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1.0 INTRODUCTIOR

This document examines the impact of Euvurope 1992 on the 011 and Gas
sector. Having done an impact study on industrial goods, we develop
here, for the benefit of the otl and gas community, a brief analysis of
one sub-sector namely the oil and gas equipment and services industry
sector. European companies prepare themselves to be more competitive
not specifically for Europe 1992 but for the globalization of markets.
Europe 1992 1s 8 catalyst and a major component of the world market
globalization but, as far as oil and gas is concerned, the stake is not
only Furope but the third countries. For example the French export
market for oil and gas equipment is 15 times greater than their inte-
rior market. As there 18 a large competition in the third countries,
European companies are organizing themselves to be more competitive,
The new rules of Europe 1992 helps to accelerate the firm's rationali-

zation through the elimination of non-~tariff barriers,

The followiag document looks therefore more fn detail at the situation

in Europe and what 1s at stake for Canadian companies,

If we relate Europe 1992 to the industrial sector in geaneral, the elf-
mination of non-tariff barriers within twelve countries will bear a ma-
jor impact in most sectors, Although companies will need to continuve
to adjust their production to meet local needs, the European Economic
Comnunity has adopted policies to standardize norms and conditions to
facilitate ptoducc exchange within the twelve countries and reduce che
local protectionism. This will necessarily increase the flexibility of
manufacturers and facilitate market penetration., This will lead, for
the ifndustry sector in general, to the concentratfon of firms through
mergers and acquisitions which' will mean economies of scale, product
performance and prodect competitive position.

Although the o1l and gss industry ‘18 already internatfionalized and
highly standardized internationally, there is at the moment a merging
and acquisition process within the equipmeat and services in Europe.

We therefore think very important for Canadian compsanies to be sensiti-



ve to what Ls happening in. -Europe and whst ie gelng. to happen within
the next two yeara, Europe 1992 ip cerrainly a target year but not o
deadline. Changes will ocecur after 1992 although most players will be
slready in place, It im therefore time for companies to Bufld up chelr
owe etrategles to take the beat advantages of the opening of fron-
tiecs through variffs sliminacion in add{rional countriesa of the EC ang

non-tariff barriera of the twelve countriea of the EC,



2.0 FUROPE 1992 AND THE INDUSTRIAL EQUIPMENT AND SERVICES INDUSTRY

Europe 1992 will have an impact on every sector of the Western Europe

economy, However, it 18 not pogsible to determine yet the effects on
every sector,

If we focus on the ol1l and gas industry, there are a number of directi-
ves that are or will be in place before 1993 that will bear an impact

on the Canadian 01l and gas equipmeat and services industry.

The Commission of the European Communities wants to standardize the ma-
nufacturing as well as the distributing process. The most important
laws or directives set by the Commission that will have an implication
on the industrial sector are the following:

1) Removal of technical barriers: There are two major concerns in this

section:

a) The harmonization of Technical norms: The Commission will set

essential requirements for health and safety in all the major sec-
tors while two organizations: CEN and CENELEC will deftine the
technical manufacturing standards for the Community. However, CEN
and CENELEC are not trying to standardize everything, only a small
number of aspects will be harmonized. For example, the scandaéd
EN-228 concerming lead-free petrol defines a anumber of joint spe-
cifications although other specifications are left io the discre-
tion of the member states,

b) Opening up of public procurement: This 18 a major issue in the

industrisl sector seince it will enable, in principle, compsniea
from every European states to bid for any government offering tn-
side the Community. More imporcant ia that companies outside the
Community will be permitted to bid for these same offerings and

their bidding will have to be considered as equal with a European



bidding if their offer 1a 3% less thag the European ones. Al-
thongh the public procurement would be opened to all countries,

local content. and proximity of Bervices will atill be an asaet,

2) Removal of fiscal barriere: This means that the Commtseion 1is

trying to barmonize the taxation preocess chrougheut the Communicy,

The taxation level differs now conalderably from one COUntcy co an~
other,

The Commiseion is concerned by the valued added rax (vaT) aspect and by
the harmonization of excise duty especially in what concerus products
that sre highly texed. In some Bector such as high-tech nzchinary,
construction products and environmenral products, this harmonization
will not affect che structure of the induvstry., Io fact, the impsce
will be quice miaor, Bowever, in a sector such as che ofl Be€ctor whera
taxatlon represents more than 65% of the ptice io the Community, the
final results of the Commission will greatly influence cthe demand. of
energy products,

