__________________________________________________________________________________________________

__________________________________________________________________________________________________


CONTENTS


PAGE

Summary of Results
1

Background
2

International Activity in the Service/Supply Base
3

Market Analysis of International Activity in the Service/Supply Base
8

· Geographic Analysis
8

· Country Analysis
10

Active Exporting in the Scottish Service/Supply Base
13

United Kingdom Activity in the Service/Supply Base
14

International and Domestic Sales from United Kingdom Primary Production
16

-
Oil
16

-
Gas
17

Conclusions
19

Acknowledgements
20

SURVEY OF INTERNATIONAL ACTIVITY IN THE OIL AND GAS SECTOR 2000/2001

Summary of Study Results

SERVICE/SUPPLY BASE

Direct Exports from Scottish based operations are valued at £991.4 million in 2000.

Overseas sales delivered via Subsidiary Companies is estimated at £897.1 million in 2000.

Total International Sales in 2000 are estimated at £1.89 billion, a rise of 51.5% compared with the 1999 figures.

Provision of General Services to the Oil and Gas industry accounts for 67% of the total international sales.

33% of total international sales are derived from the North American markets with the European Union and other Western European markets, accounting for 19%.

The top 3 international markets are the United States, Norway and Denmark.

In the United States 90% of sales are driven through subsidiary operations.

Scottish-based operations had £5.1 billion of sales into the United Kingdom domestic market in 2000. This equates to a 2.6% rise since 1999.

INTERNATIONAL AND DOMESTIC SALES FROM UNITED KINGDOM PRIMARY PRODUCTION

International transfers of UKCS produced oil and gas for 2000 are valued at £6.7 billion.

In 2000 domestic transfers of UKCS produced oil and gas were calculated at £3.1 billion.

Total transfers to international and domestic markets of UKCS produced oil and gas were estimated at £9.7 billion in 2000, up from £8.1 billion in 1999.

TOTAL INTERNATIONAL AND DOMESIC ACTIVITY FROM THE OIL AND GAS INDUSTRY

Combined international sales from the Service/Supply base and from the Primary Producers are estimated at £8.6 billion in 2000, compared with £6.6 billion in 1999.

Likewise combined domestic sales from the Service/Supply base and from the Primary Producers is estimated at £8.2 billion in 2000, as opposed to £7.8 billion the previous year.

Hence in 2000, total Global Sales from the Service/Supply base and from the Primary Producers is valued at £16.8 billion, a 17.5% rise from the £14.3 billion recorded in 1999.

Background

The Scottish Council for Development and Industry (SCDI) has been involved in undertaking research into export performance from Scotland since 1961. The focus of this initial research was to measure the level and value of manufactured goods which were sold outwith the United Kingdom’s borders and which were produced from within Scotland. This valuable research produced for the first time independent Scottish statistics as distinct from aggregated UK data. The emergence of a growing service based economy led SCDI to produce its first Services Export Survey in 1993 looking at overseas activity in industries such as Banking, Insurance, Media, Tourism, Engineering services and so on. In broad sectoral terms the coverage of Scottish exports was completed in 1997 when SCDI produced its first report into the level of Primary goods exported from Scotland. This covered industries such as Fishing, Agriculture, Mining/Quarrying and export transfers of Oil & Gas produced in the UKCS.

These three reports covering exports of manufactured goods, services and primary goods are produced annually by SCDI in conjunction with Scottish Development International, Scottish Enterprise, the Local Enterprise Companies and the Scottish Clearing Banks.

SCDI was conscious that its three established surveys contained much information which would act as a starting point in measuring the level of international activity which was being undertaken within the Oil & Gas industry in Scotland. Since the discovery of oil off the Scottish cost in the 1960s and the commencement of its production in the 1970s the offshore oil & gas industry has been tremendously important to both the Scottish and United Kingdom economies. While in the early days much of the expertise required to produce the oil had to be imported from elsewhere in the world and principally the United States, the intervening period has seen the establishment of a strong base of Scottish companies and companies staffed with Scottish knowledge and know how. It has been clear over the past few years that this skills and knowledge base is eminently exportable and that the development of this approach is vital to sustaining ongoing employment levels in Scotland beyond the productive life of the UKCS. That is not to say that there is not considerable life left yet in the UKCS sector, which will continue to be a major, albeit slowly declining, source of revenue and employment for at least another 30 years.

