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In 2006 Aberdeen
Harbour suppotrted
approximately

11 000 EIE jobs

And generated Gross
Valle Added (GVA])

- £420 Million

The main objective of this Study is to estimate and present the economic impact of
Aberdeen Harbour upon the City and wider economy. This includes the impact not only of
the activities of the Harbour Board itself but, most importantly, those of all the tenants and
customers of the Harbour and their suppliers.

The secondary objective is to suggest possible measures to enable the Harbour Board to
sustain and increase its economic impact.

Aberdeen is an international centre of excellence in support services to the offshore
petroleum and gas exploration and production industries. A core activity at the Harbour is to
provide services of the highest quality to this sector — and a key challenge for the Harbour
Board is to balance the needs of these clients with those in other sectors and of the wider
community. According to those interviewed for this study, the Harbour Board, in general,
manages these competing demands highly successfully; a core characteristic of the
activities at the Harbour is that, they are wide ranging — including Aberdeen’s role as the
principal commercial port for NE Scotland and mainland home of the Northern Isles Lifeline
Ferry services to Shetland and Orkney.

History plays an important role in understanding the contribution of the Harbour to economic
development in the past — over the past thousand years, through the export of granite,
paper making, the wool and textile trades, shipbuilding, fishing and fish processing,
agricultural and forest products and since the 1960’s the offshore support industries. The
location of much of the business in Aberdeen today is a legacy of the comparative
advantage and service provided by the Harbour in the past.

The Harbour is a trust port, which, as part of its mandate, means that all profits are re-
invested for the benefit of the stakeholders of the Trust. A significant programme of
development of marine and landside facilities, totalling an investment of £150 million by the
Board, has taken place since the 1970s. These investments have responded to customer
needs and facilitated traffic growth.

A key feature of institutional context is that the Harbour operates on a landlord-tenant
model — so that the majority of economic activity generated as a consequence of the
Harbour is due to the activities of tenants and their customers and suppliers, rather than the
income and expenditure of the Harbour Board itself.

Economic impact has been measured through estimates of Full Time Equivalent (FTE) jobs
associated with the Harbour. Estimates have been built up from information provided in
sub-sector employment estimates in the Annual Business Inquiry, using information
collected in interviews to weight the strength of dependence of sub-sectoral activity on the
services provided by the Harbour to firms in each sub sector.

As is the normal procedure in economic impact studies, jobs have been categorised as
direct (marine side or ship to shore handling), indirect (relating to activities outsourced by
direct employers) or catalytic (relating essentially to customers or users whose location in
Aberdeen can at least partly be attributed to the Harbour). Finally, there are induced jobs
associated by the household expenditure of direct and indirect employees.

It is estimated that the Harbour generates economic activity to the extent of some 9,330 in
Aberdeen City and a further 1,450 in Aberdeenshire making, in broad terms about 11,000
Full Time Equivalent (FTE) jobs in total. This estimate for the City, which represents 5% of
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the combined total number of people in employment in Aberdeen City and Aberdeenshire’,
should be considered as providing a broad order of magnitude indication of the economic
impact of the Harbour. Much of the offshore support activity is located in response to the
coexistence of a number of positive factors in Aberdeen — proximity to the oil and gas fields,
City amenities and housing and the Harbour services and facilities being the most important.
Thus, a share of the jobs in these sectors can be attributed to the Harbour — but the size of
this share, assumed to be 30% in this study, is a matter of judgement.

The estimated economic impact of the Harbour in 2006, expressed as Gross Value Added
(GVA), is estimated at £420 million. This reinforces the extent of the Harbour's economic
contribution through the activities of its customers, landholders and tenants and compares
to the turnover of the Harbour Board alone, which was £20.1 million in 2006.

The Board plans to invest £40 million, over the next five year period, in maintenance and
development projects®. Future strategy should be to maximise the value of these
investments to the Harbour Board and to maximise and spread the associated economic
benefits to the City and more widely. Part of this process involves the strengthening of
stakeholder engagement to ensure money is well spent on common user facilities in tune
with the needs of customers.

In the future, there may be a starker contrast than in the past between the Harbour's
transport and logistics needs and other development opportunities. Whilst the services
provided by the Harbour are much appreciated by its major customers and Aberdeen’s
comparative advantage to other ports is noted, loyalty cannot be guaranteed —so that
greater collaboration with the City and other land owners and developers to provide the best
possible economic development plan and transport service may be the key challenge for the
next decade.

! NOMIS: http://www.nomisweb.co.uk/default.asp
2 Aberdeen Harbour 2006 Review.
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Unrelenting
Brogressive

Al the forefront of
economic change

Versatile
A driver of growth

Industry focussed

Dynamic
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Aberdeen Harbour is often referred to as a World Class Port; however, it could easily be
described in other ways reflective of its crucial role at the centre of the Aberdeen economy
and its contributions to economic growth regionally and nationally.

The first recorded reference to the Harbour dates back to AD 1136 and is recognised in the
Guinness Book of Business Records as Britain’s oldest business, however evidence of
human activity on the River Dee extends to around BC 5000. Over the years the Harbour
has grown from strength to strength to become the principal commercial port in north-east
Scotland and one of Europe’s most modern ports.

Aberdeen is the third largest city in Scotland and is one of the most prosperous cities in the
UK. This prosperity can be attributed to a variety of industrial sectors. The Aberdeen
economy has been versatile and taken advantage of lucrative sectors as they emerged.
This success is firmly founded on Aberdeen Harbour, as each successive industry has in
some way or the other depended on the Harbour for inputs or as a gateway to international
markets. It can be argued that the Harbour has had a strategic role in enabling industry to
take advantage of new markets and new technologies as they became available, and it is
this strategic position, which has allowed Aberdeen to change with the times.

The role of the Harbour within Aberdeen’s industrial history is illustrated in Table 1.

