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Chapter 1: Introduction

The modern times are defined by an overarchingdtagiglobalizationthat has penetrated all
spheres of human activity. Globalization has beescdbed as a time-space compression; an
accelerating interdependence; a shrinking world|odal integration and the intensification of
interregional interconnectedness (Held and McGr20Q7). In general, this process could be
described as a “transformation in the spatial omgdion of social relations and transactions —
assessed in terms of their extensity, intensitigoy and impact — generating transcontinental
or interregional flows and networks of activityferaction, and the exercise of power” (Held et
al., 1999: 16).

Some of the most drastic transformations have beearring in the sphere of economy.
Michael Bordo argues that a crucial characterisfigglobalization is an “increasingly close
international integration of markets for goods,vess and factors of production, labor and
capital” (Bordo, 2011: 1). One of the most visilstgplications of the economic globalization is a
growing number of multilocational firms that hav@eoations in more than one country.
Internationalizationof a firm refers to a process in which it “goesraanl” by gradually
increasing international involvement and expandR&D, production, selling, and other
business activities into international markets &iwon and Vahlne, 1977: 23; Hollensen, 2004
30).

The process of internationalization opens up nempodpnities for the firm. Access to
new markets provides it with a chance to achiewsrinuous business growth. At the same
time, “going abroad” includes the need to deal wath environmental heterogeneity that is
naturally embedded in different national contexthis implies that the firm is bound to
encounter many aspects which it has little cordgxar. In this way, the firm faces new risks and
challenges that could potentially hamper a succk#s international operations.

The present thesis is focused on the issu¢heflocal content requiremen{$urther
referred to as “LCRSs”) that exist as a part of gutatory framework which governs business
activities within the hydrocarbon industry of mapgtroleum-rich states. The presence of such
requirements in the host-country’s economic envitent could be seen as a constraint that the
internationalizing firms face in the process of imgktheir strategic business decisions.

The age of easy oil is over (Gray, 2009). Inteorally, the petroleum industry exists
under a growing pressure to work with the resethiasare increasingly difficult to extract, both
technically and politically. Under these circumst@s), the prospects of growth for a company in
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this industry are often linked to operating in ¢biading markets with strict regulations where
the access to the resources is offered in exchforgeontributions to the country’s economy
(Dicken, 2011: 225-226). The petroleum-holdingestadre seeking to use the resource riches in
order to maximize the overall benefit for their eomy and society, and the LCRs are utilized as
one of the main instruments to achieve this gaathis way, the LCRs could be seen as one of
the key factors that determine a success or aréawd the firm that operates in the foreign
market where these requirements exist. Therefak&d this matter into account and developing
a congruent approach to dealing with it has becarmtical issue for the firm that is involved in
international activities in certain countries.

With the aforementioned in mind, it becomes posstbl narrow down the focus of this
research to the investigation of the LCRs in Biazgktroleum sector and the implications they
have on the business activities of the Norwegianganies that operate in this market.

Internationalization is one of the main tendendiegt define the Norwegian oil and gas
industry nowadays. During the last 40 years, Norinvay developed a high technology petroleum
industry that is among the best in the world. HogveWorwegian continental shelf is about to
reach its maturity. Most likely, Norway reachedptsak production in 2004, and during the next
20-30 years the production is expected to fall ariglly (Fjose et al., 2010: 14). To maintain
sales and employment, as well as to further devdepgknowledge-based petroleum cluster in
the country, the activity of the Norwegian petrotesector companies, therefore, has to be
turned towards foreign markets.

With this in mind, the internationalization of thirwegian oil and gas industry has been
a high priority during the last ten years. The doat been to use the technology and expertise,
which were developed on the Norwegian continentalfs internationally and in this way to
strengthen the long term basis for growth and dagreent of the petroleum cluster in the
country. International expansion has been fastet amrore successful than anyone had
anticipated. Advanced products and systems creéatsdrway now successfully compete in the
global market. More and more companies are achgeumternational success. Hundreds of
Norwegian companies of all sizes have expanded fremdomestic market into the global one.
In the last ten years the industry has more thatetr its international turnover, and this growth
continues (KonKraft-rapport, 2008).

Export of oil and gas to global customers is ngtamnhe only source of revenue. Export
of petroleum-related goods and services is alsoinmgaknajor contributions. Norwegian
companies are now market leaders in subsea arohglguipment, floating production, and

supply services (KonKraft-rapport, 2008).
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Despite the financial instability of the last tweays, Norwegian companies have
strengthened their international market positiory &mparing the domestic market for
petroleum industry to the international one, ipassible to see that the international sales have
been increasing sharply, with an annual growth satee 2000 of 16% (compared to 10% in the
domestic market). This means that the proportiomtarnational revenues in the same period
has risen from 29% to 42% (Rystad Energy’'s Re@@12: 5). The international turnover for the
Norwegian supply and service industry increased@ 152 billion in 2011, compared to NOK
95 billion in 2007, thereby directly contributingwards value creation in Norway (Rystad
Energy’s Report, 2012: 18ge Figures 1.1 and 1.ZThus, the Norwegian continental shelf can
continue to serve as a breeding ground for newntdogy and new operational solutions that
could then be taken out into the world.

400 -
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Figure 1.1. Total revenue (NOK billion) of the N@gian petroleum service companies, Norway vs. hatéwnal
(Source: Rystad Energy’s Report, 2012: 18).
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Figure 1.2. Total international turnover (NOK bdin) in 2011 by segment (Source: Rystad Energy'®iRe?012:
23).
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Brazil currently represents one of the key marketsthe internationalization of the
Norwegian petroleum industry. The hydrocarbon seist@ne of major drivers of the Brazilian
economy nowadays. Brazil has been an oil produicee she 1930s. An exploration of the
offshore reserves, which currently account forriegor part of the petroleum production in the
country, started in 1977.

In 2006, vast “pre-salt” oil reserves, located tifé coast of South-East Brazil, were
discovered. The reserves received their name frioen fact that the oil is found beneath
approximately 2000 meters of salt, topped by 10@@ens of rock and 2000-3000 meters of
water. The reservoirs span an area of approxima#d000 square km in a region that extends
about 800 km along the coast of Brazil, from that&of Espirito Santo to the State of Santa
Catarina. The total size of the “pre-salt” reseraes estimated to range from 20 to 300 billion
barrels making it one of the most significant agabveries in the past 20 years (Barroso and
Macedo, 2010: 64; Oxford Analytica, 2010:sée Figure 1.8

Water depth

Post-salt

Salt layer

Pre-salt

. -Pre-sal
\ [eservoir roc

Figure 1.3. The schematic view of the “pre-saltl @serves in Brazil (Source: Formigli et al., 2010

Due to the hard accessibility of the “pre-salt” e®s, the recovery of oil there is
connected with significant technological difficeli. In this light, an enormous potential of this
area together with Brazil's lack of relevant congmee and capabilities are the two major key
drivers of the current escalation of the internadidnterest in the Brazilian oil and gas market.

The Brazilian market offers exceptional opportwastifor the Norwegian companies,
which are well-qualified to provide relevant teclogical solutions and know-how. However,
there is one major issue that presents a significlaallenge for the foreign companies operating
in Brazil — the requirements regarding the locatteat.

With the aforementioned in mind, the research dhjecof this thesis is to provide a
better understanding of the challenges that Noraregrganizations face in connection with the
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LCRs in the Brazilian petroleum sector, as well adistheir strategies to cope with these
challenges. This will be done by analyzing the elgmee of the Norwegian petroleum service
companies that have operations in Brazil. The rebea&s mainly focused on one large
transnational companyker SolutionsHowever, in order to provide a contrasting pectige, a
limited examination of experiences of a number rmaler Norwegian service companies and
research entities, which operate in the petroleecios, will also be provided.

Taking into account that the issue of the LCR$petroleum industry, as seen from the
point of view of the foreign companies and not tkesource-holding state, has been rather
neglected in the academic research, the presesit thiens to contribute to filling the gap in the

current literature on the topic.

1.1. The reasons behind choosing the topic for thkesis

In addition to the concerns regarding a growingrest in the issue of the LCRs in the petroleum
sector both among the theorists and the practitsprire choice of the topic for this thesis was
dictated by my personal concerns and experience.

My interest in the matters surrounding the inteoratlization process of the Norwegian
companies stem from the internship | conducted paraof the degre®Sc in Globalization:
Global Politics and Culturén the autumn semester 2012. My task there wasauce a project
report on the internationalization of the Norwegpaatroleum service companies located in Mid-
Norway to Brazil and the USA. More specifically, mgsearch was focused on the cultural
aspect of this process, namely what challengesaaébian companies meet in Brazil and the
USA with regard to cultural differences and whattgtgies do they apply to cope with these
challenges.

Initially, the plan for the present research wasoatinue working on the same topic.
However, | have made a decision to shift my foaus iavestigate the issue of the LCRs instead.
Moreover, the research was narrowed to one foreignket only — Brazil, which is a very

interesting market due to its rapid growth, pattdy in the petroleum sector.

1.2. Thesis outline

The present thesis is organized as follows. Theodiuictory chapter presented the relevant

background for the study, as well as the objectaas$ ambitions of this thesis. In addition, the

reasoning behind the choice of the topic was given.
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The second chapter will introduce the theoretioahflation of this research, namely the
Global Production Network approach. Furthermore, ¢thapter will present the concept of the
“local content” and outline the regulatory framewdor this issue in Brazil. Finally, a number of
possible challenges that Norwegian companies nfiggiet in connection with the Brazilian LCRs
will be given. Concluding the chapter, the reseagciestions of the present thesis will be
formulated.

The purpose of the third chapter is to presentmieéhodological basis employed in the
research. Moreover, a short presentatiodkér Solutionsthe company that is in the focus of
the research, will be provided. The chapter will dmncluded with the reflections on the
challenges faced during the research process.

The fourth chapter will focus on the presentatiod analysis of the findings obtained
from the research ofAlker Solutionsin addition, a short summary of findings fromwmber of
smaller Norwegian service companies and researtiesnwhich operate in the petroleum
sector will be provided.

The fifth, and the last chapter, contains the meanclusions of the study and

recommendations for further research.
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Chapter 2: Theoretical and Empirical Background of the Research and

Literature Review

As mentioned in the introductory chapter, interoradilizing firms are becoming increasingly
exposed to the various policies of foreign coustribey operate in. Without a doubt, this
situation is defined by new challenges that couddeptially increase the chance of a firm’s
failure in a foreign market. With this in mind, founajor risks of being involved in an
international business could be identified: a comunaérisk, a currency (financial) risk, a cross-
cultural risk, and a country (political) risk (Cagil et al., 2008: 11see Figure 2.1 It is the
latter one that incorporates the local contentguesi imposed by the host-states and that,

therefore, is of relevance to the present research.

"' Comercial |

Risk /
J

\\ ;/,/ ‘\\ 4 ’ 4 ’\'\‘

Cross \ y Risks in \ / %
- - | i inancial Rislk |
|‘ Cultural Risk /’ |\ International | ]n Financial Rislk ]

| \ Business
£

\\»A p 4 \ ‘ ‘/,/ \

‘ Country \
. (Political) Risk |

Figure 2.1. Risks in international business (Soufeavusgil et al., 2008).

The country (political) riskis defined as an exposure to a potential lossleerae effects
on firm’s operations and profitability caused bwe®pments in a country’s political and/or
legal environments (Cavusgil et al., 2008: 160)this context, various regulations, such as the
LCRs, could present a significant challenge for toenpany’s performance in the foreign
market.

With this in mind, the main objective of the secarpter is to provide the foundation
for the empirical part of the present thesis byrfolating the understanding of the local content
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issue with regard to the hydrocarbon sector in garand to the Brazilian petroleum industry in
particular. Due to the current lack of the acaderagearch on the topic in question, namely the
implications that the LCRs in the petroleum secaibiforeign states have on operations and
strategies of the multilocational firms, this cleptould be virtually divided into two parts. The
first one will introduce the theoretical framewockosen for this study, namely the Global
Production Network approach. In addition, the c@haaf the local content in the petroleum
industry will be presented. The second part wiltbyide a general outlook on the regulatory
framework for the local content issue in the Biianilpetroleum sector and outline a number of
potential challenges that Norwegian companies mighé in connection with the LCRs in

Brazil. Finally, the research questions of the pn¢shesis will be formulated.

2.1. Definition of the “local content”

Acknowledging that the local content is a focusaapt in this thesis, it is necessary to give a
proper definition to this term.

The classical interpretation was given by Grossifi@81). According to him, the local
content is a condition that “requires a given petage of domestic value added or domestic
components be embodied in a specified final prddgGrossman, 1981). Based on this
definition, the local content in thbroad sense can be interpreted @® composite value
contributed to the host economy that is derivedhftbe purchase of goods and services locally
(Warner, 2011: 8; Cavusgil et al., 2008: 199)ntiludes a direct impact on the development of
the local workforce and the local supplier basas TOevelopment could be achieved through the
employment and training of local people, as weltl@®ugh the procurement of supplies and
services in the domestic market (IPIECA, 2011:Myreover, this understanding of the local
content also includes spillover effects on othetas of the economy and on the society as a
whole (Accenture, 2008).

In the practice of the oil and gas industry, theRIsCconstitute a part of contractual
commitments that are embedded in concession cisitra&ccording to these, firms have to
procure a certain percentage of goods and senlocadly (Barroso and Macedo, 2010: 65).
Therefore, the local content in a mararow sense is defined asproportion of contract value
spent on goods and services of domestic orfgMarner, 2011: 42). In case of the Brazilian
regulations for the oil and gas industry, the laaatent could be presented in a simplified way

through the following formula:

Value of Goods and Services provided in Brazil

Local Content =
ocat Lonten Total Value of Goods and Services Used
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This research looks at the local content from &pestive of a foreign firm that is forced
to comply with the LCRs in a host-state. Takingstmto account, the second, more narrow,

definition is adopted as an overarching in the gmethesis.

2.2. The Global Production Network perspective

The issue of the local content could be explorennfra variety of angles. In the academic
literature, different theoretical perspectives h&een employed to discuss this problem. This
thesis will adopt the Global Production Network (§Rapproach in order to form the basis of
the present research. There are two major advantafyehis framework. One of the most

important relationships, that play a crucial rofethe process of internationalization, is the
relationship between a foreign firm and a resoulnaleling state. Therefore, the first advantage
of the GPN approach stems from the fact that vedl the researcher to recognize that, in
addition to firms, there is a wide range mdnfirm actors which play a crucial role in the

economic processes. Furthermore, an internatioatiblpum industry is characterized by a
complex net of interrelations between various actovolved in a sequence of stages of the oll
and gas production circuit: from exploration thrbudevelopment, extraction, processing and
distribution to consumption. Thus, the second athge is connected to the ability of this

perspective to expose the complex interdependeegisting between firm and non-firm actors

which have deep implications on the overall outcarha value-creating process in a production
system.

The GPN approach is a framework of analysis th#éefiapts to explain how global
industries are organized and governed, and howfumn, those relationships affect the
development and upgrading opportunities of theouariregions and firms involved” (Coe et al.,
2008: 267). This framework was initially developdy a number of researchers from
Manchester and their collaborators (Henderson.e2@02; Dicken and Henderson, 2003; Coe et
al., 2004). The GPN approach is built upon theginms from the global commodity chain
framework (see, for example, Gereffi and Korzeneawil994; Gereffi, 1995, 1999), as well as
from the global value chain framework (Gereffi dtablinsky, 2001; Gereffi et al., 2005), with
some ideas derived from the actor-network theomye b the fact that the GPN approach is a
very extensive explanation framework that encomgms$ise complexity of the multi-actor and
multi-scalar characteristics of transnational pigun systems, | have chosen to narrow my
focus to a selected number of aspects that areargiéor the topic of the present thesis.

