Offshore oil installations - Q&A
1. What does the consultation cover?
The Ministry of Transport is consulting on proposed amendments to improve
the financial security regime for offshore oil and gas installations.
2. What does the financial security regime cover?
The financial security regime aims to ensure operators of offshore installations
are able to meet the costs of their proposed activities, meet their legal
obligations and cover their potential liabilities in the event of a spill.
Officials have reviewed the financial security regime and concluded that most
of the regime is working well. We have identified a need to improve the
financial security regime by better ensuring that operators have the financial
means to pay for clean-up and compensation should a spill occur.
Three main issues have been identified, following discussions with offshore
operators and relevant agencies and regulators:
a) lack of an explicit financial assurance requirement for the cost to
contain an out of control well
b) an insufficient level of financial assurance required to ensure operator
have the financial means to pay the potential costs of clean up and
compensation to other parties, and their damage resulting from a spill
from their installation
c) incompatibility of conventional insurance policies with financial
assurance requirements.
The discussion document outlines options to address these issues, and seeks
views on these options.
3. What is the current situation for liability in case of a spill?
In the event of a spill, owners and operators of offshore installations are liable
for the full costs of regaining the control of a well, pollution damage to other
parties, and the costs incurred by public agencies in preventing, mitigating
and cleaning up the spill.
The Maritime Transport Act 1994 requires all offshore installation operators to
have a fixed minimum financial assurance requirement for all offshore
installations. This requirement is currently approximately NZ$27 million1.
Modelling suggests that this level is too low to meet the potential costs of an
offshore incident.

1

The financial assurance is set at 14 million International Monetary Fund Units of Account, or
approximately NZ$27 million.

