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Facilitation of Licence Trading to enable Portfolio Rationalisation that enhances the opportunities for increased exploration & development activity - Discussion Note

1. 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"

2. Aim

To instigate a framework which simplifies and encourages licence trading to an extent sufficient to help industry restructuring and promote incremental revenue generating activity. To do this through:

· ownership adjustments which align partnerships and promote regional co-operation 

· reversing licence and ownership fragmentation which could establish material economic opportunities 

· encouraging and engaging players with a contribution towards securing new developments 

· releasing licensees with reduced interest in or ability to develop licences, with value for their holding 

3. Background
The economic climate has changed markedly since all licences were awarded and company circumstances may have changed with respect to the perspectives, intentions and abilities to invest in exploiting licence reserve potentials.

Licence portfolio trading continues in the course of normal business. In 1998, this included 146 licence change requests, involving 60 companies and 191 licences (with ca 10% of licences traded more than 3 times in the year).

It is proposed that the OGITF consider establishing a licence/asset trading and sale enhancement mechanism which promotes the above aim and increases licence turn-overs beyond this current level. It is important that this is supported by a broad sector of the industry and endorsed by the DTI, such that the inertia of fundamental ownership restructuring can be overcome.

This proposal aims to support parties interested in:

· re-aligning JV licence partnerships 

· aligning regional operations and promoting co-operative arrangements 

· consolidating interests in areas of strength and interest 

· relieving commercial (or other) constraints on licence or basin exits 

· accessing new areas (for them) but already under licence 

"Trading" is used as short hand to include the full ranges of trades, straight sales, work obligation farm-ins and any mixture of these, i.e. basically all forms of licence ownership exchange.

4. Outline Concept of this new licence trading initiative

The Licence Initiative for Trading (LIFT) aims to achieve enhanced activity by creating a trading framework for simpler identifying and realising opportunities and a promotional event to launch this which:

· captures the attention of senior company executives as a valuable opportunity for material business restructuring 

· align a broad section of UKCS company portfolio reviews and offers to trade, within a common time frame 

· encourages companies and DTI to adjust normal business constraints, to facilitate a change in the business interaction dynamic 

To ensure that "LIFT" creates a "step change" in industry engagement, it will require the setting up of a new Internet based framework to help companies identify trades - see attachment 1. This will be accompanied by promotional activity when the system is opened to access. Although the framework will remain on line, it is expected that company pages will be shut-down periodically for refreshment - providing the potential for subsequent promotional events with minimal further set-up effort. It is anticipated that these will occur between Licence Rounds.

In the lead-up to the launch this will require involvement from the DTI in:

· establishing a team to review company intentions for "fallow" licence holdings which would encourage companies to identify licences potentially available for trade and engagement in this trading initiative 

· establishing a new web-site which ensures easy access to public domain licence data, including registered licence holdings, new parties interested in becoming licensees, licences with fallow discoveries 

· consideration of incentives for industry to participate, (listed as facilitation measures below) together with creating guidance notes on licence requirements and practice, e.g. out-of-round awards, abandonment liability on transfer etc. 

This will also require specific industry involvement in the form of:

· companies establishing new web pages to provide a profile to promote themselves and their interests/aspirations, together with an outline of licences they wish to put up for trade 

· industry funding an agency to administer the central site which connects company and DTI pages and other facilitative sites which would promote or help conclude deals, e.g. CDA, licence brokers, etc. 

· each company reviewing company licence interests, especially fallow blocks in response to the DTI, to offer licences for trade and be able to respond to trade requests and JOA trading constraints, including pre-emption 

For this concept to be successful there are three key considerations:

· Interest - there is a need to have a shared vision of mutual benefit and an efficient process which promotes a wide company interest in participation, that engages senior executives, exploration and development managers 

· Behaviour - for all companies participating to be prepared to be flexible in their approach and to review their portfolios to be in a position to respond when the LIFT is operational in November 1999 

· Incentivisation - for government to provide incentives which influence interest and behaviour e.g. through deferring Capital Gains tax on licence transfer and providing flexibility on licence commitments. 

5. What needs to be put in place:

· Systems administrator and company set-up: 

The initial concept was to set up a framework for an event (a "fair") facilitated or brokered by a central (industry paid) body. However, if the framework is seen as facilitating a "market", then all that is required is a systems administrator. By limiting the responsibility of this role, the administrator could be sourced from the IT service sector (less expensive than a specialist licence broker). The systems administrator would provide a central entry point for all companies wishing to trade and connections to multiple company sites, each managed by the individual concerns for their own ends. This would include marketing licensee and DTI sites, but could also include links to brokers, support agents etc.