The GPN, as defined by the authors, is “the glgbatganized nexus of interconnected

functions and operations lfiyms andnon-firm institutionghrough which goods and services are
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produced and distributed” (emphasis added, Hendeetoal., 2002: 445). Therefore, this
framework pays specific attention to the relatitbe$ween firms and states and recognizes the
significance of institutions (particularly governnteagencies) in their influence on the firm’s
strategy in the particular locations in the producthain.

What are the reasons for such influence? Overdlegecades, a central argument of the
“hyper-globalists” has been that globalization lmade states irrelevant, and the economic
power has been shifted out of the control of nasitates to the market (Dicken, 2011: 170).
However, Dicken argues that this notion is highigleading: the state has always played, and is
still playing, a fundamental role in the economiogesses (Dicken, 2011: 171). The very nature
of any firm’s activity is embedded in the concrst&io-political contexts. These contexts are
essentially territorially specific. They are groeddn specific locations, primarily at the level of
a nation state (Henderson et al., 2002: 446-44Wg mation-state is often presented as a
“container” of distinctive structures, practicesydainstitutions — in the case of the topic in
question, it is possible to speak about the Bazitegulatory system for the oil and gas industry,
namely the local content regulations that have bedgpted for the realities of the country
(Agnew and Corbridge, 1995; Taylor, 1994; Dicke@l12). Despite the forces of globalization,
nation-states are still very much influencing ahdmng the patterns of economic activity within
their boundaries. Therefore, focal firms inevitahBve to enter into relations with nation-states
they operate in.

The GPN framework is built upon a number of congaptategories that are useful in
examining this complex interconnection between lféicens and resource-holding states. The
first concept is aerritorial embeddednessAs mentioned above, elements in the GPNs are
grounded in specific locations. This has implicasidooth for the focal firms and for the nation-
states they locate in. Thus on one hand, the dgaitembeddedness of focal firms creates the
possibilities for value creation for the state atokrefore, is a crucial factor of regional
economic growth and social development (Harris@921 Amin and Thrift, 1994). On the other
hand, focal firms also get affected by being embddith a particular location which is
characterized by specific economic, political andial dynamics. A variety of elements, such as
state’s policies and legal frameworks, infrastroetunature of education and labor systems, as
well as business and cultural environment, infl@snfocal firms’ strategies and actions in the
host-states (Henderson et al., 2002: 451-452).

The significance that a particular state has orfdbal firm’s strategy is intensified even
more in the extractive industries in general anthenpetroleum industry in particular. One of the
most significant differences of the extractive proion networks (compared to the other
industries) has to do with the “landed” nature s$edts in the extractive sector (Bridge, 2008:
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412). The so-called “territoriality” of oil and gaspresents the way in which these resources are
a very location-specific commodity, especially cargnl with other ones, for example those of
the manufacturing sector. Petroleum is embeddetthengeographic structures of a particular
nation-state and is considered the property ofdtaite (Bridge, 2008: 413).

Another conceptual category that is useful fordahalysis of the firm-state interrelations
is power. This notion defines the issues of control andegoance within global production
networks (Coe et al., 2008: 275). The GPN appreakhowledges that the actors in the network
(in our case, focal firms and resource-holdingestahave different priorities and, thus, pursue
their own interests (Henderson et al. 2002: 450hil&\Vthe focal firm seeks an access to the
market and the resources on advantageous termstdteeis focused on protecting domestic
industry and influence focal firms in order to emesaconomic development and societal welfare.
These conditions make firms and states be contsiyoengaged in the intricate process of
negotiation and bargaining, in which each actoalbike to exercise a certain amount of power.
Their relative power depends on the extent to wkath of the actors possesses and controls the
assets sought by the other party (Dicken, 2011).2PBe scarcer the asset the greater the
bargaining power it conveys and vice versa (Coal.et2008: 276). Thus, on one hand, in the
petroleum production network, the state holds ifllets to assess to the resource in focus (oil or
gas). On the other hand, if a focal firm posseas&gue technologies and know-how, it gains the
upper hand in the negotiation process with the stat

In any case, the GPN approach acknowledges theatigntof state power in the
petroleum industry (Bridge, 2008). In most jurigatins, oil and gas are the nationalized assets.
Moreover, states play an important role in the gdetrm production circuit, as they are major
operators in this industry: of the top 50 oil ara$ gompanies by volume of production, over half
are majority state owned (UNCTAD, 2007: 115). Thegurally means that states are able to
exert significant regulatory functions over therpktum business activities that happen within
their own boundaries.

In particular, states can determine the followirertér which is of fundamental
importance to the focal firms: the rules of openativith which foreign firms must comply when
operating within a specific national territory (Ren, 2011: 224). National governments have at
their disposal a wide range of policies and reguatools for protecting domestic industries.
Most of these policies are restrictive in naturel affect both imports and the foreign direct
investment. These policies can be divided into disbinct categories:

1. tariffs (taxes levied on the value of imports that incretise price to the domestic

consumer and make imported goods less competitiy@ice terms than otherwise
they would be (Dicken, 2011: 182) and
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2. non-tariff barriers (could be quantitative or technical, in comparidonthe tariffs
which are based on the value of imported produ€sle of the most widespread
forms of non-tariff barriers is a direct quantivatirestriction. It can take many forms,
one of which is the LCRs (Vousden, 1990: 38) — ¢batral issue in the present

research.

The appearance of the local content topic in tleamic literature is usually attributed
to the work of Grossman (1981), in which he invgstes the effect of the content protection on
the resource reallocation. Following his paperuanber of subsequent studies have appeared
throughout the years (see e.g., Davidson et al5;1B®llander 1987; Vousden 1987; Krishna
and Itoh 1988; Vousden 1990; Richardson 1991, 1B8Bez-de-Silanes et al. 1996; Lahiri and
Ono 1998, 2003). These contributions usually inomate the local content issue into the
economic models that describe resource realloca@ssociated with performance standards in
the context of various market structures such adeg@e monopolistic or oligopolistic
competition, for example. For this reason, it labé noted that a substantial part of the existing

academic literature on the local content is of tedirelevance for the present study.

1.3. Local content requirements in the petroleum idustry

In terms of its application to the petroleum indysthe issue of the local content is considered
to be a rather new concept in the academic litezaflherefore, a number of relevant works is
currently limited. The overwhelming majority of gigs on the local content in the petroleum
industry are focused on the implications that tbadicy has on the economic growth and
development of the resource-holding state. One plans the work of Kazzazi and Nouri
(2012). In their paper, the authors developed aem@nconceptual model for local content
development in petroleum industry that could bedubg state governments to consider all
aspects that affect local content development.

The oil and gas industry is a well-established stduin the global perspective. At the
same time, different resource-holding states eatidlifferent stages of industrial development
and possess varying levels of experience with agpethis sector. The world is increasingly
polarized between developed countries with supdaohnologies but saturated markets (like
Norway) and developing countries with backward tetbgies but relatively unexplored
markets (like Brazil). According to one researciyeloping countries will supply about 90% of
new hydrocarbon production in the next 20 yearss@A\ind Shtylla, 2007). At the same time,
these economies often lack the necessary compea@nceapabilities to develop their petroleum
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resources without the help of the foreign firmst thassess a relevant experience in the field. In
this situation, the LCRs have been widely used geve@rnment policy in developing countries
to regulate foreign direct investment (Qui and T2@01).

Two main reasons could be identified for a petroleich developing country to
introduce the LCRs into its regulatory frameworkeTirst one has to do with the fact that local
governments want to make oil and gas resourcesrspfavdevelopment of domestic petroleum
industries and promote economic growth in the agunthe governments of the resource-
holding states usually have domestic agendas tdogntpese riches to the benefit of the
country. In this sense, the LCRs could be a udehllto create jobs for the local people, as well
as to develop the skilled and competitive localpdiep base. Moreover, keeping in mind that the
accumulation of knowledge and innovation is in teart of the development, the LCRs are
employed to trigger the transfer of technologicatl ananagement expertise from the foreign
firms to their domestic counterparts.

The second reason for the LCRs in the petroleumsing is connected to the necessity to
avoid the so-called “Dutch Disease”, a form of rgse-induced de-industrialization. It got its
name from the country of Holland which was an ex@ampase in experiencing the situation
when petroleum finds was a trigger of massive detdnvestment and currency exchange
escalation. This led to the country’s economy bangndependent on petroleum and, therefore,
disrupted the other industrial sectors in the cgumhaking them less competitive internationally
(Barroso and Macedo, 2010: 65).

The last few years have seen the appearance alugaworks that concentrated on the
concept and the economic implications of the l@aitent policies in the petroleum industry in
specific countries.

Heum (2008) produced a working paper that documtr@sexperience of Norway in
developing domestic industrial competence in cotimeavith upstream oil and gas activities.
He argues that Norway could serve as a role-maalebther petroleum-holding states with
regards to the use of the local content policies.

Klueh et al. (2007) looked into the promotion oktlocal content in the petroleum
industries of West Africa and Central Asia. His walemonstrated that many resource-holding
states had taken a proactive approach toward tad ¢ontent development.

In their work, Mwakali and Byaruhanga (2012) ddserthe effects of the local content
policy on Uganda and present a number of practiwsshould help to promote the local content
there.

There is a growing literature on the implicatiorighe local content policy in petroleum
industry in Nigeria. Heum at al. (2003) has beesessing the local content policies in
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connection with their ability to create an enablemyironment for private sector development in
the Nigerian upstream petroleum industry. Valaandl.e(2012) investigate the ways in which
local content can be enhanced in the petroleumsingwf a developing country like Nigeria.

Bakare (2011) focused on the consequences of ta tmntent policy in oil sector upon the
capacity utilization in Nigerian manufacturing irstity. His study confirms the effectiveness of
local content policies in Nigeria. In contrast, Onkelo and Amadi (2010) claimed the

ineffectiveness of implementation of the Nigeriantent policy and developed a framework
that addresses the factors needed to ensure iradgsowth.

The abovementioned studies show that to date theéeatic focus of the current research
on the local content in petroleum industry has beerthe implications that the local content
policies have on the development of the domesiim@ay and social welfare of the resource-
holding state.

However, in my opinion, it is equally important éxplore the issue from the point of
view of the foreign companies that enter the mawk#t their own commercial interests at stake.
To them, the LCRs present a potential risk andgtbee, have a direct impact on a range of core
business functions, such a business developmertumment and operations (IPIECA, 2011:
3). Keeping in mind that certain problems expergehby the states themselves naturally trickle
down to affect the foreign companies operating eéh@cademic studies examining the local
content challenge from the perspective of the stateild present a limited amount of relevant
insights into the issue in question of the predbetis. However, as to date, the academic
literature has looked at the local content polidiesn the point of view of the focal firms.
During the past few years, a number of guides @ ¢ompanies prepared by a number of
consulting organizations have been produced on twmwo business in specific petroleum-
holding states (see e.g. IPIECA, 2011; PASCHOAL2N]10; KMPG, 2011). These guides have
addressed the issue of the local content to vaeatents. However, the academic research has
largely ignored the experience of the focal comgamhich operate in the petroleum-holding
states in terms of complying with the LCRs there.

After presenting the issue of the local conterthim petroleum industry with an overview
of the relevant theoretical background, this chapi#é further focus specifically on the LCRs in
the Brazilian petroleum industry by providing thengral outlook on the regulatory framework
for this matter, as well as by outlining a numbédr potential challenges that Norwegian

companies might face in connection with the LCRBIiazil.
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1.4. Local content requirements in the Brazilian pgoleum industry

“Everything that can be done in Brazil, shall benéan Brazil.”

- Former Brazilian President Lula

Like many other petroleum-producing nations, Braisil seeking to propel its economic
development by enforcing the local content polidgcording to PROMINP (the Brazilian Oill
and Gas Mobilization Program), the main objectifeéh@ Brazilian local content policy is to
“maximize goods and services national industry eontwithin competitive and sustainable
basis, in the implementation of oil and gas pr@gentBrazil and abroad” (Scottish Enterprise,
2012: 35). The LCRs in Brazil are currently regethby the Resolution ANP 36/07 issued by
the Ministry of Mines and Energy in November 208RNP, 2007).

There is a current lack of academic literature lo& LCRs in the Brazilian petroleum
industry with a relevance to the foreign-firm pexsfive. The major bulk of relevant information
on this issue could be found in various guides ifgernationalizing companies that cover
different aspects of doing business in Brazil (segg PASCHOALIN, 2010; KMPG, 2011;
International Business Brazil Report, 2013). Anoteeurce encompasses publications in the
petroleum-theme magazines (see e.g. Barroso anédda010). Finally, a number of works
focus on the policy dynamics in the petroleum spher Brazil (see e.g. Landau, 2008;
Rodriguez and Suslik, 2009; Guan, 2010).

With an understanding that there is currently ay\inited number of academic works
on the subject of this thesis, the task of eluadathe possible challenges that foreign firms
could face in Brazil requires first of all an unskanding of the general framework of the LCRs
in this country.

Prompted by the boom of the oil industry around wheeld, Brazil started its petroleum
activity in the 1930s. The first oil deposit wasabvered in Lobato (Bahia) in 1939, while the
first commercial oil pool — the Candeias Field, artpof Reconcavo Baiano Basin — was
discovered in 1941. Up until 199Retroleos Brasilieros S.A. (Petrobrasy state-owned
company, had a legal monopoly in petroleum expionatand production. However, the
government was increasingly recognizing the netess further develop the domestic
petroleum industry and, therefore, to create aracitve setting for foreign investment. The
result of such considerations was a Petroleum Lat®987 (Law 9,478/97) that ended a 42-year
monopoly ofPetrobrasand opened the industry for foreign participation.

Since that time, access to exploration and devedmpnof the Brazilian petroleum
reserves has been granted through concession cisntfeconcessions a defined license area
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granted to a company for the exploration of oil/andjas under specified terms and conditions
and for a fixed period of time (Oil and Gas Fieldctipnary Online). It has to be noted,
however, that the “pre-salt” discovery prompted Brazilian government to revise the existing
regulatory model. Based on a change in the Petroleaw made in 2010, the exploration,
development, and production of oil and gas shakkdreied out through concession agreements
(pursuant to the regime established by the Petmoleaw) or through the production share
regime that will apply to the “pre-salt” and otlstrategic areas (KMPG, 2011). Under the latter
regime, successful bidders will enter into a prducshare contracts withetrobras which will

act as the sole operator with a minimum 30% equntgrest (Tysoe and Camargo, 2013).
However, these changes will affect only the nexidlyig round for granting exploration and
production rights in the pre-salt area that will deried out in October 2013 (Chequer et al.,
2013). Therefore, the general regulatory policyhi@ Brazilian petroleum sphere, which will be
discussed in this thesis, will not consider theselifications.

The institutional framework that governs the Branl hydrocarbon industry is
substantially elaborate. However, the key insttutthat represents a particular interest with
respect to the local content regulatory policy he National Petroleum, Natural Gas and
Biofuels Agency (Agencia Nacional do Petroleo — ANIHs an entity that is responsible for the
execution of the national policy for oil, gas andfbels industries, as well as for the regulation
of their activities. As a public organ with admingive autonomy, linked to the Ministry of
Mines and Energy, ANP has to conduct the biddingnds for granting exploration and
production rights for the Brazilian petroleum ressy.

To date, there have been eleven rounds that rdsutéhe awarding of approximately
730 concessions of oil and gas exploration and ywmioeh blocks, both onshore and offshore
(Tysoe and Camargo, 2013). The first round, mad®dound 0, was in 1998. Up until 2008,
the bidding rounds occurred every year. Howeveerdhe 18 round in December 2008, there
has been a long four-year break. The main reagothi®break was an ongoing debate in Brazil
concerning the way in which the tax income fromamtl gas should be distributed (International
Business Brazil Report, 2013: 28). In February 2@48 Brazilian government released drafts of
the bid document and the concession agreemenhéotong awaited 1 bidding round. The
bids occurred in Rio de Janeiro on 14-15 May 2013.

