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FPSO
 
Robert Dorey, Offshore Director writes: Readers of the Standard 
Bulletin, Offshore Special Edition will be aware that the club has a 
significant offshore entry and that FPSOs constitute around 60% of 
the Standard Club’s offshore tonnage. We are often asked questions 
about FPSOs by our conventional cargo carrying shipowner 
membership, and I am pleased that our Charles Taylor Energy 
colleagues were able to contribute below their perspective on the 
development and challenges from a broader perspective.

Introduction
Exploration and production (E&P) projects in the oil and gas energy 
sector have for many years utilised the newest offshore technologies 
in their developments. The pioneers of early offshore development 
projects had a vision whereby oil and gas could be extracted from 
deeper and more hostile seas around the world. It became evident 
that as known field resources were depleted, development into more 
complex marginal fields would be necessary, coupled with the need to 
maintain field economics.

During the period through the 1960s and 1970s operators invested 
significant funds in the construction of fixed offshore production 
platforms. These included pile-driven steel and concrete gravity 
structures secured to the seabed and used as hubs for drilling wells  
and extracting hydrocarbons, then processing and exporting them as 
commercial oil and gas resources. These fixed structures were placed  
in water depths of up to 1,400 feet and were originally designed for 
service life cycles up to 25 years. As technology improved, many 
platforms were granted life extensions, with operators using these 
technological advancements to drill directionally and produce from 
numerous satellite reservoirs remote from the fixed structures. 
However, this solution had limitations and a defined life span.

Floating Production Systems (FPS)
The offshore industry started to turn its attention to alternative 
production facilities that would enable it to extract and process oil  
and gas with greater flexibility, whilst maintaining field economics in 
an increasingly competitive market. This led to the birth of the first 
floating production systems (FPS), which provided the flexibility to 
produce oil and gas from wells in deeper water depths without 
incurring the costs of expensive fixed structures. The world’s first 
floating production unit (FPU), a converted semi-submersible drilling 
rig, was installed in the Argyll Field in the North Sea during 1975. 
Hailed a success by operators and contractors, significant investment 
was injected by the industry into the technology that would be 
needed to expand the productivity of such a marine-based system. 
Further FPS developments followed in which conventional marine 
vessels, including bulk crude supertankers and semi-submersible 
vessels such as drill rigs, were retrofitted with topside process 
equipment, subsea production, and marine and export pipelines, with 
the prospect of converting these into economically viable FPS units. 
With an increasing focus on developing technology, one of the main 
breakthroughs was the implementation of flexible risers, and the first 
FPS to use these was the Balmoral Field in 1986.

Floating Production Storage and Offloading Unit (FPSO)
As FPS technologies evolved, the units became more complex and the 
birth of the floating production storage and offloading unit (FPSO) 
arrived. This new generation vessel allowed operators to not only 
produce from the subsea completions but to store and load oil on to 
shuttle tankers. They allowed more economic distribution of products 
by sea whilst combining that with the ability to export produced gas 
via pipelines.

The first of these new generation FPSO systems was the Gryphon A 
FPSO. A built-for-purpose vessel with a drag chain turret and 
state-of-the-art flexible riser systems, this unit was installed in the North 
Sea during 1993 with 14 wells. Over the years, this has been extended 
to accommodate five fields with 35 subsea wells. 

Turret system technology continued to evolve and the next major 
innovation was the retrofitted dynamic marine swivel design, which 
allowed conventional mono-hull tankers to be converted into FPSOs, 
thus reducing the build time. In the late 1990s, contractors purchased 
numerous bulk tankers that were no longer required for crude oil 
transportation and began converting them in the huge shipyards in 
South East Asia to meet the market demands for FPSOs.
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During the latter part of the 1990s, technology had moved along and 
the first concrete FPUs were commissioned. These were a barge-like 
design with flat bottoms that were able to operate as FPSOs in 
shallow waters in areas such as West Africa where vessel 
hydrodynamics are not an issue. Their simplified beam porch riser 
technology can be utilised which allows high-capacity systems with 
multiple production and distribution lines to be operated. An example 
is the FPSO Akpo, which operates in shallow water.

Floating Liquid Natural Gas Units (FLNG)
In recent years, the offshore oil and gas industry has moved in to the 
construction of floating liquid natural gas units (FLNG), utilising 
state-of-the-art bespoke production technology on a scale that just 
20 years ago could only be conceptualised.

Conclusion
So where does this take the oil and gas industry going forward? 
Today, technologies continue to develop to address diverse solutions 
for complex and marginal fields, including produced fluids such as LPG 
and LNG, and remote geographic locations from the Arctic Circle to 
the tropical waters. New technologies allow operations in deeper 
water depths and more hostile environments, such as the Gulf of 
Mexico, and allow operators to develop economic solutions for 
high-pressure and high-temperature oil and gas reservoirs. 