	Role
	Duty

	System administrator:
	responsible for the web-site architecture,  the introduction site, links to DTI and Company sites (+ support service sites) and the external promotion of the system.

	Company:
	responsible for providing an on-line facility for company promotions and base data on licences being offered for trade

	Company or Agent:
	responsible for promoting deals, facilitating inter-company discussions, securing DTI approvals and completing transactions


The structure of the Internet web-site could be:

* Introductory page

· description of the aims of the initiative 

· description of the incentives for participating 

· outline of the code of practice for engagement 

· links to company pages, DTI, CDA and consultancy services pages 

· index of all company assets on offer 

* Company page
· describing the company classification (Production/Exploration/Operator/Non Operator) 

· articulating the present company strategy in the UKCS 

· identifying contact points within the organisation 

· providing hyperlink and registration into the company’s asset pages and web-site 

* Company Asset pages
access to these would include a simple registration proforma to allow marketing companies to track interest

· a summary, i.e. "taster" description of the Assets available for trade, in standard format and including licence pre-emption status. 

· the contact to organise data rooms and initiate dialogue 

· access to standard company Confidentiality Agreements and 

· Sale and Purchase Agreements 

DTI Register and Guidance Notes 

As part of the OGITF, the DTI have recently reduced the information they require from companies going into a licence Round and intend to create a register of licencees. The establishment of this register will be a useful aid to facilitate trading by making readily available a definitive listing of public data on licensees, i.e. the parent company, its subsidiaries, its licence block holdings and current status (operator/non-operator). (This could also be provided as existing licensees on all current licensed UKCS blocks).

There are many companies who wish to become UKCS licensees who may wish to make their aspirations available to current holders to promote themselves for trading via the DTI register.

New companies to the UKCS could use this process as a means of establishing their credentials with the DTI should they identify a suitable trade. The DTI are unable to provide a blanket pre-qualification or endorsement, as each transaction has to be decided on a case-by-case basis. Similarly, the statement of fact on a particular company’s current operatorship status does not, by itself, qualify existing licensees for proposed new holdings. However, both could be seen as potentially saving time and assisting in the decision process when the deal is identified.

The fourth part of the DTI web-site is factual listing of fallow discoveries (i.e. over 5 years old), where well data is publically available. The inclusion of the CDA into LIFT will provide companies with on-line access to this well data (albeit at a commercial basis). This also provides CDA with promotional opportunities for its product - which may secure the critical mass to provide substantive industry cost savings on data holding and management.

The advantages of this system being on a web-site are:

· ready remote access for evaluations prior to company business trading discussions 

· access for overseas parties, which is a cost effective way to interest/attract new players 

· a permanent, definitive, easy to access record of interests for ongoing licence trading activity 

There are also several Guidance notes required to support and enhance companies (both existing and potential licensees) understanding of the processes of licence awards and assignment. The key topics identified to date include:

· out of Round Licence process 

· abandonment liabilities upon licence/asset transfer 

· streamlining of licence novation procedures (and the establishment of self-standing sub-licences from the multi-block awards of early licence Rounds) 

6. Facilitating measures to enhance level of engagement in trading activity

Tax incentives 
· Capital gains tax - Unlike the majority of British companies, the Oil Industry is unable to re invest and defer tax gains on the disposal of licence interests. This imposes a tax burden at the time of licence disposal which financially dis-incentivises transactions. It is particularly acute where producing assets exist on the licence, reducing partnership alignment transactions, which potentially inhibits further investment for longevity, enhanced recovery, satellite development opportunities and region co-operative cross-assignments. The introduction of roll-over relief for all licence disposals is therefore suggested as a major fillip to enhancing licence transactions. 
· Tax treatment of R+D costs - Another tax disincentive to licence trades is the three year waiting period for which eligible R+D costs can be made allowable against PRT (SRA and IDC). If this were treated in the same way as other PRT costs, it would encourage companies with newly developed technology to invest in licences to which it can be applied - potentially providing new breakthroughs in current and new developments. 
· Licence fee restructuring - some licences have escalating fees which may deter new entrants. The possibility exists for the DTI, with the agreement of the Treasury, to restructure licence fees to encourage transactions which would promote further activity. 