The adopted model of competitive sealed bid austi@odriguez and Suslik, 2009: 6)
regards the local content commitment as one ofctiteria applied in the evaluation of the
bidder’s offers during the bidding procedure. Pnéisg their offers, bidders state a specific level
of the local content, which is then turned intouamber of points used to rank bidders’ offers
along with a number of other parameters (BarrosbNMacedo, 2010: 65).
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Furthermore, companies or consortia awarded exppordlock are required by contract
to achieve certain level of the local content iruipment and services. The local content
percentages could vary upon the winning bid. Moeepthe LCRs have evolved over time, so

different bidding rounds contained different leg&local contentgee Figure 2.

Rounds7 to 10

max and min offering limits
local content certification by 3 party

Rounds 1 to 4: free local content offerings new methodology to calculate the local content

ﬁmmbmmmmmmmmmmm
\_Y_)
l Rounds 5 and 6: minimum offering limits
Round 0: no LCRs Round 11: new changes to the LCRs

Figure 2.2. Changes in the local content regulasitiroughout the bidding rounds.

Consistently, any obligation that is imposed on ¢bacessionaire will subsequently be
passed down the production chain to the supplieissab-suppliers (Barroso and Macedo, 2010:
65; see Figure 2.8

ANP

‘ LCRs

‘ LCRs

Suppliers

N

Figure 2.3. The LCRs trickle down the productioaioh

In practice, keeping in mind that overall quota mbe met, the concessionaries can
require varying levels of local content from itpliers depending on the type of products and
services they provide. Normally, high-tech actasticorrespond with a lower local content

percentage compared to low-tech activities. Thi€aanected to the fact that Brazil is still
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lacking a capacity for technology-intensive worktlve offshore industry (Barroso and Macedo,
2010: 65). For some firms with unique productsoiild be possible to do business directly from
abroad and surpass the LCRs, at least in the dtegjes of market entry. However, for the
majority of the companies it is necessary to preveshd comply with the LCRs (How to Do
Business in Brazil, 2011).

From the ¥ bidding round, a verification of the local conténvestments has been
required. It has its legal base in the Resolutian 36/07 from ANP (ANP, 2007). According to
this document, the companies must certify the apm of goods and services in Brazil. The
local content certification process is realized doywumber of private firms which have been
accredited by ANP to conduct local content audsee(Figure 2.4 The non-compliance with

the local content level stated in the contract gie@use to a penalty established in the agreement.

Analysis and Issuance
of Certificate

CERTIFICATION
COMPANY

Local Content In
Certificat

A
vestment
Report
—— d

Supply Audit and
Contract Control

Figure 2.4.The local content certification procésshe Brazilian petroleum industry (Source: ABSh€uting).

1.5. Brazilian local content requirements as a chinge for foreign companies

“Brazil is not for beginners!”

- Popular saying

The local content policies bring with them certaonsequences, both for the resource-holding
country itself and for the foreign firms that oger¢here. As stated earlier, the academic research
has been focusing on the challenges the local sbotaild present for the governments of the

resource-rich states in their quest for pursuirgyébhonomic growth and development in their
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countries. At the same time, the investigationt®f tonsequences that the LCRs have on the
foreign firms has, at large, been ignored.

Acknowledging the clear scarcity of relevant acamemesearch on this issue, the
following arguments will mostly be based on theomfiation elucidated from various guides and
reports, as well as internet articles that coulddsh light on what the potential challenges
regarding the LCRs that foreign firms could expece in Brazil. In addition, as mentioned
earlier, some academic studies that examine thal loontent challenge from the state
perspective could also present some relevant itsigs certain problems experienced by the
states themselves naturally trickle down to aftbet foreign companies operating within their
boundaries. With this in mind, a number of possibtEal content challenges that foreign firms
could meet in Brazil will be presented further on.

In spite of the vast opportunities in the petroldomsiness offered by Brazil, this country
is a very complex and challenging market to opeiratd he World Bank annually publishes its
global “Doing Business” report where it ranks coig# according to the ease with which
business activities could be conducted there. t326his report ranked Brazil as 136ut of
183 participating countries. The slight drop fro61@, when Brazil’'s rank was 120, indicates an
increasing difficulty of having business operatighsre (World Bank, 2010 and 2013). This
makes Brazil one of the most difficult places i tworld in terms of doing business. This is
echoed by a growing chorus of voices that expressarn about the policies that govern the
Brazilian petroleum sector (Phillips, 2012).

Brazil is currently faced with a number of challesgvhich undermine the success of its
local content development. Consequently, this 8@nahas implications for the foreign
companies that operate in the Brazilian markettalemrequirements connected to the local
content may be fairly easy to meet, such as, famgte, a reporting requirement, while others
could bear significantly more substantial implicas for the company’s strategy, as they affect
investment decisions and project delivery (War@éd,1: 38).

The overarching problem in Brazil is the currladk of capacity and competencen the
Brazilian domestic petroleum service industry (ing&tional Business Brazil Report, 2013).
According to Jon Vague, president and CEO of NLYednational, “the current challenge in
Brazil is that so much is being asked of local stdgso fast in order to achieve very aggressive
production targets...local industry may not be ablééliver so much on time and at worldwide
competitive prices...local content is under pressorehat reason” (Addison, 2012). Obviously,
this represents a big problem for the foreign camgsa struggling to comply with the LCRs.

According to the OFS Capital report, most of theefgh companies are dissatisfied with the
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existing policies and the measurement criteria lfmal content in Brazil and see it as an
additional burden (Manechy and Row, 2012: 1).

This problem is closely tied with another one — ek of competitivenessof the local
petroleum service industry. The World Economic FRemecently published a report on global
competitiveness where the countries were classdmabrding to three stages of development:
factor driven, efficiency driven, and innovationivén. Brazil is making some significant
progress in many components of competitiveness.eéderwy the country is currently still in the
efficiency driven stage of development, while sootber petroleum-holding countries, like
Norway and the United Kingdom, are already in tiovation driven stage (Oxford Analytica,
2010: 33). This, naturally, affects the petroleurdustry in Brazil as well. Echoing this, Hege
Lund, the president of Statoil, stated in his wigw to theVeja magazine that the worst barrier
to the Brazilian petroleum activity is its inefiicy (Veja, 2013).

According to Munson and Rosenblatt (1997), foresgmpanies bound by the LCRs in
the host state are often confronted by an inabiitythe local supply network to provide
necessary components. Moreover, local parts maprokibitively expensive. When dealing
with the LCRs, there is a growing need to be sfiatén the procurement planning for any
particular project, operation or investment. Midn&&arner describes procurement as a process
that seeks to secure equipment, materials, andcesrat theight place, at theight time, to the
right quality, in theright quantity and from thaght place (Warner, 2011: 61). The need to meet
the LCRs has an impact on all these five “rights’the same time, “place” is a key word here.
International major contractors often have longmteglobal sourcing arrangements with
equipment and material suppliers enabling themriweddown costs and achieve competitive
edge (Warner, 2011: 62). However, often the onight’ place with regard to the local content
is the local market. Therefore, purchasing goods services at the right place often has to be
carried out at the expense of other factors.

In this light, the Brazilian domestic oil and gagplier industry is currently faced with a
challenge of being not competitive enough. Natyrahis affects both the price level and the
performance capacity of Brazilian suppliers of gbadd services for the petroleum sector.

Commenting on thperformance capacifyOFS Capital report states that one of the main
reasons why foreign firms find it difficult to mettte LCRs in Brazil is a lack of availability of
suitable equipment (Manechy and Row, 2012).

High pricesof domestic production constitute another majabjgm. Warner states that
the LCRs could result in a potential cost escatatinthe domestic market when compared with
international markets (Warner, 2011: 37). His argotris confirmed by a survey conducted by
the International Quality and Productivity Centar April 2012 which showed that 34% of
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respondents said the main barrier to meeting theziBan LCRs is the price of domestic
products (Phillips, 2012). The high prices problemginates in the lack of capacity and
competitiveness. Prices tend to increase greatBnwdemand exceeds supply. Moreover, due to
the lack of capacity, the majority of the Brazilianmpanies cannot compete internationally.
According to IBRE (Institution Brasilieiro de Ecaméa — Brazilian Institute of Economics),
only 25% of Brazilian companies in the petroleunrket are engaged in exporting activities
today. Moreover, they export less than 10% of tpeaduction (Manechy and Row, 2012: 10).
In this situation, prompted by the promotion of theéRs, the costs in the Brazilian market are
incredibly high.

The cost differential for the local manufacture aaslsembly is significant when
compared to similar good imported with the inteloval pricing (Manechy and Row, 2012: 1).
OFS Capital report provides an example of cosedsfice for a seawater lift pump comparing
the Brazilian prices with those in the US. In jasbut every factor — including raw material,
inputs and components, labor, capital costs, andima the price was much higher in Brazil. In
general, the extra costs are usually from aroun 1 to 40% higher (depending on the
business segments) compared to the internatiovell (Mlanechy and Row, 2012: 8).

The general lack of capacity in Brazil is also cognout through théack of qualified
labor and, consequentlyhigh costs for skilled employeesBrazilian petroleum market is
attracting companies from all over the world, ahdré are simply not enough trained and
experienced professionals, as the demand exceedsuftply. Moreover, rules regarding the
local content contribute to the rise of the labosts and make it more difficult to find skilled
employees (International Business Brazil Report,330

According to the “International Business Brazil” pgoet (2013), a common
misconception among the Norwegian companies isdhavel of employee costs is relatively
low in Brazil. However, it is not the case (Intetinaal Business Brazil Report, 2013: 50). The
exceedingly growing demand for highly qualified dalresults in an upward shift in salaries.
Moreover in Brazil, employers have to consider saivadditional costs related to their Brazilian
employees in addition to their wagee€Figure 2.5. One of such extra costs is that of educating
the employees. Due to the shortage of qualifiedriamany companies prefer to take the matter
into their own hands. Naturally, educating the esgpés is associated with costs in terms of
wages to instructors, facilities etc., even though often necessary in order to reach sufficient
standards in terms of competence. A related proliiene is the costs related to mandatory
benefits that companies have to pay. It is ofted gt the cost of an employee in the Brazilian
petroleum sector is in the area of 180%-200% ofohiser salary (International Business Brazil
Report, 2013: 50).
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One more hurdle that the foreign companies coufee&nce when they are struggling to
comply with the Brazilian LCRs is a rathfeequent change of rules and regulationsegarding
this matter. In order to be able to plan the futstrategically, companies have to have a good
grip on the regulations they have (and will hawe)omply with. However, the local content
policy is relatively new in Brazil and has sufferedveral modifications in the last years.
Keeping up with all the modifications in the locabntent regulations could present a
considerable challenge for foreign companies.

B Additional costs

@ Gross salary

Figure 2.5. Total costs of an employee in Brazilu®e: International Business Brazil Report, 20%8).

Furthermore, the LCRs in the Brazilian petroleurat@ehave often been criticized as
being unclear (Tysoe and Camargo, 2013). Accorttirgsurvey conducted by the International
Quality and Productivity Centre, 25% of the respamtd stated that the lack of clarity about the
rules and regulations is one of the main barriems¢eting the LCRs in Brazil (Addison, 2012).

In addition to the changes in regulation and praces] the required local content level
was not constant as well. The local content wasgairement in all bidding roundsgeFigure
2.2 and 2.6), with exemption of round 0. However, bidding rdsnl to 4 had no minimum
requirement for the local content commitment ancepted free offerings. In rounds 5 and 6 the
Local Content Clause has received new elementsname detailed definitions. Minimum
commitment percentages were introduced. Moreotieretwere other significant modifications
such as, for example, sea blocks were classifiedrdimg to their water layers (shallow waters
and deep waters) (PASCHOALIN, 2010). From thesadsion, the local content started to gain
more weight in evaluating bidders’ offers and patages started to increase. From round 7 held
in 2005, ANP introduced a new set of rules and irequents and a new methodology to
calculate local content. The main change was ttabkshment of limits on the local content
offerings to the percentage placed between mininameh maximum values (PASCHOALIN,
2010).



Chapter 2: Theoretical and Empirical Background of the Research anduriéeRatview |31

100=

90 =

80 =
— 70=
R
c 60=
£
+~ 50=-
E
E
o 40=-
)

)

- 30=
20 =
10 =
0-

1= 2= 3= 4n 5= 6" ™ 9= 10=*

Bidding Rounds * Oréy arhate becks
[l Exploration B Development

Figure 2.6. The average local content commitmentsidding rounds (Source: OSEC, 2011).

The rules have been in force until the neW bidding round that occurred in May 2013
when they have been modified once again. The clsadlganm to fix all the confusion that was
getting the critique before (Tysoe and Camargo3203-11). However, it is too early to judge if
they managed to do it or not.

Frequent introduction of the changes in the rulegether with them not always being
clear enough, could present a significant challefgyeforeign companies, as it increases
uncertainty and hampers the processes of planmdgnaaking decisions. Moreover, it could
possibly increase the overall costs of running afpens in Brazil connected with extra expenses
on hiring consultants.

Finally, one more potential problem that foreignmganies could face in Brazil with a
regard to the LCRs isorruption. In an economy in which a single resource gengsratiarge
proportion of fiscal revenues, corruption could dree widespread (Oxford Analytica, 2010:
33). Moreover, if a minimum level of the local cent required is beyond the actual capacity of
the local industry, it could lead to delays in pip. This situation could easily prepare a ground
for increased corruption as a means to avoid sathysl. Transparency and predictability in
enforcing the local content regulations is criti¢at the success of the local content policy
(Heum, 2011: 10).
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The Transparency International’s Corruption Peiloagt Index ranks countries and
territories based on the perceived level of corampthere. A country could score on a scale from
0 to 100, with 0 meaning a country is perceivedigbly corrupt and 100 — as very clean. A
country’s rank indicates its position relative I tother countries and territories included in the
index. Brazil's current ranking is 69 among 174 moies. In comparison, Norwegian rank for
2012 is 7 (Transparency International, 2012). Adoay to a survey carried out by FIESP
(Federation of Industries of the State of Sao Banl@008, corruption accounts for at least 2%
of Brazil's GDP every year (equal to a loss of UgB.6 billion to corruption in 2011)
(International Business Brazil Report, 2013: 66).

Even though Brazil is a signatory to the Organaatior Economic Cooperation and
Development (OECD) Anti-Bribery Convention and Hasvs, regulations and penalties to
combat corruption, their effectiveness is incomsist The difficulties of fighting corruption in
Brazil are compounded by the high degree of deakrdtion, which leads to the local
authorities having wide discretionary powers. M@ero oversight mechanisms at these levels
are usually characterized by questionable effigiemehich could provide a fertile ground for
corrupt practices (International Business BraZill2 66).

In order to meet their contractual obligations, veall as for their bottom line and
reputation, foreign companies need local supplierse competitive on price, delivery, quality
control, and to avoid unethical behavior. Moreovkg regulations regarding the local content
have to be as clear as possible. However, theyealBrazil nowadays may not reflect this to
the full extent. According to the report by BoozG%., Brazil is in the challenging position with
higher costs than emerging countries and lowerywidty than developed countries (Business
Guyana, 2012). All the possible challenges disalisd®mve are closely connected and enforce
one another. This results in project delays andyHefes for non-compliance with a required
local content level which present additional rigktbr and lead to the costs of doing business in

Brazil rising up to a very high level.

