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HIGHLY REGARDED TANKER
OPERATOR SHAKES UP
OFFSHORE PRODUCTION

The news last September that a bidding war had
erupted for the North Sea Floating Production Stor-
age and Offloading (FPS0) specialist Petrojarl ASA
made for interesting reading. The story dominated the
marine financial market news sector for more than

a few weeks and as the stakes rose, it was apparent
early on that Petrojarl would soon have new owners. So
when the dust finally settled, the news that Petrojarl
had yet another principal was not necessarily eye-pop-
ping stuff. Instead, the big story was that the world’s
dominant tanker operator, Teekay Marine Services, with
its purchase of the majority of Petrojarl’s stock, had

entered the FPSO game.
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IN THE BEGINNING

The bidding war for Petrojarl ASA was lively, and eventu-
ally saw the price of the company’s stock climb by about 65
percent in less than a month’s time. The radical increase in
valuation reflected the booming oil market and the premium
that the industry had placed on the control and availabil-
ity of FPSO vessels. During this period, Teekay increased

its ownership stake from 22 percent to 37 percent and then
again to about 40 percent. Rival suitor Prosafe held a 30
percent stake in Petrojarl, but ultimately could or would
not increase its position to match the 50 percent ownership
achieved by Teekay on October 18, 2006.

Seeking to increase their fleets of rigs and oil-produc-
tion vessels as high oil prices spurred producers to spend
more on exploration and production, both Teekay and
Prosafe were seen as anxious to get their hands on Petro-
jarl’s fleet. Eventually, Petrojarl’s board recommended that
the shareholders accept Teekay’s offer. Once the Vancou-
ver-based Teekay Shipping had achieved the 50 percent
share mark, it was all but over and it effectively declared
victory in its battle for control of the Norwegian oil pro-
duction services firm.

Nevertheless, Prosafe declined to sell its 30-percent stake
in the company and confirmed that it would remain a
significant shareholder—a situation that still exists today.
With Teekay, the Canadian-based, U.S.-listed tanker group
in charge, Prosafe’s continued investment should be a safe
bet. At the time of the acquisition, Teekay Shipping had
already established a solid reputation as a major player in
the maritime industry. Its assets carry about 10 percent
of the world’s maritime oil traffic and Teekay has also
expanded into the liquefied natural gas (LNG) shipping
sector through its subsidiary unit, Teekay LNG Partners.

THE NEW NORMAL

Because over the past twenty years Teekay has made its
reputation as an owner and operator of high-quality tank
vessels that provides safe transport of petroleum on a
worldwide basis, its decision to enter the FPSO market sec-
tor was clearly not a casual one. The company never does
anything without considering the worst-case scenario and
then planning for those consequences. According to Gra-
ham Westgarth, president of Teekay Marine Services and
interim CEO of Teekay Petrojarl ASA, the plan to enter
the FPSO market had been batted around internally for
the last two or three years. “It is Teekay’s ambition to be a
leading service provider to the oil and gas industries,” says
Westgarth. The company’s real reasons go far beyond that
slick mission statement.

As the decision process went forward, Westgarth admits
that Teekay knew that it lacked some competencies in key,
core areas of the FPSO game, but says that it more than
made up for those shortcomings in other areas. That is
not to say that this is Westgarth’s first experience with
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...THE PLAN TO ENTER THE FPSO MAR-
KET HAD BEEN BATTED AROUND INTER-
NALLY FOR THE LAST TWO OR THREE
YEARS. “IT IS TEEKAY’S AMBITION TO
BE A LEADING SERVICE PROVIDER TO
THE OIL AND GAS INDUSTRIES,” SAYS
WESTGARTH. THE COMPANY’S REAL
REASONS GO FAR BEYOND THAT SLICK
MISSION STATEMENT.

Graham Westgarth, president of Teekay Marine Services
and interim CEO of Teekay Petrojarl ASA

FPSOs—far from it. During his final five years at Maersk,
Westgarth served as general manager of a fleet of forty
vessels, during which time he also established and man-
aged the A.P. Moller FPSO operation in the UK sector of
the North Sea. And while Teekay’s prior experience as a
whole was firmly rooted in marine matters, rather than the
subsea/offshore fields, Graham adds, “Technically, we are
ready.” Beyond this, Petrojarl ASA, one of the real pioneers
in the FPSO markets dating back to the 1980s, was already
known for superior operating competence; hence there
was instant synergy between the two partners.