Licence commitments flexibility - As part of the OGITF review the DTI has already provided flexibility to companies in fulfilling their requirements for existing obligation wells, by allowing waiver and relinquishment (with data going public) or a 2 year extension to the commitments of 12, 14 and 17th Round licences. The following extensions to relaxing licence commitments by way of promotion of new licensees, with incremental resources to invest for exploration and development, are under consideration: 
· Fallow licence status - Where a new licensee joins an existing fallow block (and brings the potential for a clear future programme of exploration or development activity), the DTI will defer its fallow status for 2 years. This concession will coincide with a new impetus to the fallow block initiative, with reviews and interviews timed to reinforce and promote the launch of LIFT. 
· Exploration work obligations on 15 + 16th Round licences - To prevent dis-incentivising companies minded to trade into theses licences, extensions and transfers of obligations should be considered by the DTI. 
· Current restrictions on assignment of licences where no significant work commitments have been undertaken, will be considered for removal on a case-by-case basis. The decision will depend on the reasons for the existing parties wishing to go and the additional benefits the incoming party brings. 
· Access to new licences - To incentivise involvement in the trading event, registered companies will be able to apply for new licences which have been offered in previous rounds but were not competed for (or awarded). 

· This will follow the nomination (out-of-Round) system of applications in order to incentivise licence interest (and activity) where prospects/discoveries extend into that adjacent open acreage. The DTI will generate guidance notes explaining how out-of -Round awards may be made. 
Availability of data 

Many of the smaller and newer companies to the UKCS feel disadvantaged in their access to data which might create/support their interest in existing licences. After 5 years all well and seismic data is publicly available but knowledge of what is in this domain and ease of access to it could be improved. Recognition of what data is available e.g. by a list of licences with wells over 5 years or data released at relinquishment, would be of assistance. Also a list of fallow discoveries (i.e. over 5 years) might create interest for potential new entrants to contact existing licensees and this should appear on the DTI’s site.

The CDA was established to reduce the costs of storage but also enhance access - memberships of this body therefore potentially offers a mechanism for fast transactions that could facilitate licence reviews ahead of, and as part of, inter-company discussions. It is proposed that CDA use the launch of LIFT as a means to promote its capabilities and intentions. This should include the free availability, on the internet, of an index of public well data. It is also proposed that they should make available, for a modest consideration, the well data for all fallow (over 5 years) discoveries by way of promotion of both the LIFT and their own capabilities. As well as public data, there is the availability of company proprietary data that could be made available through this route (for those existing CDA members).

Abandonment liabilities 
It has been noted that the inability of a company to negate its abandonment liabilities through asset trade (because of the DTI’s reluctance to release companies from their obligations after a commercial agreement to assign a licence) is a major barrier to asset trading. An outline guide to provide clarity on the DTI’s policy and process for release is being prepared to assist in executive decision making. (This will supplement, and be in addition to, the full Guidance Notes for Abandonment, currently under preparation, that provide the details for accounting and legal transaction professionals).

The establishment of Abandonment Security Agreements with committed and DTI recognised banking obligations or insurance provisions, for all traded assets, may provide a means forward. The recognition of the financial implications of this approach must be accounted for in producing asset transactions.

Company JOA terms relaxation 

Many JOA’s have pre-emption or assignment clauses which could frustrate multiple/cascade transactions. There are other terms within JOA’s which could equally deter or frustrate trading, it is proposed that inter-company workshops should be used to identify how best to manage these.

7. Timetable

May 1999
Decision to proceed agreed at OGITF Regulatory & Licensing Group on 14 May, the OGITF on 26th May and the appointment of a project manager to further scope and define proposal.

Development of proposal by OGITF work group in further discussion workshops with industry (including how best to fund/establish arrangements). 25th pm & 26tham May @ British Borneo’s Bowwater House, London, 27thpm &28tham May @ Conoco, Aberdeen for companies; and 3rdpm June London for consultants.

June/July 1999
Tendering and appointment of system administrator

· Public announcement by DTI of "LIFT" launch, process, incentives available etc. 

· Establishment of DTI initial web-site, to invite companies to participate and provide some proformas, contacts, guidance notes etc. 

July-Oct 1999
Establishment of Introduction, Company and full DTI web-sites

· Company licence reviews and DTI interviews on Fallow blocks 

· Inter company events to identify deal inhibiting behaviours and JOA clauses and how to manage them (UKOOA) 

November 1999
LIFT launch date, with company licence trade offers made live

