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PILOT PROGRESSING PARTNERSHIP

CONTRACTORS FINAL REPORT

1. Introduction
1.1
At its "Awayday" in March, PILOT agreed to set up the Progressing Partnership Workgroup (PPWG) to address commercial barriers to UKCS development.  PPWG established two groups (Contractors and Operators). This report summarises the recommendations of the Contractors Group of the PPWG (C).

1.2
Group PPWG (C) was tasked with identifying supply chain factors and issues which impact negatively on UKCS development, including "resource flight", and to:

i.
consider the degree to which they do or could negatively impact on UKCS development activity (quantifying the problem where possible);

ii.
assess their causes;

iii.
develop options for removing or limiting them; and 

iv.
recommend an appropriate way forward.

2. Methodology

Figure 1 - PPWG (C) Process
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2.1
The Contractors Group identified and addressed three main issues:

1. Improving commercial effectiveness through a new Code of Practice on Supply Chain Partnership;

2. Increasing the take-up of new technology  by operators on the UKCS; and

3. Promoting the UK as a regional hub for supply chain activities.

3. Code of Practice on Supply Chain Partnership

3.1
The Code of Practice is attached at Appendix 1 and is structured in terms of the objectives to be achieved at each stage of the commercial process, citing changes in behaviour and metrics for each stage.  

3.2
The Group realises that only the implementation of these objectives in practice will result in the behavioural changes necessary to improve supply chain effectiveness.  It therefore recommends that the Code of Practice should be:

· endorsed by the signatures of senior industry managers, both operators and supply chain;

· supported and endorsed by DTI;

· presented within companies by senior managers, as a guidance document for their staff on how to conduct their commercial activity;  

· monitored in operation by DTI and PILOT.

4. Increasing the take-up of new technology

4.1
The PPWG Contractors Group has now on several occasions discussed the uptake of new technology on the UKCS. It is appreciated that several PILOT initiatives are addressing this issue, e.g. ITF, Brownfields. The Group did however consider that they may – from their collective experience – be able to offer advice on future handling of this issue, concentrating on organisational aspects rather than technological ones.

4.2
Two distinct questions were considered by the Group:

a) are there any organisational barriers to the timely implementation of existing technology on the UKCS?

b) are there any organisational barriers to the introduction of new / emerging technology on the UKCS?

4.3
These questions are treated separately in the following, although some features are common to both.

Existing technology

4.4
Some members of the Group put forward the view that the UKCS is slower to introduce existing technology than other regions. This was supported by a DTI technology representative at the meeting of 29 November – see his note attached at Annex A. Intelligent well completions was quoted as an example.

4.5
If this is the case, there are several possible explanations:

· in the complex and expensive geology of the UKCS, operators are more risk-averse regarding changes to existing practice;

· in other regions, Government is more supportive of the introduction of improved technology;

· there is no single mechanism in operator organisations to deal with approaches on improved technology. Approaches might variously be made to project, technology, strategic or procurement functions.

4.6
In discussing these possible explanations, the group made the following recommendations:

· operators should consider publicising their contact details for approaches on particular technological issues. They should consider a fast-track mechanism for rapid implementation of agreed technology into projects;

· in dealing with risk management, the government and industry should together consider how best to share any risk associated with the introduction of improved technology.

New / emerging technology

4.7
The Group noted that ITF has identified a total of 25 new products currently awaiting field trials on the UKCS. Of these, [ ] are SME products. There are several possible explanations for this position:

· see comments above on operator organisation and operator view of risk:

· the companies who have developed these products – while technically innovative – may lack the management capability and experience to take their products through to commercialisation. They may also need to incorporate their products into a wider “offshore system” to allow its incorporation into future projects.

4.8
The Group made the following recommendations to address these issues:

· the DTI should review the availability of testing facilities for new equipment, and consider means of assisting SME’s to undertake such testing of their equipment;

· the DTI should consider ways to incentivise the first use of novel technologies on the UKCS.