1.6. Research questions

Based on the theory reviewed above as well as ercdirent gap in the literature, it becomes
possible to formulate the research questions optheent thesis. The theory made it clear that
the LCRs present a challenge not only for thaestétemselves but for the focal companies as
well. Aiming to create a contribution to this topithe present thesis is concerned with
investigating the experience of one Norwegian sendompany from the petroleum industry,

namelyAker Solutionsregarding the LCRs in the Brazilian market.
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Therefore, the first research question can be ftated as follows:

Research Question 1: What challenges has AkeriSotufaced in Brazil regarding the

LCRs in the Brazilian petroleum market?

Solutions that companies seek to solve the arishralenged are of great interest and
could create a valuable insight into the topic. rEfmre, the second research question is

formulated as follows:

Research Question 2: Which strategies has AkertiSnkiapplied in order to adjust to

the LCRs in the Brazilian petroleum market?
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Chapter 3: Research Methods and Methodological Redttions

The following chapter presents and discusses msthbdata collection that have been
employed in this thesis, as well as methodologieféctions on the field work.

3.1. Research strategy and design

The present study is embedded into goealitative researciframework. The rationale for this
strategy is based in the research questions arettolgs which require an insight infker
Solutions$attitudes, perceptions, and experiences regattied CRs in Brazil.

Qualitative research strategy is usually associatgd an inductive approach to the
relationship between theory and research (Brym@h2236). However, a deductive approach is
equally important as it provides a good initial isaf®r elucidating the issues and topics to be
discussed with the respondents. Thus, the preseay contains elements of both deduction and
induction.

A research design is a framework for the collechod analysis of data (Bryman, 2012:
46). In the most basic sense, it is a logical segei¢hat connects the empirical data to a study’s
research questions and conclusions (Yin, 2003: 20).

The present research usesase studyesearch design. This choice is justified by the
research questions that are posed. In generataeestudy approach is preferred “when *how’
or ‘why’ questions are being posed, when the ingasir has little control over events, and
when the focus is on a contemporary phenomenonnnatieal-life context” (Yin, 2003: 1). The
essence of the case study research design ist tbe¢ks to illuminate a set of decisions: why
they were taken, how they were implemented, and Wearesult was (Schramm, 1971 in Yin,
2003: 12). As this study focuses on one companyi@ndxperiences regarding the Brazilian

LCRs, the research design can be further spe@beal single-case study research design.

3.2. Challenges and the change of the research dgsi

My initial research strategy was to do a compaeatiwltiple-case study that would focus on a
number of Norwegian companies and research entitigsprovide services to the petroleum
industry and that have been working towards theiBaa market. The research was supposed to
focus on their experiences with the LCRs establidhethe Brazilian government: what are the

challenges they face regarding this issue and wblations do they seek. In order to conduct
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such a research, | managed to get in contact witeral SMEs (small and medium enterprises)
and research entities located in the Trondheinoredilowever, after conducting my interviews,

| felt the need to change my research strategye-Hiterviews showed that, due to the nature of
their entry and type of products and services thewide, none of these companies have
experienced any problems with the LCRs. The locaitent is a very complex topic, and
requirements for different firms can differ subsially, depending on various factors. Therefore,
after consulting with some of my research spondorsalized that focusing on the one larger
company via a single case study format would, gsbhde the most beneficial way to approach
the topic of the local content. Doing so provides tesearcher with an opportunity to have a
more narrowed focus and to make better sense osti@f a complex topic as the LCRs in
Brazil. With this in mind, | have decided to changg research design from a multiple- to a
single case study and, with the help of some ofesgarch sponsors | have managed to establish
contact withAker Solutionswhich agreed to participate in my research. Atsame time, | have
still decided to use some of the information ol#difrom the initial interviews as an addition to
this study in order to provide a contrasting pecipe on the experience édker Solutions

3.3. Introduction of the company for the case study

As mentioned above, the present research is centerenvestigating the experiencesAKer
Solutions a Norwegian transnational company that is a repdiupplier of oilfield products,
systems, and services for customers in the petrolendustry world-wide. In 2012Aker
Solutionshad aggregated annual revenues of approximatell M® billion. The company is
listed on the Oslo Stock Exchange. The head ol§itecated at Fornebu outside Oslo, Norway.

Aker Solutions AS#s the parent company in the group, which congi§ta number of
separate legal entities covering nine businessdsea Figure 3.1 “Aker Solutions”is used as
a common brand and a trademark for most of thetsgesn

In a global perspectivehker Solutionsmain markets are subsea production systems,
floating and fixed production units, and drillingrits (Annual Report, 2012). The company
employs approximately 28 000 people in more thao@®bhtries and approximately 80 locations
(Qil, Offshore & Shipping Conference presentatidarch 2013). Brazil is one of the main
foreign markets foAker SolutionsThe company has a long history of presence irBtlagilian
market where it has been established since 197Badtto be noted that it wévaerner a
company that used to be partAier Solutionswhich started activities in Brazil by establisiin
a pulp-and-paper business there. However, the aoyngeadually changed from being multi-
industrial to focusing just on oil and gas.
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Executive
Chairman

DRT suB
Drilling Technologies Subsea

ENG MMO Maintenance, OMA Oiffield Services
Engineering modifications and and Marine Assets
operations

ML§ Mooring and umMB PRS WIS Well Intervention
loading systems Umbilicals Process Systems Services

Figure 3.1. Corporate structure of Aker SolutioB®(rce: Aker Solutions presentation for the SEEitaes Nordic
Seminar, 10 January 2012).

Today, Aker Solutionsenjoys a strong local presence in Brazil (Annuap&t, 2012).
The Brazilian market provides 5% share of the diveraployees of the company and 7% share
of the total revenues (Corporate Responsibility d@ep2012). Aker Solutionsemploys
approximately 1400 people there in three main looat Curitiba, Rio das Ostras, and Rio de

Janeiro $eeFigure 3.2.

Rio das Ostras
Rio de Janeiro

Curitiba

Figure 3.2. Aker Solutions’ locations in Brazil.
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Five business areas of the company are currengigepted in the Brazilian markeseg
Figure 3.3.

Business area Abbreviation Year of establishment| Locations in Brazil
in Brazil
Drilling Technologies DRT 1997 Rio de Janeiro

Rio das Ostras

Subsea Systems SUB Product activities — Rio de Janeiro
1995 Rio das Ostras
Service activities — Curitiba

1997
Process Systems PRS 2001 Rio de Janeiro
Mooring and Loading MLS 2009 Rio das Ostras

Systems

Oilfield Services and OMA 2007 Rio de Janeiro

Marine Assets

Figure 3.3. Business areas of Aker Solutions tihatcairrently presented in the Brazilian market.

Conducting my research, | had a chance to interwwgarmants from four out of five
business areas éker Solutiongresented in Brazil, namely DTS, SUB, PRS and MLS.

Aker Solutionshas expressed a long term commitment to this rmdliké). In order to
comply better with the LCRs, the company is buiddup a local capacity by establishing several
production facilities in Brazil. Currently, thereeaa subsea manufacturing plant in Curitiba, and

a subsea service base and a drilling riser proaluati Rio das Ostras. In addition, in 20Rker
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Solutionsstarted building a new multi-purpose service &tets drilling equipment business in
Macaé, 180 km Northeast of Rio de Janeiro. Thigifiaés expected to open in 2014. Moreover
on 22 May 2013Aker Solutiondaid the foundation stone of a new plant in S&@Jios Pinhais
in the Parana state, which is expected to be dpeedin 2015. It will replace the current subsea
manufacturing in Curitiba and double the compamysduction capacity in the country (Aker

Solutions website).

3.4. Research sponsors and gatekeepers

Finding a relevant site for conducting a socialeegsh and gaining access to it is often
problematic. With this in mind, the role of resdarsponsors and gatekeepers has to be
emphasized.

According to Saunders (2006), personal contacthefresearcher could act as research
sponsors by vouching for a researcher and the \@flleer research in order to help her gain
access to relevant organizations and respondeesgarRch sponsors have been of great value to
me in the process of working on this thesis. In pihecess of conducting a research for my
internship during the autumn semester of 2012, wvha@ve been mentioned in the introduction
to this thesis, | established a number of importamtacts through my internship supervisor at
the company, Gunn Kari Hygen. Among others, sheodhiced me to my informants at the
Brazilian-Norwegian Chamber of Commerce (BNCC), 80K, and Innovation Norway. These
people have provided me with very valuable insightgrding the issues covered in my present
research. Moreover, the informant from BNCC, Te&jaalstram, was the one who suggested
that Aker Solutionscould be an interesting case to study. In additt@acted as my research
sponsor by providing me with a contact person atcttbmpany and vouching for my research. In
this way, | was introduced to my gatekeepehlar Solutions

It has to be noted that research sponsors havekged an important role in following
the multiple-case study strategy that was initialysen for the present research. In this case, a
person who acted as my research sponsor was Oddwarfrom Marintek. | was introduced to
Mr. Aam by Gunn Kari Hygen while conducting my imtship research last autumn. He was
very kind in helping me to find and obtain accessdlevant companies and informants for my
research.

Gatekeeping is a common phenomenon in social r@seard refers to the process of
mediating an access to organizations and inform#@ntmtekeeper, therefore, is a person at the
organization who controls the access (Saunders6;2B@yman, 2012). Organizations that
become exposed to the social research are natemibyerned about issues of confidentiality and
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the ways in which they are going to be represemehde published work. Consequently, gaining
access is usually a matter of negotiation betwersss@archer and a gatekeeper (Bryman, 2012:
151). My gatekeeper #@tker Solutiongntroduced me to a number of relevant informantsiw

the company. At the same time, as the topic of @sgarch could touch upon certain confidential
information, he requested to check my writings tmdhake sure whether my findings could be
made public. In addition, | was requested to awmiohg in the text any direct citations from my
interviews with the respondents Aker Solutions| accepted these requirements, therefore, the
“research bargain” was made and | gained accesy twompany of interest.

Conclusively, gaining access to organizations amMokimants is often considered to be a
process that contains a certain degree of chall¢Mgader, 1992; Saunders, 2006; Bryman,
2012). However, in my experience, utilizing thephef the research sponsors and gatekeepers
resulted in a successful attaining of admittanceetevant organizations and informants and,

consequently, in a fruitful collection of the déba my research.

3.5. Methods of the data collection

Conducting interviews is the most widely employealtad collection method in qualitative
research (Sandelowski, 2002; Nunkoosing, 2005)s Tibids true with regard to case studies as
well, as (qualitative) interviewing is one of thgpical ways of following this research design
(Bryman, 2008: 76).

Semi-structured interviews were the prime methodptoduce data for the present
research. The main reason for this was the ned@ability. An interview guide with a list of
fairly specific topics to be covered during theeimiews was prepared. However, the chosen
style of the interviewing allowed necessary charigethe questions to be made depending on
the course that a particular discussion took. Tpened up the possibility to discover some
issues that were not immediately visible. Moreogemi-structured interviews allow better for
discussions and reflections with the interviewdemtstructured interviews where one cannot
abandon the strict, pre-defined structure of thestjans.

| have conducted five semi-structured interviewth five managers atker Solutions
All interviews were conducted in a period of onenttoin the spring of 2013. Two of the
interviews were held face-to-face in tA&er Solutionffice in Oslo. The rest were done via
Skype or telephone due to the geographical locatidhe informants.

Recording of the information was done with a hdlg @ound-recording devise and/or a
special program for recording the sound during ®lkype conversations. All data was
transcribed after the interviews. The languagédefibterviews was English.
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As mentioned earlier, addition to the interviewshwihe managers atker Solutions
which form the core of the present study, | condddhree interviews with the representatives of
the Brazilian-Norwegian Chamber of Commerce (BNAQ)Y,SOK, and Innovation Norway. In
order to have interviews with the respondents fRNCC and INTSOK, | made a one-day trip
to Oslo. The interview with the respondent from dwation Norway was done in the
organization’s office in Trondheim.

The Brazilian-Norwegian Chamber of Commerce is mting the development of
commercial relationships between Brazil and Norwalge Chamber organizes a variety of
networking events, conferences and seminars, compiaits and bridging potential business
partners, all in order to give the members updatémmation about the political, economic or
sector business issues, as well as to raise thergjdmowledge in Norway about the business
environment in Brazil (BNCC website).

INTSOK — Norwegian Oil and Gas Partners is a nétwimsed organization established
by the Norwegian oil and gas industry and the Ngrae Government. Its objective is to work
with companies in the Norwegian petroleum industryexpand their business activities in the
international oil and gas markets. The organizagmcourages active dialogue between oil
companies, technology suppliers, service comparidggovernments (INTSOK website).

Innovation Norway is the Norwegian government'scadf trade representative abroad. It
aims to assist Norwegian businesses in growing farding new markets. The organization
provides competence, advisory services, promotisealices and network services (Innovation
Norway website).

All three of these organizations could be consideas organizations that facilitate
internationalization of Norwegian companies. Theenmiews, | have conducted with the
respondents from these organizations, were a vigsalurce of background information on the
topic of my thesis, as they provided a panoramispective on the issues being researched.
Moreover, these informants were very helpful bygasging me further sources of information
and referencing me to other people who could bvagit for my research.

Finally, as mentioned above, | conducted six ineawg with four Norwegian SMEs and
two research entities which have operations witthia petroleum sector and which have
established themselves in the Brazilian market. @uthe change of the research design from
multiple- to single-case study, the informationided from these interviews will be discussed
briefly in the findings section to provide a compan to theAker Solution'sexperiences. The
names of the companies and the respondents wilinbiésclosed. It has to be also noted that

having these interviews contributed to my deepedeustanding of the internationalization
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process of the Norwegian companies from the petrolsector. Moreover, it helped me to
understand better the inherent complexity of thezilian local content issue.

In addition to the interviews, a number of powemp@resentations, as well as relevant
articles and reports on the topic, provided by mspondents have been a good source of the
background knowledge. This information was veryphél due to the lack of the academic

literature on the studied issue.

3.6. Reflections on the collection of the data

As mentioned in the introductory chapter, my inséren the issues revolving around the
internationalization of the Norwegian petroleum teeccompanies to Brazil stem from the
internship | have conducted in the autumn seme$t2012. The interviews that were carried out
for my internship research, although being focueadthe cross-cultural difficulties between
Norwegians and Brazilians, at the same time touclhpesh other challenges that the Norwegian
companies might meet while doing business in Brazich as, for example, the LCRs that
became the center issue of the present researadseTimterviews provided me with an
introduction and initial insight into the businemsvironment in the Brazilian petroleum market,
as well as into some experiences of the Norwegiampanies on operating in this country.

As argued in the previous chapter, there is a defiack of academic research on the
topic of the LCRs in the petroleum industry, esplgistudied from the perspective of the
foreign companies that have to comply with theggilaions. This was a significant obstacle in
formulating the questions to be discussed durirgyititerviews with my respondents for the
present research. With this in mind, the informatiavas able to elucidate from my internship
research helped me to outline certain potentiablpros that the companies might face with
regard to the LCRs in Brazil. Moreover, the infontga from such internationalization-
facilitating organizations as BNCC, INTSOK, and ewation Norway that | have met during my
internship, were a source of valuable informatioat talso contributed to the formulation of the
interview questions for the present research.

Time constraints were another major obstacle talgoting this research. In addition to a
limited timeframe of one semester, the change ef ribsearch strategy contributed to the
challenge of collecting the good and interestingadahave spent a considerable amount of time
interviewing companies for my initial multiple-caseidy research design. Therefore, when the
decision was made to focus on one company onbynd myself to be constrained in time | had
for conducting a new research for tA&er Solutionscase. Although it was a rather risky
decision, | do not regret it, as, in my opinionjstisingle case study better highlights the
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complexity of the topic. Moreover, by conductinge tnitial interviews | was able to collect
some interesting insights into the problem in foedsch helped me in preparing interview
guestions foAker Solutions

A number of minor technical difficulties were exjggrced in connection with the
collection of the interview data. The interviewsndacted via Skype and telephone were prone
to some lack of quality in the connection whichtietes, made it challenging to understand what
the respondent was saying. | have tried to clahfy information with the follow up questions
whenever possible. Moreover, as the interviews wererded with the digital voice recorder, at
times the clarity of what people have been sayiegewnot the best, especially if the interview
was conducted via phone or Skype.