At the time of writing this article, there are some 286 floating 
production units currently operating worldwide, 65% of which are 
FPSO or FLNG vessels. Of these, 64% are conversions and 36% are 
newbuilds, with 58% contractor and 42% operator owned and 
operated. The largest unit is some 116,000 tons with a storage 
capacity of 2 million barrels of crude oil, and a production capacity of 
160,000 barrels of oil and 5 million cubic metres of gas a day.

Over the next decade, it is estimated that some $40bn will be invested 
in the current technologies and the next generation of FPS units. As 
the demand for energy continues to grow and operators look to 
operate in more remote and harsher environments, one can only 
see the continuation of the development of the floating production 
unit market.
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Annual general meeting and board meeting
The club held its Annual General Meeting and board meeting in Seoul on Friday 
12 October.

At the AGM, those directors retiring by rotation and appointed since the last meeting 
were duly re-elected.

The meeting approved changes to the club’s articles, as set out in the notice of 
meeting, the accounts were approved and the auditors were reappointed. 

At the board meeting, the board reviewed the club’s affairs generally and the key 
issues were as follows:

New director
The board was pleased to welcome Barnabas Hurst-Bannister as a new director. 
Barnabas had also been recently appointed to the Standard Europe board. Barnabas 
has had a long and distinguished career in the London insurance market and brings 
an independent and expert insurance perspective to the board’s deliberations.

Tonnage growth
The board noted that the club’s tonnage has continued to grow steadily during the 
year, principally from existing members, and now stands at 129mgt.

Strategy
The board reviewed the club’s strategy and business plan for the ensuing year and 
reaffirmed the club’s core objectives – to provide excellent service, good financial 
security and good value P&I insurance – while approving the development of 
additional covers and products for the benefit of the club’s members. 

Financial condition
The free reserves are currently forecast, based on the year’s performance to date, 
to grow modestly to $361m at the club year-end. The contributors to this increase 
are a satisfactory investment return and a reduction in past years’ claims forecasts, 
offsetting an expected underwriting loss in the current year. While the year has not 
experienced so many large claims as in the last couple of years at the same point 
of development, the policy year underwriting result is still forecast to be in deficit.
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Welcome to the seventh edition of the Standard Bulletin: Offshore Special Edition. 
We are pleased to report that the offshore book of business continues to grow with 
the addition of three new supply boat members and one new Floating Production 
Storage Off-take (FPSO) operator this year. 

FSPO
FSPOs are an area of the market that we have focused on for over 25 years and one 
which we will continue to focus on in the coming years. In this edition we have three 
articles concentrating on the FPSO industry:

 – Charles D’Alton, underwriter of Standard Asia, gives his perspective on the Asian 
FPSO market

 – Sharmini Murugason, our offshore syndicate claims director, looks at some 
of the legal issues currently being address within the industry as to whether 
an FPSO is a ship or a platform

 – Julian Hines, of our safety and loss prevention department, looks at some of the 
regulatory issues that face the FPSO industry.

Swire Blue Ocean Pacific Orca

Activity
The offshore market appears to be weathering the economic turbulence of the last 
four years with more fortitude than the blue water shipping market. We believe that 
this is the case as the number of contracts that are reviewed by the club continues  
to significantly increase; there has been an increase of more than 50% over the last 
three years. 

In the main, the contracts that we review are for supply and maintenance operations 
that will take place within a 12-month period. That said, installation and construction 
projects are longer-tailed and typically involve project engineering timelines spanning 
up to five years. For example, the club reviewed 35 tenders for various elements of 
the Gorgon Project LNG development off Barrow Island. As the project has matured 
the contracts are now contributing to a significant increase in demand for offshore 
support craft in Australia. The increased level in offshore development activity 
anticipated in contracts approximately 18 months ago appears, on current evidence, 
to be continuing and strengthening.

The levels of capital expenditure in the offshore industry are difficult to track, and 
it is therefore difficult and dangerous to predict the strength of individual markets. 
However, we would like to thank both Fearnley Offshore in Norway and Clarksons 
Research Services for taking the time to contribute their views respectively upon  
the offshore supply and support market in the North Sea and the growth and 
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Ian joined Charles Taylor in September 2012 
as the director of loss prevention for the 
Standard Club.

