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FIRST  DRAFT-080619
An AOGO paper
Timeline Issues – Direct and Consequtional Effects

Time is of essence in the Production Sharing Contracts (PSC’s) signed by Government of India with Upstream Oil companies(UOC’s) for Exploration and production of Hydrocarbons.
2. The Exploration period runs for seven years divided into two or three tranches followed by an appraisal period and a development period and a production period, with a limit specified for each of above.

3. UOC’s bid with a commitment to spend hundreds millions of dollars in exploration with a minimum work (MWP) commitment during the brief exploration periods. If successful the commitments of expenses for subsequent periods/phases are usually much larger.

4. At the time of bidding UOC’s have to work out

i. Sequence of operations for MWP(most activities are sequential not parallel)

ii. Estimated time for each of the activity. These are third party performances on an unknown geology , and a company’s exploration DNA is of significance

iii. Market conditions with respect to availability and price of resources to carry out the activities of MWP

iv. Time required for Government approvals
v. Fitting of the expected time slots in the weather windows of the relevant geography

Each of these has a probabilistic cost and risk element.

If any of these estimates has a large error, the consequtional effect on time and costs can be exponential.

5. GOI is the counter-party to the contract.   

6. While signing a PSC, it is assumed that both parties shall 
put in their best effort & work to ensure that all  terms of the contract are honoured in letter and spirit
7. The UOC’s are held  to their commitment , and a delay in performance usually ends up in penalty , additional Bank Guarantee, and in the extreme case forefeiture of block even though large amounts of money may have already been spent.
8. There is however no such restriction on Government taking quick and timely decisions – though delays on Government part can have as much sometimes much more serious impact

9. For the sake of illustration we give following examples

a. A Navaratna company signed a farm-in agreement with Company A on block B1. The proposal was sent to the Government for approval. PSC says “Farm-in approval shall generally not be withheld unless the farming-in company may not have adequate resources or may work against Indian interest . On the face of it a “Navratna” company cannot be disqualified on the above score. The Farm-in approval took longer than the deemed approval period in the PSC. However being a PSU , they felt inadvisable to proceed till the approval letter was received.
In the meanwhile a phase of the exploration period ended – but the farm-in company could not participate in the decision to go to the subsequent phase , and the balance consortium could not decide to commit resources without the new partner , as it would materially affect the project profile 

b. Because of Rig Shortage a moratorium was sought in August 2006. The decision is still pending in May 2008. During these two years , many blocks would have finished their then prevalent phase. Depending on the exact wording of the final decision, many blocks would end up with penalties and lost reputation for operators. If the decision was known in a reasonable time, the decisions of operators could be different.
c. Cess Royalty for Pre NELP blocks has to be paid by licensee. This gives different returns to licensees and other operators. As Government decision on these issues has been pending for many years, every proposal for work or production enhancement for such blocks takes atleast an additional two years.
d. PSC’s  were signed with an explicit understanding that Oil & Gas both shall enjoy a tax holiday. However demands have been raised on a company , and requests to Government to issue necessary clarification have not yielded any results in the last xx months. The company concerned had its premises sealed by the Income Tax department .
e.  PSC’s signed in xxxx missed out a mention of Section 42 benefits through an oversight. The companies concerned have been approaching the ministry since 200x. The matter is still unresolved.
f. Ccc

g. Cccc

h. Ccc

i. Ccc

10. It can be seen that 


i. there is a lack of clarity on what should be considered as a reasonable time of approval

ii. There is a lack of appreciation of the impact of delayed approvals on the projects and costs

iii. In the exceptional case where a provision for deemed approval exists , there is no mechanism to enforce it, as each following step requires a piece of paper . A deemed approval flowing from PSC does not suffice by itself. 
iv. In cases where inter-ministerial authorities are involved, there is no mechanism to enforce a resolution, or a commitment of Government in a contract. Sometimes the problem may occur even within different divisions of the same ministry.
11. It is therefore requested that
a. A review be carried out to determine the value added from various approvals required under the PSC. It may be possible to 

i.  Curtail some of these. “Appendix A” contains a recommended         list
ii. shift some of these to an automatic approval on the submission of a checklist of info. “Appendix B” contains a recommended list.
iii. Outsource approval process to a time bound mechanism

iv. Have an automatic upgradation of the problem to a review group, if it falls behind the benchmarks set for its approval.

v. Set up a mechanism within exploration division where all decisions stuck up for four weeks or longer are reviewed and all recommendations are passed upwards to a higher level.
b. Create a automatically triggered document which confirms deemed approval
c. Create an Empowered Committee of Petroleum, Law, Finance, Environment, Defence ministries. This committee should meet on a fixed day every alternate month and take a decision on areas of conflict between the ministries. AOGO or representative of concerned company can be invited to present the issues.
d. Ddd

e. Xxx

f. Xxx

g. xxx

