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Agenda – With some insights on 

�  Specific Costs in the Decommissioning Process  

�  Financial planning for Decommissioning Phase 

�  How to gain control over decommissioning costs??? 

�  How to produce realistic cost estimates? 

 



© 2011 RESL. All Rights Reserved. 
CCOP/EPPM Workshop on End of Concession & Decommissioning 12-14 June  2012  

Specific Costs in Decommissioning Process 
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Worldwide Offshore Decommissioning Experience & 
Reference Data 

�  In GOM only “small” installations have been removed (Total Weight < 6000 st) 

�  Some GOM operators have accurate decommissioning data for platforms < 6000 st 
�  In California State waters 4 structures have been removed (i.e. 4-H platforms) 

�  GOM & California no decommissioning experience for larger offshore facilities or 
deepwater facilities. 
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The Size of the UK Decommissioning Market 

Track Record Looks Predictable 
How good was the cost estimating? 
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Decommissioning Cost Escalation Using Public Domain Data 

But the actual Escalation is higher as in many of the above projects the contractors lost money on the work 
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How Good Are Out Public Domain Cost 
Estimate Numbers? 
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UK Public Domain Decommissioning Cost Breakdown 
Total Estimated in 2011 is £30.4 Billion 
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How Good Is This Estimate? 
� What is the Accuracy/Class of estimate? 

�  What international cost estimation standard was used? 

�  What is the range of the estimate? 

�  An AACE Class 5 range is between -50% to +100%  

�  Sources/ References? 

�  Format of Data   
�  Assumptions 

�  Inclusions & Exclusions 

�  Contingency 

�  Methods of cost estimation 

�  Apples with Oranges or/and Bananas? 

�  Granularity of data 

�  Is there a Basis Of Estimate document 
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Another Recent Estimate of £19 Billion Based on ???? 
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Financial Planning For Decommissioning 
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Financial Planning For Decommissioning 

�  Purpose of decommissioning cost estimation 

�  Financial Planning, Decommissioning & Life Cycle of an 

Oil/Gas field 

�  Effect of inaccurate cost estimates 

�  Timing of Decommissioning 
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Purpose Decommissioning Cost Estimation 

�  Part of business case to build & install facility (life cycle cost) 

�  During installation phase: be cognizant of potential effects of actions on 
decommissioning costs (i.e. do not remove lifting lugs) 

�  Production phase: Developing annual decommissioning cost estimates for future 
decommissioning provision/escrow (FAS 143 ARO)- Asset Retirement 
Obligations 

�  Assisting to determining the economic end of the production phase 

�  Planning decommissioning up to 5 years before decommissioning 

�  Negotiations with partners 

�  Sale to other operator 

�  Concept definition (Bid quality) cost estimate of the decommissioning cost 

�  Execution phase: Managing decommissioning process 
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Need 
Oil/Gas Find Oil/Gas 

Seismic/Drilling 

Design & Build Facility 

Install Facility 

Start 
Production 

Ongoing Support/
Maintenance 

Upgrades 

Field Life 
extension 
Programs  

COP 

Decommissioning 

Post 
Decommissioning 

Monitoring 
5 Years ++ 

Support/
Maintenance 

More accurate 
Decommissioning 
cost estimates-  
Class 4 or 3 FAS 143 ARO: Class 5 or 

4 Decommissioning Cost 
Estimates as required. 
Minimal Involvement with 
operations & 
maintenance 

Bid quality cost 
estimates - Class 2 
Data quality?? 

Lessons Learned- How do they 
feed back into “Decommission 
Industry” & into client & 
contractor cost estimation 
systems? 

Financial Planning, Decommissioning & Life Cycle of an Oil/Gas field 
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Effect Of Inaccurate Decommissioning Cost Estimates 
 

� Quality of Decommissioning cost estimating for FAS 143 
requirements and equivalents 
�  More detail required  to achieve estimate class 

� What happens when a facility is decommissioned and there is 
a large discrepancy 

� How do we manage the bad news gently onto our books?  
� Do we want to know the real answer? 
� Worldwide Issue 
� Denial culture 

�  No training or coaching on decommissioning 
�  “Not on my watch” or “Not my business, I produce oil” 
�  Life cycle culture not part of operators culture- decommissioning is the end 

game 
�  Many offshore workers will lose there “second home” 
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�  COP decision- very difficult to balance without very accurate decommissioning 

cost estimate (AACE Class 4 to 3) 

�  Cost estimation is critical in the decommissioning phase as often there are not sufficient 

funds accrued for decommissioning 

�  The late-life the asset does not have the capability to fund the decommissioning hence 

the funds must come from somewhere making money 

�  Look for windows of opportunity- (Senior management awareness) 

�  Sync with suppliers of major equipment (HLV,s etc.) 

�  Sell to low cost producer 

�  Artificial Reef (An option available in the sane part of the world) 

�  Etc. 