Nonetheless, initiatives by Government, such as PILOT, the successor to the Oil and Gas Industry Task Force (OGITF), stress the aim of promoting exports and helping establish Scotland and the UK as an international centre of excellence. In response to this and with a view to providing an ongoing measurement of Scotland’s success in this process, SCDI in conjunction with Scottish Enterprise Energy Group, undertook its inaugural survey of international activity in the oil and gas sector in the year 2000. This latest document represents the third in-depth survey which has been carried out and aims to provide updated data for the 2000/2001 period. Like the previous years there are two main elements to this research, firstly to measure the export activity undertaken by the supply base associated with the oil & gas industry and secondly to measure the direct exports of produced oil and gas from the UKCS which is landed and transferred from Scotland. This latter element is already analysed by SCDI for its main annual export survey and is included later in this report. Data for the former element, activity within the service/supply base, was partly available from the existing SCDI research into Manufactured and Services exports, but had to be significantly augmented by new survey data obtained direct from companies. The results of this research into the international activity of the service/supply base forms the major part of this report as it represents the key client group that is being encouraged by Government and others to develop overseas markets.

The survey research into the service/supply base was undertaken in such a way as to try and distinguish between differing types of international activity. Hence questions were posed which enabled companies to distinguish between direct export activity, where the product or service was supplied/managed from Scotland, and where the product or service was supplied /managed via an overseas located subsidiary organisation. 

The following section outlines the main findings of the research which was based on a sample of 265 companies accounting for an employment base of around 38,300.

International Activity in the Service/Supply Base

International Sales

The survey defined international sales as a combination of direct exports and sales delivered via overseas owned subsidiaries. The first part of this section examines the level of direct export activity undertaken by the service/supply base, the second element looks at the activity within overseas owned subsidiaries and lastly the combined results of these are examined to give a total picture.

It was clear that many businesses which supplied the oil and gas industry would not necessarily have this as the sole end market for their products or services. Thus the survey research asked companies to give an indication of total export activity and also to estimate the proportion of such revenues that were derived through sales to end user customers in the oil and gas sector. In addition the companies who responded to the survey were categorised into 4 main business or product areas to help define from what segment of the service/supply industry the greatest activity levels were generated. These category areas are defined below:

Business Category 1
Product/Equipment/Materials

Business Category 2
Bulk Materials

Business Category 3
Services

Business Category 4
Engineering/Procurement/Construction/Installation

(i) Export Values

This section looks at directly generated export revenues where the product or service is supplied/managed from Scotland. The results of the research are presented in Table 1.

Table 1. Scottish Service/Supply Direct Exports 1998-2000

(£m current prices)


Exports
Exports to Oil & Gas Sector


1998
1999
2000
1998
1999
2000

BUSINESS CATEGORY
(1) Prod/Equip/Materials
286.6
359.5
494.5
274.1
283.8
481.0

(2) Bulk Materials
110.5
49.5
82.8
108.5
45.0
82.8

(3) Services
828.0
566.6
539.3
528.0
325.8
421.8

(4) Eng./Proc/Constr/Install
324.9
127.5
5.8
323.3
127.0
5.8

TOTAL
£1,550.0
£1,103.1
£1,122.4
£1,233.9
£781.6
£991.4

The latest results clearly point to a return to export growth over the period. The sharp fall in exports which was noted in last year’s survey has been replaced by a strong upward trend. The increase in value from £781.6m to £991.4m in exports to the oil and gas sector represents a 26.8% rise over the period. Paradoxically the overall growth in exports from the survey sample has been more modest increasing by only £19.3m or 1.7% This suggests that the growth is being driven by the oil and gas clients of the supply base rather than simply a manifestation of a positive export environment.

The figures reflect the economic climate within global the oil and gas market and the upward trend was anticipated in last years report. The trading environment in 1999 was badly affected by the late 1998 and early 1999 slump in oil prices and this had a major impact on the level of international business undertaken by the Scottish supply base in 1999. However as the oil price rose during 1999 and then stabilised in 2000 and 2001 confidence returned and projects were once again sanctioned leading to increased export opportunities and business for Scottish industry.

International Activity in the Service/Supply Base
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Once again there is quite a mixed picture when looking at activity levels within the individual business categories. Growth to varying degrees is recorded within the first three categories but a continuation of the 1999 decline is noted in the Engineering/Procurement category. It is interesting to speculate on the reasons for this but it would seem likely that it is the nature of the UKCS market rather than export markets which is the principal reason for this dramatic fall off in activity levels. Essentially the UK market has changed to such an extent in recent years that much of the project work in the North Sea is sub sea developments and tie back activity rather than large scale platform style developments. As such many of the yards have either closed or returned to a care and maintenance basis making Scotland less able to compete for international opportunities in this arena.

