OIL AND GAS INITIATIVE UPDATE  –  22 OCTOBER 2002

1.
Background

At a meeting in June last year, a Scottish expat and industry expert, raised the issue of urgency around involvement in the oil and gas industry on the African West Coast. Aberdeen in Scotland was slow to wake up to the proximity of oil riches in the North Sea, and soon found 70% of the business being done by American companies. Nevertheless, it quickly became the fastest growing city in Europe, after having been a sleepy fishing town.

Most of the services and supplies to the West African industry (World’s fastest growing exploration area) are still being procured in the USA and Europe.

Oil is not scarce. The United States is the world’s biggest oil consuming country and imports about 11 million barrels per day – a seventh of world production. The increasing tension between the US and the Middle East causes increased preference for other source areas. With North Sea oil in rather rapid decline, the US focus has shifted to Africa.

Investment into the West-African region for the exploration and production (E&P) of oil and gas is already at about US$ 10 billion per year. It should then come as no surprise that it is estimated that 25% of the US oil needs will be met from this region by 2015.

South Africa is the only industrialised country in Africa. Cape Town is the nearest industrial port, particularly to Angola where almost 1 million barrels of oil is already being produced per day, and another US$ 17 billion is to be spent over the next 3 years. Compared to the rest of Africa, South Africa also provides a stable (political) environment that is relatively free of corruption, as well as an excellent infrastructure network of roads, telecommunications etc. An English speaking business environment and pleasant living conditions also contribute to the positive package.

This is an extremely competitive industry within which quality standards and delivery time requirements are very tight. To enter the market, it is essential that local firms need to display their competencies and deliver world class services in order to establish, for the region, a reputation as a serious player. 

2.
Partners
The major partners to the department in these endeavours are:

Cape Regional Chamber

City of Cape Town

Wesgro

National Ports Authority

Department of Trade and Industry (DTI)

Petroleum Agency SA

Private companies in the industry

Regular interaction between the above partners have been driving the process of engaging in this sector. The following partners are also involved:

Department of Minerals and Energy (DME)

Peninsula Technicon

Offshore Petroleum Association of South Africa (OPASA)

3.
What has been done by this Department

3.1
Sector analysis

A report (commissioned by Wesgro and funded by this department) was done by an industry expert to indicate (among other things) current oil majors and service companies located in Cape Town, the future prospects and development potential, a range of possible products and services to be supplied into the industry from Cape Town (i.e. opportunities to local companies) and an analysis of the West African market. At a launch of the report, early in 2002, to a group of about 60 interested people, companies were invited to apply to join the trade mission to OTC. The report confirmed earlier indications that the opportunities are enormous and that there is a need to profile Cape Town and the Western Cape appropriately.

Within one or two meetings with industry, it was clear that there was a shared vision:

To position Cape Town in the (minds and on the office maps of executives in the) oil and gas industry as a strategic location from which to service the West African market, i.e. “Africa’s oil hub of the future” and highlight the following: 

· proximity – a major port close to E&P activities
· a stable and modern, English speaking business environment

· excellent existing industry capabilities and a well developed industrial base

· stable political situation (as a country) with relatively low levels of corruption

· well-developed roads, telecommunications and other infrastructure 

· competitive prices

· potential for excellent quality of life

3.2
Trade mission to OTC

This vision was taken to the Offshore Technology Conference (OTC) in Houston, Texas – the biggest of its kind in the world. A hugely successful mission saw companies return with insight into the size and culture of the industry, new ideas of which areas to pursue, a clear indication that West Africa was at the top of the offshore E&P agenda and even some business deals.

Some of the other learning points during the conference were:

· West Africa is at the top of the agenda for most offshore operators

· Cape Town is not an entirely unfamiliar name in the industry and raises some interest

· In general, US companies still hold a very negative view of operating in Africa, and include South Africa under that same stigma

· European companies seemed easier to engage with and share information

· Many countries have enormous national presence and South Africa should do the same if we want to be recognised as a serious player

· Many small, specialist companies supply into the industry

· Huge amounts are invested into Africa, especially by US oil majors

3.3
Into Action

After a very thorough report back session to about 60 companies, three immediate action groups were decided upon as a matter of urgency. 

