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Foreword

The world has experienced a period of significant economic turbulence over the last 18
months with countries in recession and many industrial sectors facing extreme difficulties.
Against this background it is encouraging that Scotland’s oil and gas supply chain
continues to record growth in international sales and make a significant contribution to the
Scottish and UK economy.

International activities are increasingly important for the Scottish oil and gas supply chain.
Scottish Enterprise and Scottish Development International will continue to focus
activities in support of the industry’s growth in international markets and it is notable that
this years report shows the Scottish supply chain as now active in more than 100 counties
world-wide.

Alongside the success of international sales growth, we must continue to recognise the
importance of the UKCS. New opportunities will arise in the industry in areas such as
West of Shetland and we will see continued prospects in this domestic market for many
years to come.

In addition to international and domestic oil and gas markets the supply chain will have a
pivotal role to play in developing new opportunities in Scotland in emerging sectors
including offshore renewables and carbon capture and storage. These new opportunities
will in due course contribute to further international activity for Scottish companies in the
future.

We at Scottish Enterprise look forward to working with industry and other sector
organisations to ensure continued prosperity for our oil and gas supply chain.

Adrian Gillespie
Director, Energy & Low Carbon Technologies
Scottish Enterprise

No representation or warranty is given by Scottish Enterprise as to the accuracy of
any information or completeness of the information and opinions contained in such
publications. Scottish Enterprise do not accept any responsibility for the accuracy
or sufficiency of any of the information or opinions or for any direct, indirect or
consequential loss or damage suffered by any person as a result of relying on this
report or the information and opinions therein.
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Summary of Study Results
The 2008 survey records an 8.3% increase in total oil and gas supply chain sales from the Scottish market, which are now
valued at £15.4 billion.
International activity accounted for 42.6% of the Scottish supply chain sales total.

Direct oil and gas exports from Scottish based operations have risen since 2007 to reach £2.5 billion.

40% of direct oil and gas export sales was derived from the Service industries and 37% from Products/Equipment/
Materials.

International oil and gas sales derived via Subsidiary Companies were valued at £4.1 billion in 2008.
Total oil and gas international sales rose during 2008 and are now valued at £6.56 billion.

Provision of General Services to the oil and gas industry accounted for 73% of total international sales, followed by the
provision of Products/Equipment/Materials at 18%.

Sales into the North American market continued to exhibit strong growth with a 48.5% rise to Canada and a 25% increase
to the United States. Further strong growth is recorded into African markets and sales to the region have risen above the £1
billion level for the first time.

The top 5 international markets for direct exports were Angola, Norway, United States, Nigeria and the United Arab
Emirates. The top 5 total international markets combining direct and subsidiary exports were the United States, Canada,
Angola, Russia and Norway.

The global reach of Scotland’s supply chain has extended further with trade now measured in 109 different countries.

As for 2007, the 2008 survey showed that 13% of total international sales were delivered via SMEs (companies with less
than 250 employees).

Domestically the Scottish supply chain recorded £8.8 billion of sales in 2008, a 3.8% increase since 2007. 71% of the £8.8
billion total was delivered via the provision of Services.
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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 examine
the overall total.

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 exports into other markets. This data is
examined in the “Sector Diversification” section later in the report.

In addition the companies who responded to the survey were categorised into four main
business or product areas to help define the segment of the service/supply industry where
greatest activity levels were generated. These category areas are defined below; see
Appendix A on Page 21 for more information.

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 overleaf in
Table 1.

The 2008 period to which this survey research relates was a year which saw a spike in the
price of oil around the middle of the year followed by a steady decline towards the end of
2008. Since the sharp slump in oil price towards the end of the 1990s when the average
price of Brent Crude fell to $12.7/bbl in 1998, the following decade had seen a steady rise
in oil prices culminating in an average price of $72/bbl for 2007. Towards the latter half of
2007 the oil price had began to accelerate upwards and this trend continued in the first half
of 2008 reaching a high of $140/bbl in the summer. Much of this upward trend had been
driven by global economic growth, and in particular growth in the Indian and Chinese
markets, allied to the increasing challenges on the supply side as oil became more difficult
and expensive to discover and produce. In retrospect it has also been recognised that part
of the rise in oil price was also driven by speculators in the oil trading markets.
Nonetheless a peak of $140/bbl was reached in summer 2008 and the 2-3 years leading up
to this high was reflected in a period of intense investment by the major oil companies
across the globe leading to severe strains on the supply of resources, both capital
equipment and labour. The results in this research have reflected the steady rise in oil price
over the past decade and have consistently recorded strong growth in export and
international activity by Scotland’s oil and gas supply chain as well as heightened levels of
domestic activity.

The second half of 2008 witnessed a major change in the worldwide economy as the
impact of the turmoil in the financial markets, began to spread rapidly across the globe.
The interconnectivity of the global economy was now such that in a matter of weeks there
was financial instability in almost every country and a global recession was being
predicted. In 2009 this was to prove the case, with major government bail outs of financial
institutions, mega mergers, job losses and most major economies entering a period of
recession. Detailed analysis of this is not appropriate in this report, but it meant a very
sharp decline in the price of oil as the global economy headed towards recession which led
to predictions of a major slump in demand for oil. By the end of 2008 the price of Brent
Crude had fallen over $100/bbl to reach $36/bbl, a price level not seen since mid 2004.
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It would be early 2009 before the oil and gas industry began to react to this change in the
oil price environment; the implications of the need to cut costs and reduce investment is
one for a future survey. In terms of the 2008 period covered by this research the major
growth constraint was not a lack of capital or reduced demand but was the aforementioned
resource constraints, largely manpower.