The Product/Equipment/Materials category has recorded the biggest increase in exports, with a 69.4% rise and now accounts for almost half (48%) of total direct exports from the Scottish supply base. The export of general Services has risen by 29.4% and equates to 43% of the total with Bulk Materials almost doubling with an increase of 84.4% and now accounting for 8% of the export total. The rise in direct exports from Scotland is encouraging although they remain considerably below the 1998 levels recorded in the inaugural SCDI survey. The recovery in the sector that started in 2000 continued in 2001 and into the first part of 2002 so it is expected that the export figures should continue their upward trend in next year’s survey.
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International Activity in the Service/Supply Base

(ii) Overseas Subsidiary Values

This section looks at international sales generated via overseas owned subsidiaries which although they may operate in a largely autonomous fashion ultimately report back to a Scottish based Headquarters. The results of the research are presented in Table 2.

Table 2. Overseas Subsidiary Sales 1998-2000 (£m current prices)


Sales
Sales to Oil & Gas Sector


1998
1999
2000
1998
1999
2000

BUSINESS CATEGORY
(1) Prod/Equip/Materials
31.2
36.3
49.2
14.2
20.8
31.9

(2) Bulk Materials
0
21.0
25.3
0
20.0
24.0

(3) Services
487.8
534.4
937.5
420.5
424.1
840.2

(4) Eng./Proc/Constr/Install
0
0
1.0
0
0
1.0

TOTAL
£518.9
£591.8
£1,013.0
£434.7
£464.9
£897.1

One of the features which was noted in the last survey was that although direct export activity had declined a modest growth was noted in the activity levels of overseas subsidiaries. This was partly a reflection that the 1999 slump impacted greatest upon the North Sea markets which tended to dominate direct export activity, but also on the fact that increasingly Scottish businesses were establishing bases overseas. This latter trend has accelerated rapidly in recent years and the results of this are beginning to have a major impact upon the figures in this study.

As Table 2 indicates there is an almost doubling of international sales via the subsidiary route. In terms of sales into the oil and gas sector they have increased from £464.9m to £897.1m, a rise of 93.0%. This increase is noted in all four business categories although it is dominated by the Services category which accounts for the vast majority of the activity and the increase.

As will be looked at later a large part of this overseas activity in terms of subsidiaries is based in the US market and is a reflection of the fact that many key decision makers are based there. Hence to have a base in the US is increasingly important for companies which wish to operate on the global stage. However, SCDI believes it is also a reflection of the increasing confidence which Scottish companies have in their ability to compete globally and take on the traditionally US dominated supply base. The latest survey research records activity from 39 companies with an overseas subsidiary operation, a figure which continues to increase. It was 30 the year before.

As the Scottish supply base continues to diversify and attempts to limit their reliance on the North Sea markets it is likely that this trend will continue. However, it is important for the Scottish economy that key management and engineering skills remain located in Scotland and hence their remains the need for a vibrant and active North Sea to anchor these functions. In addition, many Scottish businesses are ideally situated to manage key regions such as the Caspian and West Africa. It is this mix of activity which is essential for maintaining a healthy oil and gas sector in Scotland for many decades to come.

International Activity in the Service/Supply Base

(iii) Total International Activity

Summarising the previous two sections this element of the report combines both categories of international activity and presents a total picture for the level of internationally derived sales from the Scottish oil and gas industry. The results of the research are presented in Table 3.

Table 3. Total International Sales 1998-2000 (£m current prices)


Sales
Sales to Oil & Gas Sector


1998
1999
2000
1998
1999
2000

BUSINESS CATEGORY
(1) Prod/Equip/Materials
317.8
395.8
543.7
288.3
304.6
512.9

(2) Bulk Materials
110.5
70.5
108.1
108.5
65.0
106.8

(3) Services
1,315.8
1,101.0
1,476.8
948.5
749.9
1,262.0

(4) Eng./Proc/Constr/Install
324.9
127.5
6.8
323.3
127.0
6.8

TOTAL
£2,069.0
£1,694.8
£2,135.4
£1,668.6
£1,246.5
£1,888.5

With the addition of the overseas subsidiary information the results in Table 3 actually indicate an increase in international sales even compared with 1998 levels. Compared with 1999 we see a sharp rise from £1,246.5m to £1,888.5m, an increase of 51.5%. The figures are 13.2% ahead of the 1998 level of £1,668.6m. This drive towards establishing an overseas presence in key markets combined with a strong recovery in direct export activity has led to a substantial rise in total international sales in the 2000/2001 period.

With the exception of the Engineering/Procurement sector this improved performance is noted in all of the business categories. Overall Services sales into the oil and gas sector have risen by 68.3%, Product/Equipment/Materials are up by 68.4% and Bulk Materials by 64.3%.