Table 1: Aberdeen’s Industrial History
Period Major Industry Role of Aberdeen Harbour
1600s to 1971 Granite — Aberdeen is often Facilitating the export of granite
referred to as ‘The Granite products to international markets.
City’ owing to its granite
quarrying history.

1694 — present Paper-making
(although on a
smaller scale)

Handling of inputs (wood pulp)
and the export of finished
products

Up till the 1980s Ship Building — Aberdeen Aberdeen Harbour was the major
was known for its fast site of this activity and today the
clippers and the industry quays — Russells, Duthies, Halls
flourished until the late and Clipper — commemorate
1980s when the last major Aberdeen’s ship building history.
shipbuilder closed.

1700s Woollens, linen, cotton, Facilitating the import of raw
other textiles and fibres materials and the export of
finished goods.
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- Principal commercial
port for North East
Scotland

: Marine suppott for the
offshore oll and gas
industry

- Ferry and cruise
services

- Gateway for the
agriculture industry

- Centre for the import of
forest products and the
export of finished paper

1970s — Present

Mid 1960s to
present

Deep-sea Fishing -
surpassed granite quarrying
as the pre-dominant industry
in the 1970s. Aberdeen was
a major fishing port but has
lately been overtaken by
Peterhead and Fraserbrugh.
This is mainly because of
fall in catches due to over
fishing in previous years.

Docking and fish handling
facilities.

Offshore oil and gas industry
— With the discovery of
North Sea oil, investments in
oil and gas facilities at
Aberdeen Harbour have
resulted in growth of this
sector and Aberdeen
subsequently being referred
to as the ‘Oil Capital of
Europe .

The provision of oil
bases.

support

1$%

Aberdeen Harbour is a trust port, which means it is an independent statutory body governed

by its own unique local legislation and controlled by an independent board.

As a

consequence:

€ There are no shareholders or owners. Profits are re-invested into the Harbour for
the benefit of the stakeholders of the Trust

€ The stakeholders are all those using the Harbour, employees and all those
individuals, organisations and groups having an interest in its operation.

The Harbour’s principal activities currently include:

Marine support for the offshore oil and gas industr y in North-west Europe
Aberdeen is well placed to take advantage of the North Sea sector due to its strategic
location and comprehensive infrastructure. In 2006, the Harbour handled 5,667 oil
related vessels, which was the highest number of vessels it had handled for more than
a decade, with the tonnage of offshore industry shipping reaching a record at 15.0
million gross tonnes, up more than 1.7 million on 2005. This has been a direct result of
continuous investment by Aberdeen Harbour Board in infrastructure, particularly deep
water berths, expanded quayside working areas and marshalling yards.

The principal commercial port for North-east Scotla nd: Investment in infrastructure
in recent years has enabled the Harbour to handle a range and scale of general cargo
to and from other ports in Europe and has positioned it as the principal commercial port
for North-east Scotland, the major mainland port serving the Northern Isles of Orkney
and Shetland and as a centre of international trade. Aberdeen Harbour is the nearest
port on the UK mainland to Norway, Sweden, Finland, Russia and the Faroe Islands
and is the closest Scottish port to the German and Baltic ports. The Harbour is also an
international port, with direct, regular connections to around 30 countries including
countries in West Africa and the Far East.

Ferry and cruise services : Aberdeen Harbour has become a principal mainland
terminal for ferry services to Norway and to the Northern Islands of Orkney and
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Shetland. The Harbour is ideal for these services and cruise vessels due to its close
proximity to the City centre, making it not only a gateway to Aberdeen but also to other
attractions elsewhere in Scotland and further afield.

A gateway for the agriculture industry : Aberdeen Harbour’s proximity to rural
hinterland makes it ideal for the import and export of agricultural products. In recent
years a transit shed has been dedicated for grain export.  The Harbour also handles
seasonal imports of livestock including sheep and cattle from the Northern Isles.

A major centre for the import of forest products an d the export of finished paper
products : The Harbour has facilitated the trade of forest products for over a century.
Its location makes it ideal for imports of pulp from Scandinavia and North America and
the export of finished product all over the World. 2006 saw the introduction of exports of
timber logs.

' (

The Harbour operates as a Landlord-tenant port providing marine services and serviced
guayside facilities. Some of the quay space (see Figure 1) is leased to oil exploration
companies and Offshore Logistics Providers (OSLPs) such as SBS Logistics and ASCO.
These OSLPs are the main generators of direct employment in ship-to-shore handling and
guayside storage services. The use of the remaining quay space includes large open areas
for cargo handling, transit sheds, a dry dock, passenger ferry terminal, and a fish market.
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Figure 1: Map of Aberdeen Harbour
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In 2005°, ports on the east and north east coasts of Scotland handled 105 million tonnes of
freight traffic, which represented over 18% of total traffic handled by UK ports. As shown in
Table 2, this volume is dominated by movement of liquid bulk products. Whilst these
cargoes are important to Aberdeen, accounting for 45.7% of traffic in 2005*, the Harbour is
characterized by a diversified traffic base, as shown in Figure 2. Within the group of east
and north east Scottish ports, Aberdeen was ranked 4™ in terms of total tonnage, accounting
for 5.8% of total traffic, and 2™ in terms of non liquid bulk traffic® with a 25% share®.

Table 2: Scottish East and North East Coast Ports: traffic in 2005 (million tonnes)

Port All traffic Traffic
excluding
liquid bulk

Forth 34.2 5.1

Sullom Voe 20.5 0.1

Orkney 14.5 0.6

Aberdeen 4.6 2.5

Cromarty Firth 3.3 0.2

Dundee 1.2 0.6

Montrose 0.7 0.7

Peterhead 0.9 0.4

Total 80.0* 10.1

* minor ports handled an additional 2 million tonnes. Source DfT Maritime Statistics 2005.