Next steps

5. Promoting the UK as a regional hub for supply chain activities for both Operator and Supply Chain Activities
5.1
The PPWG Contractors Group has discussed the promotion of the UK as a regional hub for oil and gas activities. Such promotion would seek to maximise “mobile” work in the UK, with consequent benefits in terms of employment, expertise, economy of scale and critical mass. Two possible targets would be:

a) operator regional functions e.g. operations management, training, research and development;

b) project work won by major contractors and service providers, in the Eastern hemisphere or beyond.

5.2
These considerations are similar to, but different from, the following;

a) persuading companies to set up in the UK in the first place. This is the responsibility of Invest UK. But the advantages in favour of first investment are similar to those for reinforcing investment;

b) helping the UK supply chain to win export work. This is the responsibility of Trade Partners UK, supported by DTI. But again the advantages in favour of us winning exports are similar to those for reinforcing investment. (The Group made some comments on UK industrial strengths, e.g. remote well intervention, which will be followed up by TPUK/DTI).

5.3
The Group recognised that reinforcing investment in the UK runs counter to current trends for overseas clients to require ever-higher local content in-country. This means that we should concentrate on high-technology high-skill work to be carried out in the UK.

5.4
What advantages should the UK promote to these decision-makers?
The Group has discussed the following list of advantages of locating resources and project work in the UK:

a) political stability

b) fiscal stability

c) fiscal incentives e.g. new incentive for research and development

d) existing world-class expertise and critical mass of sector, e.g. 6 of Shell’s 11 Global centres of excellence are in Aberdeen

e) future domestic programme of oil and gas production

f) supply of high-calibre graduates

g) convenience of location for Eastern hemisphere

5.5 The factors which argue against locating work in the UK are the strength of the £, and – as mentioned already – client local content requirements.

5.6
What actions could be taken to promote these advantages to relevant decision – makers?

Possible actions include:

· identification of key target decision-makers

· preparation of documentary material

· discussions with overseas decision - makers

6. Conclusion & Implementation

PPWG Contractors Group

December 2001

Appendix 1

Operator/Contractor Code of Practice

1.
Introduction

1.1
The UK oil & gas industry, built up over the last 35 years, is entering a new phase of extraction of the UKCS hydrocarbon reserves. The first phase has seen investment of over 200 billion pounds with the creation of an extensive infrastructure that is managed by a diversity of operators and supported by a high quality service industry & supply chain. UK hydrocarbon production reached a peak level of more than 4.5 million barrels of oil equivalent per day in 2000, a level that would not have been imaginable when the first gas flowed to shore in 1965. The industry is key to the security of the UK's energy supply and supports some 270,000 people, directly or indirectly, across the whole of the UK, and in 2001 will provide more than £7 billion in taxes and royalties to HMG. 

1.2
As we look to the future we face some immediate challenges resulting from our basin maturity. Today the fields we are discovering  hold, on average, reserves of some 30 Mmboe, only one tenth of those discovered in the 70’s. These reserves lie deeper, in more complex geologies, with poor reservoir properties, and further from our existing infrastructure. The gradual closing down of this ageing infrastructure creates a specific window of opportunity for developing these remaining reserves.  Today’s developments are further hampered by ever-increasing commercial complexity – each new opportunity usually involves many partners with potentially different interests.  Moreover the relative high unit operating and development costs in the UKCS means there is fierce global competition from international opportunities which is challenging operators, contractors & suppliers in attracting capital funds, human resources and key equipment. Streamlining commercial relationships will be key to tackling and improving the high cost environment. Also, we must decide if our current commercial processes, involving lengthy complex contracting practices and developed in the days of huge state of the art projects, are fit for purpose for the smaller, sharp-shooting future of the UKCS.  In simple terms, if the UK oil & gas industry does not address these issues now we will not be in a position to maximise recovery of the significant quantities of hydrocarbons that remain.

1.3
As an Industry, we have set ourselves a target of investing more than £3 billion annually over the coming 10 years. To attract this level of investment we must continue to innovate in all areas, to focus on value over cost, improving the way we work and in particular the workings of our commercial relationships, i.e. between operators, operator and contractor, and contractor and supplier.  