The Comnmission made & simulation of the impact of such harmontzation on
the VAT rate and excise duiilés. They, found cthac overall, the demand
for oil products would increase by 0.1% while de gas product would in—
crease of 1.52. Thie would imply major madification or the tnduscey
and at the same time of the structute of the suppliers of ‘equipment.
(wore significancly che suppliers of distribution equipment), since che
demand for certain vypes of etergy will chaage,

In fact, demand for o0il products could decrease la Cermany &z much as
of 5.1% while incresse in Italy could be of 6,7%. The Comnfasign has.
been focuping ite attention on taxation in the energy field because of
the impact this will have on the etruciure of the industry, 4 number
of aimulations have heen computed in order to determine the impect of
taxation on the industry.



3) Free movement of goods and gervices: This means that the Commission

is trying to eliminate any measures by the member states that cons=-
titute, either directly or indirecctly, actually or potentislly, a
barrier to intra—-Community Trade. From this general stipulatioa
arise the following specific prianciple chat:

Every product which is legally manufactured and commercislized in

one member state may circulste freely within the Community.

There should not be anything stopping manufacturers from selling their
products throughout the Community. This should increase the volumes of
intra-community trade., It should permit the best companies in each

sector to open up 8 new market and thus, be able to achieve economies
of scale.

On the other hand, 1t will also make the European market attractive for
a company outside the Community because of larger market possibilicies
although more competitive. Ia order to best penetrate the market, com
panles needed to have plants imn many countries. This amight etill be
important in some products segments to be near ctheir prime market but
some companles would now be able to concentrate their activities with

less plants to permit economies of scale or jJustify en investment,

Now that Western Europe will be a big entity, more companies will try
to have a share of this huge market, and as we noted in our industrial

report, Canadian firms should not be an exception.

The European Community 18 opening its doors to the world, but not to
everyone, It is clear that the community will not accept a company 1if .
its own firms cannot export or nanufacture in the country of fincoming
company. This is what the Commission calls the Mutual Recognitfion pro-
cegs, It basically states that: "I'll treat your companies as one of
mine 1f you treat my companies as one of yours™. Fortunately, in Cans-

da we have applied this basic principle for many years which entitled



. our compenisg to go o Enrope sad rake edvantage of the opening of a

fajor macket representing over 320 nillice people,

4} Free movement of pecple

Cee of the prasent non—tapiff barriers is the administracive proce~
dura when one perpon needs to be cranafered in an other country,
With 1992, there will be easier rravel apd ioefgrstion, croge hordep
recruiting and easler tekasnsfer possibilicisg,



3.0 OUTLOOK OF THE EUROPEAN OYL AHD GAS SECTOR

Alchough this document puts the emphasis on equipment and services, {t
18 worthwhile to have a broad outlook of the macro situvation of oil and
gas production in Burope B0 we can assess the potentfal for suppliers
of goods and services. The forecast for natural gas up to 2010 1{s qui~-
te different from the onme for ofl products (see graphs 2 § 3). We can
gee that the natural gas demand 1s expected to have a constant increase
through the years gotag from 219 Mroe ia 1987 to 291 Mtoe fn 2010, On
the other hand, the demand for ofl pro%pcts is expected to decrease
after 1992, The forecast 1s that it will be as high as 541 Mctoe in
1995 buc 1t should go down to 493 Mtoe by the year 2010.

Some of the reasons why such a decrecase is anticipated are:

That power station demand for ofl 18 declining which reflects the
fnove towards nuclear-based electricity generation.

Rationalizatton of European production, especially in the heavy
industry, as a result of the recession in the early '80s,

= The adoption of energy couserving technology.