The change in sales to the oil and gas sector within the 4 Business Categories is illustrated in Figure 3.
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International Activity in the Service/Supply Base

The dominance of general Services in the International Sales mix is well shown by Figure 4 where it can be seen to account for 67% of the total, an increase on the 60% proportion of the year before. The Engineering/Procurement category almost in effect disappears from the Chart due to its decline in international sales, whereas in the previous survey it accounted for 10% of the total.
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Taking the latest survey results as a whole they represent an encouraging picture for the Scottish oil and gas supply base. Not only have exports recovered compared with 1999 levels, as was predicted in the last survey, but in total terms they have actually risen higher than the 1998 level. Whilst this is not true in terms of direct exports, the impact of the growth in overseas subsidiary activity has driven the total international sales substantially higher.

Looking ahead the outlook for the industry is currently positive. The rest of 2001 and the first part of 2002 has been characterised by a reasonably stable oil price and has allowed the oil industry operators the stability required to invest in major projects both in the UKCS and overseas. This continued investment is of course crucial in enabling the supply base to bid for work. Announcements over the past year suggest that the trend to establish overseas operations, particularly in the United States, is continuing and it is likely that sales derived via overseas subsidiary operations will outstrip direct exports before long.

It seems that more Scottish based businesses are rising to the challenge of internationalising their operations and future export growth, subject to the vagaries of the oil price, seems assured.

Market Analysis of International Activity in the Service/Supply Base

In addition to measuring the level of international sales a further rationale for undertaking the research was to accurately gauge what overseas markets were the principal targets for international activity. Over time it is hoped that this can be measured in such a manner that will allow trends to be monitored which will assist in the targeting of export assistance and other measures aimed at encouraging the growth of overseas sales.

In responding to the survey companies were asked to give details of their sales in overseas markets and to indicate whether the sales revenue was generated by direct export activity or via an overseas subsidiary. In addition companies were again asked to distinguish between sales to oil and gas industry customers and general sales outwith this sector. The data presented is for 2000 only and covers only sales to oil and gas end user customers.

Geographic Analysis

Initially the responses are broken down at a broad geographic level to give an indication of the principal market regions in which activity is concentrated. Table 4 examines the level of total international sales activity on a geographic region basis and breaks this down into direct sales and overseas subsidiary sales.

Table 4.  Destination of International Sales by Geographic Region in 2000

(£m Current Prices)


Direct Export
Overseas Subsidiary
Total International 


North America
65
551
616


Western Europe (excl. EU)
188
52
240


European Union (EU)
75
41
116


Middle East
70
5
75


Latin America
14
55
69


Asia Pacific
28
25
53


Africa
32
8
40


Eastern Europe
10
10
20


Australasia
3
0
3


Unallocated
506
150
656


TOTAL
£991m
£897m
£1,888m

NB
Western Europe (excl. EU) consists of Iceland, Liechtenstein, Malta, Norway and Switzerland.

Market Analysis of International Activity in the Service/Supply Base

The relative share of total international sales taken by the differing geographic regions is shown in Figure 5.
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The data in Table 4 shows quite clearly that the North American markets are the most important for Scottish businesses. In addition, it emphasises the point made earlier regarding the growth in activity levels being driven via overseas owned subsidiaries. Of the £616m in international sales into North America, 89.4% or £551m is derived via subsidiary operations. Indeed in 1999 the level of direct exports into North America stood at £97m, hence this has in fact fallen to £65m, whereas sales via subsidiaries has risen substantially from £247m to £551m over the same period. This sharp rise means that North America is now a more significant market than Europe for Scottish businesses. North America accounts for 32.6% of all international sales compared with 18.8% for Europe (EU 6.1% and Other Western Europe 12.7%).

Although sales to the Other Western Europe markets have held up fairly well, there has been a sharp decline in exports into the EU markets since 1999. Direct sales to the EU was £163m in 1999 compared with £75m now and via subsidiaries it was £84m in 1999 and £41m in 2000. For the other Western Europe markets it was £182m direct in 1999 and £58m via subsidiaries, hence little change in 2000.

The activity levels in the other geographic regions are showing some modest growth. Total sales into the Middle East have risen from £51m in 1999 to £75m in 2000. There has been a sharp rise to Latin America where total sales are up from £26m to £69m, with the increase being mainly driven by subsidiary operations. Likewise in the Asia Pacific region subsidiary operations are mainly responsible for an increase in total sales from £26m to £53m. Sales to Africa are up from £33m to £40m but for Eastern Europe a decline from £35m to £20m is recorded. The Eastern European markets have been slower to develop than was perhaps anticipated at first although there are signs in 2002 that activity levels are on the rise with associated opportunities for Scottish companies.

Market Analysis of International Activity in the Service/Supply Base

Country Analysis

Table 5 provides a more detailed analysis of the country markets in which the Scottish oil and gas service/supply base is trading. These figures again relate solely to sales from the industry to oil and gas industry end user customers.

