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This paper was prepared by the Regulations & Licensing Working Group

Objectives

The team’s aim is to accelerate UKCS development at maximum cost-effectiveness through:

· a re-focused ownership structure & licence award system 

· more effective working relationships between licensees 

· a best-in-class regulatory environment 

Deliverables

The team has been successful in identifying and tackling a wide range of issues, with clear deliverables identified in most cases. A brief overview is given below.

i) Licence awards

Early deliverables were announced in the Task Force press release of 31 March, which detailed a number of changes designed to provide encouragement for exploration activity:

· an annual programme of licensing rounds, each covering ca 50% of all available unlicensed acreage (incl. West of Britain) 

· out-of-rounds applications encouraged where there is synergy with exploration, appraisal or development activity 

· introduction of procedures to reduce the amount of data required to accompany licence applications 

· more transparent published criteria for licence awards 

· flexible approach towards 12th, 14 & 17th Round obligation wells, allowing limited exploration budgets to be targeted at most promising plays 

· deferral of fallow status provided that clear programmes for future work are submitted. 

ii) Production consents

Also detailed in the 31 March press release was a move towards:

· longer production consents (old & new fields) 

· slim-line development plans (15 pages norm) 

· faster development plan approvals (one month target). 

iii) "Finder wells"

The "finder well" or "dipstick well" initiative had already been largely developed under the auspices of UKOOA and CRINE. However, our work group has helped to promote the dialogue between Industry and DTI necessary to ensure that the data generated by these wells is appropriate. Two seminars were recently held (on 7 June at DTI, London & on 16 June at University of Aberdeen) to promote the concept.

iv) Licence trading

The 26 May Task Force meeting endorsed a new process that will promote licence trading, regarded as a crucial factor as the UKCS enters the mid-end game. The so-called Licence Initiative for Trading ("LIFT") will be a "virtual trade fair" in which interested players are able to advertise assets for disposal, or areas of potential acquisition. A key element will be the introduction of a network of web-sites linked to a LIFT hub.

Compared with the current ad hoc situation, this will offer:

· greatly improved access to information, with the potential for attracting new players – particularly from the international audience 

· a simpler process, with an improved chance of matching vendor & buyer at the right time – yet probably a reduction in overall effort 

· significantly reduced costs, to maybe 20-50% of current cost per transaction 

Our aspirational goal is for a 5-fold increase in transactions, and this new level of trade will:

· align partnerships & promote regional co-operation 

· reverse licence & ownership fragmentation 

· release licensees who no longer wish to pursue development, with value for their holding 

· bring in players with potential contribution to new developments 

Changes in Capital Gains Tax relief could also give further impetus to this trade.

The LIFT plans have already been discussed in a series of Industry and broker "engagement sessions" (held w/b 24 May), and have received a favourable response. A consultant has been engaged to progress the concept further, and to assist in the selection of a system administrator. Pre-qualification documents were sent to 69 potential suppliers to gauge their level of interest, and a short-list has now been chosen for a tender exercise. The target schedule is:

· contract award by 23 July 

· pilot web site by 3 September 

· LIFT fully operational by 25 October. 

v) "Data index"

A related concept, being pursued in parallel to LIFT, is an on-line index to all released data (eg well, seismic, production data) which would indicate who owns (& is entitled to) such data, and where it is available. This would obviously offer time & costs savings for routine data handling.

It is possible that the index can be available by year-end. Although specification & funding issues are still being resolved, the preferred supplier will probably be Common Data Access (CDA), a limited company funded by most of the UKCS operators.

Individual discussions are currently being held with a number of data vendors, covering both LIFT & the index, and there is a larger engagement session planned for 2 July.

vi) Commercial agreements between licence holders

A set of standard clauses for commercial agreements between companies would offer efficiencies, and would greatly facilitate licence trading, particularly if it could be applied when existing licences change hands. The quickest means of achieving this is seen as a voluntary Code of Practice, encompassing:

· function of the operator, including required capabilities & obligations 

· model clauses to cover a core of key issues such as assignment, pre-emption, sole risk & voting pass-mark 

· standard forms of transaction agreement 

· universal project agreements, eg pipeline crossing & proximity indemnity agreements 

· standard approach to abandonment liability. 

The target is to produce a draft framework by end July, and to win support for its adoption by consulting with interested parties via a series of workshops in August.

vii) "Red tape"

A letter has just been sent to all committee members in UKOOA, and to companies in BRINDEX, NOF, IADC and OCA, in an effort to flush out more examples. A strong Industry response is now needed in order to make significant headway. A spreadsheet of examples already captured will be circulated shortly as a prompt.

The DTI is ready to examine problems within its own responsibility, and to broker discussions with other Government departments.

viii) Regional co-operation & operatorship

One team has been considering the potential for increased co-operation between companies, and assessing existing "barriers". This co-operation could theoretically extend to having a single operator (possibly not even an equity owner) for installations in a region.

Two areas (East Shetland & South Halibut basins) have been examined, representing two quite different case studies. The incentive to co-operate is huge – in East Shetland Basin the estimated remaining spend is over £ 10 billion (£ 7.4 bn opex + £ 2.6 bn abex – Woodmac figures, to end of field life), so even a 5 or 10% saving is well worth pursuing.

The team has essentially found that there are no regulatory barriers, but there are – obviously – different commercial perspectives amongst the companies involved. A number of areas for co-operation have been identified - there has been co-operation with the Competitiveness sub-group, and some specific areas (logistics, sub-sea tie-backs, extranet, & possibly decommissioning) have already been targeted by the Task Force for follow-up.

There are other opportunities which will now be left for individual companies to pursue – the value of the Task Force here is that it has created a dialogue between operators which otherwise would not have taken place.

ix) Abandonment

A number of aspects have decommissioning have been examined. From the point of view of financial security agreements (FSAs):

· the DTI have undertaken to clarify their requirements 

· Industry will produce a better estimate of costs involved in decommissioning 

· with the improved costs estimate, & with the experience of one specific case currently under review, the "insurance" alternative to conventional FSA mechanisms can be tested 

· in time, it may be possible to agree a standard approach for the JOA work under item vi above. 

Other regulatory aspects of decommissioning that are under discussion include:

· clarifying the manner in which tax relief is applied 

· forthcoming consultation document (due for issue on 28 June) on guidance to decommissioning requirements. 

x) Stricter consent policy ("gas moratorium")

The Industry members of the team have ensured that the Industry objections to the current policy have been re-stated, in a presentation to the Task Force meeting on 28 April. Although no further detailed work by our team is anticipated in this area, the status of this issue will be reviewed as the Task Force continues.

Conclusion

The work group has been very active in identifying and tackling a diverse selection of issues, under the general remit of "Regulation and Licensing". Most of the team’s proposals will be implemented by year-end. Early engagement with Industry colleagues has been a key element of the team’s success, and this will continue over the next few months.