Page 1 of 7

In addition, there is no requirement for operators to provide financial
assurance specifically for well containment.
4. What is the actual risk of an oil spill?
Oil exploration and production carries a degree of risk. However, oil spills are
extremely rare. New Zealand has never experienced a significant oil spill
from an offshore installation. The largest was a 23 tonne spill from the Umuro
FPSO off the Taranaki coast in 2007.
We are confident that the regulatory framework for oil exploration and
production in New Zealand minimises the risk of an oil spill occurring. Our
regulatory framework is based on international best practice and comprises a
multi-stage system covering permitting, health and safety, environmental
considerations, and response planning (including well control). The regime’s
primary focus is to prevent hazards and discharges from occurring and
ensures that operators have sufficient plans and resources in place to
decrease the likelihood of any adverse event.
5. What is being proposed?
The discussion document identifies options to address each of the issues
identified.
To address the lack of an explicit financial assurance requirement for the cost
to contain an out of control well, the following options are proposed:
a) retain the status quo, with no explicit financial assurance requirement
for costs of well containment, or
b) introduce a prescribed cost of financial assurance for well containment.
To address the insufficient level of financial assurance required of operators,
the following options are proposed:
a) retain the status quo, with the requirement remaining at NZ$27 million
b) increase the minimum level of financial assurance required, to NZ$300
million, or
c) introduce a scaled framework for requiring financial assurance, similar
to those applied in Australia and the United Kingdom
To address the incompatibility for conventional insurance policies with
financial assurance requirements, the following options are proposed:
a) retain the status quo, where operators continue to be required to use
insurance policies, or other third party financial guarantee products,
that address all of the operators’ potential liability
b) refine the scope of financial assurance required, further specifying the
type of liabilities that the financial assurance must cover, or
c) introduce separate financial assurance requirements for different
aspects of liability.
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6. Why is the current level of cover low compared to the proposed new
levels?
The current level of cover set out in Part 102 of $27 million is based on the
requirement for ships.
International experience and modelling indicates that the potential costs of an
oil spill from an offshore well are potentially much larger than the $27 million
currently required.
The current financial requirement does not include the cost of well control.
Because the costs of containing an out-of-control well would likely be paid out
first in the event of a spill, there is currently no assurance that clean-up and
compensation would be covered by the responsible operator.
7. How have the proposed levels of cover been chosen?
The scaled increase proposed in the discussion document is based modelling
of potential offshore spills in the Taranaki, Pegasus and Canterbury-Great
South Basins. This modelling is available at
www.transport.govt.nz/sea/financial-security-regime-for-offshore-installations.
These scenarios represent a plausible worst case scenario. the probability of
a spill occurring is very low.
This modelling indicated that the potential control, clean-up and compensation
costs of spills in these basins could range from $12 million (in Great-South
Canterbury) to $926 million (in Deepwater Taranaki). With third party losses
of profits excluded, the costs in Deepwater Taranaki would be about $800
million.
One option proposed is to increase the requirement to $300million, which is
similar to that proposed in previous consultation on this issue. This approach
reflects a balance between providing a much higher level of assurance, while
avoiding requiring operators of existing production installations (which are
likely to produce much lower consequences from spills) from providing an
excessive amount of assurance.
8. Why is the financial assurance being proposed for some installations
below the current minimum?
The proposed scaled approach reflects the expected risks and clean-up costs
of a spill. It would take into account the length of shoreline affected, the
volume of oil reaching the shore, and the hydrocarbon type.
An installation likely to only release dry gas (i.e. with no liquid content) would
have a minimal clean-up cost, as there would be no liquid reaching the shore.
It would be subject to a requirement to provide NZ$25 million.
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At the other end of the scale, a very large spill that affects a very long stretch
of shoreline would be subject to the proposed financial assurance requirement
of NZ$800 million.
9. Are companies able to obtain the required level of financial
assurance?
Operators have generally used parent company guarantees to meet their
assurance requirements. They state that this proves challenging even at the
current level of $27 million, and would prove immensely more so if the level
was raised much higher.
10. What would these changes mean in the event of a spill?
If an operator does not, or cannot, fulfil their legal obligation to respond to an
incident, the Crown would respond to resolve an incident. Without financial
assurance for well containment, there is no guarantee that the Crown, or any
contracted parties, could easily recoup any clean-up costs. Affected parties
could be required to take their claim through the courts – a potentially lengthy,
costly and uncertain process.
Amending the level of financial assurance would provide a better guarantee
that the Crown or contracted parties could recoup the costs of clean-up.
11. What happens if the clean-up costs are higher than the amount of
assurance required can cover?
The proposed financial assurance bands are based on our best
understanding of the potential environmental impacts of spills from different
kinds of offshore activities.
In the event of a spill requiring clean-up and compensation above what has
been set in the financial assurance requirement, operators retain full (100%)
liability for these costs.
Offshore operations tend to be joint ventures, often with large international
companies. These international companies have significant financial
resources and reputational incentives to meet their liabilities in the event of a
spill.
12. How does this compare to overseas jurisdictions?
The scaled assurance framework is similar to that used in Australia and the
United Kingdom.
The proposed top band in New Zealand sits below the United Kingdom and
Canada, but is higher than Australia and the United States. The diagram
below provides a visual comparison of the financial assurance required
(excluding the cost of well control) across jurisdictions.
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The proposed levels in New Zealand are higher than Australia, reflecting New
Zealand’s greater distance from Singapore, from which equipment would be
mobilised to respond to an accident. It also reflects the higher persistence of
the waxy condensate found in New Zealand relative to hydrocarbons found in
Australia.
13. How many offshore installations does New Zealand have?
New Zealand currently has five offshore production facilities. Two of these
produce oil, and the other three produce gas.
14. How much do offshore installations contribute to New Zealand’s
economy?
New Zealand’s oil and gas production, and its associated benefits, are
currently generated from the Taranaki Basin.
Crude oil is a significant commodity export for New Zealand. It is currently
worth around NZ$600 million a year, having been affected by recent
reductions in price and production.
In 2013, the oil and gas industry directly employed 5,068 full-time equivalent
staff.
15. What is the Government’s general approach to managing offshore
installations?
New Zealand uses a prevention-control-response-recovery framework for
regulating offshore exploration and production. The primary focus is on
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minimising hazards and preventing spills from occurring by ensuring that
operators have the capability, plans and resources necessary to minimise the
likelihood, and reduce the effect, of any adverse event.
The regulatory framework for offshore installations includes a financial
security regime that aims to ensure operators are financially capable of
meeting the costs of their proposed activities, meeting their legal obligations,
and covering their potential liabilities.
In broad terms, there are four aspects to the financial security regime:
1.

under the Crown Minerals Act 1991, New Zealand Petroleum &
Minerals (NZP&M) assesses an operator’s financial capability to carry
out proposed exploration or production activities

2.

under the Exclusive Economic Zone and Continental Shelf Act 2012
(EEZ Act) or the Resource Management Act 1991 (RMA), owners are
required to obtain a marine consent from the Environmental Protection
Authority, or a resource consent from the relevant local authority. The
EPA or regional councils may impose conditions to ensure operators
appropriately deal with adverse effects of the activity authorised by the
consent on the environment or existing interests

3.

under Marine Protection Rule Part 131 (Part 131), Maritime New
Zealand undertakes financial assessment of whether an operator has
the financial means to implement it’s emergency response plans and
procedures in the event of an oil spill resulting from all potential types
of well control failure, and

4.

under Marine Protection Rule Part 102 (Part 102) operators are
required to obtain a Certificate of Insurance from Maritime New
Zealand by providing evidence of external financial assurance to pay
compensation to affected parties who incur response costs, clean up
costs and pollution damages associated with a oil spill incident.

The proposed consultation relates entirely to Part 102.
16. How can I make a submission?
Submissions can be made:
a) By sending to the Ministry of Transport at the following address:
Consultation on Improving the Financial Security Regime for Offshore
Oil and Gas Installations
Ministry of Transport
PO Box 3175
Wellington 6140
b) Via email to info@transport.govt.nz
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Submissions should be received by 5pm on Monday, 20 February 2017.
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