Table 5.  Destination of International Sales by Country Market in 2000

(£m Current Prices)


Direct Export
Overseas Subsidiary
Total International 


(1)
United States
60
540
600


(2)
Norway
188
34
222


(3)
Denmark
38
15
53


(4)
Venezuela
1
52
53


(5)
Netherlands
15
17
32


(6)
Arab Emirates
30
2
32


(7)
Singapore
16
13
29


(8)
Faeroe Islands
0
18
18


(9)
Iran
18
0
18


(10)
Canada
6
10
16


(11)
Azerbaijan
2
10
12


(12)
Nigeria
10
2
12


(13)
Brazil
9
2
11


(14)
Saudi Arabia
9
2
11


(15)
Ireland
2
9
11


(16)
Indonesia
1
6
7


(17)
Angola
6
1
7


(18)
Libya
7
0
7


(19)
Italy
6
0
6


(20)
Australia
4
2
6

For the second year the United States is the top market for Scottish international sales. However, compared with the 1999 data Table 5 shows a dramatic strengthening of its position and dominance, with strong growth both in direct exports and subsidiary sales. In direct exports an increase from £38m to £60m is recorded and subsidiary sales have more than doubled increasing from £244m to £540m. As Figure 7 illustrates over 60% of all subsidiary sales are derived from the US market.

The Norwegian market has remained steady over the period reporting only a modest decline in total sales from £240m in 1999 to stand at £222m in 2000. This is accounted for by a fall off in subsidiary sales with direct exports showing a slight increase from £182m to £188m. The other key North Sea markets have recorded a decline in activity levels with sales to Denmark down from £104m to £53m and in the Netherlands, down from £61m to £32m. This is perhaps a reflection of the sluggish recovery that the North Sea made from the 1999 downturn with it being 2001 before confidence returned to the market.

Other points to note include the strong growth in Venezuela with total sales rising from £7m to £53m, with this again being dominated by overseas subsidiary activity. A mixture of direct and subsidiary sales is driving the increase in sales to Singapore, which have risen from £6m to £29m. The Faeroe Islands appear in Table 5 for the first time recognising that exploration activity has now got underway in the Faeroese waters, albeit without any success at this stage. Should commercial discoveries be made in the region this would be highly significant for Scottish companies both in terms of direct exports and subsidiary operations.

Market Analysis of International Activity in the Service/Supply Base

One of the more exciting opportunities for Scottish companies is the developing markets in West Africa, particularly as Scotland is often used as the management base for operations in the region. With that in mind it is interesting to note the appearance of Nigeria and Angola in the Top 20 markets. Sales to Nigeria have grown from £5m to £12m and sales to Angola, appearing in the table for the first time, are valued at £7m. Given the scale of discoveries in the West Africa region there are major possibilities for Scottish based companies to supply much of the skills and kit needed to successfully develop the finds.

Figures 6-8 graphically illustrate the key markets for Scottish based oil and gas supply/service companies. The graphs provide a visual breakdown of some of the key points already discussed. 

In terms of direct exports Norway is still the key market for Scottish companies with 18.9% of sales destined for the market. However, the level of direct sales into the USA continues to grow and the Middle East markets of Iran and the Arab Emirates are important. For sales via subsidiaries the dominance of actvity in the USA as shown in Figure 7 is clear.
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Market Analysis of International Activity in the Service/Supply Base
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Figures 6 and 7 again illustrate that subsidiary sales activity is more concentrated in certain markets compared with direct exports. The latest survey measures sales via subsidiaries in 27 differenent markets whereas direct exports are recorded in 77 markets across the globe.

In terms of total international sales, Figure 8 shows that the United States has increased its importance and now accounts for just under a third of all international activity undertaken by the Scottish oil and gas supply base. 

Active Exporting in the Scottish Service/Supply Base

The definition of an active exporter is a company which generates more than 15% of its turnover through exports sales. The data generated by the survey allows us to measure the number of active exporters in the sample and to compare the 1998, 1999 and 2000 data. For the purposes of this analysis export activity has been defined as international activity, that is the sales figures for direct export and via subsidiaries are counted as equally valid.

Table 6 details the results within different export turnover bands.

Table 6.  Active Exporting in the Scottish Service/Supply Base

% Turnover Derived
No of Companies

% Change

Internationally
1998
1999
2000
1999-00


76-100
16
10
9
-10


51-75
20
27
20
-26


26-50
44
42
41
-2


15-25
29
22
19
-14

TOTAL
109
101
89
-12

The latest figures show a 12% decline in the number of active exporters in 2000 compared with 1999, which itself was down 7% from the 1998 level. However, the sample size itself is some 13% lower than in the 2 previous years hence direct comparisons are difficult to make.