Turning to the results of the 2008 survey into international performance from the oil and
gas supply chain, the overall figures for direct exports show modest growth compared to
2007. Table 1 records the position across all four industry categories. In total value terms,
the Scottish oil and gas supply chain direct exports are valued at £2,464.6m compared to
£2,344.8m in 2007, an increase of 5.1%.

Table 1. Scottish Service/Supply Direct Exports 2006 - 2008
(£m current prices)

2006 2007 2008
BUSINESS CATEGORY
(1) Prod/Equip/Materials 449.1 590.7 912.8
(2) Bulk Materials 3154 340.9 3454
(3) Services 790.6 1,153.2 979.3
(4) Eng./Proc/Constr/Install 251.0 260.0 227.1
TOTAL £1,806.1 £2,344.8 £2,464.6

The information presented in Figure 1 illustrates the sectoral breakdown of direct exports
into the oil and gas sector.

EXPORT GROWTH BY BUSINESS CATEGORY

1200~ 1153

979

1000

800+
£M's
591

600+

449

400+ 315 341_345
551 260

227
200+

0-
Prod/Equip/Mat Bulk Materials Services Eng/Proc/Con/Inst

m2006 [D2007 32008 Figure 1

Figure 1 shows that the major export growth has been derived from companies in the
Product/Equipment/Materials section, where sales are up from £591m in 2007 to £913m in
2008. Modest growth is shown in the Bulk Materials category and a modest decline in the
Engineering/Procurement sector. The Services sector witnessed a sharp decline from
£1,153m in 2007 to £979m in 2008 which may well be a reflection of the labour
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constraints in the UK market, as of all the four business categories Services is clearly the
most manpower intensive.

Figure 2 illustrates the proportion of direct export sales accounted for by the four industry
categories. Despite a drop in value sales, the Service sector continued to record the greatest
proportion of direct exports from the oil and gas supply chain, accounting for a 40% share.
This compares with 49% in 2007. The rise in exports from the Product/Equipment/
Materials category represents a 37% share of the total compared to 25% in 2007. Bulk
Materials and the Procurement/Engineering categories both show a small decline in total
share, despite the slight rise in direct exports of Bulk Materials.

% SHARE OF 2008 EXPORTS BY BUSINESS CATEGORY
(2007 % Share in Brackets)

SERVICES 40%
(49%) ENG/PROC/CON
INSTALL 9% (11%)

PROD/EQUIP/
BULK MATERIALS MATERIALS 37%
14% (15%) (25%)

Figure 2
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(ii) Overseas Subsidiary Values

This section looks at activity levels and 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 2006 - 2008 (£m current prices)

2006 2007 2008
BUSINESS CATEGORY
(1) Prod/Equip/Materials 193.5 227.7 265.3
(2) Bulk Materials 11.3 7.5 12.5
(3) Services 2,753.6 3,106.5 3,804.8
(4) Eng./Proc/Constr/Install 0.0 8.1 10.4
TOTAL £2,958.4 £3,349.8 £4,093.0

Since the 2006 survey, sales derived via overseas subsidiary operations have been higher
than those derived from direct export activity. The 2008 survey results emphasise and
strengthen this trend. Total oil and gas overseas subsidiary revenues have risen from
£3,349.8m in 2007 to £4,093.0m in 2008, an increase of 22.2% over the period. The
comparison between oil and gas revenues generated via subsidiaries and those derived via
direct exports, now shows subsidiary sales over £1.6 billion higher - £4,093.0m compared
with £2,464.6m.

Looking at the four business categories, unlike for direct exports, they have all shown an
increase in sales, albeit modest for the smaller two categories of Bulk Materials and
Engineering/Procurement. The Service sector is massively dominant in terms of sales and
accounts for £3,804.8m or 92.9% of the total. Product/Equipment/Materials has shown a
further steady growth in sales value and accounts for £265.3m or 6.5% of the total.

In the Services sector the analysis reveals that a very wide range of businesses have set up
in other countries, providing expertise in such fields as catering, drilling, access solutions,
logistics/transport and of course engineering and design. Within the Product/Equipment/
Materials industries there are subsidiaries established supplying industrial lighting
equipment, drill pipe, cranes and underwater survey equipment.

While many opportunities remain for direct export of goods and services to overseas oil
and gas provinces there are certain markets where companies operate that a physical
presence is required and this is usually achieved either via the establishment of a stand
alone business or via the acquisition route. Often having such a presence may be a pre-
requisite for being allowed to do business in a particular geographic market and the
emphasis on local content and labour is a trend that is likely to continue. Where such an
overseas local operation is established these are often supported by senior management
from the company’s Scottish headquarters.

It is difficult to be sure but anecdotally the labour and equipment resource constraints
witnessed in the UK over the past 2-3 years seem to have been less of an issue in other
markets. Clearly there is also a trend for the major oil companies to concentrate resources
on the larger oil field discoveries made in recent years, most of which have not been in the
domestic offshore market. It is likely that this partly explains the faster growth in the sales
of subsidiary operations allied to the continued trend of Scottish companies establishing an
international presence by acquisition, joint venture or other means.
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(iii) Total International Activity

Summarising the previous two sections, this element of the report combines both
categories of international activity and presents the total 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 2006 - 2008 (£m current prices)

2006 2007 2008
BUSINESS CATEGORY
(1) Prod/Equip/Materials 642.6 818.4 1,178.1
(2) Bulk Materials 326.7 348.4 357.9
(3) Services 3,544.2 4,259.7 4,784.1
(4) Eng./Proc/Constr/Install 251.0 268.1 237.5
TOTAL £4,764.5 £5,694.6 £6,557.6

Total international sales to oil and gas customers in 2008 was £6,557.6m, which represents
a 15.1% rise compared with the 2007 figure of £5,694.6m. The rate of increase has slowed
from the previous year when a 19.5% rise was measured and the year before that when the
increase was 26.9%. Nonetheless it represents substantial double digit growth and reflects
another positive year for international trade by the Scottish supply chain.