 

 

Timing of Decommissioning 
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How do you Manage Decommissioning 
Costs? 
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How Do you gain control over decommissioning costs? 
�  Understand that decommissioning is not reverse construction 

�  You manage the process by 
�  Starting early 
�  Getting experienced consultants on board early 
�  In-House training- top down awareness 

�  Built senior management support (critical) 

�  Build accurate data sets 
�  The quantity & accuracy of decommissioning reference data effects the 

method and accuracy of future decommissioning cost estimation 

�  Operators & contractors sharing of actual decommissioning costs at in 
WBS format to increase granularity of future cost estimating  
�  Sources held confidentially to protect contractors & operators 

�  Verification Data in a meaningful format  

�  During installation phase: be cognizant of potential effects of 
actions on decommissioning costs (i.e. do not remove lifting 
lugs) 

 

 



© 2011 RESL. All Rights Reserved. 
CCOP/EPPM Workshop on End of Concession & Decommissioning 12-14 June  2012  

How Do you gain control over decommissioning costs? 

�  Use experienced (minimum 10 years) decommissioning cost 
estimators 
�  Understand the difference in data granularity and data quality 

requirements between cost estimating for construction, brownfield & 
decommissioning 

�  Know the decommissioning  “hot-spots”  
�  Know and understand the practical application of the rules, regulations 

and laws that effect decommissioning in your country 

�  Setting up Decommissioning Data capture system 
�  Work Group 4 (Infrastructure) has a remit to "Develop guidelines and 

standards for the industry, which are cost effective and comply with 
legislation and capture the lessons and experience of recent activities” 

�  Decommissioning Cost Estimating Guidelines 2006 and 2010 -Work 
Group 4  

�  Intention is to capture lessons learned in the period, provide clarification 
and to make the Guidelines more user friendly 
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How to Improve Decommissioning Cost Estimation 
Accuracy? 
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�  Decommissioning should be treated as a ongoing part of the 
operation of an offshore field.  

�  During the life of an oil/gas field there should be three parallel 
tacks: running operations, maintenance and decommissioning 

�  At every CAPEX and OPEX decision gate in the life cycle of the 
field, the consequences of the decision on future decommissioning 
costs and ongoing decommissioning accrual costs should be 
examined and considered 

�   This would minimize the impact of a short term gain 
which may create a major decommission cost in the long 
term  

�  This process would also create an early and continuous awareness of 
decommissioning as a significant part of the offshore oil & gas 
business  

 

  

 

How to Improve Decommissioning Cost Estimation Accuracy 
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Issues with Current Interaction between 
Decommissioning & Life Cycle of an Oil/Gas Field 

�  No linkage between operations, maintenance, life 
extension and decommissioning 

�  Not considered at every decision gate in life cycle 
�  No continuity in building of facility specific data & 

knowledge for operator or contractor  
�  Does not address the quality of “data risk” element in cost 

estimation  
�  Does not get the contractor involved early enough in the 

process 
�  Does not identify “Hot Spots” until to late 

�  “unknown unknowns” 
�  “Known Unknowns” 

�  Poor data results in a poor cost estimate 



© 2011 RESL. All Rights Reserved. 
CCOP/EPPM Workshop on End of Concession & Decommissioning 12-14 June  2012  

Relationship between Data Accuracy 
versus Cost Estimate Accuracy 

 

Accurate Current Data is one of the Foundation Stones of a Good Cost Estimate 
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What is a Good Cost Estimate?? 

�  A good cost estimate must be adequate for the required 
phase of the project  
Ø A clear definition of scope of work is required 
Ø A Basis of Estimate (BOE) of suitable definition for the 

project phase is prepared 
 

�  Qualities of a High Quality Cost Estimate 
Ø Accuracy 
Ø Comprehensive 
Ø Auditable 
Ø Repeatable 
Ø Credible 
Ø Upgradable 
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Quality of Cost Estimate 
International Cost Estimation Standards Applied 

to Decommissioning 
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International Cost Estimate Standards  
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Accuracy Range of Cost Estimate 
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AACE International Standard in Used by Many Operators 
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Cost Estimate Methodologies Applied to 
Decommissioning 
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Cost Estimate Methodologies  

Source:    Government  Accountability  Office,  Cost  Assessment  Guide:    Best  Practices  for  Estimating  and  Managing  Program  Costs,  GAO-­‐‑07-­‐‑1134SP  (Washington,  DC:    July  2007)	
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Program Life Cycle 

Gross Estimates Detailed Estimates 

Analogy 

Parametric 
[Extrapolation 
From] Actuals 

Engineering [Build-Up] 