As a proportion of the sample size the figures remain very similar to 1999 with about 33% of survey respondents falling into the category of active exporter. Clearly the challenge for industry and the various support agencies is to raise this proportion and to get more companies deriving a greater amount of their sales from international markets. This process can be aided by the larger companies in the supply base allowing smaller firms to “piggyback” with them into export markets and there are already many examples of this happening. Given that 2001 has been a year of stability in the oil industry it will be interesting to note whether this has led to an increased level of expansion by SMEs in particular, into global markets. 

United Kingdom Activity in the Service/Supply Base

Domestic Sales

Although not a core part of the survey, which principally was designed to measure international sales activity, respondents were asked to indicate the value of their domestic sales i.e. sales within the United Kingdom marketplace. A breakdown of these results is given in Table 7 and Figure 9 illustrates the changes within the four main business categories as defined below:

Business Category 1
Product/Equipment/Materials

Business Category 2
Bulk Materials

Business Category 3
Services

Business Category 4
Engineering/Procurement/Construction/Installation

Once again businesses were asked to indicate their total domestic sales but then also to define the proportion of these which were sold to end user customers in the oil and gas industries. It is these latter estimates which are focused on.

Table 7. Scottish Service/Supply Sales to the UK Domestic Market 1998-2000

(£m current prices)


Total Sales
Sales to Oil & Gas Sector


1998
1999
2000
1998
1999
2000

BUSINESS CATEGORY
(1) Prod/Equip/Materials
524.7
959.2
557.7
500.3
904.1
508.9

(2) Bulk Materials
284.0
104.1
398.9
271.1
76.4
398.9

(3) Services
3,181.7
4,040.2
4,428.5
2,687.3
3,149.4
3,483.7

(4) Eng./Proc/Constr/Install
744.8
866.1
844.9
727.1
849.3
715.6

TOTAL
£4,735.2
£5,969.6
£6,230.0
£4,185.8
£4,979.2
£5,107.1
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United Kingdom Activity in the Service/Supply Base

The activity in the UK domestic market in 2000 also shows an increase, although at a lower level than for the international markets. UK sales have risen from £4,979.2m in 1999 to £5,107.1m in 2000, a increase of 2.6%. 

Once again there is considerable variation in the various business catetgories. The Services and Bulk materials categories both show an increase in activity levels, with Products/Equipment/Materials and Engineering/Procurement both falling back in sales terms. Bulk Materials records a massive 422% increase in sales, with general Services up by 10.6%. Despite this, as Figure 10 shows, Services make up the major proportion of the total accounting for 68% of the UK domestic market.

The full split is shown in Figure 10.
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The substantial rise in sales from the Bulk materials category means that it now represents some 8% of domestic sales as opposed to only 2% the year before. In effect it has returned nearer to the 1997 and 1998 levels both in value and proportion terms. Likewise the sales decline in Product/Equipment/Materials represents a return to the sort of sales levels shown in 1997 and 1998. The other 2 business categories have tended to be more stable and less liable to large fluctuations. Nonetheless, given the nature of the oil and gas sector and the scale of the projects sharp changes in sales can occur either way dependent on what particular projects are ongoing at any one time.

International and Domestic Sales from United Kingdom Primary Production
Introduction

This section of the report looks at the sales of the primary products themselves, namely the produced oil and gas from the UKCS. The activities of the Service/Supply base, which have just been reported in some depth, are what enables the products to be obtained from the offshore fields and ultimately brought to land for onward processing and sale. While this is the main focus of the survey it would be a major omission when considering the revenues generated by our oil and gas sector to exclude sales of the primary products. Hence the section below, based on worked carried out for SCDI’s Annual Survey of Scottish Sales and Exports, details the revenues generated by such sales.

Oil

Whereas the beginning of 1999 witnessed an extremely low oil price level, the recovery in price, which gained momentum in 1999, was sustained in 2000 with prices maintaining a healthy level. This stability helped fuel the investment by the oil majors in the UK and overseas which facilitated the good domestic and export performance reported by the supply base in the preceding pages.

Combined with the oil price stability a new spirit of collaboration between the oil industry itself and the UK Government, embodied by the work of PILOT, has led to sustained levels of investment in the UKCS in recent years. It is anticipated that this will continue and lead to a secure long term future for the UKCS, although at the time of writing the industry/government relationship has once again become strained due to changes in the fiscal regime. Assuming these difficulties are successfully resolved the UKCS should continue to provide considerable employment and investment possibilities for decades to come. Allied to this domestic workload the skills developed by Scottish industry in exploiting the natural resources on our doorstep will continue to be eminently exportable and it is expected that many of our companies will continue to diversify into exports markets as well as new sectoral markets such as renewable energy.