1. Local content – supply and demand matching

2. Customs and Immigration issues

3. Marketing – OTC ’03, other events, web-site, industry data-base

These Action Teams have spurned the following activity:

3.3.1 Local content

A preliminary meeting was held with the Offshore Petroleum Association of South Africa (OPASA) and the Petroleum Agency of South Africa. OPASA is an association for companies (operators) who have Exploration and Production (E&P) activities around the SA coast, while the Petroleum Agency SA is the regulator who administers drilling licensing for acreage. 

The meeting spelt out that some pressure, from the Department of Minerals and Energy (DME), is being exerted on OPASA members to secure “local content” i.e. procuring goods and services from South African companies. A basic plan was set out by which the initiative would help facilitate a local content drive.

A workshop was then held between OPASA and the relative partners (DME, Wesgro, Chamber, City of CT, this department, DTI). Industry engineers explained the whole process of exploring (seismic surveys) and developing (drilling etc.) of oilfields. The cycle of operation was explained and initial conversation was held around the types of products and services required, and stumbling blocks to local companies providing those goods and services. It was also made clear that the operators contract out to about 3 service companies per well. Those service companies then sub-contract for supplies and services.

It is the intention that the next workshop will host these service companies to explain what they need to local industry players. Local industry then needs to look at size of orders, quality requirements (standards certification), lead times for delivery, etc. and organise around these opportunities. This is also the vehicle to draw in Black owned companies and not only expose them to the opportunities, but possibly assist them in securing some of the procurement deals.

A database of local companies is being developed. Companies are categorised according to the products and services they offer. This will serve as a match-making tool and source of credible contractors.

3.3.2 Customs and Immigration

The idea behind this action team is to help smooth the movement of people and goods in the industry. The first focus would be on temporary importation of equipment for repair and maintenance. 

An initial meeting was facilitated between officials from the local customs office and some of the industry players involved in the initiative. This gave a clear indication that the current situation regarding the above is not conducive to business, since high deposits hamper cash flow on repair and maintenance projects. Equipment is literally shipped from Cape Town to Europe for repairs for which the technology is locally available, because of these requirements.

A meeting was then held with officials at the head office of SARS (Customs) in Pretoria. Some very fruitful discussions there led to two suggestions: (a) A short term dispensation that is within the discretion of the Commissioner, to allow for some accredited clearing agents to register a nominal bond on behalf of a number of their clients, so that the burden is shared. (b) A long term approach by which a careful investigation of the US and UK systems allow for an alteration of the current regulations. 

The first Customs Action Team meeting with industry stakeholders has been held and a way forward was decided, with an immediate focus on getting the short term solution implemented. The proposal for this solution was recently approved and negotiations on implementation is imminent.

As an illustration to the above:

Surcotec (Pty) Ltd. Is a newly formed company with 60% Scottish shareholding into an ex-Barloworld division. Certain technologies for maintenance of oilfield equipment was brought to Cape Town and x people were trained to use it. There are obvious cost advantages of doing the work here, but the greatest cost saving comes out of not having to ship the equipment from Angola to Aberdeen (Scotland) and back, but rather the much shorter distance to Cape Town.

Recently, the Director of the Scottish company (that bought into Surcotec) visited their plant in Aberdeen and stumbled across some equipment that was being serviced for the Glass Dowr project (US$ 11 mil. refit project in the Port of Cape Town). Upon investigation he found that the contractor couldn’t fund the cash flow expenditure to finance the heavy duty deposit required to do a temporary import into South Africa and decided to ship the equipment to Scotland, just to get the job done. 

Many other opportunities exist for local business and many foreign companies are interested in relocating fabrication and maintenance facilities to Cape Town, but find the customs dispensation too taxing. 

3.3.3 Marketing

The marketing Action Team has not met, but a proposed action plan has been drawn up, some elements of which will be discussed under 4.2.3 below.