And the European energy policy which clearly states that Buropean
states should be less dependant on the international sector (im—
ports of o1l {n the Community). This will be achieved by promo-
ting internal explorationm &nd production as well as encouraging

substitution from o1l to other kinds ot energy such as electricity
or natural gas,

The o011 consumption represents about 45% of all the primary energy
consumption. The European Comnunity {is imporcing about 71X of 1its
total consumption in oil. The Conmiseion feels.that the dependan=-

ce of the Community vowards the international market 1s too impor—



tant and chat 1s why, 1t focuseas its attention in chang-ing the o1l
demend towards some other typaes of energy. The ofl BECLor 18 a
maLure sector and we should not expect a large increase in demand
within the short or long rerm.

The netdcel gas sector will teke advaarage of che Eurcpean energy
pelicy. The Comnisaton wanta to keep the market ghare of nitural
ga8 to, at leaat If}?. In 1987, the nacural ‘gaE market share was
axactl; 197 (199 Hroe). The Conmmnity was lwporting 367 of chis o=
tel. This type of energy -is gaining_ more and more importance in. che
Community for two major Teasons;

1~ The capacity of the Communicy to produce aa much as 1t ngede
through increased gae exploration oainly in' the U.K. and the Ne—
therlands.

i~ The environmental -Broups are all! favering the patural gas which
doce not heve bad affects on the envircnment, BSince the envirpp~
ment conclcousness 15 a riaiug mavement, it would appeatr that nacy—
ral gas wili be the future GUEIZY §OUrce,.

Ou graphs 4 and’$, we can see the current countries producers of oil
&nd gas in the Community., We can totice that the oil production ig
widely discributed over the Coumunity Territory. Six countries have
more than 10% of the total production: Germany (18%), 0. K. (17%),
Icaly {163} Prance (15%), Wetherlands {11%), Spain (10%). Im the
natural ges sector however, the sitvation i1s quite dtfferent. ‘There
8re Etwe msjor producers: Netherlsnds (42%) and U.EK. {3Ll%), while
countries such &8 Germany and Ttaly, with 10X each, are trying te

increass thelr share in a market that 18 growing tapldly conmpared o
the o1l secror,

In this next graph {graph #6), we cen notice the combined proportion of
production of oil and gas, but here we ooly consider the crude oi} for
which the UK, produce abouc 80% of the EC twelve countries produc=
tion, '



It 16 easy to realize that most of the equipment that will be needed

for the exploration will be largely bought by the Netherlands and the
U.K. companies,

We will now look at each one of the stages in the production of oil and
natural gas in the European Conmunity.

let stage: RExploration and prodoction of crude of) and nataral gas

In 1987, 932 of the total crude otl production and 49% of the natu-
ral gas output were covered by offshore activities, Currently,
there {8 focreasing competition for the avarding of exploratioan per—=
mics, with smaller surfaces being granted to more numerous entities,
focluding minor independents. This has been especially marked for

North Sea operations, for activities off Denmark and in the Paris
Bagin.

= On the average, crude o1l proven reserves for the Community 1s down
to a 6 year supply. Even proven and probadble reserves are falliag

for the Conmunity as a whole. In fact, only Norway has sizeable re=
serves in Western Rurope.

=~ Oun the other hend, proven natural gas reserves are increasing
slightly in the Community, even though there has been a decrease in
the U.K. Ian fact, they went from 17 years in 1980 to 18.5 years 1a

1987. This slso reflects the increase exploration efforts through-
out the Community,

Due to R and D programs and because of deep and severe conditions {a
the North Sea, European 011 companies as well as service and equip-
ment industry have gataned unique experience 1in offshore operations
and continue to play a leading role worldwide in sonme advanced tech-

nologies or oflfield practices. Sectors ia which European have a
technological advantage are:
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" «~ Developuent of new seyatems Int collecting, processing dnd ilntetr—
preting geophystcal daraj

— Development of new platfora coucepe;

= Deep-diving techniques end submarine wvehicules for underwater
werka,

2nd ptage: Refining and diptriboction

4. 011 Producta

- Sioce the sedond oil crisis;, the Communicy has promoted the.use of
alternétive energy sources In place of ofl and has taken measures to
incresse energy conservatton. THis hae. led to a decreaae 1o oil
consumption and thus, affected negatively the Eurcpean refining in-
dyetry. In eddition, thefe 1z an fncrease of imports since the be-
gluoning of the 80s, Most of the import oil haa already bheen refi-
ned. This led to & stronger decline in crude of}l refined than ofl
consumption reduction.

