Taskforce Supplementary Papers - Competitiveness 

The Competitiveness Workgroup Report
The Competitiveness Working Group (CWG) was tasked with identifying current and future initiatives which will have clear tangible benefits to the industry. The key areas influencing the competitiveness of UK industry were identified and are detailed in Table CWG1 attached. Initiatives to be taken forward fall into two categories:
Competitiveness Development
The prime deliverable is the establishment of LOGIC (Leading Oil and Gas Industry Competitiveness), an industry body to develop and promote supply chain management (SCM) principles and collaboration throughout the industry (see Supplement 1). LOGIC will incorporate:
· Supply Chain development and the promotion of best practice in SCM; 

· areas of collaboration between operators and contractors and within operators and within contractors; 

· World Class Benchmarking: e.g., comparison between United Kingdom Continental Shelf (UKCS) and Gulf of Mexico (GoM) practices in topsides design/fabrication and operation costs. 

Increased International Participation
Government export assistance to the industry is guided by the Oil and Gas Exports Advisory Board (formerly known as the OSO Board). It advises the Infrastructure and Energy Projects Directorate (IEP) within British Trade International, which is the body responsible for oil and gas industry export sponsorship. Based on the enhanced competitiveness and the new support initiatives proposed, a challenging target of increasing UK exports in the upstream oil and gas sector by 50% by 2005 has been set.
Competitiveness development - LOGIC
(Leading Oil and Gas Industry Competitiveness):
· Supply Chain Development 

The Task Force has now endorsed the proposal for the establishment of an industry body - LOGIC - which is modelled on the success of the Industry Forum (IF) in the automotive industry. The IF was established with the support of DTI to help the automotive supplies industry improve its performance by best practice transfer.
LOGIC will be a central resource developing and disseminating SCM proactively in the oil and gas supplies industry, building on SCM methodologies developed by a recent CRINE project and Toolkits developed earlier by IEP. LOGIC will provide invasive consultancy services to spread the use of these techniques throughout the supply chain serving the oil and gas industry. The CRINE project estimated that the SCM methodology could contribute to savings of £1bn by 2002 in a current market of some £8bn per annum. The intention is that these savings will be achieved, not by reducing margins and profits within the supply chain, but by achieving increased efficiency in all elements of the supply chain acting in concert. The supply and service sectors should benefit from (a) the resultant increase in UKCS projects carried out and (b) by enhanced export prospects.
The recent DTI Competitiveness White Paper announced plans for funding to be made available to industry sectors embracing the IF model. The recent work by IEP and CRINE provided the necessary foundation for the oil and gas industry to develop this new initiative. It also provided the industry with an opportunity to take stock of the current initiatives and order them into a more manageable form. The oil and gas industry application for DTI funding was submitted in July 1999, with approval anticipated by early September.
The key industry Trade Associations UKOOA, OCA, IADC, IMCA and EIC support the initiative and discussions are underway to agree funding contributions.
LOGIC’s remit, with respect to SCM, will initially be to:
· provide direct SCM support to companies/trading partners to facilitate efficiency improvements leading to world class performance; 

· identify leading practice and transfer learning within the industry. 

The organisation will take forward the prime CRINE deliverables associated with best practice. CRINE itself will be disbanded, with the CRINE initiatives either progressing towards completion or being transferred to LOGIC. It is the intention that other organisations such as FPAL and the Whole Life Costing initiative will be affiliated to LOGIC at an appropriate time.
Actions
LOGIC will be launched in September 1999 when recruitment of core staff will commence. An interim board chaired by Kerst Troost, the current chairman of CRINE, will oversee the implementation of the business plan objectives prior to the CEO taking up his/her position. LOGIC will be fully operational by January 2000 with its inaugural conference planned for November 1999.
· World Class Benchmaking 

CAPEX: Topsides Design and Fabrication
Recognising the perception that the UK sector falls short on world class cost leadership in design engineering and construction, the CWG commissioned consultants Offshore Design Engineering (ODE) to examine the information available on Gulf of Mexico (GoM) practice as an area from which the UK sector might learn different approaches.
The study drew upon existing information from a number of major operators including Amerada Hess, BP Amoco, Shell and Texaco and a CRINE study comparing costs in the two sectors. It highlighted the difficulties in making like for like comparisons as some factors, such as the weather conditions, necessarily make developments in the UK sector more costly. Analysis showed that UKCS facilities cost considerably more than those in the GoM. This was particularly marked for platforms in the small to medium sized range, although for very large, more complex, structures the UK is possibly more cost effective. For small to medium sized structures, detailed analysis indicates that by adopting world class best practice savings of up to 40% could be possible.
The key areas where GoM practice was seen to differ from that in the UK were:
· much smaller design teams; 

· simpler more standardised designs;  

· standard equipment and equipment packages; 

· economies of scale of a larger market. 

