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This paper was prepared by the Competitiveness Working Group

Interim Progress Report

The working group on competitiveness identified 4 key areas influencing the competitiveness of UK industry. These are:

· Supply Chain Development: The formation of a new industry body to promote best practice; 

· World Class Benchmarking: Comparison between UKCS and GoM practices in topsides design and fabrication; 

· Collaboration in place of competition; 

· Internationalisation. 

The following details recommendations for actions and their current progress status.

Supply Chain Development: New Industry Body

It is proposed that a new pan-industry organisation be created to deliver and implement new management processes throughout the oil and gas supply chain. This body will create change in individual companies, leading in time to a change in culture throughout the industry and will be broadly modelled on the 'Industry Forum' in the motor industry. It is anticipated that funding will be provided by DTI, UKOOA and other trade bodies (OCA, IADC, IMCA, EIC) rather than individual companies. The new organisation’s remit would initially be to:

· deliver the methodology created by the recently completed CRINE supply chain management (SCM) project; 

· encourage adoption of the management toolkits developed during the DTI supply chain study; 

· continue the development of the CRINE supply chain related deliverables and methodologies. 

The organisation will take forward the prime CRINE deliverables associated with best practice in the supply sector and that CRINE would no longer exist. Other organisations such as FPAL and the Whole Life Costing initiative may be affiliated to the new body at an appropriate time.

Actions

· OTM were appointed to consult with industry to develop the thinking for the new industry body and to create a business plan to secure industry and Government support. UKOOA, OCA, CRINE, IADC and the DTI are sharing the costs of this work. 

· The draft business plan will be tabled for comments and endorsement by OGITF at this meeting (29 June). It must be finalised by 9 July to meet the timetable for submission to DTI by 16 July. 

· A launch announcement at Offshore Europe is planned, given support from both DTI and industry bodies. 

World Class Benchmarking : Topsides design and fabrication

Recognising that the UK sector does not have world class cost leadership in topsides process facilities, the CWG commissioned consultants Offshore Design Engineering (ODE) to examine the information available on the Gulf of Mexico as an area from which the UK sector could learn different approaches.

The study drew 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. These consistently showed UKCS facilities costs are substantially higher than those in the Gulf of Mexico. This was particularly marked for platforms in the small to medium size range where a 3:1 cost ratio was found. Cost differentials diminished with size and very large platforms were an exception to the general rule and the cost difference possibly turned in favour of the UKCS.

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. 

ODE has identified potential savings amounting to more than 40% of the differential between UK and GoM platforms.

The principle differences are thus perceived as largely cultural rather than technical and reliant on changes throughout the supply chain. The consultant’s recommendations include:

· widespread publication of study findings; 

· exchanges of US and UK engineers; 

· fact finding missions to GoM by UK industry; 

· UK pilot project to use GoM design; 

· evaluation of aspects of GoM practice unacceptable to UK HSE; 

· evaluation of the effects of economic evaluation processes on capital expenditure; 

· Evaluate blocks and barriers to UK equipment suppliers adopting GoM practice. 

Actions

· The study report will be complete by the end of June and a summary will be published in time for Offshore Europe. 

· Actions to take forward initiatives will follow thereafter. 

Collaboration in place of competition:

The operator and contractor working group representatives identified areas of potential co-operation. The operator proposals were presented to the Industry Leadership Team (ILT) on the 26 May with the contractor proposals presented at the CWG meeting of 24 June.

Operators

The aim of the operator work was: to isolate activities that provide competitive advantage; evaluate potential benefits from co-operation in areas where no competition exists; and prioritise areas for co-operation. A small number of actions were targeted initially as Phase I of the project. The areas agreed with the ILT are :

Sub-sea Tie-backs - Led by Shell Expro

Scope is potentially large covering activities such as : detailed design; project management; equipment standards; installation; tooling; shared procurement; and inspection.

Logistics - Led by BP Amoco

Regional, shared logistics support offshore and shared onshore activities and facilities. Scope potentially covers : marine vessels; helicopters; fixed-wing aircraft; quay-side activities; land transport and warehousing.

Industry Extra-net - Led by Shell Expro

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 extra-net will reduce costs and allow the more rapid extension of e-procurement to smaller companies.

It is foreseen that Phase II will firstly consider decommissioning and well engineering before looking at other core areas of collaboration.

Contractors

The contractor sub-group submitted its report to the CWG on 24 June which is currently being prioritised for actions. Collaboration was considered in the following areas: communication, contracting, knowledge management and HS&E.

The report contains many proposals including:

· utilise the new industry body to promote the sharing of experience between operators and contractors 

· operators and drilling contractors to co-ordinate planning activities to ensure long term contracts 

· change the focus from cost to value - well value to replace well costs 

· operators and contractors should align offshore personnel support costs 

· consider areas of information sharing i.e. drilling, wells, construction 

Actions

· The contractor sub-group to propose priorities for actions to be taken forward and to agree which organisations should lead the activities. 

Internationalization

The OSO Board considered how UK export performance might be improved and a report was presented at the May Task Force meeting [OGITF(99)43]. The Board recognised the importance of IEP’s support to the industry and identified four main areas for action to improve export performance:

· financial assistance: improvements in ECGD support and large project finance assistance. The Innovation and Technology and Fiscal workgroups should consider incentives for technology support; 

· advice and assistance from operators and contractors for smaller companies; 

· enhanced British Trade International services, such as the dedicated oil and gas specialist in Houston; 

· SME mentoring on export planning, local contacts, collaboration etc. 

OGITF members commented on the benefit to operators of having a strong, internationally successful supply chain and their commitment to closer supply chain relationships.

Actions

OGITF Members agreed to discuss practical steps which operators could take to provide support and advice to suppliers.