Concept & 
Technology 

Development 

System 
Development & 
Demonstration 

Production & 
Deployment 

Operations & 
Support 

REF: Chart #300R4, Defense Systems Management College (DSMC), 2001 

Location In Life Cycle Effect Selection Cost 
Estimate Methodologies  

GOM < 6000st 

GOM > 6000st 
& Deep water &  
Rest of World 
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Summary of Engineering Build-Up Cost 
Estimating Methodology 

Source: Nasa 
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UKOOA WG4: Guideline on  Decommissioning Cost Estimation 
WBS Applied 
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Contents of Basis of Estimate (BOE) 

�  Purpose 
�  Project Scope Definition 
�  Design Basis 
�  Planning Basis 
�  Cost Basis 
�  Allowances 
�  Assumptions 
�  Exclusions 
�  Exceptions 

�  Risk & Opportunities 
�  Contingencies 
�  Management Reserve 
�  Reconciliation 
�  Benchmarking 
�  Estimate Quality Assurance 

�  Attachments 
�  Estimate deliverables checklist 
� Reference documents 
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�  Platform Safety Case 

�  Platform Weight Data 

�  Equipment Lists  

�  Topside Plot Plans 

�  Deck and Jacket Construction 

Drawings 

�  Platform Installation Manuals 

�  Inspection Reports 

�  Subsea Surveys 

�  Radiological Inspection Reports 

�  Pipeline Construction, Installation 

and Survey Records 

�  Hazardous Material Inventories 

�  Well Construction and Completion 

Information 

�  P&IDs 

�  Process Descriptions 

�  Certification / Environmental Data 

�  Etc…..+++++ 

TYPICAL DATA REVIEWED 
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Cost Estimating Methodologies as Applied to 
Decommissioning 

The cost estimation techniques are adequate if the 
most suitable methodology used for the correct phase 
of the life cycle of the oil/gas facility 
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How to Improve Decommissioning Cost Estimation 
Accuracy? 

“A Little knowledge is a dangerous 
thing”  Alexander Pope (1688-1744) 
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Need 
Oil/Gas Find Oil/Gas 

Seismic/Drilling 

Design & Build Facility 

Install Facility 

Start 
Production 

Ongoing Support/
Maintenance 

Upgrades 

Field Life 
extension 
Programs  

COP 

Decommissioning 

Post 
Decommissioning 

Monitoring 
5 Years ++ 

Support/
Maintenance 

More accurate 
Decommissioning 
cost estimates-  
Class 4 or 3 FAS 143 ARO: Class 5 or 

4 Decommissioning Cost 
Estimates as required. 
Minimal Involvement with 
operations & 
maintenance 

Bid quality cost 
estimates - Class 2 
Data quality?? 

Lessons Learned- How do they 
feed back into “Decommission 
Industry” & into client & 
contractor cost estimation 
systems? 

Typical Current Interaction between Decommissioning & Life 
Cycle of an Oil/Gas Field 
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�  Decommissioning should be treated as a ongoing part of the 
operation of an offshore field.  

�  During the life of an oil/gas field there should be three parallel 
tacks: running operations, maintenance and decommissioning 

�  At every CAPEX and OPEX decision gate in the life cycle of the 
field, the consequences of the decision on future decommissioning 
costs and ongoing decommissioning accrual costs should be 
examined and considered 

�   This would minimize the impact of a short term gain 
which may create a major decommission cost in the long 
term  

�  This process would also create an early and continuous awareness of 
decommissioning as a significant part of the offshore oil & gas 
business  

 

  

 

How to Improve Decommissioning Cost Estimation Accuracy 
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Know your facility with “Trained Decommissioning Eyes”  
This will enable you to  

�  Minimize “unknown unknowns”  
�  Manage the “Known unknowns” 
�  Improve Data sets for future bid packages and hence minimize 

contingency from bidders 
�  Minimize end of life “surprises” for operators, governmental bodies, 

the public and shareholders 
�  Enable more open discussion & Transparency  between operators, 

governmental bodies, the public and shareholder  

This will lead to improved accuracy of cost estimates 

Decommissioning Goals using Life Cycle Approach 
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�  Part of business case to build & install facility (life cycle cost) 

�  During design phase to optimize the facility to reduce decommissioning cost 
�  During installation phase: be cognizant of potential effects of actions on 

decommissioning costs (i.e. do not remove lifting lugs) 

�  Production phase: Developing annual decommissioning cost estimates for future 
decommissioning provision/escrow 

�  Assisting to determining the economic end of the production phase 

�  Planning decommissioning up to 5 years before decommissioning 
�  Negotiations with partners 

�  Sale to other operator 

�  Concept definition (Bid quality) cost estimate of the decommissioning cost 

�  Execution phase: Managing decommissioning process 

Linkage of Financial Analysis During Life Cycle of an Oil/Gas Field 
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Thank you for your attention 
 

Any Questions ? 

But Remember 
 
“A good decision is based on knowledge and not on numbers”. 
 

 Plato (427 BC – 347 BC) 
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Component's of a Cost Estimation Process 