Figure 2: Cargo Handled by Aberdeen Harbour in 2005

2.43%

BOil products

B Other liquid bulk products
OOres

OCoal

30.23%

B Agricultural products

BOther dry bulk

B Forestry products

Olron and steel products

M General cargo & containers <20'
B Containers

ORoll-on/roll-off (self-propelled)

9.45% 14.75% BRoll-on/roll-off (non self- propelled)

0
3.55% 3.86%

® Provisional port statistics for 2006 will be available on 24" May 2007 from the Department for Transport (DfT) -
http://www.dft.gov.uk/pgr/statistics/recentforthcomingpublications/forthcomingstatisticalpublic5470?page=1#1000

“ 2.1 million tonnes out of a total of 4.6 million tonnes. Source DfT 2005 Maritime statistics Table 3.8.1

® Non liquid bulk traffic is dry bulk, general cargo and containers. Liquid bulk includes Crude oil, oil products, liquefied gas and bulk
fuels

® This 25% share relates to Aberdeen’s volume of non liquid bulk cargoes (2.5 million tonnes in 2005) out of a total non liquid bulk
volume of 10.1 million tonnes handled by the ports of Forth, Sullom Voe, Orkney, Aberdeen, Cromarty Firth, Dundee, Montrose and
Peterhead in 2005. Sources DfT Focus on Ports, 2006 edition and Maritime Statistics 2005.
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A pott which
changes with the
time

increased

emphasis on new
oll hotspots In
West Africa: and
at the forefront of
the renewable
energy sector

%

In 2005 the Harbour was ranked 23" (up from 25" in 2004) out of 36 major ports in the UK,
in terms of total cargo handled.

1$)$% T

Ferry and cruise services are other sectors of growing importance to Aberdeen Harbour. In
2004 ferry and cruise passengers totalled approximately 132,000 passengers, which was a
20% increase on 2003 levels. This number continued to grow to over 141,000 in 2006. The
number of cruise ships visiting the Harbour rose from 6 in 2004 to 11 in 2005. The Harbour
Board recognises the importance of tourism to North-east Scotland and is a member of
Cruise Europe whose aim is to promote the growth of the cruise sector around Europe.

!$+ 1

The Harbour Board has undertaken a significant programme of enhancement in recent
years, which include:

Albert Basin development including over 500 metres of deep water quays;
Redevelopment of Matthews Quay at a cost of £10 million — increasing deep-water
berthing capacity of the Port by 20%;

Torry Quay reconstruction at a cost of £2.5 million increased berth frontage at this
common-user facility;

Extension of marshalling yard at Commercial Quay to accommodate increased
general cargo traffic;

Expansion of facilities at Blaikies Quay to handle forest products and general cargo
and the construction of two transit sheds;

Upgrading of Jamiesons Quay to provide new passenger terminal and deeper
berthing facilities.

The construction of Telford Dock with two large transit sheds, open quaysides and
deep water berthing.

© © & & & ¢

These developments have not only met the requirements of the offshore industry, but have
also encouraged increased activity by many established users and attracted significant new
business in other sectors. In addition to success in the oil sector, there has been
considerable expansion in the volumes of general and specialist cargoes — such as forest
products and container traffic.

In keeping with its reputation as a port which changes with the times, Aberdeen Harbour has
been diversifying the portfolio of countries with which it does business. Most notably, the
Harbour has experienced increased shipment of cargo from Aberdeen to the new oil and
gas areas of activity in West Africa. By end of 2006 imports and exports to West Africa
totaled around 46,000 tonnes, which was16,000 tonnes more than in 2005.

Furthermore, there are concerted efforts to build on the experience of the oil and gas
industry by moving into the renewable energy sector, transforming Aberdeen from Europe’s
“oil capital” into an “energy city”. Aberdeen Harbour is already finding a niche in the
renewable energy market, with initial involvement in the import of wind-farm equipment.
Development of new sectors will be important for the Region, and the Harbour will, as in the
past, play a key role in this process.

%$!

%S$!$!
Estimates of employment associated with the Harbour have been based on sector
employment figures from the Annual Business Inquiry (ABI)7 and information collected from

! The ABI is conducted annually by the Office of National Statistics.
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interviews conducted as part of this studys. The most recent employment data are for
2004. These show how the 167,000 jobs in Aberdeen City are made up from employment
in 220 sub-sectors. Information collected during the interviews was used to assess the level
of dependence of companies upon the Harbour, to derive Harbour-related employment
estimates from the total employment in each sub sector.

In line with standard port economic impact study9 methodology, total employment has been
built up from estimated of direct, indirect, catalytic and induced jobs defined as follows:

Direct employment — employment associated with the main operation of a port and
supporting activities:

€ Stevedoring including ship to shore handling and quayside storage;

€ Shipping and ferry services: ship chartering including brokering and agents, safety

support vessels and ship crew jobs based at Aberdeen;
€ Marine side jobs such as pilotage, tug operation and dredging activities.

Indirect employment — employment associated with the provision of goods and services to
direct employers™:;

Induced employment — employment supported by spending by households of direct and
indirect employees; and

Catalytic employment — jobs in businesses that have located in order to be close to the
port whose economic impact is being assessed — this may be for a variety of reasons but
often is because these businesses are customers of the port, importing materials or
exporting products through it, or are heavily dependent on a high quality transport systems
of which the port is an important part. Very often, as the nature of business has developed,
these initial reasons for the location of a business close to the port are less relevant today
than previously — but these still qualify as catalytic jobs. Catalytic jobs also relate to
employment on the port estate that is completely unrelated to the activity of the port.

%$!$% - .