- All these factors put together led to a major disinvestment in the
sactor which brought the Commonicy refining indusctry fn & difficult
finascial situaclon over the period of 1980 ro 1988. A substantial
number of refimeries were closed down {51 refineries since 1977),
discillsrion unite diacontinued and & number of.cuﬁverslun Iurtalla~
tions were built,

- In the distribucian level, the profit msrgins are under ¢congtant
’ pressure fzom competirion and the consequent rationalization in mosc
covntriea, This has regulted in different situatioms depending om
the countries and operaters, Some tndependant companiea;, which ﬁave
been abla to obtain suppliea under favoyrable conditlone as well as

able to avold losses on stocks due to price fluctuations, have mana=
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ged to cover thefr costs. Others have been placed in difficulty or
even disappeared. The market competftion between the major oil compa-
nies at the pump puts significant pressure on efficiency which, as a

consequence, puts pressure on suppliers to have competitive producta,

B. Natural Gas

- The transmissfon of natural gas throughout the Community fa done
through the European gas network. This network (see graph #7) ts
mainly present in Germany which 1s the “central point” of the net-
work, The transmissfion systems have been developed and extended on
an economic and commercial basis in accordance with supply and de—
mand factors. Through the transmission network, the European Commy—
nity is importing natural gas from Norway and USSR,

=~ The physical infrastructure of the gas industry consists of pipeline
and of other equipement needed to fegulate the passage of the gas
through the pipeline as well as for storage and gas treatment. The
total investments in the EC for the transmission activities have

fallea by about 162 since 1982, while they have increased by 48X in
the distribucion activities.

It 18 ehay to see that, with the increase of natural gas consumption
fn the next years, the investaments should also increase in order to
perait for more snd more comsumers to use natural gas in all coun—
tries but mainly in countries where tﬁe environment concern 18 si—
gnificant and in countries where there s major transmission defi-

ciency such as Spain, Portugual, Greece and Denmark.
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4.0 EUROPER 1992 AND THE CANADIAN OIL AND GAS BQUIPMENT AND SERVICES
INDUSTRY

4.1 TRENDS YITH THE EC

Let us turn ourattention now to the relation chat Canada has with the

European Community 1o the ofl and gas equipment and services sector.

Canadian firms have had licctle relation with the European Community.
The amount of exports in 1986 was 15 mfllton dollars. On the other
hand, the Buropean firms only imported 8 million dollars of equipment.
Tt 18 clear from these numbers that the relattons between the two entt~
ties are quite saall, The question that comes to mind when we look at

these numbers 1s: Why 1g anyone of these entitfes not trying vo take a
market share of the other one?

1 - European technology 1s as good as the Canadian one and even better

in some specific sector that we have mentioned earlier,

2 - The product standards are pretty much the same all over the
world,

3 - 01l companies are not changing easily of suppliers that they have
known for years (old boys network).

4 - Since the standards are'iaaxcally the same and the technology ts
as good as in the firge entity than in the sgecond one, the compe-
tition betweea companies will be made through prices, Since
transport is an important cost for a Canadian firm exporting its
products ia Burope, we can easily understand why there 13 not much
trading between Canadifan and European firms,

If we take a look at the Canada-U.S.A. trade relation, we would

see that, because of the market proximity, the volume of trade s
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quite high. Ia fact, the Canadian trade deficit in this apecific
sector in 1986 was about 150 million dollars. Of course, the pro-
ximity of che market is not the only reason for this. The fact
that a lot of Canadian exploitation firms are subsidiaries of Ame-
rican firms 1s another explanation factor. Nevertheless, trans-
port cost is still a factor.

4.2 IMPACT ON THR CANADIAN OIL AND GAS EQUIPHENT AND SERVICES SECTOR

Before analysing the impact oan the Canadian sector, let us take a look

at the most likely scenario to happen in the European sector due to Eu-
rope 1992,

Afcer 1992, a firm fin Europe will utltimately need one plant to produce
for the entire Community. However, {f we are projecting what is hap-
pening at this time, the best firms will merge or acquire the less com
petitive ones. By doing 80, they will be able to achieve economies of
scale and/or rationalize chetr operations (the firm will be able to of~
fer more products to its clientele).