Figure 3 clearly shows the continued dominance of international sales of Services but also
a strong increase in sales from the Product/Equipment/Materials industry category. There
is modest growth from Bulk Materials while Engineering/Procurement shows a small
decline over this period.

TOTAL INTERNATIONAL OIL & GAS ACTIVITY
GROWTH BY BUSINESS CATEGORY
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The Services sector continues to dominate sales and accounts for 73% of the total as
shown in Figure 4. The Product/Equipment/Materials category is the second most
significant; the results in Table 3 show the £1 billion level has been broken in terms of
international sales for the first time. This substantial rise, mainly accounted for by
increased subsidiary sales, represents 18% of total international sales in 2008, compared to
14% in 2007. The Engineering/Procurement category and Bulk Materials share of total
revenues both show a slight fall, down from 5% to 4% and 6% to 5% respectively.

The general trend of recent years whereby the Services sector typically accounts for
between two thirds and three quarters of all international sales for Scotland’s oil and gas
supply chain has been maintained in this 2008 survey.

% SHARE OF 2008 TOTAL INTERNATIONAL ACTIVITY
BY BUSINESS CATEGORY
(2007 % Share in Brackets)

ENG/PROC/CON
INSTALL 4% (5%) PROD/EQUIP/
oo MATERIALS 18%
(14%)

SERVICES 73%
(75%)

BULK
MATERIALS 5%
(6%)

Figure 4

The past year has been one of considerable upheaval in the global economy and it will be
interesting to measure in value terms the impact this will have had on Scotland’s oil and
gas supply chain. It may be that this survey represents something of a high watermark in
terms of performance, but it is of course too early to speculate. What can be said is that
once again the results in the 2008 survey reflect well on Scotland’s oil and gas supply
chain with direct exports up by 5.1% and overseas subsidiary sales by 22.2%.

Despite 2008 being a turbulent year in terms of the oil price, the average price of Brent
Crude for the year was $74/bbl, not greatly different from the $72/bbl recorded for 2007.
The scale of the industry and the projects in which it invests means that it takes a while for
any change of investment policy to feed through the supply chain. It has been clear from
events in 2009 that the industry has moved quickly to try and tackle the issue of high costs
across the supply chain as a response to the reduced oil price and the tighter credit
markets. Some of this has been done in a collaborative manner and some in a less
collaborative fashion. That being said, there does seem to have been a conscious effort
across the industry to react in a manner which doesn’t result in an unnecessary loss of
manpower.

What the 2009 survey results will look like is unclear. What can be said for now is that
once again a positive set of sales figures have been achieved and that 2008 was
undoubtedly a good year for Scotland’s supply chain in the global market.
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In addition to measuring the level of international sales, a further rationale for undertaking
the research was to accurately gauge what overseas markets were principal targets for
international activity. This has enabled trends to be monitored which assist in the targeting
of export assistance and other measures aimed at encouraging the further 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.

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 2008
(£m Current Prices)

Direct Export Overseas Subsidiary Total International
North America 197 2,075 2,272
Africa 601 448 1,049
FSU and Eastern Europe 139 441 580
Latin America 87 263 350
Western Europe (excl. EU) 255 44 299
European Union (EU) 147 142 289
Australasia 73 203 276
Middle East 145 82 227
Asia Pacific 91 88 179
Unallocated 730 306 1,036
TOTAL £2,464.6m £4,093.0m £6,557.6m

NB See Appendix A on page 21 for more details of geographic region definitions.

Yet again the survey records strong growth in sales into the North American market. Total
international sales are valued at £2,272m in 2008 compared to £1,747m in 2007 and
£1,334 in 2006. Increases of 30.1%, 30.9% and 40% respectively. The vast majority of this
rise is driven by subsidiary sales although there have also been steady year on year
increases in direct exports. Over a two year period the value of sales from subsidiaries has
risen from £1,196m in 2006 to stand at £2,075m in 2008.

As was pointed out in the last survey this growth is a reflection of how active Scottish
based or owned businesses are in the key oil and gas provinces of Gulf of Mexico,
Newfoundland and in the Canadian oil sands business. Growth in these regions by
acquisition is now common-place for the Scottish supply chain and 2008 saw further
examples of this including Production Services Network’s acquisition of Calgary based
Tartan Engineering and Petrofac Training Services link up with Louisiana University to
deliver OPITO approved offshore emergency training. Despite significant growth in other
oil provinces it seems likely that North America will continue to be one of the principal
drivers of overseas expansion for Scotland’s oil and gas supply chain.
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The relative share of total international sales by the differing geographic regions is shown
in Figure 5.

% SHARE OF 2008 TOTAL INTERNATIONAL ACTIVITY

BY GEOGRAPHIC REGION
AFRICA
NORTH AMERICA 16%
35% FSU AND
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0
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4% 5%
Figure 5

The latest survey results show that 35% of total international sales are now accounted for
by the North American market, a record share over the history of the research.