It has to be also mentioned that, when conductimgsaarch, a researcher should pay
increased attention to his/her role in the researcltess in order to be as much “neutral” as
possible and to avoid misinterpretation of the iinfation. However, it is often a challenge
because he/she is a human being, with certain pigsos, outlook on life, and experience.
Moreover, my personal background as a Russian pestalying Norwegian companies in
Brazil might also have been an obstacle to askigiieb questions that might have surfaced
richer information from the respondents. Althoughave spent almost one year researching
various aspects of Norwegian and Brazilian busieessronments with regard to the petroleum
industry, certain understanding of the local cotgenight have been missed. This could have
led to a situation when certain aspects of busipessiliarities, both of Norway and of Brazil,
might not have been taken into account. In addi#olanguage barrier might have had an effect
on the interpretation of information by both my pesdents and me. The language of the
interviews was English, which is a mother langué@eneither me, nor my informants. Even
though all of my respondents and | could be comstil@s fluent users of English, from that
point of view, certain linguistic misinterpretationight have aroused both in interpreting my
guestions by my respondents and for me in inténgeheir answers.

Finally, one of the research questions deals wWithdtrategies to cope with the LCRs.
This topic can be considered as connected withaicerhformation that is confidential. The
sensitivity of this issue to the company might hagsulted in the answers from some of the
respondents being less detailed. For example, \akked about concrete strategies, one of the
respondents fromker Solutionsanswered that he cannot elaborate on this furthiéh this in
mind, the necessity to make my research publicltessun focusing only on the general
strategies ofAker Solutionsinstead of going deeper into the more detaile@p'$ty-step”

strategies.
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Chapter 4: Analysis of the Findings

The present chapter is one of the most fundamentais thesis as it provides the reader with a
presentation of the findings of the research. Téraidant part of the analysis will attendA&er
Solutions the main company in focus of the present studyg, ta its experiences regarding the
LCRs in the Brazilian oil and gas industry. In doidi, the chapter will present a number of
significant conclusions that have been elucidatedhfthe supplementary interviews with four
Norwegian SMEs and two research entities, whichadge present in the petroleum market in
Brazil. This will be done in order to create a esal complement to the research by providing
a contrasting perspective to the experienckkalr Solutions

The presentation and analysis of the findings ballorganized in line with the research
questions of this thesis, which have been outline@hapter 2 With this in mind, the body of
the present chapter could be virtually divided ititcee main parts. The first one will handle the
challenges thaf\ker Solutionshas met in Brazil in relation to the LCRs in tloedl petroleum
market. The strategies the company has applieddier @0 adjust to these challenges will be the
focus of the second part of this chapter. Findlg concluding part will address the findings
from the supplementary interviews by providing arslanalysis of the experiences that smaller
organizations, with an operating focus differewinirthat ofAker Solutionshave concerning the

same issue of the LCRs in Brazil.

4.1. Remark on the internal structure of Aker Soluions in Brazil

In order to provide a reader with a better undeditay of the findings presented further, it is
necessary to make an additional comment regartimgnternal structure ddker Solutionsas a
company.

As mentioned in the previous chaptédker Solutionsis the common brand and the
trademark for a number of separate legal entihias ¢over nine different business areas within
the organization. At the moment, only five of themwe represented in the Brazilian market,
namelyDrilling Technologies (DRT), Subsea Systems (SBB)¢cess Systems (PRS), Mooring
and Loading Systems (MLSnd Oilfield Services and Marine Assets (OMAhis study
incorporates the information provided by the regjgms from four out of five business areas,
with the exception cODMA

Due to the different nature of their products ardviges, the abovementioned entities

could be considered as fairly independent unitdemms of their operations. Although the
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fundamental portion of the experiences regardimgBhazilian LCRs is common for all of the
business groups interviewed, it has to be notetl different entities could vary on certain
aspects to some extent. Nevertheless, keepingnd that this research looks &ker Solutions

as a single company, the present discussion vehttthe experiences of separate entities
together. At the same time, certain differenced wstill be mentioned in the analysis when

necessary.

4.2.Local content requirements: a challenge for Aker Slitions?

The first research question of the present thesits what kind of difficultiefker Solutionsas
faced in Brazil regarding the LCRs in the localrpletum market. With this in mind, first of all it
is necessary to identify whether or not the comgdayyany means perceives these requirements
as challenging.

In line with the GPN approach presented earlighis study, by establishing a subsidiary
and production facilities in BrazilAker Solutionshas become embedded in the specific
territorial location and, therefore, is affected Ktye policies enforced by the Brazilian
government. Furthermore, according to this thecaétiframework, the state exercises a
substantial degree of power over the type of ingusker Solutionss involved in. With this in
mind, the requirements regarding the local conpasied by the Brazilian government could be
considered as having profound implications for lieal operations of such foreign company,
deeply-embedded in the Brazilian marketA&er Solutions

Taking the aforementioned into consideration, ohéhe first questions that | posed to
my respondents at the focus company was whethgrdhesidered the LCRs in the Brazilian
petroleum sector a challenge or not. Supportingtieery, all of them were very clear that the
local content had caused a number of problems had it indeed presented a significant
challenge forAker Solutions

It has to be noted though that the LCRs, despitiioechallenges associated with them,
are at the same time seenAler Solutionsgs an opportunity as they, if managed correatigcl |
to a stronger development of the company’s positioisuch a prominent foreign market as
Brazil. Moreover, the respondents expressed arergstahding of the reasons behind the
existence of the LCRs in Brazil. This is inherendgical taking into account thé&tker Solutions
is a company that originates from Norway, a coumthych has often been quoted as a model
example of successful management of its hydrocaresources by means of an intelligent
application of the local content policy. In additjiahe respondents recognized the existence of
certain historical reasons for introducing the LARghe oil and gas industry in Brazil. With
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regard to this, one of the managers noted thatgdas much as possible locally is a very
“Brazilian” way of operating. Indeed, up until 1984azil has been either a military controlled
state or under a strong influence of the milit&yen after the change of the regime, the country
remained considerably closed until the late 1990és means that for a long time Brazil has
been relying substantially on the domestic productTherefore, when it came to developing the
petroleum reserves, it was only natural for thezBieen government to emphasize the need for
doing as much as possible internally in the couriiye of the respondents commented that, in
his opinion, there have never been any doubts aziBregarding the need to perform as much as
possible locally, as the political understandinghe country in relation to this issue has been
like this for decades.

While the motivation of the Brazilian governmentestablish the LCRs is clear, the way
in which these requirements have been manifeste@ality could be a subject of a dispute.
Developing a regulatory framework to govern itsanld gas industry, Brazil has the possibility
to learn from the experience of those petroleurn-countries that have successfully managed a
similar task in the past. With regard to thissibften said that the Brazilian government is gyin
to imitate the Norwegian regulatory model, whiclcasidered an example of the best practice
in this matter. Discussing this issue, one of #rspondents has argued that it is not the case. He
stated that while the prime objective of having tl@Rs in Brazil — an establishment of a
competitive national industry — is similar to tledtNorway, the implementation of the principle
is very different. For example in Norway, domestampanies received a priority only when
they were competitive on price, quality, and delwvéime. Local Brazilian suppliers and
subcontractors, in contrast, currently operatdheenvironment that could be considered highly
protectionist.

Summing up, it is possible to conclude that Aker Solutionsthe issue of the local
content in Brazil is two-sided. On one hand, thenpany understands the underlying reasons
and motives of the Brazilian government to est@bliee strict LCRs. Moreover, these
requirements can be seen as an opportunity forefirestablishment and root-striking in the
Brazilian market. At the same tima&ker Solutionhas experienced some challenges connected
with the LCRs. Therefore, to some extent, the camggains in the chorus of voices that express
certain doubts regarding the way this idea wasemgeited into the reality. In line with the main
research objective of the present thesis, the vimtlg analysis will focus specifically on
discussing the reasons for why the Brazilian LC&dd be seen bfker Solutionss associated

with certain challenges.
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4.3.1. Challenges connected to the local supplieramket

As discussed irChapter 2 one of the major problems of the Brazilian petuoh industry
nowadays is the current lack of capacity of its detit service industry. This notion was indeed
confirmed in the interviews with the respondentsnfrAker Solutions One of the possible
explanations for such a gap has to do with the iBaaz petroleum industry not being
competitive enough. According to one of the respomsl a fundamental problem is that
domestic companies, in contrast to their foreignnterparts, are being put in a favored position.
Therefore, there is a limited natural incentive foem to be competitive on the international
level.

One has to remember that the prime reason for Bi@zpen its petroleum sector to
foreign investment in 1997 was to attract the fygmecompetence that was lacking among the
local firms. Hosting international companies witevant know-how in principle should help
Brazil to make its own petroleum industry more kfexnge- and innovation-driven. However, in
practice, the current local content policies in tentry are aimed more at creating a protective
environment for the domestic companies, rather thannurturing their competitiveness.
Naturally, such situation hampers the developmédnthe local petroleum industry, while
simultaneously creating negative implications floe foreign companies that seek to establish
operations in the Brazilian market.

Supporting this idea, one of the respondents acladged that, while the local Brazilian
supply base has to be developed by the compak&AHker Solutiongnd its competitors, it is at
the same time very difficult for foreign firms teetgestablished in this industry in Brazil. By
establishing local industries, foreign companiet the same protection as the existing local
ones. However, it is not always easy for the newargnto develop smooth-running operations,
as not all of them succeed in navigating throughBhazilian bureaucracy and the complex tax
system.

Without a doubt, the ability to successfully compligh the strict LCRs is crucial for the
majority of the foreign companies, if they wantetgtablish a long-term presence in the Brazilian
oil and gas market. However, the lack of capacityl a&ompetitiveness discussed above
represents a significant challenge for the compaage they often struggle to follow the local
content regulations. First and foremost, it iseetid in the relationship between the foreign
firms and the local suppliers and subcontractongse relations are often negatively affected by
a number of aspects which will be discussed further

First of all, according to one of the respondemtsen entering into the relations with

local manufacturers, foreign companies struggld \heir poor competence in certain areas
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On one hand, Brazilians are well-qualified in ssehvices as welding, piping, steel work, etc.
On the other hand, however, they often strugglermiheomes to assembling complex systems,
as well as to planning and coordinating. The abardianed respondent further explained that a
possible reason for such situation could be thatiadbal subcontractors are used to work under
an exceptionally strict control dPetrobras Due to this, they are experiencing difficulties i
adjusting to have a more flexible environment torkvm which is usually provided by the
foreign companies.

Another major problem that stems from the necessityealing with the local suppliers
and subcontractors, confirmed by all of the respoitgl is amunreasonably high level of prices
in the Brazilian domestic supply chain. This suppa@n assumption made @hapter 2 As
mentioned earlie\ker Solutiondas established a number of production faciliieBrazil and,
therefore, is able to perform a portion of requirednufacturing locally on its own. However,
due to the limited capacity of these facilitiess tompany often finds itself in the situation when
it has to outsource some of the work to the doro@&stazilian companies.

For example, one of the business entities wikker Solutionsn Brazil is involved in a
significant amount of subcontracting. Usually, whegroducing a module for the Brazilian
market, the abovementioned entity performs theresgging part of the work itself. However, it
has to find somebody who is able to fabricate assemble the equipment that has been
designed. Naturally, aSker Solutionss required to present a certain level of locaiteat in its
operations, the preferred manufacturer should loea Brazilian company. However, the entity
often finds itself in a situation in which it isdad with a difficulty to obtain predictable prices
and schedules when working with a local subcontract

It has proven very challenging to find local prosisl at sustainable prices when
comparing to the international price level. Accaglio one of the respondents, the prices of the
Brazilian sub-suppliers are often two-three timaghér, comparing with those in the
international market. Actually, in certain circuistes it could be as much as twelve times the
price offered worldwide. Discussing the reasons doch a high price level in the Brazilian
supplier market for the petroleum industry, thepoeglents noted that the LCRs seem to have
created unreasonable expectations among the looapanies. It is possible that they believe
that, in many instances, foreign companies do rasehany other choice than to use local
services, if they want to avoid penalties for redahing the required local content level stated in
the contract. Moreover, as suggested by one ofdtgondents, when establishing their prices,
local suppliers have a tendency to put them closthé price level of imported goods. The

import taxes in Brazil are very high, and one mag ap paying 40-50% extra in taxes on top of
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the cost of the product itself (the tax level coutaly dependent on products and services, where
some are at 10-20%, while the others are taxee ¢o50%).

In addition to the poor competence in certain aggabsthe high prices, another problem
with regard to using the local supplier chairdedaysin the project schedule which make the
project more expensive than originally plannedhia budget. With this in mind, the necessity to
meet the LCRs in Brazil by working with local conmges is connected with additional risk of
not meeting the deadline and getting fined by tlet One of the respondents commented that,
compared to the international market, local Branilisubcontractors often displays poor
coordination and planning, as well as a differetitumle towards time. All of this results in
projects being delayed for no obvious reason. khsa situation utilizing the local content in
terms of working with the local subcontractors esgmthe company to a higher risk with the
contract.

With the aforementioned in mind, certain busineggies withinAker Solutionsn Brazil
sometimes find themselves in the situation whewy #re forced to compromise their value of the
local content in order to meet the schedule. Onth®fespondents explained that when they set
up a project, they are naturally trying to makeestive LCRs will be met. However, due to the
high local prices, things are sometimes not mdieing as expected. In the situations like this,
the company is forced to move some work outsideziBr&his, however, reduces the overall
value of the work done inside the country and,dfee, affects the compliance with the LCRs.

It has to be noted that the high level of locatesi and the delays in the projects do not
only compromise the operation and add to the exgseabtheforeign companies similarA&er
Solutions they also affect the productivity of the Braailigetroleum sector itself, in this way
creating a vicious circle. Indeed, as noted by ohthe respondents, many projects started in
Brazil in the last years have been delayed. He ptsnted out that there is a big difference
between the plans and the reality with regardshat®etrobrashas planned to accomplish until
2013 and what has actually been doiker Solutionsacknowledges that this is a big political
iIssue, and it is something that it, as a compaay th relate to.

Finally, it has to be mentioned that one of theitess entities withilker Solutiondas
had a fairly negative experience with trying tottle local content in Brazil. This entity did not
have any production facilities in the country arterefore, was planning to find local
subcontractors that would be able to manufactuectimpany’s products locally. In order to do
that, the entity hired a purchasing manager in iBaaxd did an extensive investigation of the
companies represented in the local market. Howegeclarified by one of the respondents, the
prices they received were not acceptable for tmepamy: they were approximately three to six
times higher than the prices this entity normaldy fsom its existing international suppliers in



Chapter 4: Analysis of the Findings51

Singapore, Poland, and South Korea. The resultthatsthis particular business entity within
Aker Solutionsvas not able to find any suitable suppliers inZBrar his, together with a very
complex Brazilian regulations and tax system, nthéeentity to decide not to provide any kind
of local content in Brazil for the time being. Thfare, the final decision was to offer their
equipment to the Brazilian clients based only am ititernational production. However, in this
case the entity would have to add the price ofitieefor non-compliance with the LCRs in their
offer, and that could potentially result in lositige contracts, due to the fact that the final price
would end up being too high for a client. With timsmind, the entity’s current strategy for
Brazil is to survey the market and see if theré belany changes.