In view of the high levels of outsourcing and interdependence and multiple activities of many
employers, it was difficult to disaggregate the interview based data — with the implication
that high levels of judgement, on both the allocation of jobs to sub sectors and the levels of
dependence upon the Harbour were required. Figure 3 attempts to simplify a wide range of
complex inter-relationships to provide an overview of the structure of the oil and gas sector
in Aberdeen. This was used to assist the allocation of jobs in each sub-sector to the above
employment categories.

The disaggregate ABI data provided totals for each sub-sector and the interviews gave a
good understanding of the underlying relationships so that the overall results are believed to
provide a good, broad, indication of the economic importance of the Harbour.

8 A list of the companies interviewed is attached at Appendix A.

9

Different definitions have been used in different studies See for example: Department for Transport (DfT) November 2005 report,
‘Port Employment and Accident Rates’. Teesport: Economic Value Assessment; Arup 2005.

10, principle, indirect jobs should include “supplier-to-supplier” jobs and so on through the supply chain. In practice, these effects

become weaker further down the chain and are difficult to estimate.
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Figure 3: Structure of the Oil and Gas Sectorin Ab  erdeen
Oil Exploration and
Mining: CATALYTIC*
e.g. Shell, BP, Total,
ConocoPhillips
Ship Main Service Con tractors:
Brokers:
e.g. PSN, AMC, PertroFac,
M e.g. World Group
Seabrokers
UK
N . J R . v - B ittt .
DIRECT Offshore Logistics ' outsourci INDIRECT
providers (OSLPs) ! ng:
I
Y e.g. SBS, ASCO ; Road
Ship - | Haulage,
Charters: Quayside Operations and > waste
Support, cargo sourcing and ! handling,
e.g. Maersk handling (crew and ship ! ship
SUPP'Y supplies, equipment, spare 1 cleaning,
Service, parts, water, etc.) i etc.
Farstad X

L)

Local Industry and Suppliers:

Oil related equipment and spare parts, crew and ship supplies,

water, fuel, etc.

* A share of the jobs in these sectors is defined as catalytic jobs due to Aberdeen Harbour.

%$%

/

%$%$!

2 (3
There are two major OSLPs, both of which were interviewed for this Study. They are
contracted by rig and platform operators™ to supply a total logistics support service in terms
of the purchasing and supply and maintenance of all the required capital and long term
lease-able items required for drilling and extraction operations and the maintenance and

support of offshore personnel.

"1

g

The scope of such contracts may include equipment and
materials for drilling and oil and gas production as well as food and all other items for the
day-to-day comfort of offshore staff. The only items, which typically would not be supplied,

™ The OSLPs also provide services to the agricultural sector — but this represents a small proportion of total OSLP activity.
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include fuel, water, drilling fluids, waste management and tank cleaning services — which
are contracted directly to specialised companies.

The OSLPs are usually contracted by the field developers but work to contract specifications
provided by main contractors such as Wood Group and Petrofac. OSLPs source material
based on these specifications from a vast range of service, equipment and material
suppliers — many specialised — which are located in the Aberdeen and North East Grampian
areas. Stocks of these products are stored in warehouses at inland locations for transport
offshore as required by the main contractors.

The OSLPs operate supply bases using berth and quayside space leased from AHB to
service a wide cross-section of the oil and gas production and exploration companies
including BP, Shell, Total, Chevron, ConocoPhillips, PetroCanada, Apache and Venture.
In some cases the clients themselves rely entirely on the OSLPs for their offshore support
operations whilst some other companies such as BP, Shell, Total and TEAM, operate berths
leased from AHB and, in addition call upon the OSLPs for various additional services.

The nature of business at Aberdeen Harbour - free market operations - allows the private
sector to engage more openly and competitively in the sector ensuring that the major oil
companies get the best available price for the services required and thus contributes to
maintaining their viability and comparative advantage. As a result direct jobs at these
OPSLs can be attributed to the existence of AH. Together the OSLPs interviewed employ
640 FTE staff and 30 contractors at their operations in Aberdeen. The numbers of direct
jobs by function are shown in Table 3:

Table 3: Major OSLPs: Direct jobs by functional cla  ssification

Function Direct
jobs*

Administration, 100
management and
logistics
Drivers 110
Stevedores and 160
warehousemen
Total own employees 370
Contract staff 10

* indirect jobs account for a further estimated 110 drivers, 160 stevedores and warehousemen and 20 contract
staff, making a total of 670 OSLP jobs. Indirect jobs relate mainly to OSLP activity on sites at inland locations (see
section 2.3.1 below).

%$%$% '
Ship Chartering

A major component of the operations of the oil and gas industry in Aberdeen is supply of
ships on charter for support of offshore operations. @ The demand for these vessels
fluctuates and it is necessary for ships to be available at short notice. Aberdeen is a Harbour
where ships can moor safely, and it is accessible during all but the most adverse of weather
conditions. On account of the natural facilities and high quality services provided by the
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Harbour Board, an international ‘spot market’ for offshore support vessels, incorporating
ship charterers, owners and brokers has developed™.

Other advantages of Aberdeen Harbour include the road and air networks, which enable
personnel and cargo to be moved quickly offshore. This is also facilitated by the central
location of Aberdeen Harbour and proximity to the operating areas offshore.

The ship owners interviewed indicated that, on average they have 9-15 ships working out of
Aberdeen Harbour. Each ship has a total crew of 24, with half the crew on duty every five
weeks. That is, each of the ship owners interviewed can employ crews totalling up to 360
FTE jobs at a time. Although most of the crews are foreign, approximately 5% are
Aberdeen based, which for the two companies interviewed, amounts to about 36 FTE jobs
in Aberdeen®®. The charterers also employ 20 FTE staff making a total of approximately 56
FTE Aberdeen based jobs.

The ship chartering business also relies on brokers and agents. There are four main brokers
employing in total approximately 30 FTE staff. These brokers are responsible for chartering of the
order of 1000 vessels on spot hire and 250 on medium/long term contracts.