The second most important geographic region is Africa where total international sales into
the region breeched the £1 billion level for the first time in the survey’s history. Sales have
risen from £846m in 2007 to £1,049m in 2008, a 24% increase. Africa represents a 16%
share of total international sales compared with 15% in 2007 and 11% in 2006. Over the
past year there has been a small rise in the level of direct exports into the Africa region, up
from £592m to £601m, the major uplift however has come from overseas subsidiary sales.
These have risen 76% from £254m in 2007 to £448m in 2008. At a sectoral level a broad
range of different expertise is being sold into the market, ranging from drilling services to
general rig maintenance and engineering services.

The third top region for exports is the Former Soviet Union (FSU) and Eastern European
markets. In overall terms the 2008 figures show a fall in exports into these markets with
the total declining by 19% from £716m in 2007 to £580m in 2008. The decline is
accounted for by a decrease in direct exports which have fallen from £351m to £139m,
whereas sales from subsidiary businesses have actually increased from £365m to £441m in
2008. There has been fairly steady growth in sales in these markets over the past few years
so the decline is a little surprising although clearly in a political sense there has been a
move to a more protectionist approach to indigenous oil and gas reserves in this part of the
world in recent years. Western expertise and knowledge will undoubtedly still be required
though to unlock many of the reserves in the region and ongoing opportunities for the
Scottish supply chain will continue to exist.

Looking at the other major geographic regions there has been a sharp rise in sales into
Latin America with both direct and subsidiary sales on the increase. The former is up from
£27m in 2007 to £87m in 2008 and the latter from £206m to £263m. In total terms an
increase of 50% from £233m to £350m. The European Union and other Western European
markets both show a decline in the level of international sales as does the Middle East.
Strong growth is recorded into Australasia with total sales up from £197m in 2007 to
£276m in 2008. There is also a small rise in sales into the Asia Pacific region, up to £179m
from £166m.

10
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Figure 5 illustrates the combined significance of the North American and African markets
which between them now account for over 50% (51% to be exact) of the total international
sales of the Scottish supply chain. Combined they represented a 39% share in the 2006
survey and 46% in 2007. They are likely to remain the key markets for Scotland, although
they are both very different in terms of the opportunities and the political and security risks
they present.

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 end user customers.

Table 5. Destination of International Sales by Country Market in 2008
(£m Current Prices)

Direct Export ~ Overseas Subsidiary Total International

(1) United States 194 1,524 1,718
(2) Canada 3 551 554
(3) Angola 344 90 434
(4) Russia 80 257 337
(5) Norway 254 44 298
(6) Nigeria 191 91 282
(7) Australia 73 203 276
(8) Azerbaijan 22 156 178
(9) United Arab Emirates 115 3 118
(10) Netherlands 85 14 99
(11) Equatorial Guinea 13 73 86
(12) Venezuela 2 74 76
(13) Algeria 4 60 64
(14) Kazakhstan 35 28 63
(15) Trinidad & Tobago 4 55 59
(16) Argentina 3 56 59
(17) Germany 9 49 58
(18) Gabon 0 47 47
(19) Brazil 47 0 47
(20) Libya 8 38 46
(21) Colombia 0 43 43
(22) Oman 2 40 42
(23) Ireland 0 42 42
(24) Saudi Arabia 8 33 41
(25) Singapore 34 5 39
(26) Mexico 3 34 37
(27) Chad 0 33 33
(28) India 31 0 31
(29) China 3 25 28
(30) Egypt 21 6 27
OTHER NAMED MARKETS 147 112 259
UNSPECIFIED MARKETS 730 306 1,036
TOTAL £2,464.6m £4,093.0m £6,557.6m

11
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Once again the detailed country breakdown in Table 5 sharply illustrates the dominance of
the North American markets. The United States has been the top international market for
Scotland’s oil and gas supply chain since 1999 and its significance as a market has steadily
risen over the past ten year period. In 1999 international sales into the USA were valued at
£282m, whereas in this latest survey the value is estimated at £1,718m, an increase of
almost £1.5 billion over a ten year period. The 2007 value was £1,374m so in 2008
international sales into the USA have risen by £344m or 25%. Even in the early days of
this survey the activity in the United States was principally through sales from overseas
subsidiaries and this remains very much the case in 2008, with 88.7% of the total value
being generated through this route.

What has been clear in recent surveys is the increasing importance of Canada as a market
for the Scottish industry. It has consistently been one of the top 20 markets over the past
ten years but in the past two has occupied second position in Table 5. Drawing comparison
with the growth in sales into the USA; Canada in 1999 took £62m of Scottish goods and
services from the oil and gas supply chain. The latest data shows that £554m of sales are
made in the Canadian market, the vast majority of which are via established subsidiary
companies. This represents a 48.5% increase on the 2007 figure of £373m. As was noted
in the 2007/08 report the scale and the potential of the oil sands business is one reason for
this increased Scottish activity, but more conventional offshore oil and gas activity is of
course also an area in which the Scottish supply chain makes a major play. Indeed ongoing
exploration and development suggest a very positive outlook for Canada’s East Coast
offshore oil and gas sector. Recent announcements in the region include an extension to
the giant Hibernia field which is expected to yield a further 220 million barrels of
recoverable crude oil and further progress on the development of the Hebron heavy oil
field which is estimated to have 400-700 million barrels in place. Like other oil and gas
regions Canada is not immune from the global recession and access to capital issues, nor
the oil price fall in the latter part of 2008. So while there may be a slowing in the rate at
which projects come forward over the next couple of years it will undoubtedly remain a
large market which offers great opportunities to Scotland’s established supply chain
companies.