To measure transfers of oil from Scotland we have concentrated on collecting data from the fixed infrastructure. That is, information has been collected from the four land and estuary terminals which are part of the field-to-shore pipeline network used to transport oil and developed since North Sea oil first came ashore in 1976. It has not been possible to collect accurate information on direct tanker uplifts and transfers from those fields which are equipped to transfer oil direct to a tanker which could then be routed to any destination. That said, the Foinaven field output is included in our figures. Foinaven is part of the Atlantic Margin area and it is likely this area will continue to be developed using FPSVs (Floating Production and Storage Vessels) because of the area's remoteness and the expense and difficulty of creating and connecting a new pipeline network. It seems likely that shuttle tankers will continue to transfer the oil from the Atlantic Margin to Flotta Terminal for trans-shipment as is currently the case with Foinaven.

This study has aggregated the data from the four oil terminals in 2000 to develop a confirmed figure for transfers from the Northern and Central UKCS which had their initial landfall in Scotland. The four terminals are Sullom Voe in Shetland and Hound Point in the Forth Estuary operated by BP, Nigg in Ross-shire operated by Talisman Energy and Flotta in Orkney operated by ELF Exploration during early 2000, but since May 2000 by Talisman. Below are the confirmed transfers of oil from Scottish terminals.

Total Confirmed Oil Transfers from Scotland in 2000 reached a volume of 472,220,323 barrels, some 1.29 Million Barrels Per Day. This compares with 1.53 Million Barrels Per Day in 1999.

Using Brent and Flotta Crude prices this can be valued at approximately £8.057 billion.

International and Domestic Sales from United Kingdom Primary Production

The 1999 value estimate was £6.964 billion, hence the 2000 data shows a rise of 15.7%. During the same period the actual volume of oil transferred reduced considerably from 558.3 million barrels to 472.2 million barrels, a decline of 15.4%. However, the relatively higher average price of oil in 2000 compared with 1999 leads to the substantial increase in value terms.

The table below gives an indication of the markets into which oil was transferred.

Table 8. - Market Destination Region by Volume (million barrels)


1997
1998
1999
2000

USA/Canada/Caribbean
156
111
137
152

UK
166
170
159
193

Northern Europe
141
230
197
73

Mediterranean
83
34
42
38

Other
4
9
20
20

Market Destination Region by %

USA/Canada/Caribbean
28.4
20.0
24.6
31.8

UK
30.2
30.7
28.6
40.5

Northern Europe
25.7
41.5
35.5
15.3

Mediterranean
15.1
6.1
7.6
8.1

Other
0.7
1.6
3.6
4.3

Gas

During 2000 there were 23 gas fields operating in the Northern and Central North Sea. During the 1990s many countries, including the UK, have become party to international treaties on environmental standards aimed at reducing the impact on the environment and climate change. Many countries have come to place more demand on gas as a fuel source because of its relative cleanliness and therefore its benefit in helping to reach emission standards. This increased use of gas as the fuel source to generate electricity has become known as the “dash for gas” but in the UK the government had placed a restriction on building new gas-fired power stations ostensibly to allow other fuel sources to compete with gas and for diversity of supply purposes. This restriction has now been lifted and the major gas issue looming in the next few years will be the attempts by the UK to persuade Norway to route its gas supplies via the UK pipeline system. This is an issue which has many implications for the Scottish economy and St Fergus in particular.

The gas Interconnector from Bacton in England to continental Europe via Zeebrugge started operations in the autumn of 1998 and this two way connection opens up the options for both exports to Europe and imports to the UK's more liberal gas market. Although Bacton and Tees-side now act as competing landfalls for gas from the UKCS, St Fergus in Aberdeenshire remains the main UK landfall for gas.

The quantity of gas brought ashore at each of the UK's six terminals (plus that from Rough Storage) varies throughout the year dependent on demand which is in turn affected by seasonal variation and weather conditions. 

From known 2000 maximum and minimum flow days, through the UK gas National Transmission System operated by Transco, we estimate the transfer of gas to the rest of the UK from Scotland. Average consumption of gas in Scotland was approximately 14.0 million cubic metres per day. Given an estimated average input into the St Fergus terminal at 95.6 million cubic metres per day, we estimate the average daily transfer to England and Wales at 81.6 million cubic metres per day.

International and Domestic Sales from United Kingdom Primary Production

After conversion this is equivalent to 10,718 million therms per year with an estimated value of £1,454.4 million. The equivalent figures for 1999 show 10,465 million therms per year with a value of £986.8m. These figures reflect the fact that 1999 was a year which had a low average gas price, with figures estimated at 9.43p per therm.