Shipping agents act on behalf of owners to ensure ships are safe and well maintained by
contractors, and also offer logistics, cargo handling and storage services. Some agents
also provide recruitment services specific to the shipping sector. The two shipping agents
interviewed indicated that in total they employ approximately 50 FTE staff.

4
It is a legal requirement that oil rigs be accompanied by safety standby vessels. One vessel
may support 1-3 platforms, with a larger crew assigned to vessels supporting more than one
platform. The company interviewed employ approximately 34 FTE staff at their offices and
another 620 ship crew of which approximately 9% (56 FTE jobs) are from Aberdeen, making
total direct employment of 90 FTE jobs. There are 5 other smaller companies, each with
less activity in Aberdeen, operating in this sector.

NorthLink (NL) Ferries is the sole combined passenger and freight service provider between
NE Scotland Orkney and Shetland, operating five vessels of which four are Aberdeen
based. Ferry traffic has seen substantial growth since 2002, for example, Aberdeen —
Kirkwall passenger numbers have grown by 130-140%. Traffic includes livestock — an
important income earner for the islands’ farming communities — mainly during the autumn
season.

The services provide a lifeline to the Orkney and Shetland Isles — this is recognised by the
Scottish Executive, which subsidises NL to the extent of £31 million per annum. In
recognition of performance and traffic growth, NL's contract was renewed, for a six year
period in 2006.

Local economic impacts are strong. NL purchases fuel (from Nynas — in Dundee), gas oll
(from ASCO in Aberdeen), and cleaning and laundry services from Norsco and Culter —
which are Aberdeen based companies. Stevedoring is provided by SBS. Food and drink
for on-board catering is supplied by the Aberdeen-based Craig Group, making maximum
use of products (such as fresh beef, fish and prawns) from mainland and island suppliers.
There is competition between local companies to win NorthLink contracts as these are seen
as providing regular income, underwritten by the Scottish Executive. Running repairs to
vessels are carried out by local Aberdeen contractors. The annual maintenance refit

12 This is the only such spot market on the east coast. It also serves Norway.

3 This study adopts the convention that, for ship’s crew, jobs are classified as directly related to the Harbour if the people involved
live in Aberdeen. This is an exception to the general principle that the estimates of economic impact are based on place of
employment, rather than place of residence. Arguably all ship crew jobs could be classified as off shore and therefore not directly
related to the Harbour.
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necessitates using a dry dock away from Aberdeen due to vessels being unable to fit in the
port’s facility.

Approximately 240 FTE of the total 280 permanent crew are Aberdeen based and so it is

judged reasonable to include the NL operation as a contributor to direct employment in the
14

area .

%$%$& /

Information from representative companies in the towing, waste management, security and
marine surveying sectors indicated a total of 33 FTE staff directly dealing with Aberdeen
Harbour related operations.

%$%$) / 5

Total direct Harbour-related employment is estimated at 1,092 FTE jobs, made up from jobs
in the sub-sectors as shown in Table 4 below. This estimate is based primarily on ABI data
by sub sector — adjusted to take account of the level of dependence upon the Harbour™.
The numbers of jobs in the companies surveyed should, in principle be a part of this total
but this is not always the case as company activities do not fall neatly into each sub-sector.
The estimated 332 Aberdeen based ship crew jobs are added to the 760 estimated jobs in
other sub-sectors as ship crew jobs are not covered by the ABI.

Table 4: Estimates of Direct Harbour related jobs

Estimated Notes Jobs within
Harbour companies
related jobs surveyed

ABI sub sector:
cargo handling [1]
and storage 90
Warehousing, [2] 380 (including
industrial cargo handling
cleaning, other and storage [3])
water transport
supporting
activities 400
ship repair and [1] 0
construction 160
Sea and coastal [1] 298 [4]
transport and
supporting
activities 110

Sub total 760 678
Aberdeen-based 332
ship crew n/a
Estimated total
direct jobs 760+332=1,092
[1] Includes all jobs in Aberdeen City in sub sector

[2] in total there are 5,140 jobs in Aberdeen City in these sub sectors. 1,590 of these are estimated to be harbour
related of which 400 are assumed direct and 1,190 indirect

[3] source Table 3 above. OSLP jobs also include inland warehousing, described in section 2.3.

14 Ferry crew are not away from Aberdeen for as long as other ship’s crew - increasing the likelihood that they live
locally and have a stronger economic impact on the Aberdeen area.

15 ABI based estimates indicate 90 cargo handling and storage jobs, 280 in warehousing and 4,865 in “other water
transport and port related activities”. This latter total is made up of 2,466 jobs in industrial cleaning and 2,399 in
“other supporting water transport activities”. Based on the interviews, it has been assumed that 10% of
industrial cleaning jobs (250) and 50% of “other supporting water transport activities” (1,200) and 50% of
warehousing jobs (140) in Aberdeen city are associated with the Harbour. This gives a subtotal of 1.590 of
which 400 are assumed to be direct jobs.
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[4] the 188 jobs in this category are composed of non crew jobs in the companies engaged shipping services
(section 3.2.2) and other Harbour related jobs (section 3.2.3) 130 employees of the Harbour Board itself.

%$&

%$&$!  # '

As well as within-Harbour and quayside activities, the Offshore Logistics Providers (OSLPs)
operate inland warehouses and open storage back up areas. One of the OSLPs interviewed
operates warehouse space amounting to some 80,000 sq ft in Aberdeen and a further
250,000 at its main consolidation facility some 25 miles from the Harbour ', Cargo is
consolidated and pre-packed typically into small containers for loading onto vessels for
delivery to rigs and platforms on a Just-In-Time basis, typically on a 4-5 day schedule.

