Taskforce Supplementary Papers - Decommissioning Liabilities Subgroup Report
Background 
Under UK legislation, oil and gas companies with equity interests in installations located on the UK Continental Shelf are jointly and severally liable for the costs of the eventual decommissioning of offshore structures. This a regime under which the Operator, in agreement with the co-venturers, must prove to the DTI their particular arrangements are adequate to meet the costs of decommissioning and residual/long term liability. 
Concern has been raised by the industry group within the OGTIF that the existing regime is a barrier to licence trading. A decommissioning liabilities sub-group (reporting to the Regulation & Licensing Workgroup) was formed in May 1999 with representation from BP Amoco, Talisman, Kerr McGee, Amerada Hess, Shell and the DTI. 
The objective of the sub-group was to identify: 
· the issues associated with decommissioning liability (DTI Guidance notes were subsequently issued for consultative purposes on June 28) ; 
· opportunities to address these issues and reduce the perceived barriers to licence trading including alternatives to the existing mechanisms for ensuring secure provision for decommissioning costs; and 
· recommendations for the Regulation & Licensing Workgroup. 
The group met three times in May and June 1999 and prepared a discussion paper on the subject which met the above objectives. 
ISSUES/OPPORTUNITIES 
Costs 
The costs of decommissioning and post decommissioning liabilities are both large due to the magnitude of the decommissioning process, and uncertain due to timing, different estimating bases between operators, legislative changes and the development of new technology. 
The Government’s prime objective is to ensure that these costs do not fall unduly on the tax payer through having a robust liability policy that is clearly understood and followed by the industry. 
A common understanding of these costs is particularly important at the time of a licence transfer/withdrawal where there may be different views of the cost of decommissioning liability between licensees and therefore differing views on the level of required financial security. 
It is in the interests of both licensees and the Government to minimise the costs of decommissioning whilst meeting national and international requirements. Co-operation between operators in all aspects from dialogue through to contract strategy and work scheduling should enable significant savings over current estimates. 
Tax 
Because of the exposure of many licensees to significant decommissioning costs over the next 15-20 years, the taxation treatment of decommissioning is an important issue. Clarification of the position would be helpful. 
Security Arrangements 
Agreements 
There is no consistent approach to Decommissioning Security arrangements in existing industry joint ventures - both in relation to the trigger for requiring an FSA in the JOA, the language in and requirements from the FSA and the mechanism in the FSAs by which security is assured to the standard required by the DTI. Some JOAs have no decommissioning provisions, others are only triggered by withdrawal of licensees. 
Major operators such as Shell and BP-Amoco currently have different approaches on whether they require such arrangements. In some FSAs the amount of decommissioning security required is adjusted on an annual basis by the amount of remaining recoverable reserves, in others security is required on a gross basis. 
Despite a published DTI policy, decommissioning liability is not consistently understood by licensees and has not historically been given sufficiently high priority at the time of development approval. This has resulted in the issue arising in mid-to-late field life when decommissioning costs are more imminent and when, conversely, licence transfers are likely and often desirable if investment is to be encouraged. 
A common and consistent approach for requiring decommissioning security arrangements in JOAs at development approval would be advantageous for both industry and the DTI. 
Security products 
Security requirements under FSAs are relatively expensive for small licensees as FSAs are only typically required where larger licensees are no longer present in the licence (e.g. operatorship transfers to a smaller operator). In addition, the costs of these arrangements are necessarily inverse to the financial status of the licensee. Security currently has to be provided on a gross (versus post-tax relief) basis which drives up the cost of decommissioning security for licensees. 
There is not a good understanding in the securities industry of the risks and nature of decommissioning, and coupled with better education on the basis for estimating, there may be scope to reduce these costs. 
New products are becoming available as alternatives to the traditional products described above and these may be more cost effective to licensees and joint ventures. 
Regulation 
Whilst requiring a robust policy on decommissioning liability, the Government and the industry have the mutual objective of ensuring the policy does not unduly hinder licence transfer. 
There is a perception amongst some in the industry that Section 29 releases are difficult to obtain from the DTI for withdrawing licensees, and even if a release is obtained there still may be obligations in relation to decommissioning costs. Clearly, exiting licensees would prefer to transfer all such obligations to the incoming licensees if at all possible. 
Conversely, larger licensees remaining in a licence feel disadvantaged by the DTI approach of not requiring FSAs (because of the larger licensee’s financial strength) whereas departing licensees may receive Section 29 release. 
The forthcoming (3Q 1999) consultation process on the DTI decommissioning (post-Sintra) guidelines, provides an opportunity to receive further feedback from industry with respect to the above issues, and to incorporate further clarity in the final guidelines where appropriate. 
Conclusion 
In summary, the group confirmed that there are many different arrangements for, and level of understanding of, decommissioning security requirements in the industry. Additionally, such arrangements are expensive for smaller licensees and it is confirmed that these are perceived to be a potential barrier to licence transfer and trading particularly in late field life, where such activity may be beneficial though the recovery of additional reserves. 
It was recognised by the group that only a sample of opinion and experience to a limited number of JOAs/FSAs has been accessed by the group, and a broader participation would be beneficial for any future work, with a greater representation from smaller licensees. 
Recommendations 
Costs 
a) A building block/norm approach should be developed by the industry to define decommissioning costs for SNS, CNS and NNS platforms (utilising previous work by the DTI if available). This will not be platform specific, but a model for operators and licensees to work from, and to allow the securities industry to be better informed on this process. 
b) Promoted by the DTI, the industry should continue to co-operate in developing and sharing best practice both nationally and internationally, and should jointly promote the focused development of new UK technology to drive decommissioning costs down. Industry collaboration on dialogue processes, technology, standards, contracting, scheduling etc. would all be constructive. This should be pursued in the Competitiveness Workgroup (within LOGIC) as a new "collaboration project" in the next phase (PILOT). 
Tax Relief 
In order to help build confidence in the industry the Government should clarify the policy of what decommissioning costs attract what tax relief and feedback this to the industry, including the track record where possible. 
Security Arrangements 
a) A task group of industry lawyers/commercial staff including wider representation from smaller licensees should develop standard provisions for decommissioning, which can be adopted as standard for all new JOAs, & possibly some existing JOAs. This work will be incorporated into the work of the Streamlined Commercial Agreements group. 
b) An operator/joint venture should test the specifics of the insurance alternative to ‘conventional’ FSA mechanisms with the DTI, and feedback should be provided to the industry. 
c) In parallel, an industry group comprising commercial/insurance reps from industry should share its experience with insurance based products and then approach the insurance industry with its requirements. 
d) The concept of an OPOL type industry-wide insurance process should be jointly investigated between the group in c) above and the DTI, for the provision of post-decommissioning liability. 
e) DTI will review their own requirements – already specified, but there may be potential for streamlining. 
Regulation 
a) The DTI has written to licensees’ senior management at the time of publication of the draft decommissioning guidelines, specifically drawing attention to decommissioning liability aspects & requesting feedback. Industry should also raise awareness at UKOOA Council and ensure co-ordinated and substantive feedback in this consultation. 
b) Following consultation in 3Q 1999, the DTI should clarify the section on liability in the Decommissioning Guidelines in the light of comments received.