As well as the ongoing rise in sales into North America the other region showing
consistent growth in recent years has been Africa. Although things may be changing
slightly now, there is little doubt that with big companies shut out, or deterred from
investing in the Middle East, Africa by contrast offered multinationals relatively lenient
terms and extensive access to its oilfields over the past 15 years. The continent has been
able to attract investment from the large supermajors such as ExxonMobil and Shell, who
have been looking to explore Africa’s prolific and relatively untapped geology,
particularly in the Gulf of Guinea and North Africa. An also not inconsiderable attraction
is the fact that it has the world’s highest ratio of “light” and “sweet” crude oil, preferred by
refiners in big consuming countries, and 83% of its oil resources comes from fields
yielding more than 100m barrels. The most significant African market for Scottish
companies is Angola and sales into this market have risen from £312m in 2007 to £434m
in 2008, an increase of 39%. Nigeria is the next most important and international sales into
the market have again shown a sharp rise, up 81% from £156m in 2007 to £282m in 2008.
Other key markets in West Africa are Equatorial Guinea (£86m sales) and Gabon (£47m
sales). In North Africa activity is concentrated on Algeria, Libya and Egypt where sales
activity in 2008 was valued at £64m, £46m and £27m respectively.

The third top geographic region is the Former Soviet Union (FSU) and Eastern Europe
with the most important markets being Russia, Azerbaijan and Kazakhstan. Since the 2007
survey results, Russia and Azerbaijan have both seen a fall in the value of Scotland’s
international sales, with sales into Russia down marginally from £341m to £337m and into
Azerbaijan down from £326m to £178m. In Kazakhstan in the same period Scottish sales
increased from £45m to £63m. There are some concerns that as Russia becomes more
protectionist there will be fewer opportunities to Western companies. However, there is an
increasing trend for Russian oil companies to compete for opportunities in the Middle East
and Eurasia so it is likely to be counterproductive to their global ambitions if the domestic
market becomes too restrictive. As such, Russia seems likely to continue to offer export

12
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opportunities for the Scottish supply chain. As will Azerbaijan despite the fall in sales in
2008. It is a market where there is already a significant Scottish imprint and the business
relationships and alliances built up in recent years will ensure that it remains a source of
opportunity for Scottish companies. That being said, peak oil is predicted for Azerbaijani
oil production in 2010 and in the long term the Russian and Kazakh markets are likely to
be of greater potential value to our own exporters. With the help of Western oil companies
and China, Kazakhstan has doubled its production to more than a million barrels a day
since the collapse of the Soviet Union. That puts it among the world's top 20 oil producers
now, but Kazakhstan has ambitions to triple this amount in the next decade or two.

In geographic terms the other main region of growth was Latin America. Here the main
markets are Venezuela, Trinidad & Tobago, Argentina and Brazil. Sales into Venezuela
have grown from £58m to £76m; to Trinidad & Tobago they are up from £53m to £59m;
to Argentina they have risen from £43m to £59m and to Brazil they are up from £13m to
£47m.

It is also worth noting a sharp rise in sales into the Australian market, where they have
increased from £196m in 2007 to £276m in 2008. It is certainly a market with potential for
developing further activity from Scotland’s supply chain, as can be witnessed from the fact
that construction has just started at the country’s largest offshore project, the A$43 billion
($39 billion) Gorgon gas venture which lies off the North West coast of Western Australia.
The project is being led by Chevron Corporation and its joint venture partners ExxonMobil
and Shell.

Figures 6-8 graphically illustrate the key markets for Scottish based oil and gas
supply/service companies.

% SHARE OF 2008 DIRECT EXPORT ACTIVITY
BY COUNTRY MARKET

OTHERS
46%
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o
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Figure 6

From Figure 6 it can be seen that with a 14% share of the total, Angola was the most
significant market in terms of the value of direct exports. This was the same position as in
2007 when Angola had a 13% share of the direct export total. Direct exports to Angola are
valued at £344m in 2008 compared with £301m in 2007. It is followed by Norway and the
United States with direct export sales of £254m and £194m, both ahead of the 2007 levels
of £193m and £136m. As in previous years Nigeria, the United Arab Emirates, Russia and
the Netherlands are the other most significant direct export markets. In this survey
Australia takes a 3% share reflecting a growth in the level of direct sales from £22m in
2007 to £73m in 2008.
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Market Ana lysis 0 f In Figure 7 the United States is once more by far and away the major international market

International for sales via overseas subsidiaries. Its share in 2007 was 38% and stands little changed at

e. . a l-0 a 37%. The slight share decline reflects the faster growth witnessed in Canada which
Activity in the accounts for 14% of subsidiary sales in 2008 compared to 11% in 2007 and 3% in 2006.
Service/Supply
Base

% SHARE OF 2008 OVERSEAS SUBSIDIARY ACTIVITY
BY COUNTRY MARKET
AZERBAIJAN
CANADA RUSSIA AUSTRALIA 4%

14% 6% 5%

NIGERIA
2%

ANGOLA
2%

OTHERS

UNITED STATES 30%

37%

Figure 7

The market distribution for the combined total international sales is shown in Figure 8.
The United States has a 26% share compared with 24% in 2007. The continued growth in
the Canadian markets is reflected in the 8% of total international sales compared to 7% in
2007 and 2% in 2006. The share accounted for by Angola has risen from 3% in 2006 to
7% in this latest survey.