Still a relatively small player in a growing field of vessels
and players, the impact of Teekay’s arrival has yet to be felt
across the broad expanse of this sophisticated and rela-
tively new (in terms of the maritime world itself) business
sector. If Teekay has its way though, that could change very
soon. Graham Westgarth gave a hint of where Teekay even-
tually hopes to go with its newest venture when he told
MarEx in March, “It’s about getting closer to our key cus-
tomers. It’s about the potential for vertical and horizontal
integration of our services to others.” His choice of words
is telling and the previously one-dimensional world of



GRAHAM WESTGARTH GAVE A HINT
OF WHERE TEEKAY EVENTUALLY
HOPES TO GO WITH ITS NEWEST VEN-
TURE... “IT’S ABOUT GETTING CLOSER
TO OUR KEY CUSTOMERS. IT'S ABOUT
THE POTENTIAL FOR VERTICAL AND
HORIZONTAL INTEGRATION OF OUR
SERVICES TO OTHERS.” ...THE PREVI-
OUSLY ONE-DIMENSIONAL WORLD OF
FPSO MANAGEMENT WILL PROBABLY
SOON LEARN EXACTLY WHAT THEY
REALLY MEAN.

e

FPSO management will probably soon learn exactly what
they really mean.

TEEKAY PETROJARL ASA

Instantly the largest operator of FPSO vessels in the
North Sea, Teekay now has under its command four
such vessels with a combined production throughput

of almost 340,000 barrels per day and a crude oil stor-
age capacity of more than one million barrels. Westgarth
calls Teekay’s initial foray into the world of FPSOs a
“second-tier operation” in terms of numbers and capac-
ity, but “first class” in terms of quality. The average age
of its FPSO fleet is about fourteen years, a little older
than what Teekay is usually comfortable with, especially
when one takes into consideration the average age of the
company’s combined fleet, with newbuildings factored
in, is less than eight years old. Westgarth dismisses any
concerns over this, however, when he says, “Age is not

as much of a factor in the FPSO market. Upgrades hap-
pen here more frequently because, for example, after the
expiration of a five-year charter, a particular vessel may
have to be sent elsewhere to hook into a different inter-
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face.” All of the Teekay Petrojarl FPSOs are of double
hull construction.

For the time being, Westgarth says that the Patrojarl
arm of Teekay will be run as a separate entity, but plans
for rebranding are currently underway. Although Petro-
jarl has had more than one other owner and and many of
those only got into the game for short-term profits, Teekay,
according to Westgarth, is in it for the long play: “Unlike
previous operators of this tonnage, we’ve taken a long-
term view. As such, Petrojarl is amenable to the Teekay way
for doing things.” And doing things over the long haul has
always been a good thing for the tonnage and companies

that Teekay has acquired. Perhaps even more importantly
in today’s marine markets, this long-term outlook is also
good for the employees.

THE FPSO MARKETS

Worldwide offshore oil and gas production is growing
rapidly and if the U.S. Congress can ever agree on the
conditions under which the offshore U.S. markets can
also be exploited, this sector of the market may be poised
to explode.

On April 10, Dahlman Rose & Company, a self-
described boutique investment bank specializing in the
marine shipping and energy industries, announced that
it was the first investment bank to initiate coverage of
the floating production sector and eight Norwegian
FPSO companies. Furthermore, the release stated, “Dahl-
man Rose believes that FPSO companies present strong
opportunities for investors seeking long-term growth.”
This statement was probably music to Graham West-
garth’s ears, as it sounds ominously like the Teekay way of
doing things. Others, especially Teekay’s newest competi-
tors may find it slightly less comforting.



According to Dahlman
Rose analyst Omar Nokta,
“Deepwater oil and gas
production is increasing
as a percentage of total
worldwide production and
is expected to grow sub-
stantially during the next
few years. Onshore oil and
gas reserves have been
largely depleted and incre-
mental reserve replace-
ment and production
growth will increasingly
be sought in deep waters
off the continental shelf”
Dahlman Rose goes on to
say that oil and gas pro-
duction in deep waters has
been restricted by a lack of
infrastructure and occa-
sional harsh weather, but
the advent of the FPSO
has, to a certain extent,
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Marine towage and consulting firm established in 1980

m  Merchant Mariner Owners with extensive background in ocean-
towing world wide.

m  Towing services all around the US Coast, South America, the
Atlantic and Pacific Oceans, Europe, the Middle East, and Asia.

m  NSCl enjoys a long track-record of successful, reliable service.

m  We serve all destinations with a deep knowledge base and valuable
time saving service infrastructure.

m  Worldwide sale & purchase of commercial & offshore vessels
of all types and configurations.

m  Management services & operational staff with vast insight and
long, “hands on” field-experience.

www.nordicship.com | 954 524 0025

changed this variable.

Dahlman Rose, and
Teekay as well, believe that a robust, long-
lasting FPSO cycle has just begun—inves-
tors will see “outsized returns,” according
to Dahlman Rose. Furthermore, as MarEx
went to press with this issue, Dalmon Rose
reiterated its buy rating and $62 target for
Teekay Shipping (NYSE/TK). Teekay’s stock
was trading in the $55 range on April 12.