On the other hand, firms that have an office in almost every country
might close some of them since they might no longer need a presence in
every country. With this process, we will see firnms achieving econo—
mies of scale (1 plant will produce the amount of 2 previous firamg)
and/or rationalfzation, i.e. instead of incuriag a cost (ex: marketing)

by country, the firm will be able to reduce 1its expenses by centrali-
zing its operations, .

The resuli of all this {s that the average European firm will be bigger
and more competitive, In reducing their production costs, they proda-
bly will be adle to put more money in R and D, We already know that
the Europeans are technologically ahead of the Canadian in some subsec-
tors, eapecialiy offshore production and exploration techniques., By
putting more money in R and D, they will again stretch their technolo-

gical lead by this time, in more subsectors: production techniques, ma-
terials, etcC...
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In the mediom term,; it will bring che Eurepesn sector more competitive
not only on ita market, where chey already have a technology adspred to
their needs, but alse on the international market. They will compéte
wicth anyone in the world including their biggest competitor: che USa,
for cthird merkec countries auch as: USSRw-ﬂhina,~Indpueaia, Pakisten,
India, etc.

Ap an example of‘this,-wa can mentfon the French oll and gaa equipment
sector that fis selling for 500 millions fn ite interior matket and 7
billicng in third countries. We caa see that the European secror is,
in general, already well aware of the third market and 1s potting & lot

of efforts in order to get larger share of this huge market,

— Other reaaons why they are orienting their efforte on third coun-
teiea are:

1= The very slow growth of their market. We already have moticed
that the European market 18 & matire oue. and that we ghould not
expect A major incresse even 1If we look at che long tarm (see
graph 8 for world reserves).

2- The new events happening 1a Eastern Europe. With the falling of
the barriers between Westétn and Eastern Europe, Western EuTcpean
companies are well positioned t¢ gain a share of this potencfal
markae.

—~ ¥hat will bo the impact of these aodiffications in the Communiry om
the Cansdian sector? '

We already bave shown that the trading ‘between these two enticiea is
very low. So, we can say that che direer impact will be quite rinimal,
Even though tha Buropean firms will be more competitive, it i1s unlikely

that they woeld try to lmport ia Cenada aince the cransport costs are

80 high, Ove of the direct effect it the long run would be chat Euro=
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pean firms could come in Canada with thelir “new technology” and open a
branch in the country. Ac that time, they could become dangerous for
Canada's industry since they could take a ghare of the market that no

Canadian firm could take because of a technological disadvantage.

The scenario presented above, even though realist, should not happen in
the short or medium term since new technologies adapted to the Canadian
macket are not developped overnight. However, Europe 1992 might have
an important impact in the short term in third countries. In order to

present this, we have to analyse a bit more the Canadian industry.

The value of the Canadian exports in 1986 was 150 oillfon dollacs. Of
these 150 wmillions, 15 went to the Community, 30 to the USA and 105
wenct to third countries (see graph #9), Furthermore, we can gee that
the percentage of Canadian exports to third countries has f{ncreased
tremendously since 1982 golng from 44% to 70%. This shows that third
counctries represent a very important market for Canadian fires, 1In
fact, the more important trading partners with Canadian firms are:
China, USSR, India, Pakistan and Latin America,

Canadian firms are presently enjoying considerable export success ia
these third countries. But, what will happea after 1992? We have
shown that European firmg will be more competitive {nternationally and
that their prime target f& the third countries, This will put a lot of
pressure on the Cenadian manufacturers who will have to face stronger

compecition. It could decrease consideradbly the Caunadian exports to
third countries,

This threat 1s of importance since 1t could mean the disappearing of
some Canadien firm 1if nothing is done here to counteract the European
movement. Even though, Europe 1992 will not have s major direct im=

pact, it will affect the structure of the Canadian industry indirect-
ly.
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Fgcing'this gltuation, a question remaingr What can. che Cangdian in-
dustry do in erder to prepaie {tself for Eurcope 1992 snd fts diréct and

indirect impacta on the geitoe?
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4.3 FUTURE TRENDS - POSSIBLE SCENARIOS

BESULTS OF THR SURVEY

A a result of a gucvey we conducted in Alberta to see the perspec-
tives of Canadisn firmeé towards Europe, 70% of the companies wera
aware of Europe 1992. However, 1t appears that the Capadian ficma

do rot gee this change in Europe ag-a significent opportunity to
EE&TY duing bueiness io tha Comnunity.