% SHARE OF 2008 TOTAL INTERNATIONAL ACTIVITY

BY COUNTRY MARKET
ANGOLA NIC;ERIA
7% RUSSIA NORWAY o
CANADA 59, 59 AUSTRALIA

8% 4%
0

AZERBAIJAN
3%

UNITED STATES OTHERS
26% 38%

Figure 8

The 38% “Others” category represents a huge range of smaller markets in which the
Scottish supply chain is active. This latest survey records international sales activity in the
greatest number of different markets across the world since the research first started in
1999. In total, sales are measured in 109 countries. At the top of the scale are the markets
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Market Analysis of
International
Activity in  the
Service/Supply
Base

Small and Large
Exporters

shown in Table 5. However in addition to these 30 countries, sales are also shown in a
further 79 including markets as diverse as St Lucia, Ecuador, Malta, Bahrain and the
Ukraine. In terms of activity through subsidiary companies this is measured in 56 different
markets, with direct exports being recorded in 108 countries. It is an interesting
comparison to note that when the survey was initially undertaken in 1999, direct export
activity was found in 96 markets and subsidiary activity in only 25 countries. This latter
comparison illustrates how effectively the Scottish supply chain has truly internationalised
and established a strong overseas network of businesses either via acquisition or simply
establishing their own country base.

The statistics in Table 6 were derived by calculating the proportion of sales accounted for
by SMEs (i.e. those with up to 249 employees) and large companies (250 plus employees).
This enables the relative contributions of small and large companies to be assessed.

Table 6. Relative Contributions of SME and Large Companies - 2008

SME Company Share (%) Large Company Share (%)
Direct Exports 31 69
Subsidiary 3 97
Total International Sales 13 87

The 2008 breakdown of the results for SMEs and Large Companies show little change
compared to 2007 data in the proportion of total international sales being accounted for by
SMEs and Large Companies.

Applying the above percentage figures to the original data in Tables 1-3 the performance
in value terms for both the SME and Large Company categories was estimated. Tables 7
and 8 show the trends for both SMEs and Large Companies over the last three years.

Table 7. SME International Sales 2006 - 2008 (£m current prices)

2006 2007 2008
Direct Exports 560 586 764
Subsidiary Sales 148 134 122
TOTAL £708m £720m £886m

Table 8. Large Company International Sales 2006 - 2008 (£m current prices)

2006 2007 2008
Direct Exports 1,246 1,759 1,700
Subsidiary Sales 2,810 3,216 3,970
TOTAL £4,056m £4,975m £5,670m

As can be seen, both SMEs and Large Companies witnessed overall growth in sales
performance.
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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 in
Table 9 and Figure 9 illustrate the changes within the four main business categories as

defined below:

Business Category 1
Business Category 2
Business Category 3
Business Category 4

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

Product/Equipment/Materials
Bulk Materials

Services

Engineering/Procurement/Construction/Installation

industries. It is these latter estimates which are focused on.

Table 9. Scottish Service/Supply Sales to the UK Domestic Market 2006 - 2008
(£m current prices)

2006 2007 2008
BUSINESS CATEGORY
(1) Prod/Equip/Materials 767.6 783.2 823.1
(2) Bulk Materials 627.5 631.9 650.2
(3) Services 5,246.4 5,905.3 6,279.2
(4) Eng./Proc/Constr/Install 1,505.1 1,176.8 1,063.5
TOTAL £8,146.6 £8,497.2 £8,816.0
UK OIL AND GAS SALES GROWTH BY BUSINESS CATEGORY
7000
5905 6279
60001 5246
5000+
£M's

4000+

3000+

2000+ 1505

11771064
1000+
0<
Prod/Equip/Mat Bulk Materials Services Eng/Proc/Con/Inst
W2006 [12007 32008 Figure 9

The latest figures for domestic activity show a continued increase in sales during the 2008
period. There was an increase of 3.8%, or £318.8m, as domestic sales grew from

£8,497.2m in 2007 to reach £8,816.0m in 2008. International sales growth over the same

period was 15.1%.
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United Kingdom
Activity in the
Service/Supply
Base

The dominant sector or business category contributing to sales in the UKCS is the Services
sector. This sector recorded a growth in sales from £5,905.3m in 2007 to reach £6,279.2m
in 2008. Growth was also measured in the Product/Equipment/Materials category and the
Bulk Materials sector, the former rising £39.9m to £823.1m and the latter £18.3m to
£650.2m. Only the Engineering/Procurement category showed a decline with sales down
£113.3m to £1,063.5m in 2008.

% SHARE OF 2008 UK SALES ACTIVITY
BY BUSINESS CATEGORY

(2007 % Share in Brackets)

ENG/PROC/CON

PROD/EQUIP/ BULK

INSTALL 12%

% MATERIALS 9% MATERIALS 8%
9%) (7%)

SERVICES 71% Figure 10
(70%)

The share of UKCS sales accounted for by the four business categories is illustrated in
Figure 10. The Service sector growth has seen its share increase marginally from 70% to
71%, likewise Bulk Materials is up a percentage point to account for an 8% share.
Engineering/Procurement has declined from 14% to 12%, indeed it had been even higher
at 18% in 2006.

