving into a mature phase. Discoveries are smaller in size and the majority of development activity is likely to be tie-back satellite fields to existing platforms. There are generally less hydrocarbon volumes passing through existing infrastructure. These factors all point to the need to take a fresh approach to the way in which future activity in the North Sea is carried out
The objective of the sub-group is to evaluate the potential benefit of greater regional co-operation, including the possible establishment of regional operatorships. The principles are to assess, in light of the above, how activity may benefit by:
· maximising on potential operating synergies within any one area; 

· optimising on activities and resources; and 

· reducing costs through best practice. 

It is believed these approaches could foster increased activity and improve the economics for actively pursuing the remaining reserves in the UKCS.
Issues
A number of issues were studied in detail. These are summarised under the following broad headings:
· What existing co-operation models could be studied? 

· Defining the advantages of regional operatorship. 

· What size or type of region is optimal? 

· What functions could a regional operator manage? 

· Who could be a regional operator? 

· How would savings be achieved? 

· What are the regulatory and licensing issues? 

Discussion
The Regional Operatorship sub-group (consisting of representatives from Talisman Energy, BP Amoco, Shell, Kerr McGee, Amerada Hess, Wood Group, BG, Wellmasters, Global Marine Integrated Services and the DTI) developed a programme to evaluate the issues raised. A number of case studies were reviewed and conclusions derived from business modelling a selected but representative sample.
What Existing Co-operation Models Could be Studied?
The group initially reviewed a number of co-operation models including Britannia, ETAP, Avalon, Armada, SHBOF (Outer Moray Firth Area) and East Shetland Basin and selected the latter two for further in-depth analysis. The group created business models to evaluate potential synergies and savings and assessed what regulatory or licensing issues impeded progress in this area.
Define the Advantages of Regional Operatorship.
The synergy of operating more than one asset provides opportunities to optimise resources and schedules, to gain continuity of activity and to improve performance. It was felt that there was the opportunity to move to a best-in-class performance in each region by pooling experience, whilst at the same time optimising to fit for purpose standards. There was also an opportunity to offer standard solutions to incremental activity, such as subsea tie-backs. Equally, it was recognised that such standardisation placed challenges on individual companies to accept specifications that may not be consistent with corporate requirements and may not fit corporate strategy.
What Size or Type of Region is Optimal?
The size of a region of co-operation should be large enough to achieve significant savings but small enough to be workable. For example, the East Shetland Basin with 14 platform complexes, was seen as too large a region to gain optimal benefit and should be broken down into three or more groupings. The undeveloped Outer Moray Firth area (SHBOF) was viewed as more suitable, not least because full development of reserves in the area had some regional dependency. However, during this study it became clear that too many commercial issues existed in the pre-development phase to allow regional co-operation to be openly embraced.
What Functions Could a regional Operator Manage?
The functions that were originally considered were divided into sub-surface, production facilities and export infra-structure with a belief that production operations is the area with easiest implementation. Subsequently, through review of case studies, it was observed that a lot of co-operation already occurs in the areas of logistics, maintenance and operations. There was also some co-operation noted in field development activity and in areas such as well interventions. Sub-surface activities are generally regarded as having too much proprietary knowledge to be shared openly, though a case was made for greater sharing in very mature fields in a basin.
Who Could be a Regional Operator?
A number of options were discussed and the case studies yielded some interesting examples. The broad categories were:
· an existing operator in the region; 

· an existing key contractor; and 

· a new managing contractor owned by the partners. 

A number of issues were raised and it was felt that existing operators had some pride and, in some cases, corporate goals in being an operator which may be difficult to reverse. Under some JOA terms loss of operatorship could result in loss of benefit and an exiting operator may require compensation. However, the group felt that operatorship was not sacrosanct and focus should be on HS&E performance, cost and delivery. The selection of a contractor would require careful alignment of goals and objectives and the group had a variety of experiences to share on this. A partner-owned JV operator required partner alignment to prevent difficulties arising in management direction and there were examples (not in the UKCS) where extremely difficult relationships existed as a result of such arrangements.
How Would Savings be Achieved?
· Some very detailed analysis was performed on the two study areas to determine how and where savings could be achieved. It was concluded that in the SHBOF area, a number of asset trades would be required to balance the position of the key participants in order to create alignment, prior to serious discussions on cost savings and activity synergy. The East Shetland Basin offered a huge opportunity for cost savings given that annual opex in the region was over £700 million p.a. (source: Wood Mackenzie 1998). A number of areas for savings were identified. These included:
· evaluation of support contractor role for synergies; 