%$8&$% '

Aberdeen is an important centre for road haulage with Aberdeen based firms accounting for
7% of all the vehicles owned by members of the Scottish Road Haulage Association with a
further 8% owned by firms based in Aberdeenshire. (See Table 5 and Figure 5).

Table 5: Road Haulage Association members

Aberdeen City Aberdeenshire Greater Scotland total
Glasgow
Members | 22 58 104 800
number
Vehicles 385 (7%) 478 (8%) 874 (15%) 5789
number
Source: RHA

The ABI indicates over 1,650 road transport jobs in Aberdeen of which, as it is one of the
main origins and destinations of road haulage activity, 500 are estimated to be related to
Aberdeen Harbour. An interview with one of the largest local hauliers indicated that most
work involved haulage for oil companies and oil service companies, collecting and delivering
cargo to and from vessels. Other work was for the paper industry, collecting pulp from the
Harbour sheds for paper mills and for freight forwarding and shipping companies. This
respondent employed 100 FTE staff in Aberdeen.

16 Using an independent estimate of 800 sq ft warehouse space per employment space (source Arup Guide to employment
densities, English Partnerships, 2001), these convert to 100 and 312 jobs.
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Figure 7: RHA Members by size of vehicle fleet
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The company interviewed in this sector handles the mobilisation and de-mobilisation of
cargo vessels and barges, employing 45 FTE staff in Aberdeen.

%$&$) o

The company interviewed in this sub-sector provides storage and mixed cement and drilling
fluids to offshore companies. These items are delivered to bases at the Harbour for onward
shipment by support vessels. This company employs 12 FTE staff in Aberdeen.

%$&$+ 5

Estimates of indirect employment, based on the ABI and assumed levels of dependence
upon Aberdeen Harbour are shown in Table 6. Based on the interviews, this Table shows
the shares of total Aberdeen employment in each sub-sector judged to be indirectly related
to the Harbour. In total there are estimated to be 2,340 indirect jobs.

Table 6: Estimates of Indirect Harbour related jobs

Aberdeen Jobs within

City: total Estimated companies

jobs in sub Harbour related surveyed
Sub-Sector sector* jobs
Construction 6800 340 12
freight transport by road 1657 500 210
wholesale of machinery and 0
equipment 1609 160
Warehousing, industrial 180
cleaning, other water transport
supporting activities n/a* 1,190**
Renting of equipment 1647 150 45
Total 11,713 2,340 447

* in total there are 5,140 jobs in Aberdeen City in these sub sectors. 1,590 of these are estimated to be Harbour
related of which 400 are judged to be direct and 1,190 indirect.
** 75% of estimated Harbour related jobs in this sub sector

%$) 6

Estimates of jobs supported by the expenditure — on food, leisure and other retail activities
as well as public sector facilities are relatively constant across different communities. In
Aberdeen, it is believed that there are exceptionally high levels of activity for example in the
hotel and catering sectors — but these are likely to be related most directly to the oil and gas
industry rather than to the Harbour itself.

Ships and their crew also have positive impacts on the Aberdeen economy through
purchase of inputs locally, such as food stores, equipment, cleaning and maintenance
technical services. Thus, the economic benefits of the cluster of ship owners, agents and
shipbrokers extend far beyond the numbers of jobs in these businesses.

This Study uses a standard induced jobs multiplier of 0.13. This says that the expenditure
of between 7 and 8 persons in direct and indirect employment is needed to support each
induced job in shops, restaurants and household service industries. The 3,450 direct and
indirect jobs related to the harbour are thus estimated to generate a further 450 induced
jobs. The interviews suggested that, on average, about 80%"" of staff and contractors
engaged in direct and indirect jobs live in Aberdeen City. Thus, as a broad indication, 360
of these induced jobs are estimated to be located in the City and the remaining 90 in
Aberdeenshire.

4 One oil company reported that, of onshore staff 80% of live in Aberdeen City and the remaining 20% in the Region. Another
indicated that it employed 800 FTE employees of which 600 were based offshore and 200 in Aberdeen. The company further
indicated that 60% of its staff lived in Aberdeen.
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Aberdeen is a centre of global importance in the international oil and gas exploration and
production industry. At present approximately 168 oil and gas production companies
operate on the UK Continental Shelf of which approximately 20 are based in Aberdeen’®.
Some North Sea blocks are clearly within the catchment of Aberdeen whilst others, in terms
of ship sailing times, can be reached more readily from the Humber ports or Great
Yarmouth.

According to the oil and gas companies interviewed the main benefits of locating at
Aberdeen have been financial and operational. The institutional structure within the Harbour
allows flexibility in use of facilities and generates competition between service providerslg.

Oil and gas exploration and production jobs are indirectly and partially related to Aberdeen
Harbour — in the sense that these activities would not be economically viable without at least
one suitably equipped Harbour from which to operate. The interviews demonstrated that the
level of dependence upon Aberdeen varies between operators reflecting a range of factors
including the location of offshore activity and the distance of this from Aberdeen compared
to alternative ports. Dependency can vary from highly dependent to totally independent of
the Harbour.

The oil and gas industry in Aberdeen is a complex network of major oil companies and their
subcontractors. There are high levels of outsourcing with the result that a number of
specialist niche companies have been established or set up branches locally. These
companies range in size from branches of multinational large corporations to small locally
based specialised enterprises. As a consequence, some of the major oil production and
exploration companies have relatively small in-house logistics teams, with one respondent
reporting fewer than 20 in-house logistics staff.

One company interviewed employs over 2000 FTE staff both onshore and offshore. Their
Aberdeen complex is part of a European and global network; providing engineering and
management expertise for projects worldwide. Offshore support logistics is outsourced to
an OSLP (see above) and is said to involve about 66 Full time equivalent (FTE) jobs —two
thirds associated with warehousing and one third in road haulage.