On 811 the compenies that were not already exporting in the Communi-
t¥, none thought that Europe 1992 wan & good opportunity for theam to
starc doing buainess in the Community.

However, 30% of the compenies surveyed thought that chrough a jeint
venture With -a Buropean Company, they would incérease thatr chances
to “open a market™ or "bave more visibility” in chird countries such
83 Eastern Rurope: Rusals, East Germany and other countries such
as: China, Indonestia,

From the questiomnaire, we have been able to identify two market
segments where Cavadian firms have a téchnological advautaga on the
European firms. These seglienta are:

- Eugineering'anﬂ pipeline system design.

- Equipmente for drilling inm difficult environments,

"= Quelicy ecntrol equipmente.

- Environmental control,
— Energy consecvation devices.
= Acid oil technology.

All the compenfes that.are mot aware of Europe 1992 are not expor-
ting o Eurocpe right now. The principal reason why they are not-
looking st the ‘European markec 1a the export capacicty. Some of
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thege preoducts ere very difficult to move or the profic margtn ia 8o

low that they caanct afford the LEansaport Coge.

Given that, we think. Canadian companies should ba more sensitive to

what 1s happening in Rirope ss the changes could affect their competi~
tiveness.

There are basically thres poselble scenarioa that the Canadian fiens
w1l be able to focus on.

1 - Consplidacion = Protection

Thig scenarie applies to companies that are working in the Canadian
tercitory only. They ate most of the time quite small, These compa=
nies are very often spectalized. in a epecific gector, In order to face
the increasing compatition from the Europesn, these companies have to
atay on top of their specific fleld of operation. This 1g becoming
more difficult because of the very small growth of the industry and the
compeciciveness on this narket.

For theae comphnies, staying on Lop means to have high~tech products.
This nmeang thet efforcs in R sud D will have to be pursued. R and O
meana financing. The best way to solve this 18 by setting up a K and D
group working for a number of cempaniea or by merging two companiss to-

gether. This way, the expenses are split in two and the results come
faatar,

Another way co atay oo top 1s 1n-acqu1r1ng techaology. This '1a @ good
aclution for fires with avaflable capital. Siuc& aoma European compa—
nies are ready to sell their technology, it sppedre thet this solurion
1s & very good way to protect Canadian company against European conpe=
tition. There 1z in fact an ISTC division that supporc the exchange of

oil end gas technology with European fiems throvgh information and fo-
relgn oissiona,



19
In every cass however, it 1g phown that cthe smallest companies will
have to rationslize thelr operaticns by focusing on a specific market
segment, This should nptr be too hard to do eince most Of ‘thém are

already speclalized in 4 very small segment of the producticn process,

2 - Growth

For Canadsan firms that want to expand their macket, this means going
ovetseas aed crying to gain & shsre of the thied countries market., He

pee two ways to do business with chese countriés:

1- Ditectly from the Csnadian office.

2.~ Opeaing & "new office™ in the Community.
Lec: us look at the first optiom,

- A gtrong Csnadfan company conld decide to do some representation im
‘third countries oo ite own, Thia means that this fira e already
very strobg finaaclally speaking, that 1its technology 1e ahead of
che competition, that chey are willing to imcur che coscs of fo-
rélgn operationa, promotion, R and D and travel. The key iz to en—
gure & presence and in order to do that companies meed a strong fi-
nancial capacity.