1.4
The focus of this code of practice is on the latter two relationships: it addresses how we must balance competition with co-operation to meet the challenges facing our industry. We need co-operation to progress standardisation, integrated planning and shared services. We need competition to drive innovative solutions, and ensure that a healthy market prevails. Some of our past practices have created some deep-rooted suspicions and attitudes. We have to overcome these and deliver cross industry commitment to alignment & partnership, mutual respect, honesty and openness in our interactions. This will require continued commercial professionalism within clearly defined boundaries and appropriately apportioned risk & reward mechanisms.

1.5
This code of practice commits to a healthy future for the UK oil & gas industry by unlocking value through improved commercial relationships and adhering to best practices along the contracting chain.

1.6
We have identified and illustrated the key stages involved: 
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1.7
Definitions:

· Forecast/Planning - all activity up to the point of tender; 
· Tendering - all activity up to the point of contract negotiation, including elimination of bidders; 
· Negotiation - agreement of contract terms; 
· Execution - of contract over the term;

· Review  - through the life of the contract and at the end of the contract. 

2. Quantification

2.1
It is difficult  to quantify the size of the prize for the UKCS in monetary and resource terms. As an example, we can estimate potential impact of the high cost of tendering in the UKCS.

2.2
[Better example required? A normal bid tender costs an average drilling contractor £20K to complete.  If there are 40 rigs on the UKCS, each can drill 6 wells per year.  Of the resulting 240 wells, approximately 160 will be tendered.  Most of these bids will go out to seven drilling contractors.

Cost to drilling contractors 
160 x 7x £20K

=
£22,400,000 per year

Cost to operators:

60% of the above
=
£13,400,000 per year

Total cost to submit/evaluate tenders


=
£35,800,000 per year]

2.3
The genuine use of FPAL and  CRINE Standard contracts  could save up to 50% of this cost, benefiting both contractors and operators.

3.
Implementation
3.1
For  the Code of Practice to be effective the following commitment from as many  industry participants (active UKCS Operators, Licensees, Contractors and Suppliers) as possible is required:

· The Code of Practice should be endorsed, by signature, by Senior Management of UKCS participants and should additionally be supported and endorsed by the DTI.

· Individual companies' Senior Management should present and explain the Code to their staff as a guidance document on the conduct of commercial activity.  They should emphasise their personal commitment to the Code and their personal expectations that the code will form the basis of commercial activity.  Internal incentives and penalties will be developed to encourage compliance.

· The industry and DTI should monitor the use of the Code and reportto PILOT annually on the extent to which expectations are being met and promote best practices.  This will be a transparent monitoring system with information on the results available to the industry.

PILOT PROGRESSING PARTNERSHIP WORKGROUP

CODE OF PRACTICE PROPOSED METRICS

	Commercial Stage
	High Level Aim
	Objective
	Proposed Action
	Agreement needed on metrics

	Forecast/Planning - all activity up to the point of tender.
	More effective planning for business cycles
	Ensure transparency in planning and commercial activity across all operators on the UKCS.
	1. Develop, launch and adopt standardised approach by UKCS operators to communicate future plans as follows: 

· Data to be collected by DTI/UKOOA as part of the existing annual survey, amended to make information gathered relevant to contractors.

· Data to be published by following criteria:

· geographical region 

· type of development/activity 

· Data to be aggregated by UKOOA/DTI unless an operator is content to be named.

· 100% uptake by operators by Q3 2002

2. 6-monthly "Share Fair" for SMEs at which operators communicate their plans.  The first to be held in Spring 2002.

3. Contracting community to respond to such operator information in terms of resource availability within 3 months.

4. Operators to identify and make public internal contacts (including R&D) able to discuss future plans with contracting community by end of Q1 2002.
	· Agree additional data required to meet contractors needs & keep survey to 1 sheet (action ML & NE)

· Continue to develop  segmentation of data 

     (action ML & NE)

· Develop & agree template for event based on Brownfield showcases (action - CF)
· TAs to agree




	Commercial Stage
	High Level Aim
	Objective
	Proposed Action
	Agreement needed on metrics

	Tendering - all activity up to the point of contract negotiations, including elimination of bidders.
	Reduce the cost of unsuccessful bidding
	1. Adoption of FPAL as the only company generic pre-qualification required in order to reduce the cost of pre-qualification.