The principal differences arose as a result of cultural rather than technical issues and would require changes throughout the supply chain if GoM practices were to be replicated in the UK. (See upplement 5)
Actions
A sub-group of the CWG is examining which Gulf of Mexico practices are transferable and LOGIC will then pursue the implementation of this into UKCS practice.
OPEX
Two workshops, one lead by Ziff Energy and the other by McKinsey & Co, involving a range of industry participants, were held to review operating expenditure benchmarking work done in the GoM and UKCS respectively. The workgroup was particularly struck by the work carried out by McKinsey on the UKCS with the potential to take the least efficient UK performers into the upper quartile performance band. This would make a significant contribution to LOGIC’s £1 billion saving objective as well as increasing revenue from increased production efficiency.
Actions
CWG are looking further into the key differentiation areas between the top and bottom quartile UKCS performance to assess the extent to which this can contribute to LOGIC’s objectives.
· COLLABORATION IN PLACE OF COMPETITION 

Teams of operator and contractor representatives sought to identify potential benefits from co-operating in non-competitive areas. The objective is to maximise the potential for collaboration. The following areas of collaboration will be studied by industry groups:
· Involving both Operators, Contractors and Suppliers (see Supplement 2) 

Minimising Economic Cycle Impact
It was considered that ways could be found to reduce the impact of peaks and troughs on people, equipment, resources and, thus, on costs. This could involve collaboration in areas like the timing of exploration drilling, field developments and shut-downs.
Sharing of Inventories
Operators and contractors to work together to realise the potential of shared inventories.
Strategic Well Planning
This group will concentrate on two key areas; firstly, identification of areas within the wells function where strategic benefits can be achieved through collaboration and secondly, ensuring there is appropriate co-ordination and information sharing between the current cross-industry well initiatives (CRINE, UKOOA, COIN).
Industry Extranet
Provision of an e-procurement trading environment for buyers and sellers and a means of sharing information, e.g., inventories, engineering data and disposals. A shared extranet will reduce costs and allow a more rapid extension of e-procurement to SMEs.
· . Between Operators (See Supplement 3) 

Satellite Tie-backs
A group is looking at activities such as: detailed design; project management; field development; equipment standards; installation; tooling; shared procurement; and inspection.
Logistics
A further group is considering regional, shared logistics support to offshore facilities and shared onshore activities and facilities. Scope potentially covers : marine vessels; helicopters; fixed-wing aircraft; quay-side activities; land transport and warehousing.
Decommissioning
A group will be initiated to pursue issues including the proposal for establishing a joint venture between operators involved in decommissioning activities. It will pool expert resources from within the partner organizations and establish an industry-wide approach to decommissioning activities, including safety and environmental aspects. Other aspects under consideration include scheduling, standards and the adoption of common processes.
· Between Contractors (see Supplement 4) 

HS&E Management
The further development and adoption of Step Change in collaboration with HSE. Other activities include the areas of drilling fluids and noise surveys where a common approach will be sought.
Drilling/Well services
Aspects associated with drilling services are to be considered: co-operative holding of drilling spares, co-operation and use of drilling fluids and the feasibility of setting up a shared equipment repository.
Labour Pool
The feasibility of setting up a floating labour pool for drilling contractors is under development to cope with the current limited labour pool and the associated internationalization of the drilling market. This group is working in conjunction with the Skills and Training workgroup. A similar approach could be applied to engineering contracting.
The CWG believes the collaboration initiatives will produce very significant savings for the industry, with potential £2 billion savings in decommissioning alone over a 10 year period.
Actions
Sub-groups are being established to pursue the identified initiatives with one specific project already being considered and CWG believes that significant progress will be made over the next 12 months.
Increased International Participation
The Oil and Gas Exports Advisory Board, which assists IEP within British Trade International, reported to the Task Force on how UK export performance might be improved. The Task Force and the Board consider that the industry can achieve a 50% improvement in export performance by 2005, thereby delivering at least an additional $3 billion annual business to the UK by that date. The Board identified three main areas for action to improve performance:
· financial assistance: the potential for more flexible ECGD support in difficult markets and its ability to match other export credit agency competition; 

· better utilisation of "UK Limited" including SME mentoring by operators and contractors on export planning, local contact information and active collaboration and support in export markets; 

· the entire sector, but in particular SMEs, should benefit from enhanced services resulting from the creation of British Trade International. For example, the introduction of dedicated oil and gas specialists in overseas posts was welcomed and is to be encouraged. 

Additionally, the Task Force recognised that the advantages of closer supply chain relationships at home could translate into better overall performance in overseas markets.
Actions
IEP are developing proposals to achieve the benefits of better "UK Limited" co-operation internationally and are now investigating appropriate initiatives relative to the other improvement areas to achieve the growth objectives.
SMEs
The Competitiveness Workgroup fully recognised the importance of SMEs in achieving the industry’s key objectives. However, it became apparent that, rather than establishing a series of separate initiatives specifically for SMEs, their interests will be fully served by the introduction of the industry-wide initiatives proposed in which they are among the principal beneficiaries.