0n the other hand, these companias are keeping their independance.
They still can do bupiness whenever they want with whoever they
want. However, we do oot expect many Canadlan firms to do gso aince
it requires » very scrong financial capacity and a techuclogical
edge on cthe competition such as drilliag in difficulc environment.
It 18 elaar that not avery large conpany has a tachnoio_gic_al edge on
the reat of the world,

1f the ¢oumpany %g mnot interested in taking all these risks alone,
another scenario i possible in acquiring or merging with Evropean
‘firm. This implies however that:
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I- In the case of the acquisicicn, che firm has & solid capital ba-
Be.

2- In the case of the merger: The fiem has scoething to offer to the
European companies. It needs to have either some distinctive pro—
ducts or sdvanced technulogy. This 18 undertandable elace no firm

will went to merge if a firm 18 not offering something in returm.

1f a company evolving in these¢ gector s ptdfitablezin.ﬂanada,.thera
appeals to be a posalbility for this company 1o de able to gala ac-
.ces8 to the world market,

By mecging with:a‘Eurnpemmfirm, companies will be able to fncrease
fta visibilicy in Capada, because of the new products and new tech-
nology the firm will have acquired chrough che European company.

By werging with e Eutopean company, the firm will be able to mell
ita produce in the Community. Even though this 1s a mature patket,
‘there 18 alwaya room for speclalized products iu the development of
netural gas, syetenm dealgn, envircnméntal control.

Kore importantly, the firm will be allowed to take pert in the Euro—
pean R and D program., They will keep their techaclogy wp té date
with the Furopean technology. This 18 a major advantage since Cana-
dian Eirme ace doing very litcle R & D,

The Capadisn firms merging with a European firm will increase their

chance to be part of the third councries market, and eapecially cha
USSR,

These two countries have shown iInteresat in the European products,
the Community fa much closer to this market thaw Canada, 8o 1t 1s
easler for these councries tp do bueiness with the Communlcy. Thia

iz especially crue since contracts are very often offared on a bid-
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ding procesa and cthat only companles that are knownfrom the firm of-
fering are invited,

Another aspect of che perger %5 chat Canadian firms would be sble to
got some flnancing through the European company in order te sell
their products to third countries, Thias 1e quite different from Ca-
nada where the finaneing is very limiced.

It 18 clear that we sre mot recommending -a merger with a European firm
specifically to Incresse sales within in the Comaunity. We are reécom—
mending & merger becauae it will enable Canadisn firm to have a greater

visibiliey 1o order tov get contracts from third countries government or
coupanice.

However, the cnmpﬁny muat be eware that such a merger will limit fte
independance aand chat it'will net be -able to bid alone on CONCEECES
that seem Interesting if the other company waats to be part of the pro-
Jece also.

In the service industry, an acquigition is the beat way to be part of
the European market since 1t enablea the firm to have sny pattoer It
wanta. Since most of the concracits are awarded by governmenta or pu=
blic companies feapgcially in the Eastern block}, the firm must be po—
litically attractive in every bidding and cherefore have the cholce of
auppliers and aub-contracciog engineering firms.

The firm must try to bave Joinct ventures that afa Euuctual on & praject
by project bapils, lr must try to minimize the lasting respocelibilicy
of obliging the relacionship with its partners.
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LConclusion

Io conclusion the European atrategy for Canadian oll and gas equipmeat
msnufacturers can vary from fiem to firm depsading of their produet,
their capitalization and their etcitude. Io any case, Western Europe
should represent an interesc if not for Western Europe per se for third
markets such as Restern Europe, Chine, Souch-Esar Asfa and the African
coaat, For firms that do not have the potrantfal co assure a presence
iz Evrope they will need. to edjust their homa structure to be more com-
petitive as European companiga will be more compatitive which will also
put a pressure ou U.S, firme, Since Canadian firme export up to 40% of
their products, they shpould expect therefore more competfition in third
marketa:. Ia order to be more vompetitive, the Caradian firne will alaa
need to find out competitive financing other than the EDC becaunse of
the redaction af conceesjonhal financing.

AB & recommendation, firma should 1nform themselves on European equip=
ment neoufscturers chrough misalons in Europe and fry to target compa-
nieca that could offer a complementarlcy for eicher technology exchange
or joinCl venture Lo pengtrsite s5o0me energing segoent {gaa, environmental
control, autumaﬁtnn devicens, safety devices) in the EC and chird coun—
trieg, Also firms muat develop a Eurcpean attitude: compatible with the-
Europesn ways of dolng business and develop & network because busipess
deals ceanot be made overnight.