2. Commit to shorter tender turn-around times.

3. Recognise value as a standard element of tender specification including investment in new technology.

4. Without exception, carry out de-briefs on unsuccessful bids.
	· Single qualification by operators (as opposed to multiple qualifications by different business units)

· Where pre-qualification is necessary only companies registered with FPAL, with an up-to-date capability summary, will be as to bid, by the end of 2002.

· Augmentation of FPAL company data will be kept to a minimum and should not duplicate FPAL in any way.

· All FPAL registered companies must keep their details valid by regular capability vetting.  Those without up-to-date capability summaries will not be asked to bid and operators/contractors will notify companies of their exclusion for this reason.

· By end of Q1 2002 all tenders will include an up-front guideline on the timetable for completion. 

· By Q1 2002 all tenders should include, up-front the award criteria (including guidance on project drivers) and include an opportunity for bidders to show where they can add value to the contract.

· 100% detailed feedback to all unsuccessful bidders on contracts over £300K by end of Q2 2002.
	· FPAL Board to comment on practicability (action - GC & MR)




	Commercial Stage
	High Level Aim
	Objective
	Proposed Action
	Agreement needed on metrics

	Negotiation - agreement of contract terms.
	Cut waste
	Reduce the amount of time and money spent on unnecessary paperwork.


	· Use of standard contract documentation (in the areas for which they exist) for 100% of contracts by end of 2002.  (Standard contracts can be CRINE or company specific global contracts. 
)

· Additional clauses and terms to standard contracts actively challenged and kept to a minimum.

· By Q3 2002 all contracts to include prompt payment terms of 30 days.


	


	Commercial Stage
	High Level Aim
	Objective
	Proposed Action
	Agreement needed on metrics

	Implementation and review

· through the life of the contract and at the end of the contract.
	1. Get the job done right.

2. Minimise waste

3. Learn from mistakes and best practice
	1. Develop and maintain trusting relationships through the use of a structured review process.

2. Allow contracts to be modified if solutions that add-value and are best for both sides are identified during the contract execution.

3. Use feedback (FPAL feedback loop), both ways, throughout the execution of the contract.


	· By Q3 2002 all contracts above  £5 million by the end of 2002 and £1 million by end of 2003 to contain key performance indicators and an up-front, at least 6-monthly, review programme  to be agreed at the time of contract signing for the life of the contract.

· Prompt payment of invoice within 30 days in 100% of cases.

· 100% feedback on contracts of £300K using FPAL as the basis for the review by end 2002.

· 50% use of FPAL feedback loop for contracts over £300K by end 2002.  (This is not meant to replace robust feedback but enhance it.)


	


	
	High Level Aim
	Objective
	Proposed Action
	Agreement needed on metrics

	Monitoring and Evaluation of Code
	To set systems in place
	1.  Involve Supply     chain champions network in monitoring of Code

2.  Pan-industry sharing of success and best practice

3.  Strategic overview


	1. Supply chain experts to assess the performance of their company against the Code, producing a report, to DTI, to a standard format every year. 

2. Supply Chain Champions & Experts to be given time and resource to carry out duties

3. Hold as part of the LOGIC conference a free, annual, high profile industry “sharing” event to showcase successes and exert informal peer pressure

4. DTI to provide annual report to PILOT
	· Develop annual report template (action SK)
· Decision on SCC & SCE roles at Dec SCC meeting  




Technology


&


Data





 Interim


 Report





Resource Flight


Activity Planning


Contracting Practices &


Ways of Working


Behaviours & Culture


Attractiveness of UK


UK Regional Hub





         


          Negotiation


        





        Forecast/


        Planning





Tendering





Review





Execution





Negotiation





Forecast /


Planning





                                        Relationship Management 








� UKOOA CRINE contracts survey will influence further action and metrics; results by end of year.
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