The bullish outlook for FPSOs is rooted
in the fact that brown water reserves are
dwindling rapidly. As oil exploration firms
venture into deeper waters, the area where
many believe the lion’s share of undevel-
oped reserves are located, they will increas-
ingly turn to FPSOs and shuttle tankers
as the logical solution for production and
transport of crude oil supplies. With crude
oil prices showing no signs of abatement,
the development of smaller offshore fields
remains attractive. Dahlman Rose analysts,
in fact, predict that as many as 90 new
development projects requiring floating
solutions will arise in the next five years.

As many as fifty of the new projects
may require FPSOs. Thus, with only one
hundred or so FPSOs in the worldwide
fleet and perhaps half that total under con-
struction, demand for this type of tonnage

will likely remain strong. Graham West-
garth points to this particular aspect of the
business as a key reason for Teekay’s entry

into the market. “The quality of earnings is

very good and the day rates for FPSOs are
t00,” he said. Given the statistics, it is hard
to argue with him.

INTO THE FUTURE: THE TEEKAY
BUNDLED SUITE OF SERVICES
As a player in the FPSO markets, Teekay is

not yet one of the biggest, but it is certainly

the most intriguing. Primarily known for
its crude oil tankships, Teekay has steadily
increased its penetration into both the off-
shore and natural-gas sectors. Its control
of more than half of the world’s shuttle
tankers should give readers real insight
into where Teekay eventually wants to go.
Beyond this, the company’s solid financial
position gives it easy access to the capital
required to make other moves.

Graham Westgarth was frank in his
assessment of Teekay’s intentions in
March: “We are actively involved and
always looking at further expansion.” He
also made it clear that Teekay would even-
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tually be the offshore industry’s “turn-

If you would like to offer
some of your vessels
for consignment,
please contact us.

800 530-4561

Email:

infola ineaucti

-l
marineauctionexchange.com:
-

Auction Vessels consisting of
oil barges, hopper barges,
tugboats, towboats and ferry

boats, and a dry dock.
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TEEKAY

key” provider of production, storage and transportation
of crude oils in the deepwater markets. With two-thirds of
the puzzle already in place, an enviable quality record and
existing petroleum transport relationships with the world’s
oil majors on which to build, it would be a real gamble

to bet against additional moves into the FPSO game by

...at a price you can afford now!

World’s Finest

Watermakers Teekay. Indeed, as long as crude oil prices continue to trade
Designed to satisfy Owners, in today’s range, further consolidation in the industry is
Captains and Engineers. almost certain.
For Ships, Yachts, Teekay’s worldwide reputation is unquestionably solid,
Homes and Resorts. but Graham Westgarth perhaps puts it best when he says,

“It’s not one thing that we do—we’re professional and

quality-driven on an international scale. Quality is bundled
into everything that we do. And, we like to win.” Westgarth
refused to be more specific about Teekay’s future plans, but
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~OABuAmBERe selves in Brazil; he did not rule out an aggressive entry into

he did say that real opportunities were presenting them-

U.S. or Australian waters, either.

& Watermakers: Frame and Modular # Parts & Service for All Brands Whatever Teekay deCIdeS to dO dOWl’l the road’ 1t 1s

#“Eskimo” Grushed Ice Makers # Since 1983, thousands installed including on almost certain that the vertical integration of all of its assets
# “Ze-Ro-Spot” Washdown Systems Trinity Marine, Bertram Yachts, Donzi Yachts, . . . . ..

& Ultraviolet Sterilizers & More Upgrades Mercy Hospital Ships, Peter Huges Diving and and business units will come into PlaY when the timing

# Custom Designed Water Treatment Island Homes and Resorts Worldwide. is I‘ight. Ttisa simple model and one that any number Of

companies might want to follow. Trying to do that without
the financial might and existing assets of this industry giant
would be a daunting challenge. But, as Graham Westgarth
i likes to say, “The higher the hurdle, the better for Teekay.”
Email: rosmos south.net * www.reverse-osmosis.ne FPSO industry insiders will soon find out just how high

: Teekay sets the bar. MarEx

Reverse Osmosis of South Flerida, Inc.
2860 W.State Rd. 84 2108, Ft. Lauderdale, FL 33312
Tel: 954.585.6

Get Onboard with us!

TECO Ocean Shipping is accepting applications for all
1600-ton mates with towing endorsement, and for all other
licensed and unlicensed positions.

All applicants must possess a valid USCG mate 1600-ton ocean
license with ARPA certification, USCG Merchant Mariner document,
STCW 95 and a current U.S. passport. As a TOS team member,
you'll enjoy the following benefits:

» Equal time

» Steady crew changes

» Medical/dental benefits

» Paid holidays

» Tuition reimbursement program for approved classes

» 401-k savings plan with a company match

» Performance-based incentive compensation program

» Retirement plan

» Paid travel

TECO Ocean Shipping

Marine Human Resources

1300 East 8th Ave., Suite S-300, Tampa, Florida 33605
Please fax a copy of your documents to (813) 242-4849

Apply Online at tecooceanshipping.com | EOE OCEAN SHIPPING