Some work has already been done for this portfolio

Two other areas of activity has been prominent in this initiative. It is envisaged to be the backbone of two more Action Teams:

Inter-Governmental Liaison; and

Ports (and other) Infrastructure

3.3.4 Inter-Governmental Liaison

There has been good interaction with the Angolan trade office in South Africa. It was the intention of this department, together with the Cape Regional Chamber to host a workshop on “Business and Investment Opportunities in Angola” for local oils and gas industry players. We were met with an enormous response, drawing 120 positive RSVPs while having booked a 65 person venue and stretched it to 90. 

The workshop had to be cancelled at the last minute due to the Angolan delegation being unable to come. It is, however being rescheduled. 

A meeting was held with the DTI officials who were in Cape Town for the cancelled workshop. An indication was given that the DTI is working on the first phases of a trade agreement with Angola. They are in the process of finalising an Investment Promotion and Protection Agreement with Angola. Notice of this initiative will now be included in their submission for such an agreement. Now that the link has been established, we will also be included in the negotiations for a trade agreement between South Africa and Angola.

3.3.5 Ports Infrastructure

A long and in depth series of meetings constitute the involvement of Eskom in this area. Eskom’s main interest is selling electricity, but they do get involved in industrial development projects, with a long term view on power up-take. A Memorandum of Understanding (MOU) has been drawn up and provides for a base to initiate negotiations on terms of reference for a feasibility study on infrastructure requirements for services into the industry. The MOU involves Eskom and this department, but the study will also include the other partners of this initiative as well as other National Government Departments and private sector stakeholders. 

The window of opportunity for the industry as a hole is not small at all. Oil reserves off the West African Coast should last for the next 30 – 50 years. The window of opportunity, however, to enter the markets is shrinking rapidly, with foreign players taking over and then being harder to get out of the way once they are established.

4.
Requirements
4.1
Special Purpose Vehicle (SPV)

Setting up a formalised structure has both become a strategic necessity as well as a directive.

To continue to operate this initiative, most of the action requirements for in the areas stipulated below would benefit from such a structure. The recommendation is that a not –for –profit entity e.g. a Section 21 Company be established as an SPV to run the initiative. Funding required for this set-up will go a long way toward facilitating this initiative, especially fund-raising efforts and rallying positions.

It was also indicated from the Ministry of Minerals and Energy that there is a need for an oil and gas SPV and that Cape Town would be an appropriate place to set it up.

4.2
Action and Funding requirements

4.2.1
Local Content

The further processes in this regard are envisaged as follows:

(a) Workshop to present inventory of needs that service companies outsource:

· Interviewing service companies about what they can present in terms of what they procure

· Presenting them with the workshop framework and possible attendees

· Arrange workshop 

(b) Matchmaking between supply and demand:

· Completion of database and linking to web-site

· Qualifying criteria for accreditation as credible industry suppliers/ service providers.

· Facilitate contracts for groups of companies

· Joint venture facilitation

(c) Black economic empowerment

· Building BEE requirements into contracts, together with local content requirements

· Business development for  BEE companies, start-ups, equity purchase opportunities etc.

4.2.2 Customs and Immigration

(a) Short term solution:

· Facilitate implementation of approved proposal (crucial role for SPV)

(b) Long term solution:

· Fund a study on systems in the US and UK – in collaboration with SARS

· Present a structured proposal for legislative adjustment

Investigate possibilities for smoothing the movement of people in and out of SA for industry work purposes. This would include the possibility of multiple entry business visas for South Africans into Angola.

4.2.3 Marketing

(a) Web-site

· Already received interest from a number of stakeholders in this project. The DME has also expressed interest in making it a national and not just provincial site.

· A number of private sector companies have expressed interest in assisting to design and maintain

(b) OTC 

· Space has already been booked for the Offshore Technology Conference in Houston in May next year. Hopefully it will take the form of a trade mission again. 

· The medium term aim is for it to grow to a National Pavilion the year after.

(c) Other Events (the importance of a presence at these essential events was recently pointed out by the Petroleum Agency)

· Upstream Africa: hosted in Cape Town annually – next year sees the 10th one.