Estimates of Harbour-related catalytic jobs are summarised in Table 7. Within Aberdeen
City, ABI data indicate 7,582 jobs in “extraction of crude petroleum and natural gas” and
8,855 jobs in “service activities incidental to oil and gas extraction excluding surveying”.
Firms cited the following reasons for locating in Aberdeen:

Proximity to oil fields

Housing

City amenities:

Space / land for development

Suitable skilled and manual labour force
Safe Aberdeen Harbour

Clearly, proximity to the oil and gas fields, City amenities, the international airport and the
Harbour are key factors. Without any one of these, the Aberdeen economy would not have

'8 Department of Trade and Industry Information on oil and Gas Sector found on website: http:/www.og.dti.qov.uk/

9 Eor example, one of the companies interviewed was able to lease berths in order to have full control over their own operations with
the opportunity to outsource and make use of the quayside facilities (in specialised functions) from a variety of third party providers
as and when required.
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developed to the scale it is today. Based on these discussions it was judged that 30% of
the total jobs in each of the above sub-sectors could be attributed to the presence and high
level of service provided by the Harbour, giving 4,940 catalytic jobs°.

Other sub-sectors whose development has been influenced by the Harbour are
“manufacture and supply of items for the maritime and offshore sectors” and “forestry,
production of forestry related products, fishing and fish processing”. In each of these cases,
10% of the total jobs in Aberdeen City were judged to be Harbour related (500 jobs in total)
producing an overall estimate shown in Table 7 of 5,440 Harbour related catalytic FTE jobs.

Table 7: Estimates of Harbour-related catalyticjob s

Estimated
Harbour
Aberdeen City: total related
Sector jobs in sub sector* jobs
Oil and gas extraction and related
services 16,437 4,940*
manufacture and supply of items for
the maritime and offshore sectors 4,115 410
forestry, forestry related products,
fishing and fish processing 869 90
Total 21,421 5,440

* Companies surveyed accounted for an estimated 2,400 of these jobs

Other studies have reported that around 40,000 people work directly in the energy sector,
offshore and onshore, within this context, the above estimate may be a conservative view of
the numbers of catalytic jobs due to the Harbour. The unique economic package provided
by Aberdeen City, the Harbour and the companies based there has enabled an international
centre of excellence to develop with multiplier effects generating an estimated 350, 000 jobs
in this sector throughout the UK?

%$7

%$7$!

Total jobs associated with the Harbour and based In Aberdeen city are estimated at 9,330.
This total is composed of jobs in the employment categories as estimated in sections 3.2 to
3.5 above and summarised in Table 8 below. This total represents 5.6% of all jobs in
Aberdeen City.

Table 8: Aberdeen Harbour: Estimated jobs (FTE) ba sed in Aberdeen City

Employment category Estimated Jobs* Source
Direct 1,100 Table 3
Indirect 2,340 Table 5
Sub total 3,440

Induced 450 | Section 2.4
Total direct, indirect and induced jobs 3,890

Catalytic jobs 5,440 Table 7
TOTAL jobs 9,330

0 Arguably, if it is believed that, without the Harbour, none of these jobs would have located or developed at Aberdeen, all, that is
100% or 16,400, could be attributed to the Harbour. This Report takes the view that it is more appropriate to apportion the jobs
between the factors responsible, and adopts 30% as a conservative estimate of the contribution of the Harbour.

2 Aberdeen City and Shire, A Brighter Outlook, The Energy Sector, summer 2006
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GVA is an estimate of the value of the economic output linked to jobs associated with the
harbour. For Aberdeen City GVA / employee in the service sector was £37,585 in 20047,
which is the most up to date data on GVA available®®. However, this figure can be adjusted
for inflation (2.7%) to give an estimate of GVA in 2006 of £39,642. This average value has
been used to estimate total Harbour-related GVA although there is some evidence® that it
may be higher than GVA/job in the Aberdeen service sector as a whole. Combining this
estimate with the total estimated harbour-related jobs produced an estimated Harbour-
related GVA in 2006 of £370million.

As an order of magnitude this estimate is consistent with information collected in the
interviews. Examples are one of the major oil companies, which had an annual budget of
£12 million for its Aberdeen supply base. This company is heavily involved in exploration
and production with 10 operating fields and 4 mobile rigs; the total logistics budget divides
between marine side and landside costs in a ratio 80:20. Most of this logistics budget is
spent on servicing offshore and onshore operations, including the chartering of ships (32%),
supply of cargo to offshore operational and drilling expeditions, cargo handling, storage and
warehousing, transportation, cargo and dues to Harbour Board for berthing, cargo and
pilotage. Another production company had invested USD 1 billion in North Sea operations
over the three year period to end 2006. This equates to £200 million per year of which 10%
(£20 million p.a.) could be attributed to the cost of logistics and delivery of materials and
personnel to the exploration and production activities.

A further example was one of the major OSPLs, which reported an annual turnover of about
£65m of which 15% (£10 million) might relate to the cost of labour®.

A final example related to smaller companies engaged in towing, waste management,
security and marine surveying sectors. On average these companies had turnovers of £1.6
million per annum, with some 60% of their suppliers based in Aberdeen City. Thus, on
average, each of these companies ploughs back approximately £1 million into the Aberdeen
economy.