Ian is a master mariner with a total of  
40 years’ experience in the shipping 
industry. He commenced his seagoing 
career in 1971 as a navigating cadet with  
a major British shipping company, being 
promoted through the ranks to Master  
prior to continuing his career ashore in 1987. 
Whilst employed ashore, he has worked 
predominately in the field of marine 
operations and ship management, in various 
worldwide locations, and has held positions 
as port captain, marine/operations 
superintendent, operations manager and, 
for the last 11 years, managing director  
for one of the world’s foremost ship 
management companies. Through both his 
seagoing and shore based experience Ian 
has extensive knowledge across the range 
of tanker, dry bulk and liner trades.

With no sign of improvement in market conditions and in an effort to secure the best 
freight rates, a number of owners are trading their ships to ports and carrying cargo 
for which the ship may not be ideally suited or their crew sufficiently experienced. 
In particular, the club has seen an increase in the number of ships carrying bagged 
cargo to ports where the incidence of stevedore rough handling and pilferage are high. 
The carriage of bagged cargo is a risky trade which most owners have historically 
chosen to avoid. The increase in voyages to these ports has led to a rise in the 
number of claims for the club, which may impact upon rates at the next renewal.

The club’s investigations of these incidents at the discharge port have found: 
 – loading figures that do not match discharge figures, resulting in cargo shortfall
 – wet and mouldy cargo showing the effect of condensation damage 
 – contaminated cargo, such as cargo having leaked from bags and/or being mixed 
with hold dirt 

 – damaged and/or empty cargo bags
 – rips to cargo bags caused by stevedores’ hooks

Members whose ships are trading with bagged cargo have a greater exposure to 
cargo damage claims.

To reduce the risk of cargo damage, the following loss prevention checks are 
recommended for the master: 

 – test hatch cover water tightness before loading and monitor the effectiveness of 
securing arrangements during the voyage 

 – test hold bilge suctions and check effectiveness of non-return valves
 – thoroughly clean the hold bilge wells, which should then be covered with  
burlap and sealed

 – conduct an accurate cargo tally at the load port
 – ensure the cargo quantity, as agreed between shore-based and ship tally,  
is accurately represented on mate’s receipts and bills of lading

 – ensure stevedores utilise correctly designed bag hooks and do not roughly 
handle the cargo

 – collection of spilt cargo promptly for re-bagging
 – ensure hatch covers are fully closed prior to the onset of rain 
 – monitor the dew point of the cargo hold during the voyage
 – ensure correct ventilation management throughout the voyage
 – conduct frequent visual inspections of cargo whilst the ship is in transit or at anchor
 – always follow the enclosed space entry procedures before entering a cargo hold
 – ensure there is effective security and theft avoidance 

These procedures, if followed, should go far to prevent cargo damage. However, 
should members suspect a problem during loading or en route to the discharge 
port, they should immediately contact the club for assistance.
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In this special edition of the Standard Bulletin we provide an 
update in respect of sanctions. We are grateful to our 
contributors for their articles and input.

Foreign policies are commonly now being reflected in the international community’s 
appetite for the use of ‘smart’ sanctions aimed at individuals and entities. So-called 
‘smarter’ sanctions are now being aimed at the shipping, energy and financial 
industries, including insurers.

As a flexible tool, they can be used to increase or decrease pressure on sanctioned 
regimes; they can seek to deter and/or punish or encourage and/or reward, as 
appropriate.

The relaxation of sanctions in relation to Libya, the Ivory Coast and Burma/Myanmar 
demonstrate flexibility.

The strengthening of sanctions against Iran and Syria in particular reflects the 
international community’s frustration and resolve, but also illustrates the desire to 
seek diplomatic solutions.

The flexibility of sanctions is a benefit for politicians but makes compliance and risk 
management for members and insurers an increasingly burdensome task. 

However, the far-reaching consequences for members of a breach of sanctions can 
include reputational damage, restrictions on trade and licensing, loss of insurance 
and foreclosure by mortgagees, in addition to financial penalties and increasing 
reporting requirements.

It remains vital to be aware of the layers of sanctions within different states  
and regions, how they interact and differ, and what penalties can be imposed.  
Press reports have been issued which indicate that the authorities are increasingly 
focussing on class societies and ship registers. However, it would be unwise to 
believe that this demonstrates a lack of attention to the issue of sanctions in the 
balance of the shipping and insurance industries; this has been demonstrated by  
the recent designation of the National Iranian Tanker Company and associated 
companies and ships by the US authorities, and President Obama’s Executive  
Order of 31 July 2012 in relation to the National Iranian Oil Company and Naftiran 
Intertrade Company. 

We recommend members closely investigate and ensure compliance with domestic 
and international sanction regimes; to do otherwise is to invite investigation and 
potential prosecution, coupled with reputational damage.
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