· Angoge: Angola’s Oil and Gas exhibition, this year, for the first time, includes a conference. Some companies who we are engaging with are going on their own steam. We will learn from their experiences and attend the 2003 event.

· Aberdeen / Stavanger: this event is the European equivalent of OTC and oscillates between the two cities. Future participation in this event is crucial.

4.2.4 Inter-governmental Liaisons.

This is an area which requires a whole lot of attention and energy. Some indication had been made to this department that relations between South Africa and Angola need to be enhanced. The possibility of twinning agreements with Angolan provinces is being investigated and may be the motivation (together with involvement in the formulation of a trade agreement) for a proposed mission to Angola early in 2003.

Possible issues to be included in trade and twinning agreements are e.g. African content requirements for contracts as a stepping stone to local content requirements of individual countries, skills and technology transfer, joint ventures between SA and Angolan companies, training opportunities for Angolan nationals in SA etc.

The work under 4.2.2 Customs and Immigration may be incorporated under this section.

4.2.5 Ports infrastructure

Once the proposed MOU is signed, the feasibility study project will be kick-started. Funding requirements for the study will be one of the first things to be negotiated. The study itself will be managed by a Joint Management Committee (JMC). This JMC will also need a project office and other supporting infrastructure.

The outcome of the study will provide us with a clearer understanding of the order size of  additional business that can realistically be expected to realise in the western Cape. It will also accurately show us what kind of infrastructure investment is required, what the marketability of that infrastructure is to the local and international investors community and the possible benefits to be gained from it.

The provisional indications from industry experts are that there is more business to be secured than both the Ports of Cape Town and Saldanha will be able to handle. Ship repair facilities are lacking and the port of Saldanha has already received proposals from individual companies to develop parts of the port for ship repair operations into the oil and gas industry. This study will provide a developmental blue print, similar to what Singapore to develop a marine supply base for the same purpose. Such a blue print was indicated as their key success factor. About R200 mil. is the rough figure that is quoted by expert stakeholders for infrastructure development.

4.2.6 Human Capital Development and Industry Standards

The shortage of welders for the Glass Dowr project is an indication of the influence, already, of this industry on skilled and semi-skilled labour. The Cape Regional Chamber recently indicated the rapidly ageing population of people with trade skills (I.e. welders, boilermakers etc.). Demands for these types of skilled labour has the potential to boost the earning capacity of workers on the lower skills levels. There is a serious need for trades to be popularised and for fast track learning opportunities as was the case with the Mossgass project.

In addition, the oil and gas industry, subscribe to extremely high standards in products and workmanship. Standards certification according to the American Petroleum Institute’s (API)  set of standards is key to entry into the industry. All training courses and welding code qualifications etc. need certification to be assured acceptance. Our colleges and technical training schools (all EFT institutions) are ideally situated to get our workforce ready for opportunities in oilfield services.

Safety training is already provided to industry workers at the Cape Technicon’s Offshore Survival School. This provides a safety certificate which is expected to be renewed every 6 months by anyone working offshore. Training institutions such as this can benefit tremendously from foreign crews that need training for offshore work (rather than being flown back to Canada or the UK). In Aberdeen a de-commissioned rig was placed on-shore and is now being gainfully utilised as a training base for offshore personnel. 

Conclusion
The opportunities posed by the boom in E&P activities up the African West Coast are enormous. South Africa and the Western Cape are ideally situated to secure vast amounts of spending by oil majors and super-majors. Local industry will have to embark on a very serious campaign to ensure quality services and supply in large quantities. A strong marketing drive and industry facilitation can help to position our city and province as a service hub for the African oil market as well as the south sea shipping route. Infrastructure expenditure is vital and the window of opportunity for entering the market early is starting to close. The industry as a whole, however has a significant time horizon and a balanced long and short term approach, with immediate action and solutions to blockages is necessary.

This Department and its partners has made some in-roads into achieving the above goals. The task, however, is mammoth and needs a much more aggressive approach. More funding is required for future successful engagement in the oil and gas industry.