Whilst the UK offshore sector is well past peak oil and gas production it has considerable
life left and will undoubtedly be a major source of employment and, of course, revenue to
HM Government for decades to come. The interest in and take up of licenses offered in the
25™ Offshore Licensing Round was extremely positive, although the impact of reduced oil
price and the credit squeeze is likely to delay actual activity and investment in many of
these. In planning for the next Licensing Round, the Department of Energy and Climate
Change (DECC) has consulted with the oil and gas industry and agreed that the best timing
for the launch of the 26™ Round will be the first half of 2010. DECC's current planning
includes a launch date in January 2010, with applications to be received around 90 days
later. This timing means a somewhat longer gap from the launch of the previous Round
than in recent years, though at less than two years it's not exceptional. It takes into account
the fact that DECC has issued or offered more than 300 Production Licences in the last
two rounds alone, so many companies are feeling the need for a 'breather' before the next
round. It also recognises that the current economic climate means that some companies
will need more time than usual to raise the finance they need to support an application. It
will be interesting to see what interest level there is in this Round given the economic
constraints faced by the industry.

Whilst 2007 saw the highest number (111) of offshore exploration and appraisal wells
drilled since 1996, the 2008 period also showed a high level of activity with 105 wells
drilled. However, the impact of the oil price decline, global recession and the credit market
squeeze, has had a sharp impact on activity in 2009, with results to the end of Quarter
Three showing that to date only 56 wells had been drilled. Of most concern would be that
the biggest decline is in the exploration drilling side where to date only 17 wells have been
completed compared to 44 in 2008. Exploration is clearly the future seed corn of the
industry and it is to be hoped that an improving oil price and gradual easing of the
recessionary climate will encourage an increase in 2010.
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International and
Domestic Market
Sales Comparisons

Having carried out the survey for a number of years, it was considered valuable to take a
closer look at the relative trends in international and domestic sales since 2001. Whilst the
growth in international activity is welcome, is it actually substituting for a decline in the
UKCS market or is it part of a wider growth picture?

Table 10 below details the overall Total International sales figures and Domestic sales data
between 2001 and 2008, as well as the sum of these. Figure 11 illustrates the growth trend
in these same categories again over the seven year period.

Table 10. Oil and Gas Supply Chain
International and Domestic Market Sales 2001 - 2008
(£m current prices)

2001 2002 2003 2004 2005 2006 2007 2008

International 2,199 2,716 3,394 3,654 3,754 4,764 5,695 6,558

Domestic 5,599 5,965 6,481 6,406 7,916 8,147 8,497 8816
Total 7,798 8,681 9,875 10,060 11,670 12,911 14,192 15,374
International

% Share 282% 313% 344% 363% 322% 36.8% 40.1% 42.6%

OIL AND GAS SUPPLY CHAIN
INTERNATIONAL AND DOMESTIC MARKET SALES 2001 - 2008
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Figure 11

The data shown in Figure 11 again represents a very positive set of results. International
sales growth has continued on a very strong upward trend after a couple of years of slower
growth between 2002-2004. Domestic sales have also continued to grow, albeit at a slower
rate than international sales. The higher rate growth in international sales means that yet
again a record percentage share of total sales is accounted for by overseas activity. In 2008
42.6% of sales were generated outwith the UKCS, higher than the 40.1% level recorded in
2007, which was in itself a new record. Combining domestic and international sales for
2008 gives a total sales value of £15.4 billion, an increase of £1,182m or 8.3%, compared
to 2007 levels. It was noted in the last survey that “with the late 2008/early 2009 oil price
considerably reduced from recent peaks it is likely that sustaining recent investment levels
will be challenging”. As regards the 2008 results there is little obvious effect in that the
growth trend of recent years, domestically and internationally, has been maintained. Given
the nature of the oil and gas industry it is about large scale often capital intensive projects.
The scope to shut down investment and reduce costs quickly is limited so this should not
be a surprise. Whether the 2009 results will show the impact of the cost reduction
strategies that have been put in place during that year is too early to say but will clearly be
one of the key points of interest in the next report.
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Sector
Diversification

An additional question incorporated in 2002 aimed to focus on the extent to which
companies traditionally selling into the oil and gas sector were beginning to diversify their
business. This question has been modified in recent years and an even more precise
definition of the question was developed for this current survey. Hence in addition to
continuing to define Renewable Energy as a specific option, the current questionnaire also
defined Power Generation whereas in previous years it was included under the Non Oil &
Gas Energy business sector. In addition in 2008 we have asked for a breakdown between
domestic and international sales for the first time. Table 11 summarises the information
received in 2008.

Table 11. Scottish Service/Supply Trading with Non Oil & Gas Sectors 2008 (£m)

Business Sector UK Value Int’] Value Total
Defence 4.7 23 7.0
Renewable Energy 5.6 12.3 17.9
Power Generation 23.6 377.0 400.6
Other Non Oil & Gas Energy 17.4 4.5 21.9
Non Oil & Gas Engineering 20.8 33 24.1
Industrial Equipment, Materials and Services 21.8 43 26.1
Other 96.5 102.2 198.7
TOTAL £190.4m £505.9m £696.3m

Table 11 continues to indicate a significant level of activity undertaken within non oil and
gas sectors, albeit lower than in 2007 when total non oil and gas sales were valued at
£797.4m. The 2008 figure of £696.3m is dominated by sales into the Power Generation
sector, which as can be seen from Figure 12, accounts for 57.6% of the total. The great
majority of activity in Power Generation is international, £377.0m of the total sales are
derived from outside the UK, representing 94.1% of the £400.6m total.