· co-operation on reservoir management and well engineering; 

· increased campaigning; 

· sharing of ullages and utilities; 

· shared decommissioning knowledge and implementation. 

· shared operations and integrity management best practice; and 

· "commodity engineering" (= standardised, fit-for-purpose procurement, fabrication and installation). 

There was a general view that more dialogue with contractors and suppliers would help determine appropriate standards for developing commodity solutions. Areas of activity that would benefit are numerous and could include satellite tie-backs, flowlines/pipelines and other systems.
What are the Regulatory and Licensing Issues?
None of the above could be considered at the expense of fundamentals such as safety and environmental protection. However, following a review of the licensing framework it was determined that no barriers existed. The possibility of creating regional cartels would need to be carefully assessed in relation to competition law. Infrastructure access was also hotly debated and again it was shown that current legislation was sufficient to protect parties outside of regional groupings.
A number of discussions were held on the extent to which the DTI role in facilitating UKCS activity should involve active intervention in what are primarily commercial issues. There is considerable scope for DTI to actively facilitate closer co-operation between licensees to ensure optimal developments, without attempting to second guess companies or to interfere in strictly commercial issues.
It was also concluded that the introduction of a mechanism which allowed minor players in a region to exit rapidly, whilst realising a reasonable and fair market value for their asset, would be a major boost to eliminating non-aligned parties, thereby releasing those wishing to press ahead with development activity. The LIFT programme, being developed by another Regulation & Licensing Workgroup, will provide such a mechanism.
Conclusion
A number of conclusions have been reached, though several overlap with issues being worked in other task-force groups. These conclusions have been integrated into the overall programme being pursued by the Task Force.
In summary, the group concluded that there were no licensing or regulatory inhibitors that prevented the development of greater regional co-operation. Analysis of the East Shetland Basin area confirmed that the prize for achieving synergy and savings was significant and that it was worth pursuing this objective. It was also concluded that although the OGITF had been a useful forum for bringing the parties together it now rested in the hands of the individual companies to pursue the benefits in this particular area.
It was recognised that a regional operator could be too large to yield maximum benefit; the East Shetland Basin in its entirety was considered to be too large. A significant number of difficulties were identified that would need to be overcome when agreeing a regional operator. These were particularly in the area of corporate standards and culture, as well as prioritising of shared activities and resources. Some companies had a corporate pride in being operator that they would find difficult to give up.
On a positive note, it was observed that there is already a natural move towards regional groupings as licence rationalisation takes place and core areas develop. This has resulted in an organic process of developing synergies and anything that could be done to facilitate licence interest trading to accelerate this natural process would be beneficial (LIFT).
The recent low oil prices had naturally increased the urgency to reduce costs and there was evidence of much more interaction in trying to achieve savings through synergies and sharing. Furthermore, the dissemination of best practice in order to reduce costs would have long-term benefits for the whole industry. However, this is a sensitive area because some companies see this sharing of data as erosion of their competitive advantage.
A review of the South Halibut Basin Operators Forum (SHBOF) revealed that in the pre-development phase the commercial positioning by the key participants created a very difficult environment for open communication and sharing behaviour. Once again there was seen to be a need to accelerate licence trading to release development activity. A lot of discussion focused on JOA terms that inhibited activity and whether the regulatory authorities (DTI in this case) should more actively facilitate complex commercial barriers (and, if so, how).
Other areas where the work-group concluded that industry benefit could be achieved was in sharing the engineering solutions to standardise future activities as much as possible. This approach was given the title of "commodity engineering" and could be applied to subsea trees, flowlines and umbilicals, as well as many aspects of decommissioning.