Summing up, the interviews confirmed an assumppic@sented irChapter 2that poor
capacity and low competitiveness of the Braziliagtrgleum sector results in the lack of
competence, high prices, and delays, all of whighassociated with a certain amount of
challenge forAker Solutionsn terms of complying with the LCRs. The dimensadra problem
is especially significant, when the company is vesllablished in the location and has developed
strong ties of dependency to the local market,ilikgein the case of\ker Solutions

4.3.2. Challenges connected to the local labor maek

As discussed irChapter 2 another significant challenge for the foreign pamies in Brazil
spurred by the lack of competence is connected thahdifficult situation in the local Brazilian
labor market. A common understanding is that théation in the Brazilian petroleum sector is
heated, as there is a general lack of skilled epegle. According to one of the respondents, the
government’s demand of the local content is putAnipt of pressure on the resources in the
petroleum sector, not only material but human a& Where is a lot of activity in the oil and gas
market and, in order to get the work done, a sicgmit number of skilled professionals is
required. However, as discussed in the second ehaibtere is a current lack of qualified
workforce in the Brazilian market, and the comparead up “stealing” good employees from
each other.

It has to be mentioned that, as pointed out by @hthe respondents, the situations
between the blue-collar workers and the white-collarkers are different. Qualified blue-
collars are not very difficult to find, and the geilevel in this labor segment is on a competitive
level. At the same time, Brazil has a big shortafgeople with relevant engineering and
managerial skills and industry experience. Accagdmone of the respondengser Solutionss
able to hire blue-collar workers at a reasonabieepand train them in a reasonable time
schedule, so they can perform a good job. He alsotioned that the company has not
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experienced any problems with finding employeegeidorm support functions, such as HR and
finance, for example. At the same time, the compsaees a challenge in finding specialist
engineers and project people.

The possible reason for this, as identified by ohthe respondents, could be that during
the last ten years Brazil has experienced an excgpt growth in many areas such as
telecommunications, automotive industry, energy amding sector, etc. Therefore, there is a
lack of skilled managers across different secttwsughout the country. In the petroleum
industry, it is becoming even more prominent duethi® general underdevelopment of this
industry in Brazil.

Naturally, this shortage of skilled workers has iaplication on the salary levels.
According to one of the respondents, managementiquus in Brazil are paid relatively more
compared to Norway, for example. Moreover, a di#ffexe between an average blue-collar salary
and an average vice president salary could bedvtlorée times higher than it is in Norway. One
of the respondents noted that a possible reasomitmaimg to the high prices for the skilled
white-collar workers in Brazil have to do with tii&ct that there has been generated a high
demand, at least by foreign companies.

Another problem is connected with the fact thaeamployee turnover is very high in the
Brazilian petroleum market. People tend to shifisjguite often: Brazilian employees can easily
leave a company, if they get better offer somewtsse. This presents a challenge for the
foreign companies in terms of strategic considenati as they could lose critical employees at
very inconvenient times. One of the respondentsncemted that the employees’ attitudes are
very much driven by money, and the loyalty in tileaod gas labor sector is very low, at least it
Is not on the same level as experiencedker Solutionan Norway. Moreover, as the notice
period for employees who plan to leave is just mmath (in reality, people usually leave before
this period is over), the company finds itself ve tsituation when it could lose key people fast.
This is, of course, a difficult situation to deathvin a heated market.

Keeping in mind the difficulties of finding a goddcal engineer or manager, a natural
question appear$Vhy not inviting expats that possess relevantsskiid experience to work in
Brazil? Indeed, as noted by one of the respondents, &l tegms, one does not have to be a
Brazilian or have a Brazilian passport in ordebéoconsidered as a “local content” — the rules in
Brazil are not so strict on this matter. The reguonent is that he/she has to be registered as an
employee in Brazil and work and receive his/hearsathere. However, when discussing this
issue, one of the respondents said that bringireghig numbers of expats would not be viable.

There are a number of reasons for that.
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First of all, hiring expats would be too costly.eBe employees would be on the expat
contracts that require a significant additionabfining connected with uplift in the salary, the
need to provide housing, schooling for the childetn All these expenses would present too
heavy of a burden on the company’s budget. Thezgfder Solutiongloes not see the financial
viability of having a big number of expats workimgits Brazilian subsidiaries.

Furthermore, there are certain bureaucratic issoesected to bringing the expats to
Brazil. In this country, obtaining visas and workrmits is a long and rather complicated
process. One of the respondents mentioned that Wheworked in the US, it took him two
weeks to get a work permit there; in Brazil, on ¢batrary it could take as long as six months.

Finally, according to another respondent, theie limit on the number of expats a single
company is allowed to have in Brazil. This is yab@ner measure undertaken by the Brazilian
government in order to promote and develop thel Brazilian workforce.

With the aforementioned in mind, another possipiid solve the labor scarcity problem
could be to have engineers working with the Brarmilmarket distantly from another country.
One ofAker Solution'sbusiness entities in Brazil has tried to exedhbts strategy in one project.
However, according to one of the respondents,dtrdit work so well. He mentioned that it
would be very difficult, due to the different wal®rwegians and Brazilians interpret things and
deal with them. This stems from the cultural déieces manifested in the way people work in
these the two countries.

Summing up, the respondents frofdker Solutionsconfirmed the idea expressed in
Chapter 2regarding the fact that the difficulty in findirsdilled professional together with high
level of salaries could present a challenge forcthrapany in terms of complying with the LCRs
in Brazil. Adding to this problemiker Solutionss not able to solve this issue by substituting a
local Brazilian workforce with a big number of Naggians or other foreign employees due to

high costs and bureaucratic difficulties associat#ld having expats working in Brazil.

4.3.3. Challenge connected to the lack of clarity

As discussed iChapter 2 companies need to have a good understandingattjulations that
they have to comply with, in order to be able te@xe a successful strategic planning for the
future. With this in mind, another potential diffity connected with the Brazilian LCRs, which
has been outlined earlier, is a certain lack afitylaegarding these regulations.

The interviews a\ker Solutionsshowed that this issue indeed presents a challEmge
the company. FoAker Solutionsthe problem is manifested in two main ways. Ting fs the
lack of clarity that stems from the fact that regigdns governing the local content are not yet
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well-developed and exist in a state of flux. As ti@med inChapter 2 the LCRs are a fairly new
concept in the Brazilian petroleum industry. Theref the local government has to continuously
adapt them in order to fix problematic areas. Nalyyrthis situation creates significant problems
for the foreign companies: as often it is diffictdtplan in advance. Consequently, this increases
the risk for the company’s operations in Brazil.

Discussing this issue, respondents agreed thatopdite challenge lies in the fact that
Brazil has created a highly complicated and intecaegulatory framework. One of the
respondents commented that there is a lack oftglarithe way local content is calculated, as
often experts on the field cannot provide precis@agers on this matter. Moreover, according to
this respondent, certain things in the calculatiaresnot logical: for examplé\ker Solutionss
investing a considerable amount of money in bugdinnew facility in Brazil, however, this
could not be considered as a part of the compdtgtzal content package”. The respondent
expressed a feeling that such situations do notnsakse, especially if one takes into account
that the objective of the Brazilian government as develop a competitive industry in the
country. Naturally, this adds to confusion and dopbtentially lead to some poor planning
caused by misunderstandings on the side of a fo@gpany.

In addition, a rather frequent change of the LC&sesents another part of the problem
for Aker SolutionsAccording to one of the respondent, this is stimgtthat requires constant
monitoring. In line with this, another informantained that the LCRs are currently subject to
one more revision, and nobody knows what the ouécenti be. Moreover, the publication of
the final version of the revised LCRs is being geth Naturally, this situation is highly
inconvenient for any foreign company that is regdito comply with the LCRs in Brazil.
Acknowledging thisAker Solutionsat the same time recognizes that this is a diffipalitical
issue and the company has to respect the way #mliBn government wants to run its country.

The second way in which the lack of clarity in th€éRs manifests itself is connected
with the question whether the company actually thagresent the local content in a particular
contract or not. For examplédetrobras provides a certain engineering, procurement and
construction (EPC) contractor with a contract tddoa platform.Aker Solutionsbeing further
down in the supply chain, has to deliver a smathgonent for this platform, alongside with
other supplier firms who deliver other parts foe stame project. The local content requirement
for the whole platform could be, for example, 6(8tce 40% of the project could be procured
from the international market, the EPC contracts tertain flexibility and, in order to lower the
overall cost of the project, is able to decide whparts will require the local content and which
will not. For Aker Solutionglelivering a small part of the whole platformijstoften unclear up
until the contract is signed, whether its parthef work will include the LCRs or not. One of the
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respondents commented that this lack of clarity iserious challenge in terms of a strategic
planning. It has to be noted, however, that thevalmentioned example does not apply to all of
the business groups withker Solutionsn Brazil. The respondent, who provided the exampl
noted that the other entities might not experietinie challenge due to the different nature of
their products and services.

Finally, one of the respondents made a remark timatway in which the Brazilian
government values the local content could be evererbeneficial for the development of the
Brazilian industry than it is at the moment. He tramed two goals that Brazilian government
should strive for through the local content regala. The first one is to get local people
employed, and that would mean to encourage manmufagtin the country. The second one,
which is also more difficult to achieve, is to d@tal people educated in the engineering design
process. However, at the moment the cost of fatiwitas much higher than of the engineering
part. So, in order to fulfill the LCRs, it is endufpr a company to do the engineering abroad and
just perform manufacturing locally. In the opiniohthe aforementioned respondent, in order to
develop Brazil has to value the “thinking” part Inégy, rather than just supporting the mere
employment of the local people. In this way a copmould benefit more, as it would develop
the necessary competence and knowledge.

To give a short summing up, the interviews with #rmployees atAker Solutions
confirmed the idea expressed @hapter 2that the lack of clarity in the LCRs presents a

challenge for the company’s operations in Brazil.

4.3.4. Rise in the overall costs of operations

In addition to the expenses connected with the pigtes introduced by the local suppliers and
the high salary level of skilled workers, as wedl extra costs due to delays in the projects,
another aspect that raises the overall costs oplyang with the LCRs in Brazil is taxes. Strictly
speaking, taxes are not part of the local contegtilations. However, this issue is very tightly
connected with the challenge of meeting the requiegel of the local content and, therefore, is
important to discuss.

Tax system in Brazil is very complicated. For exémgifferent states within the country
could have different tax regimes. Moreover, the lexel is rather high. The respondents
recognized that it presents a challenge A&er Solutions One of the managers provided a
following example. Once, his business entity detittemake a pilot casting at a local Brazilian
company to check, if it could be a possible supite Aker SolutionsThe production went
well, and the entity made a decision to keep tistirog in Brazil until it receives an order for it
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from somebody. However, the costs of moving thdimgdetween regions and storage prices
were enormously high and added up to approximatety same amount that was spent on
making the casting itself. Therefore, the entityd @ move the casting to Norway. The
respondent concluded that all these additionakcarst often difficult to consider in advance and,
therefore, they present an additional risk to th@gany’s operations in Brazil.

Moreover, the levels of the import taxes are veighhn Brazil as well. A tax on a
foreign good or service imported to the countryldadd up to 40-50% on top of the cost of the
good or service itself. HoweveAker Solutionsoften manages to avoid certain expenses on
taxation due to the fact that a lot of their praduand services are going to be used on the
continental shelf which has a separate taxatiomreglin this way, the amount of taxes is
reduced.

Another cost adding factor associated with the L@&Ral the internal and external legal
services related to it. One of the respondents cemba that utilizing the help and advice of
qualified professionals, who are able to make sensef the intricate local regulation system, is
connected with enormous expenses in Brazil.

Finally, the last serious risk is a possibilityget a penalty for noncompliance with the
LCRs. A company has to pay a penalty, if it doelsmeet the local content percentage set in the
contract. For example, if the local content lewweb0% and a company only delivers 50%, it is
allowed to do so in a sense that it is not illedggdwever, in this case the company would be
fined: that means that it would lose money, andotbezall contract value would be reduced. The
respondents verified that the fine is a significamtount of money, usually comprising around
10% of the overall value of the contract.

Summing up, the interviews showed that the neezbtoply with the LCRs in Brazil is
connected with a number of significant additionastcrising aspects such as high taxes, use of

legal services, and a risk of getting fined for fwampliance.

4.3.5. Challenges connected to corruption

As outlined inChapter 2 one more potential problem that companies coutétnm Brazil is

corruption. This matter is not considered as beingart of the LCRs per se. However, in an
economy in which a single resource generates @ lprgportion of fiscal revenues, corruption
could become widespread (Oxford Analytica: 33).r€fmre, this issue is directly linked to the
challenges the companies meet regarding the conegliith the LCRs, as this problem could

create an unfavorable context for companies’ omeratin the country.
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One of the respondents explained thlaer Solution$as strong policies regarding ethical
compliance, and is using many tools (such as trgjntontrol functions, etc.) to ensure that the
business is executed in a good manner. Howeverge thgee areas, such as a supply chain
management, where it is logical fAker Solutiongo be particularly on alert. There have been
cases of unacceptable behavior in this area, wihertampany has had to take firm actions to
restore compliant practice. However, this respohdeted that, in his opinion, this problem does
not stem from the existence of the LCRs, but is moore linked to the general culture in
Brazil.

Nevertheless, in generall\ker Solutionshas not met any serious problems with
corruption in terms of complying with the LCRs ima&il. The main reason is that the company
is extremely clear on its zero tolerance of colamppolicy. However, the respondents agreed
that due to the lack of clarity in the regulatiagmverning the local content, this field could be
seen as significantly exposed to corruption iss@ege of the respondents noted that the local
content regime in Brazil leaves a great degreeubjestivity in the hands of the certificatory.
That means that the same product with the samegiop of local ingredients may be measured
to have a different local content percentage, déipgnon, for instance, the contractual set up
and the certificatory body. Inherent problem tolswegime is that it opens for corruption, as
well as provides random competitive advantagedayeps in the market that cannot be linked to
the purpose of incentivizing local production owveeping a competitive national industry.
Another respondent added that corruption is an ateare one could never be certain — even

with the most stringent compliance policies andpecas, incidents might not be discovered.

The analysis above discussed the reasons thatrexylg compliance with the Brazilian
LCRs could be seen b&ker Solutionsas connected with a certain degree of challenge. T
following part of the chapter will deal with theaegies the company applies in order to adjust

to the LCRs in the Brazilian market and to mitigéte difficulties outlined above.
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4.4. Aker Solutions’ strategies to manage the Braen local content requirements

As shown above, the need to comply with the LCRghi& Brazilian petroleum sector is
associated with a number of considerable challenfesse challenges have a direct impact on
such core business issues of any company as bsisiegslopment, procurement, employment,
and operations. In order to be successful in theziBan market, a foreign firm has to develop
and follow a strategy aimed at meeting the LCRsjlevisimultaneously protecting and
enhancing its own commercial interests and cortinguo host-country’s economic growth and
sustainable development.

With this in mind, the second research questiothigfthesis deals with the strategies that
Aker Solutionsapplies in order to adjust to the local contemgfime in the Brazilian petroleum
sector and to mitigate the challenges that arecpbgét. Taking into consideration a confidential
nature of certain elements of the company’s busiséstegy, my respondents were not able to
share a detailed “step-by-step” description ofangithey undertake with regards to this matter.
However, it was possible for them to outline a nembf general strategic considerations

connected to handling the local content issue.

4.4.1. Contributing to the development of the local petrotum industry

All of the respondents acknowledged that the Biazisupplier market for the petroleum sector
displays a clear mismatch between the demand ansughply. At the same timAker Solutions
sees an advantage of operating in the well-devdloparket defined by a high level of capacity
and competence. As mentioned earlier, there is raferstanding in the company that the
supplier industry in Brazil has to be developed thg foreign companies with relevant
knowledge and experience. One of the managers tiod¢dker Solutionss working extremely
hard to develop local suppliers.