Although the transfers of gas from the gas Interconnector at Bacton are not within the scope of this study, Scotland has a gas Interconnector to Eire from Moffat and an associated offtake to Northern Ireland which have been in operation since 1993 and late 1996 respectively. Eire and Northern Ireland are likely to grow in importance as UKCS gas destinations because Eire's own gas resources are in decline and the Irish economy continues to perform well. Eire, rather than Northern Ireland, took the largest share of the gas through the Interconnector in 2000. 

Although the Interconnector has been upgraded and the pipeline has a capacity of 26 million cubic metres per day, Bord Gas Eire was not able to receive gas at a rate higher than 13 mcm/d until late 2000 when it rose to 17 mcm/d. A rise to its maximum 26 mcm/d will depend on later investment. However, there is still room for growth as today's rates are well below 13 mcm/d at around half that rate.

Having confirmed the volume figures and using the calculation above, this would add £64.7 million to the Transfer to the rest of UK total and £142.7 million to the Transfer outside the UK (in this case to Eire).

A summary of the estimated value of these oil and gas transfers is given in Table 9.  For comparison and clarity the 1998 data is presented separately in Table 10.

Table 9. Value of UKCS Produced Oil & Gas Transfers 1998-1999 (£m current prices)


1999
1999
1999
2000
2000
2000


International
Domestic
Total
International
Domestic
Total

(1) Oil Hydrocarbons
5,209
1,755
6,964
6,521
1,553
8,074

(2) Gas Hydrocarbons
74
1,032
1,106
143
1,519
1,662

TOTAL
£5,283
£2,787
£8,070
£6,664
£3,072
£9,736

Table 10. Value of UKCS Produced Oil & Gas Transfers 1998 (£m current prices)


1998
1998
1998


International
Domestic
Total
(1) Oil Hydrocarbons
2,937
1,294
4,231

(2) Gas Hydrocarbons
70
1,135
1,205

TOTAL
£3,007
£2,429
£5,436

Sources of Primary Data: Companies in the sector; Aberdeen City and Aberdeenshire Councils; Royal Bank of Scotland, SCDI.

Conclusions

The rationale for this report is to collate existing information on Scotland’s oil and gas business and to augment this with original research which would enable an accurate estimate to be made of the revenues which the industry generates, from its domestic and international markets.

The principal target of the research was the Service/Supply base, and to continue measuring the degree to which it is beginning to develop international opportunities based on the expertise it has gained in the UKCS. In addition the survey took the chance to measure the level of domestic sales being generated by the same Service/Supply base and also looked at the revenues generated by the sales of the primary products themselves, namely the oil and gas.  This is the third time the research has been carried out and it is the intention to build up a series of data over time which should reflect the trends in internationalisation and also oil price impact on sales.

The latest survey results give an indication of how quickly the oil industry can bounce back from the effects of low oil price. On the international side the 2000 figures show total sales of £1,888.5m compared with £1,246.5m in 1999 and £1,668.6m in 1998. Thus after the difficult trading year of 1999 caused by the low barrel price, the industry has bounced back to record its highest level of total international sales in the short history of the research. It has to be acknowledged that much of this is due to the rapidly rising levels of turnover derived via overseas subsidiary operations. However, direct exports whilst not matching 1998 levels at least showed a vigorous recovery rising from £781.6m to £991.4m. 

In addition the higher average price of oil in 2000 compared with 1999 meant that the revenue generated from overseas transfers of the actual primary product itself increased substantially. As did export sales of gas with a sharp increase in transfers into the Republic of Ireland.

In summary, internationally the Service/Supply base exported £991.4m directly with an additional £897.1m being sold via overseas subsidiary operations. Hence total international sales from the service/supply base are calculated as £1.89 billion in 2000. The international transfers of oil and gas accounted for a further £6,664m in 2000 meaning that taken together the Scottish oil and gas sector generated £8.6 billion in international sales in the year 2000.

The activity levels in the UK domestic market are also substantial. The Service/Supply base had sales of £5,107.1m in the UK market in 2000 and UK domestic transfers of primary products accounted for £3,072m in revenues during the same period. Taking these figures together the UK domestic sales were calculated at £8.2 billion.

Looking at the total global picture if the domestic and international activity levels are combined then the Service/Supply activity and Primary Products activity suggest that revenues generated out of the Scottish oil and gas industry in 2000 were valued at £16.8 billion. The comparable figure for 1999 was £14.3 billion and for 1998 £11.3 billion.

Once more the sheer scale of these figures indicate the importance of the oil and gas sector to the Scottish and indeed UK economy. Despite the vagaries of the oil price it is encouraging to note that the trend in total global sales has been moving in an upward direction ever since the survey was started. Clearly any major shock to the oil price would have an impact on the figures but the current situation in that regard is stable. The likelihood is that the next survey will report a further growth in revenues and an ongoing development of the levels of international activity.
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