The figure for sales into the Renewable Energy sector continues to be much lower than
might have been expected, although it has shown an increase from £10.8m in 2007 to
£17.9m in 2008. It is likely that this figure will increase as the offshore renewable energy
sector expands and offers significant opportunities for the oil and gas supply chain.

% SHARE BY SECTOR OF 2008
NON OIL & GAS SALES

OTHER
28.5%

DEFENCE
1.0%

RENEWABLE
2:6% POWER
OTHER ENERGY INDUSTRIAL GENERATION
3.1% 3.7% 57.6%
ENGINEERING
3.5%
Figure 12

While the six main sectors are of greatest significance there remains a wide range of other
industry sectors targeted by the oil and gas supply chain and these include Construction,
Public Sector, Chemicals/Petrochemicals, General Transport and Rail.
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Conclusions

The data sources for the research were companies in Scotland’s Oil and Gas Service/
Supply chain. The main aim of the study was to continue measuring the degree of
international development based on the expertise gained in the UKCS. The survey research
also took the opportunity to gauge the value of domestic sales generated by the same
Service/Supply base and, in addition, examined the extent of diversification into non oil
and gas end user markets. This was the tenth time the research has been carried out and it
again augments the data set which has been developed since 1997.

The results of the 2008 survey are once again positive for the industry and the Scottish
supply chain. International sales have grown, both in terms of direct exports and sales via
subsidiary operations. Direct exports rose 5.1% and Subsidiary sales increased by 22.2%.
In total, international sales are valued at £6,557.6m in 2008, a rise of 15.1% over the 2007
figure of £5,694.6m. In a UK context, where growth is usually slower than internationally,
this pattern was repeated with UKCS sales rising by 3.8% from £8,497.2m in 2007 to
reach £8,816.0m in 2008. Hence total revenues generated by Scotland’s oil and gas supply
chain in 2008 were valued at £15.37 billion against £14.19 billion in 2007, an uplift of
8.3% and once again a new record level. The international component of this has also
reached a record accounting for 42.6% of the total.

Strong growth in trade with the North American markets of the USA and Canada has
continued during the 2008 period with an increase of 30.1% in sales. Likewise sales into
the Africa region have continued apace and are up 24% over 2007 levels and have risen
above £1 billion for the first time. Sales into the Former Soviet Union and Eastern
European markets have declined over the past year mainly due to a drop in sales to
Azerbaijan. In overall terms the geographic reach of the Scottish supply chain has
managed to spread even wider across the globe and trade is recorded with 109 different
countries in 2008.

The next set of survey results covering the 2009 period will tell us more about how the oil
and gas industry has reacted to the turmoil in the global financial markets and institutions
and what the impact of the tighter credit market has been, plus of course the impact of the
decline in oil prices from the mid 2008 $140/bbl level. Despite these troubles and the
demand slowdown caused by global recession all analysis suggests that the world demand
for energy is continuing to grow. A 50% growth in demand by 2030 is predicted by the
International Energy Agency. Greatly increased investment in renewable energy and new
nuclear power will meet some of that demand, particularly in respect of electricity, but
fossil fuels will continue to have a dominant position for decades to come. It is also clear
that the recent investment levels of the oil and gas industry in exploration to find new oil is
not currently able to replace depleted production with these new discoveries. Thus demand
will outstrip supply over the coming years almost inevitably leading to higher oil prices. It
is generally reckoned by industry experts that an oil price around the $90/bbl level is
sufficient incentive to encourage the oil companies to continue significant investment in
the domestic UKCS. However, in terms of the Scottish supply chain what this survey has
illustrated very clearly over the last ten years is the extent to which it is now very active on
the international stage. In general, investment levels will recover in the international
markets at a lower oil price than what is required for the UKCS. This is due to the higher
cost base of operating in the UKCS, which means that a higher oil price is needed to
ensure commercially attractive returns on investment. Thus the international outlook for
Scotland’s supply chain industry must be viewed as positive for the foreseeable future.
Nonetheless it is important that to anchor this supply chain in Scotland a sustainable and
healthy domestic market is maintained. The overriding factor in achieving this will be the
oil price, but the need for a creative and flexible fiscal regime will also be important.
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Appendix A

Acknowledgements

Geographic Region Definitions

Region Main Markets
North America United States, Canada
Western Europe (Excl” EU) Norway, Faeroes, Switzerland
Latin America Brazil, Mexico, Columbia, Venezuela, Trinidad, Argentina
European Union Denmark, Netherlands, France, Germany, Italy
FSU and Eastern Europe Russia, Azerbaijan, Kazakhstan
Middle East Iran, Qatar, Saudi Arabia, UAE, Oman, Syria
Africa Egypt, Ivory Coast, Nigeria, Equatorial Guinea, Angola, Libya
Asia Pacific Singapore, Vietnam, Brunei, China, Indonesia, Malaysia, Thailand
Australasia Australia, New Zealand

Business Category Definitions

1. Products/Equipment/Materials

Pumps, drilling equipment, computers, wellhead equipment, ROVs,
Instrumentation/Process Control Equipment.

2.Bulk Materials
Chemicals, Valves, Building Materials, Plastic/Composites
3.Services

Surveying, Logistics, Certification, Repair/Maintenance, Drilling Services, Diving,
Testing/Inspection, Seismic Services.

4.Multidiscipline

Engineering, Procurement, Construction, Installation, Commissioning. (Platforms, Subsea,
Pipelines etc)

The Scottish Council and Scottish Enterprise thank all the companies that responded to the
survey. Without the excellent level of support received it would not have been possible to
undertake this research.

April 2010
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