Another respondent elaborated on this further sptmatAker Solutionghas a profound
experience and competence regarding oil and gasstirydand is willing to share these with the
Brazilian companies that are willing to learn. Higled thaiAker Solutiongs trying to partner up
with those local companies which might not necelyshe the biggest players in the industry,
but which show a desire to develop.

Furthermore, the interviews showed thdter Solutiongisplays awareness that it, as a
foreign company, is closely interdependent withltdwl supplier industryIf they succeed, we
succeed; mentioned one of the respondents. He further cented that the company’s strategy

is to be strong in Brazil and to have a bigger oespility in the local market. Moreover, the
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presence and operations Aker Solutionsn Brazil are consequently generating business for
other companies. At the same time, the compangpgident on its local suppliers in delivering
its work. The responded noted thfdter Solutiongs not trying to do everything on its own; on
the contrary, the company always focuses on whathbest in and leaves the rest for the others
to do.

The aforementioned shows an understandindkar Solutionghat the root of all the
major challenges with local content compliment lieghe insufficient level of development of
the local industry. At the same time, when a fareigmpany enters a new market, it becomes
embedded there and establishes dependency tiesheitlocal firms. With this in mind, if the
company has a long term commitment to stay in tlaeket, like it is in the case oAker
Solutionsin Brazil, it is in its own interests to suppdnetiocal development and to contribute to
creating a better and easier environment for ita operations. In accordance with a company’s
vision (Communication on Progress, 201AKker Solutionss strongly committed to building on
local capabilities in the markets it enters. A campshares a belief that it benefits from drawing
on the local resources to create jobs, customizelyat strategies, and work with local

governments.

4.4.2. Being established as a local company in Brazil

The common saying goes that if one wants to suceeeBrazil, he/she has to be there.
According to one of the respondents, the goaRkér Solutionsn Brazil is to have a local
organization there and utilize it whenever possibigeracting with a client from abroad is seen
as a difficult and unfavorable solution. One hasrderstand the local market and the local way
of doing business in order to deal with the congrauccessfully. Executing business in Brazil
and in Norway could be very different, and patteshdusiness behavior are, at times, difficult
to match. Therefore, it is very important to de&hvBrazil as close to the market as possible.

With regard to this, from the staftker Solution'sstrategy for this country has been to
manufacture locally. One of the managers noted th&ing into account the Brazilian tax and
local content regimes, the natural decision wasstablish a number of production facilities in
the country. These facilities cover a certain pdrthe company’s product line. However, if
delivering the contract requires more capacity tider Solutionshave available locally in
Brazil, the company has to outsource the work tesuppliers, both from the local market and
abroad.

The necessity to have the local manufacturingifeeslis partly dictated by the prospect
of a rise in the required minimum local contentelsv One of the respondents explained that his



60

Chapter 4: Analysis of the Findings

entity in Brazil is responsible to deliver, amorter equipment, subsea control systems, which
the company is currently importing from the Unit&thgdom. However, the strategy is to
developAker Solutionsown capability for controllers in Brazil, due tbe fact that in two or
three years the LCRs are expected to be lifted.refbee, in order to meet them, the
manufacturing would have to be done locally. Witis tin mind, Aker Solutionss currently
building a new facility where the abovementionedsaa control systems (along with other
equipment) could be manufactured.

In this way, the company is showing its willingnéssnvest in Brazil and to develop the
industry in the country. As stated by one of thepmndents, the LCRs are manageable as long as
the foreign company has its manufacturing procesfissengineering processes, and its
managerial capacity are established locally in Br&¢ithout that, to run a successful operation

in the country for a company likker Solutionsvould be very difficult.

4.4.3. Strategic considerations on where to produce

For a foreign company in Brazil, one of the centrahsiderations with regard to meeting the
LCRs has to do with making an important decisionrat to manufacture or buy locally in the
Brazilian market and what is possible to outsoatm®ad.

With regard to thisAker Solutiongs applying a strategic approach to balance thpoits
with the local production and procurement in ortterachieve the required level of the local
content at the best possible price-quality-timaorand with the lowest risk. One of the
respondents provided a following example. For mstaAker Solutionsieeds to buy two items:
less sophisticated item A and more sophisticatea iB. If the company is able to find a good
price on the item A locally, it will be possible ppocure item B from the international market.
By buying item A in Brazil Aker Solutionss able to save some money and invest into item B,
which is a more complicated equipment that is asilg available in the Brazilian market.

The abovementioned situation stems from the faadt thue to the limited capacity of the
local Brazilian market, some materials, goods, ewises are more difficult to procure locally
than the others. For example, according to theoredgnts, some special steels are not available
in Brazil, so the company has no choice but to ihggeem from abroad. In the same way, the
lack of certain required competences in the locatket implies that some work has to be done
outside Brazil. Alternatively, if certain mechardicamponents are widely produced locally and
are sold at acceptable pricéser Solutionsmakes sure to buy them in the country. A good
balance has to be found between what should bertegband what should be done locally in
order to find the best commercial solution. Suchsoderations have to be taken into account
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when trying to figure out an optimal way for meegtitine level of local content required by the

contract.

4.4.4. Establishing good relationships with clients and sppliers

The pressure to meet the LCRs creates a necessifgreign companies to interact with the
local supplier chain in Brazil. This is very oftaasociated with such challenges discussed earlier
as unreasonably high prices and delays, which cuesely contribute to the rise of the overall
costs of the projects. Furthermore, dealing with ¢hents could also be associated with some
difficulties, the major of which being a certairtkaof clarity regarding the necessity to provide
the local content in a particular project. Natyrathany foreign companies likker Solutions
are seeking the ways to deal with this issue.

With regard to the high level of local prices, omfethe respondents commented that
international companies cannot accept prices thateacessive compared to the international
market, if one takes into account that the purpafskaving a LCRs is the establishment of a
sustainable and competitive national industry. Hmvehe further noted that negotiating with
the local suppliers and sub-suppliers on tryingdbthe prices down to the level acceptable for
the company is often very challenging, and thatabmpany has not always been successful in
this regard. FoAker Solutionsas it is for any other company that wants to makeofit, this
situation is still providing ground for polemic disssions.

The delays in project schedule are presenting angblart of the challenge that is
associated with the need to interact with the |lstgiplier companies. When asked about the
possibility to fine a sub-contractor in case it slo®t meet a predefined production schedule, one
of the managers replied that it is possible butld@ot necessarily help, due to the fact that the
subcontractors would claim they are not able todfduarther work and would simply stop
operating on the order. Moreover, he mentioned tthatiegal system in Brazil does not always
function smoothly, therefore, appealing to it wolikkly not solve the problem but result in
further losses for the company.

According to the respondents, one of the maineggias to cope with the situations like
the ones described above is to work towards estabg trust and good relationships with both
clients and suppliers. One of the respondentstiaichaving good relations with the people who
are in charge of making decisions will generallpttibute to smooth-running operations.

Indeed, as discussed in my internship report onctiiural issues in the process of
internationalization of Norwegian companies, theamance of personal relations in doing
business is much stronger in Brazil than it is iarnWay. As noted by Terje Staalstrgm, the
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respondent from BNCC, sometimes establishing goersgmal relations before entering a
negotiation could be critical to the overall outewf this negotiation. Therefore, it is crucial to
invest in long-term relationships with the Brazikawith whom one does business together. In
line with this statemen#\ker Solutionss seeking partners it could establish long-terarkng
relations with. In this way, a combination of th@mpany’s own business resources and those of
the trusted partners’ could be seen as one ontpertant strategies thaiker Solutiondollows

in Brazil. With regard to this, one of the respamdenoted that it is not the best idea to always
look for the suppliers who can provide the soluttbat is the cheapest at the moment. The
company has to find a way to establish long-terlatians with certain partners in order to get
access to their capacity and to be more predictivihe prices and the costs.

Adding to this, another respondent noted thatbéistang good connections enables the
company to acquire valuable business intelligenderination which otherwise would be
difficult to obtain. Moreover, maintaining closelagons with partners helps the company to
develop a better understanding of their stratednychvis necessary in order to influence them for
the benefit of both the company itself and the alvgrroject.

It has to be noted that being able to speak Poeayin Brazil could be a great asset in
building trust and relationships with local compemiOne of the respondents commented that
knowing the language “opens doors”. If a person tedihand understand Portuguese, he/she is
provided with a significantly bigger amount of pibgigies in Brazil. The respondent mentioned
that one could survive in Brazil without speakihg focal language; however, this knowledge
becomes a great asset and makes a big differerclity term perspective.

With the aforementioned in mind, it is possiblectmclude that doing business with local
clients and suppliers in Brazil is often associatgth considerable challenges. However, it is
important to manage this interaction in the besy wwassible. Establishing trust and good
relationships with the key partners could be seenal the essential elementsAker Solution’s

strategy for meeting the LCRs in Brazil.

4.4.5. Dealing with the local labor market

Employees constitute a core of any company. Atstéi@e time, as discussed earlier, foreign
companies are faced with a very challenging sibmain the Brazilian labor market in the

petroleum sector. The lack of skilled engineers @rahagers with relevant industry knowledge
and experience could be potentially solved byniglithe positions in the Brazilian subsidiaries

with competent expats or having engineers work with Brazilian market from abroad.
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However, the discussion in the first part of thigjgter showed that, due to a number of reasons,
this would not be a viable solution.

One of the main strategiésker Solutionsapplies in Brazil with regard to this matter is
having the local organization based on the localpjee who understand the local business
environment. According to one of the respondeltiis, is a necessary prerequisite in order to
develop a successful strategy on how to work onldbal content issue. On one hand, in this
way the company is contributing to the developnadnihe local workforce in the country. On
the other hand, opting for this approach presemsnaber of benefits for the organization itself.
Another respondent commented that a foreign companirazil requires somebody who
understands Brazil, the local business and culamd, the way things work there, otherwise it
will be difficult to operate in this market. Accong) to him, typically in Brazil a very important
positioning is going ofong beforea final decision is made and the contract is sigiéis could
often be frustrating for the foreigners who are mety familiar with the Brazilian business
culture. In such situation, utilizing local peopéea good solutionln Brazil you need to be a
Brazilian,” concluded one of the respondents.

Furthermore, it is important to note thaker Solutionds committed to developing the
capabilities of the local workforce. In order tadge the gap in relevant skills and experience
required from its Brazilian employeesker Solutiongrovides a number of training programs.
For example, the company takes local universitgligages and puts them on a training program
for a year before they can work with projects. Ased by one of the respondents, the university
education, in general, is on a good level in Bradibreover, education has a very high status in
the Brazilian society, and local people are verling to educate themselves. For example, it is
not uncommon to find Brazilians with two or threegdees, even at the Master level. This
respondent concluded that if a company has a geauirtg program, it is easier to succeed in
terms of complying with the LCRs in the country.

At the same time, having a limited number of exgatseen byAker Solutionsas a
beneficial addition to its Brazilian subsidiarieghere the majority of the employees are local.
There are two main reasons for this approach. ifsiei$ associated with the need to transfer the
knowledge and experience. One of the managers thaidthe company has an exchange
program, and whenever a certain expertise is neédsdyossible to bring people to Brazil for a
limited amount of time. Moreover, it could go thiaer way around, when Brazilians are sent to
Norway, the USA, or the United Kingdom. The secaedson to bring in expat experts is to
connect the way of working in Brazil to that of theain office in Norway. Therefore, the

company sees as beneficial to have some expatheirBtazilian organization, or at least
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Brazilians with a lot of international experiencgho will be able to connect successfully
between Brazil and Norway.

Creating a local organization that combines theontgj of local employees with a
limited number of expats, appears to be an effecproach for the Brazilian market. On one
hand, the foreigners could assist with the trainifigthe Brazilian employees, facilitate the
transfer of relevant knowledge and experience, @ahtain the overall corporate business
culture in the Brazilian organization. On the othand, having the majority of the employees
being Brazilians is crucial from the cultural pooftview. The locals are naturally familiar with
the Brazilian culture and general environment @& Brazilian business, so they can orientate
themselves in many business situations much fasigreasier than foreigners. Therefore, local
staff is of a great value to a foreign company thats a business in Brazil, as it is an

indispensable asset in building relations and nieksvo

4.4.6. Negotiating with clients and authorities

According to the GPN approach, by entering a fareigarket, firms could become involved in
the intricate process of negotiation and bargaimwty the local state regarding an access to the
local market and resources. In the case of Briaad,sometimes possible for foreign companies
to negotiate with the local Brazilian authoritiést example ANP, on the local content levels.
Due to the lack of certain competences and knowdeddhe Brazilian oil and gas sector, some
companies are able to bring down the required lef/tie local content for the particular project,
if they are able to provide unique solutions. Agraplified by one of the respondents, if the
equipment a company provides is new, the leveheflocal content would typically be fairly
low. In fact, it could be as low as 20%, if the Bhan local market is completely undeveloped
in terms of a certain product. On the contrarycase a company provides the equipment that is
very well developed in Brazil, the local contentdewould be closer to 70%.

However, in case ohker Solutionsthe company normally is not able to reduce tleallo
content requirement for the whole project. A padisibexists to negotiate with the clients on
what part of the work on the project could be outsed to the international market and what
should be done locally. However, it is still donghiwn fulfilling the overarching percentage of
the local content set in the contract.

At the same timelker Solutiondas been involved in meetings wiRletrobrasand some
of the government agencies in order to influeneaatlon certain aspects of the local content
policy in Brazil. One such issue is increasing tadue of the engineering work in the local
content calculations. The problem could be exemeglifvith the following: if a foreign company



Chapter 4: Analysis of the Findings65

needs to deliver a separator, they could buy tleevkimow from abroad, fabricate it locally and,
by doing so, reach the required level of local eatit however, the knowledge is not being
transferred to Brazil, it is still abroad. One bétrespondents stated that, if Brazilian government
wants to develop technology in the country, thieinking part” has to be valued more
comparing to fabrication with regard to the caltiola of the local content. With this in mind,
Aker Solutionshas tried to influence the government to put maakie on the fact that the
company utilized engineering skills locally in BilazAccording to the abovementioned
respondent, this type of negotiations is a veryglpnocess; however, he has heard that some
parts ofAker Solution'sproposals have already been implemented.

With this in mind, it is possible to conclude thaty providing their comments and
suggestions, foreign companies are able to infleeatcleast in part, the formulation and revision

of the local content policy in Brazil.

4.4.7. Dealing with corruption

As noted earlierAker Solutiondias not met any significant problems with corrupiio terms of
complying with the LCRs in Brazil. This could berdtuted to the fact that the company has a
very clearly stated zero tolerance for corruptiker Solutionspolicy regarding this matter

goes as follows:

“We build a culture that value honesty, integrigyyd transparency and we encourage the
same behavior among our partners [...] We believe #upporting a rule-based system with
transparency, fair competition, and equal treatmentf benefit both to our company, to the
sustainability of our industry, and to the socigtsit surrounds us.”

(Communication on Progress, 2011).

With regard to this, all company’s business unitd amployees have a responsibility to
oversee that their conduct and activities are aliigwith Aker Solution'sBusiness Ethics Policy
and the Code of Conduct’s guidelines for briberg aorruption. Moreover, all the employees
are provided with information and training on how &void being involved with corrupt
practices. In addition, there are annual integrigk assessments when all the business units
within Aker Solutionsre required to submit a self-assessment quesii@non the issue.

Discussing the level of success of their ethicahgiance policy in Brazil, one of the
respondents commented tidter Solutiongprovides regular trainings for the employees, et w
as holds meetings with its suppliers, in orderamind about the company’s ethics. There are a
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number of instruments thadker Solutionsemploys with regard to suppressing unethical
practices. For example, the company has a veryeaatihistleblowing system. One of the
respondents noted that unethical practices areglyeported through this system; therefore, it is
working. It needs to be noted that as all repaesravestigated, and not all of them are related to
compliance issues. It is possible to conclude,efloee, thatAker Solutionsmethods to fight

unethical behavior could be considered successful.