%$8

The Annual Business Inquiry also provides information by sub-sector on employment in
Aberdeenshire. Using these data, Harbour related jobs located in Aberdeenshire were
estimated as follows:

i) The same definitions of direct, indirect and catalytic jobs, based on ABI sub
sectors were used (see tables 4, 6 and 7 above). Aberdeenshire jobs in these
sub sectors totalled 15,000 compared to 38,600 in Aberdeen City (see Table 9
below);

ii) None of the direct jobs were judged to relate to Aberdeen Harbour as these are
jobs in ports and harbours other than at Aberdeen, most notably at Peterhead;

2 3ource: North East Scotland Economic Research (www.neser.org.uk). Data from Scottish Executive, Scottish Annual Business
Statistics 2004

% GVA for 2005/2006 will be published by the Office of National Statistics in December 2007. This is an annual publication.
One production/exploration company reported that due to the demanding nature of the work average salaries tend to be on
average £50-60,000 per annum whilst an OSPL reported average annual salary for skilled manual staff of £30,000. GVA/job
embraces not only salaries but also returns on capital and land — so that these comments might equate to GVA/job or £ 80,000
and £ 45,000 respectively.

g The reason for focussing on the labour share of total cost is that % leakage of this — outside Aberdeen and Aberdeenshire - is

likely to be relatively low. In contrast, in the cases of expenditure on major items of plant and equipment — perhaps imported from
Europe or the Far East, leakage may be 100%.
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ii)

Based on the
Aberdeenshire jobs were judged to arise from activity generated by Aberdeen
Harbour.

interviews, 10% of indirect and catalytic port-related

This process gave an estimate of 1,450 jobs, adding 15% to the estimated 9,330 Aberdeen

Harbour related jobs located in Aberdeen City.

For Aberdeenshire GVA / employee in the service sector was £32,823 in 20042, which is
However, this figure can be adjusted for

the most up to date data on GVA available.
inflation (2.7% p.a.) to give an estimate of GVA in 2006 of £34,619.

These jobs therefore

add a further £50 million in annual GVA making the total Harbour related GVA £420 million

in total.

Table 9: Estimated Aberdeen harbour related jobs ba

sed in Aberdeenshire :

Employment Aberdeen City Aberdeenshire: Aberdeenshire:
category total jobs in total jobs in estimated
category* category* Aberdeen

Harbour
related jobs

Direct 360 475 0

Indirect 11,713 9,033 900

Catalytic jobs 21,421 5,486 550

TOTAL jobs 38,634 14,994 1,450

* In 2004. Source ABI.

% Source: North East Scotland Economic Research (www.neser.org.uk). Data from Scottish Executive, Scottish Annual Business

Statistics 2004
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From the interviews it was evident that the users of Aberdeen Harbour are generally
satisfied with the services provided. Most notably users were very pleased with the range of
facilities and choice of ways to meet their business objectives and the efforts of the Harbour
Board to continue to invest and develop the facilities at the harbour. The majority of users
agreed that the competitive, market-focussed approach of the Harbour Board allowed users
to obtain best value and ensure the optimal use of resources.

The Harbour is seen to be beneficial from a logistics and maritime perspective as the
majority of the supply and support activities, which serve it, are located within Aberdeen’s
immediate hinterland or to the south. This proximity of the port to landside storage and
support facilities ensures transport cost savings compared to the use of competing North
Sea ports. Space limitations at the Harbour — limiting facilities for supply of pumping fluids
to vessels, and road traffic congestion planning within the City were mentioned as
disadvantages

Harbour users are increasingly operating through pooling arrangements — covering
consolidation, road haulage, checking and loading to vessels — to ensure maximum cost
efficiency.  The facilities provided by the Harbour Board are considered to be good and,
although space is limited, there is the opportunity — much valued by customers - for
quayside storage for up to 24 hours facilitating further consolidation, avoiding double
handling and ensuring timely loading to vessels.

The sharing of facilities and services between operators has been growing in recent times
due to the need to reduce costs further and improve the competitiveness of UKCS
production in light of falling reserves. The availability of almost all the services required by
the sector - within a market oriented environment - makes Aberdeen ideal for this
consolidation. However the key point here is that, compared to a decade ago, most
opportunities for increased efficiency and cost saving have been extracted by users — so
that if the relative competitiveness of the harbour is to continue to improve further
investments may be required.

&$%

The Harbour Board needs to continuously assess the needs of their present and potential users.
Development of improved facilities will ensure the users achieve greater efficiencies and ultimately
cost savings.

Aberdeen Harbour is clearly in a position to take advantage of the continued success of the
oil and gas sector on the UKCS. However, there is intense competition from neighbouring
ports eager to capture this industry particularly in light of plans across the sector to
consolidate. That is, in order to improve cost effectiveness the oil and gas companies are
exploring the possibilities of sharing facilities and consolidating operations.  This
consolidation will happen within one port. In order for the Harbour to secure its future at the
forefront of the oil and gas sector in the North Sea it is essential that the Harbour continues
to respond rapidly to the needs of its users, recognising economic and technological
developments. The Harbour will also have to continue to do what it does best — that is
change with the times and diversify into new potential growth areas such as, serving
overseas markets and, without prejudicing its core business, developing opportunities in the
renewable energy sector.
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List of Companies
Surveyed
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Activity Company
Type
Ferry Operators
1 | Northlink Ferries Ltd
Oil and Gas Exploration
2 | Shell UK Exploration and Production
3 | Apache North Sea Ltd
4 | BP Exploration Operating Company Ltd
5 | ExxonMobil Group
Logistics Support
6 | ASCO plc
7 | SBS Logistics Ltd
Safety Support vessels and Ship Charter
8 | Viking Offshore Services Limited
9 | Maersk Supply Service
10 | Farstad Shipping Ltd
Shipping support service (agents, logistics, etc.), Brokers
and ship supplies
11 | Euroline Shipping Co. Ltd
12 | Seletar Shipping (Scotland) Ltd
13 | Seabrokers UK
SUPPLY SERVICES
Transport
14 | AR R Craib Transport Ltd
Crane Hire and Heavy Haulage
15 | James Jack Ltd
Miscellaneous - tugs, construction, waste managemen t,
security, engineering, dredging
16 | Targe Towing Limited
17 | Hunter Construction (Abdn) Ltd
18 | Biffa Waste Services
19 | Apardion Management Limited
20 | Ocean Kinetics Ltd
21 | Halliburton
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