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MARKET FOCUS

IN DEMAND: The 100,000-dwt tanker “Yuri Senkevich” (built 2005) sits connected to Bluewater's 103,000-dwt floating production, storage and offloading (FPSO) vessel “Munin” (built 1997) in the
Lufeng oil field, South China Sea.

The reasons may
be complex but
rapid growth in
floating production
1s a near certainty,
says a leading bank.

Darrin Griggs Oslo

A surge in demand for floating
production seems all but certain,
says a market specialist — but
whether this spurs purpose-built
units or converted tankers is a
complicated question.

The sector for floating produc-
tion, storage and offloading
(FPSO) units can look forward to
“exponential growth” in coming
years, with deepwater solutions
set to tap the most potential, ac-
cording to the shipping division
at DVB Bank’s research & strate-
gic planning (Rasp). The current
132-strong fleet of FPSOs may
need to increase by an additional
110 to 140 vessels over the next
five years, with part of this de-
mand fulfilled by conversion
candidates and the rest by new-
buildings further down the road.

Four major drivers — high
crude prices, rising demand for
oil, tighter supply and increased
spending on exploration and pro-

duction (E&P) — have combined
to lift the prospects for FPSOs.

The high price of oil needs lit-
tle documentation, although the
reasons are constantly debated.
“This upward movement in oil
prices to unprecedented levels
provides a positive trigger to the
floating production market since
high prices justify costs associat-
ed with such projects,” wrote
DVB in its report.

Demand for oil is also a key
driver. Figures from the Interna-
tional Monetary Fund (IMF) for
2008 point to a rise of 2.1%,
while Opec speaks of a 1.4% rise.
The International
Energy  Agency
(IEA) expects a
yearly average of
1.5% for a total in-
crease from cur-
rent levels by as
much as 35% by
2030. Regionally, China’s de-
mand had already risen 7.8%
year-on-year by February 2008.

Tight supply is making an im-
pact. Depleting fields were al-
ready a top concern, meaning
that a substantial amount of new
discoveries are needed to offset
rising demand. But DVB notes
that oil supply has remained
tight, while most Opec countries
have been running close to capac-
ity, some at 100% in 2007, ac-
cording to the IEA. Production as
a percentage of capacity in 2007

was still relatively high for the
countries on the low end of the
scale — Saudi Arabia (84%),
Nigeria (87%) and the United
Arab Emirates (90%). DVB says
Opec nations are also concerned
about a “bearish effect” arising
out of an increase in production
while the US economy slows.
Investment in efforts to find
new oil is another key driver.
High day rates for deepwater rigs,
which are in short supply, are
likely to increase the focus on or-
ders for such rigs, meaning even
more focus on deepwater. DVB
says global E&P capital expendi-

DVB Bank: “This upward movement in oil
prices to unprecedented levels provides a
positive trigger to the floating-production
market since high prices justify costs as
associated with such projects.”

ture (capex) is expected to in-
crease from $282bn in 2007 to
$311bn in 2008, while deepwater
capex is expected to rise 11%
from 2007 to $18.2bn this year.
DVB cites Infield Services from
July 2007 as saying another 26%
rise to $23bn may occur by 2011.
“FPSOs are an ‘all-in-one flexi-
ble fast-track package’ that could
be deployed and moved as re-
quired with oil-well-compatible
refits,” wrote the bank. They are a
preferred solution for marginal
fields, harsh environments and

remote deepwater areas. As per a
Lehman Brothers survey, of the
148 companies that are planning
to boost E&P spending, 126 (85%)
of those will focus on deepwater.
Unlike semi-submersibles, FP-
SOs have enough storage capaci-
ty and can work at greater depths.

As demand surges and the
need for fast-tracking projects
grows, will suitable single-hull
tankers suddenly become highly-
sought after vessels?

Conversion has its advantages.
The bank says a new FPSO can
take as long as three years to
build, whereas a vessel conver-
sion can be com-
pleted in one year
— provided the
yard space is
available, as well
the topside

equipment. In the
current market
such availability is a big proviso.

However, conversion candi-
dates among the VLCC fleet are
limited. DVB says VLCCs built
before 1980 are unsuitable be-
cause of age and those built after
1985 are mostly unsuitable, or
uneconomical, because of hull-
optimisation technology and use
of high-tensile steel. The suitable
section of the fleet, between 1980
and 1985, numbers only four.

Some 44 ships built between
1985 and 1990 could also be used
for conversion but with substan-
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Floating a solution

tial structural reinforcement be-
cause of high-tensile steel. Dry-
side conversion and high scrap
prices have also drawn these
ships in a different direction.

Meanwhile, the bank calls the
sector “highly fragmented” with
new players and says this may
point to lower entry barriers. But
it adds that experienced compa-
nies with healthy cash flows may
be in “enviable” positions for
consolidation because high fixed
costs for assets are likely to put a
focus on economies of scale.

DVB puts the total number of
floating-production systems in
service as of April 2008 at 294
units, excluding mobile offshore
production units (MOPUs) and
production barges. Of the 45
FPSO owners, 20 own only one
unit each, while 11 own two
each. Just nine of the top compa-
nies own 55% of the fleet, 63% of
storage capacity and 57% of
equivalent oil-production capaci-
ty. They are SBM (14 units),
Petrobras (11), China National
Offshore Oil Corp (CNOOC) (10),
Modec (8), Bluewater (7), BW Off-
shore (6), ExxonMobil (6), Maer-
sk (6) and Prosafe (5).

The 294 units comprise 132
FPSOs, 40 floating-production
semi-submersibles (FPSSs), 21
tension-leg platforms (TLPs), 15
single-point articulated riser
buoys (Spars) and 86 floating-
storage and offtake (FSO) vessels.