In what concerne the services fndustty, we have Lere io Canada good as-
secte and attractive koow~how for the European., It is thersfore impar-
tant to have a presence in Europe either through acquistition or adhoc
Jolar venturs to penetrate the Western European market and more. aigni-
ficantly che Ezatern Eurcpe.
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Impact of V.A.T. rates and excise duties harmonisation

Lage 2 Cage 3

Gamany Solkds .3% 0.2%
Oil products: 51 % Z 4%

Gas 17% 0.5%

Elpciriely 0.5% 04%

Yotal ~19% 34%

France  Solids. 0.0 % 1.6 %
Ot products 26% 2.5%

Gas 0.8% 0.4%

Electrichy 0.0 % 0.0%

Total 1.4%. -1.2%
LLK. Solids 0.0% 22%
O producis 0.7 % =3.8 %

Gas 0.8 % ~1.0%

Electrichy 0.6 % 0.5%

Total 0.1% 20%

Haly Soiids 0.7 % -1.6 %
Ol produtts 5.7% 27%

Gay 3.1% 1.6%

Efoctrichy 0.5% 0.2%

Tatnl 4.4% 1.9 %

Avorage  Solids 0.4% -1.9%
Ol producis 0.1 % 34 %

Gas 15% 0.2%

Electrlcliy 04 % 0.3 %

Total 0.8 % -1.5 %

among member states of the E.C. on final energy demand ( % of difference from Case 1 )

garmany France ux, ftahs
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Figurs 3 : Tax Hormonisation
impact on final anergy demand




Figura 6
Total.oli demand
Europel2:-Scenario 1
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Flgure 7
Naturel pas demand
Europei2: Scenarlo 1
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FIGURE 1: EC 12 PRODUCTION OF PETROLEUM
PRODUCTS IN 1988 (million tonnes)

_ Netherlands 11%
France 15% _fHEl 77 -
77 haly 16%
Germany 18% N =

Other EC 13%

Spain 10% .
UK 17%

Source: Eurostat.



FIGURE 2; EC 12 PRODUCTION OF NATURAL
GAS IN 1988 (million tonnes)

Netherlands 42% e
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Source: Eurostat,



OIL AND GAS

index of EC-Production
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Teble il
(Pipeline Lengths) In 1984-1985
(ometres) Tranemission  DistRuton Todal
Beigium ¥red 29973 BBO
Denmark 91 g8 10259
Gemnany 48777 124 851 174628
Spain. 1028 448 1476
Franco 25764 102066 127830°
koland 500 3200 3700
Kaly 18 000 77000 95000
Netherdands 5 391 BI7E2 82 153
UK 17725 215712 233437
Toral 122 493 646340 768833

Source: Industry sources,
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Tabla Ii
Crude Patrofeum and Natura! Gas:
Comparlson between EC, USA, World

EC EC USA USA World World
. 1980 1587 1880 1887 1820 1987
Production , 4
Crude:and other lquids (Million tonnes) 92,6 146.8 475.6 460.7 3081 2918
% 3% 5% 15.5% 16% 100% 100%
Natural gas (Marketed) (Billion cubic metres) 167,68 165.2 549,17 4526 1531 1890
% 7% 2% 35% 24% 100% 100%
Resarvon: Proven rémaining yesr-and
Cruds and other liquids (Million tonnss) 1330 910 3e02 3447 20920 121550
% : 1.5% 0.8% 4% I% 100% 100%
A/P yoors 145 &2 7.5 75 85 4.5
Naturel gay (Biflion cublo meires) . 2930 3120 5405 5 290 74 670 107 660
. S 4% 3% 7%. 8% 100% 100%
- RIP yoars 7 18.5 19 1 42 57
Sourceo: World oll end officlal and statistics EC countriss.
141 -

PANORAMA OF EC INDUSTRY o 1989



Destination of exports US.  EC. Asia Others
{% of total value) ,
1882 50 6 15 29
7983 39 7 7 37
1984 42 10 15 33
1985 25 10 20 45
1886 20 10 25 45
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