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Legislation, International Obligations and Policy 
Guidance :

Part IV

Guidance Notes
Decommissioning of

Offshore Oil and Gas Installations and Pipelines
under the Petroleum Act 1998
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Decommissioning: Key Challenges 2017



Increased Challenge to Policy

• New questions being raised by industry

• New challenge to existing policy – welcome constructive dialogue, 

common objective of ensuring decommissioning is delivered cost 

efficiently

• Challenge can raise understanding of issues but risk that could lead 

to increased regulation (widen scope of OSPAR?)

• Myth-busting to inform misconceptions and increase understanding



Decommissioning

• Decommissioning activity has increased, along with cost estimates

• Liability for decommissioning rests with industry – field beneficiaries 

served legal notice

• System designed to protect taxpayer against ultimate liability

• Forecast decommissioning expenditure over next 10 years is ~£17bn 
(Source: OGUK Insight Report 2016)

• Decommissioning attracts tax relief



Decommissioning Activity

• Decommissioning projects vary by 

size and complexity.

• Process starts 2-5 years before 

the project is approved.

• DP approval is a key milestone, 

but interest continues through 

execution, completion of work and 

post completion monitoring

• Activity levels are increasing.  

Anticipate around 12 projects will 

be approved this year.

• +20 projects in the pipeline in 

2018 
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Increased Financial Risk

• Low oil price has increased focus on decommissioning liability

• Concern that UK Government becomes financially responsible for 

decommissioning as a last resort

• We undertake a leading role on Board with HM Treasury to explore 

reduction of decommissioning costs

• Two companies entered administration in 2016-17

• Established dedicated decommissioning Finance Team in 2016

• Team undertakes risk reviews to assess financial strength of any 

company with a legal notice

• Where risk is high we can:

• Serve additional notices on parent/associated companies

• Request security is set aside (LOC or escrow)

• Request upfront security



Enhanced Financial Assessment

• Horizon Scanning: work with OGA, BEIS Commercial and UK 

Government Investments to identify companies at risk

• Refined risk categorisation – eight categories of risk

• Highest risk = field with one owner of low financial standing and no 

other legal notice holders

• Low risk = supermajor involved as current or ‘exited’ party

• Reviewed portfolio of assets owned by ‘high risk’ companies to 

determine scale and likelihood of risk to HM Government

• Identified information gaps in relation to commercial decommissioning 

security arrangements



Section 29 Notices and Financial Assessment of Risk

Those who benefit from the production of hydrocarbons 
should bear the responsibility to restore the marine 

environment once production stops.

How do we protect the taxpayer from  paying for decommissioning?

Regular and routine 
financial assessment of 
operators and JV partners

Section 29 notices:
• Joint and several liability
• Served proportionate



How do we assess risk?

• For every field we:
• Examine the finances of current and previous owners

• Where we see a risk we will:
• Assess the NPV of the field

• And may,
• Explore the presence of commercial decommissioning security agreements

• Has security been posted?
• Does the Decommissioning Security Agreement (DSA) protect the taxpayer (in the event of 

failure of all of the parties)?

• And in some circumstances we may even:
• Request a DSA between the operator and the Secretary of State, with appropriate 

security.

What would 
happen if an 

operator 
failed?

Who can be called 
upon to pay for 

decommissioning?

What are the 
risks for the 
taxpayer?What  can we 

do to mitigate 
the risks?



Increased Asset Transfers

• Low oil price provides more attractive investment opportunities

• Companies seek to divest portfolio and bolster finances

• Increased interest from lenders and hedge funds to understand our 

liability regime and how it works in practice

• Innovative commercial agreements