4.5. Final remarks on the Aker Solutions’ experience wit the Brazilian local content

requirements

Summing up, the issue of the local content in Brimi Aker Solutionss two-sided. On one
hand, the respondents mentioned that such requitsraseuld be seen as rather positive, as the
company receives an opportunity for firmer estplient in the market. On the other hand, the
LCRs at the same time present a risk factor thedtes certain challenges and could potentially
undermine the commercial success of operationgaziB if treated wrong. As noted by one of
the respondents, meeting the LCRs in Brazil ischegp.

Moreover, as mentioned by some of the respondér@guture in Brazil is unclear, and it
is hard to predict what is going to happen. Rker Solutionsas well as for many other foreign
companies in the market, not knowing is a challefdpe respondents expressed the wish to see
some changes for the better in Brazil, both regardine local content regulations itself and the
overall development of the local petroleum indus®@ye of the managers commented that there
are big discussions going on in Brazil, as welvéhin Aker Solutionsand many companies are
hoping for some relaxation of the regulations. Toeintry has to get back on track with a
number of big projects that have been delayed éars; In order to do so, Brazil is dependent
on the help and assistance of the internationalpemmes. However, tough regulations on the
local content could easily scare away good compganie

Another respondent added that the eagerness amang Rorwegian companies to do
business in Brazil has decreased, compared tottiedas that prevailed a couple of years ago.
After being in Brazil and seeing the difficult saion with prices, suppliers and requirements,
some Norwegian companies decided to reduce theal lef activity in this market. The
respondent added that, if one tries to find gooahgxes of Norwegian companies which have
really achieved a great success and made moneyaiil Bn their business, one can find that
there are very few of them. Neverthele&ker Solutionssees this country as a very interesting

market with a big potential. Therefore, the compargresses strong commitment to Brazil and,
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therefore, has a developed a strategy for a lomgy-pgesence there which includes, among other

aspects, the ways to manage the Brazilian LCRs.

4.6. Remarks on the additional organizations

As noted in the previous chapter, my original iti@m for this thesis was to do a multiple-case
study in order to analyze experiences of severaiigian organizations regarding the LCRs in
the Brazilian oil and gas sector. The informaticas tbeen obtained from six organizations
currently represented on the Brazilian market. Fafuthem are SMEs which provide products
and services to the petroleum industry. Another af® research entities, one of which is an
independent organization, while the other onepara of a bigger company. However, due to the
revision of the research strategy, the main foduthe study was shifted téker Solutions
Nevertheless, it would be beneficial, in my opinitmprovide an element of comparison to this
research by contrasting the experienc@kdr Solutionsvith that of the other organizations. The
following presents a short summary of some relefiadings which have been elucidated from
these additional interviews.

First of all, the organizations’ entry mode to fBeazilian market has to be mentioned.
Due to the frequent lack of internal resources s&mey for internationalization, SMEs often
prefer to enter a new market gradually (Johansah ®ahlne, 1977), for example, by starting
with an agent representing them. Out of the fowpoadent companies, two are currently
operating in Brazil through the agents. It has &nwted, that one of them is planning to
establish a wholly-owned subsidiary in the coutetgr this year, while another one has decided
to remain using its agent. A respondent, from #tet company explained the reasoning behind

this decision in the following way:

“We have talked to some lawyers, and they explaited, due to the nature of the
services we provide, there is no need for us tabéish a subsidiary in Brazil. What we supply is
mainly technology, software. It is litle manpowatensive, so we don’t really require any
employees working for us in Brazil. In this casein present in this market through an agent is

enough for us.”

The two remaining companies have their officeshistaed in Brazil. The same applies
to both of the research entities.

As the interviews have demonstrated, none of tepamdent organizations consider the
LCRs in Brazil as a challenge to their operationghis market. The finding goes in contrast with
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that elucidated from the discussions with the radpats fromAker Solutions Two possible
aspects could contribute to this.

The first one has to do with tmeode of entranceome of the companies have chosen for
the Brazilian market. As mentioned above, two @& tspondent companies are represented in
Brazil by agents. This means that they are involveg@rimarily export activities towards the
Brazilian market, without establishing a physicedgence there. Keeping in mind that the LCRs
imply doing local procurement of supplies and sggsj the two abovementioned companies do
not have to deal with the requirements regardiegdbal content in Brazil.

The second reason and, in my opinion, the most itapbone stems from theature of
the serviceghe respondent companies provide. All of them $oon high technology solutions
for the petroleum sector, which are mainly providethe form of software and instrumentation,
as well as through human-based services suchlassgection, consultancy, etc. This type of
knowledge-intensive products and services are &jlgicmot provided by the local Brazilian
suppliers. Indeed, one of the respondents saidhisatompany entered the Brazilian market
following the requests of its clients who had noleato find services with similar quality locally.
With this in mind, foreign companies providing umégniche solutions are able, at least in the
initial period, to maintain R&D and manufacturingevations in their home country. In this way,
they are not involved with the local production atitls, do not have to deal with the local
Brazilian supplier market, which is the major s@uaf problems with regard to the LCRsS in
Brazil. The respondent from the company which isxgdo open its office in Brazil later this

year commented on the prospect of complying wighltE6Rs in the following way:

“The sensor we produce is made only in one placBlanway, it is a unique product.
Around this sensor we have a number of differentices. For example, we need people to use
our sensors to monitor, so we provide services ek ¥When we will establish our own office in
Brazil, we will be doing the local content for sees, by using local people, not for the product
itself, which is going to be manufactured in Norvaayl imported to Brazil.”

It has to be noted however, that one of the resprandompanies is involved with some
minor manufacturing in Brazil. At the same timeg tbompany has not experienced any

problems with the local suppliers with regard tis @ctivity:

“Whenever we need to manufacture certain kind eélsstructures in Brazil, we do it
through the local subcontractors. We do not do tyye of work a lot, and it is not very complex

or sophisticated, so we haven't experienced anplpros with fabricating in Brazil so far.”
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This goes well with an explanation given earlier driye of the managers fromker
Solutionsregarding a high level of competence in the steddblack service”, such as welding
or steel work, among local Brazilian companies.

With the aforementioned in mind, it is possiblectinclude that, in contrast withker
Solutions the requirement for local production in Brazil edonot bear any significant
implications for the other respondent companiesthis way, they do not have contractual
commitments to procure a certain percentage of g@ul services locally. Therefore, with
regard to the definition of the local content i throad sense that was outlined in the second
chapter, they contribute to the local economy bpleging local people.

Two of the respondents acknowledged that the siwuan the labor market in the
Brazilian petroleum sector is challenging: it ismaadynamic, and people shift jobs more often.
One of the respondents mentioned that the loyalthe¢ employer is not very high, and it could
be a problem for the company to hold on to the eyg®#s. Another respondent form a different
company expressed the same point of view by sdigiga turnover in their Brazilian subsidiary
is much higher comparing to Norway. Moreover, hemgtented on the high level of salaries of
managers, as well as on the general challengendinfy good professionals with relevant
experience and competence at an acceptable pnicddition, this respondent referred to the
difficulty of acquiring good employees who can dp&mglish. According to him, this problem
is especially prominent among technicians, whilgimegers, in general, have better foreign
language skills.

To sum up, the necessity to hire locals is assediatith some difficulties for a number
of respondent companies. In this regard, their egpee is similar to that ofAker Solutions
However, this alone does not make them perceive@Rs as a challenge.

Similar to the respondent companies, both of tseaech entities interviewed do not see
the Brazilian LCRs as a problem either. Due torthture of their activities, which is different
from that of the service companies, research estédre not subjects to the LCRs regarding local
production and procurement that affect the lattdrthe same time, research entities have to
comply with certain requirements, which are not ltl@&Rs per se, but which originate from the
same philosophy of doing as much as possible iziBi&ccording to these, a major portion of
research has to be conducted at accredited imstituin Brazil, mainly the universities or
SINTEF, which, according to one of the respondeistghe only foreign institution that has
received accreditation to do research in Brazil.atidition, a respondent from one of the
organizations said there is a rule stating thafihes they receive from ANP have to be used in

Brazil. This could present some challenges:
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“We have very good researchers in Norway, and iulfdbe super natural for us to
utilize them. It is actually not forbidden, but tbere rules for paying for it. You cannot send
money out of Brazil. It makes it complicated imratdy.”

Despite the fact that none of the respondent orgéinns perceive the LCRs in Brazil as
a serious issue affecting their operation in thantxy, they expressed awareness that these
requirements could present a challenge for othenpemies operating in Brazil. They
acknowledge the general lack of capacity and coempet on the Brazilian market and that it
could present a major risk for foreign companiesca@kding to some of the respondents, the lack
of capacity makes it difficult to find good empl@geand drives the costs up. Moreover, one of
the respondents from the research entity expresseigh that Brazilian regulations in general
should be more flexible. In this, the additionaspendent organizations correspondAtker
Solutions

Finally discussing the issue of corruption, the ongy of the organizations interviewed
did not experience any problems regarding this enatiowever, it has to be noted that one

company was actually exposed to the problem:

“Brazil is a very corrupt country. The oil compasiare clean in this sense, but when it
comes to the supplier industry it is still laggibghind. We got requirements from some sub-
suppliers for some cash transfers. We said it ishmov we do business, so they said its ok and
agreed to do it the normal way. But there were asme who kept insisting, so we just walked

away.”

This respondent added that this problem is usuahnected with smaller enterprises,
while big and mature companies are usually veigtsin the matter of corruption.

With the aforementioned in mind, it is possiblectmclude that the Brazilian LCRs do
not affect the foreign organizations operatinghe tnarket in the same way. First of all, the
entry mode matters. If a company operates thromgagant and is not physically established in
the country, it relies on the exports and is najuned to comply with the LCRs for local
procurement of goods and services. Due to the imglort taxes, this raises the total cost of the
product or service for the client in Brazil, butdibes not affect the company once the client has
agreed to the prices. In a similar way, the majarit the additional respondent companies rely
primarily on export of their products from Norwayhile being physically established in Brazil.
It has to do with the high-tech nature of theirdarcts and services (for example, software). In
this way, the only requirements connected to tlealloontent they have to comply with are the
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contribution to the local workforce developmene., ihiring local employees. Furthermore, the
research entities, due to the nature of their dgjpers, do not have to comply with LCRs in the
narrow sense at all. The requirements for suchnzgtions stem from the same logic of doing
as much as possible in Brazil; however, they cabeateen as the same the LCRs the companies
have to comply with. In this way, it is possiblecanclude that, depending on the way they enter
the Brazilian market and the nature of their openat products and services, different
companies possess different experiences regaiaenig@Rs in Brazil.
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The modern economic relations are characterizetthdyncreasing internationalization of firms,
and the petroleum industry is not an exception. Jilesent thesis has explored one of the aspects
of the internationalization process, namely thednfee petroleum service companies to comply
with the LCRs in the host-states. The study hadt dgth the experiences of the Norwegian
organizations with the issue of the LCRs in thezBian petroleum sector. The main focus has
been on the Norwegian transnational compARgr Solutionsthe experiences of which have
formed the core of the present research. In additobrief insight into the experiences of four
Norwegian petroleum service SMEs and two reseantitiess has been explored to provide a
contrasting perspective &ker Solutions

The theoretical foundation of the research has Hmesed on the Global Production
Network approach developed by a number of reseescli®m Manchester and their
collaborators (e.g. see the works of Coe, Dickeand¢rson, Hess, Yeung). This theoretical
framework emphasizes the importance of the relahignbetween a firm and a state in the
modern-day international economic relations. As thpproach is very extensive, the present
thesis has chose to apply just a limited numberetdvant aspects, namely the notions of
territorial embeddedness and power. One of the mdwantages of the GPN framework for this
thesis is that it acknowledges the centrality of #iate power, as well as the fact that the
internationalizing firms need to adapt their bussestrategies to the rules and regulations
imposed by the local governments in the host-states
In terms of the research strategy, the presenystad been based on the qualitative framework.
The main body of data was collected by means of-sanrctured interviews with the employees
at Aker Solutionsas well as at the six additional organizationsitio@ed above.

One of the main benefits of this research is thhas investigated the issue of the LCRs
from the point of view of focal firms, rather théom the perspective of the resource-holding
state. This can be considered a valuable contabuib the academic literature on the topic,

which has been lacking this type of angle on tlublem.
5.1. Summary of the findings
As mentioned above, the core of the research wasefib by the investigation of the experiences

of Aker Solutionsvith the LCRs in the Brazilian oil and gas indysifhe study made an attempt

to answer two research questions:
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1. What challenges has Aker Solutions faced in Breajarding the LCRs in the
Brazilian petroleum market?
2. Which strategies has Aker Solutions applied in ptdeadjust to the LCRs in the

Brazilian petroleum market?

The section of the thesis that was providing a gemknd for the empirical part of the
research has outlined six potential problems thagign companies could meet when trying to
comply with the Brazilian LCRs:

Lack of capacity and competence of the Braziliaimgbeum sector
Lack of competitiveness of the Brazilian petrolesector

High price level and limited performance capacityh@ sector
High costs of qualified labor and lack of it

Frequent change of rules and regulations regattie¢pcal content

S o A

Corruption

The interviews af\ker Solutionshowed that the company experienced certain clugke
of various degrees with regards to five aspectsobsix. The only exception was the issue of
corruption: Aker Solutionshas a very strong ethical compliance policy arm@ tolerance for
corrupt practices which help the company to marsageessfully any problems in this regard.

Answering the first research question resultedhenfirst important finding of the present
thesis: the root of all the challenges experiennedker Solutionswith regards to the Brazilian
LCRs lies in the overall underdevelopment of thegdeum sector in Brazilsee Figure 5.1
This is a big political issue in the country andc@ding to the GPN approach, the problem
naturally trickles down to affect those foreigmis which are deeply embedded in the country’s
industry (like Aker Solutions First and foremost, this underdevelopment is ifeated in the
poor capacity in certain areas within the industg, well as in the general low level of
competitiveness of the local Brazilian petroleunttge companies. These problems have
negative implications for the Brazilian supply sgctmanifested in the lack of competence in
certain areas, the prices being higher than innleenational market, and the high risk of delays)
and for the Brazilian labor market (manifested I thigh salaries and the lack of skilled
professionals).

Furthermore, the overall underdevelopment of theuod gas sector in Brazil is seen in
the fact that the rules and regulations governhmgylbcal content issues are characterized by
certain lack clarity: the way local content is cédéted is not always logical, and the LCRs are
subject to a rather frequent change. This natuedfiycts the strategic planning of the company

that operates in such environment.
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Overall underdevelopment of the

/

petroleum sector in Brazil

Low level of competitiveness and Lack of clarity in rules and
poor capacity in certain areas regulations for the local
/ content
Challenges in the supply sector: Challenges in the labor market:
¢ Lack of competence in certain areas ¢ High salaries
e High prices ¢ Lack of skilled professionals
e High risk of delays

Figure 5.1. Challenges that Aker Solutions hasmitit regard to the LCRs in the Brazilian petrolesettor.

All the issues mentioned above create certain ehgéls forAker Solutionsn terms of its
need to comply with the LCRs in the Brazilian pktuon sector. Moreover, these aspects are
associated with the rise in the overall costs dmihcreased risk of doing business in this
country. However, recognizing all the aforementobmpeoblems Aker Solutions nevertheless,
sees Brazil as a very interesting market with a fagential. Therefore, the company has
developed a strategy for a long-term presence twbieh includes, among other aspects, the
ways to manage the Brazilian LCRs.

The second important finding of the present thegms from the answer to the second
research question and is related to the stéges Solutiongakes in order to manage the LCRs in
the best way possible and to mitigate the potengghtive effects they can have on the Brazilian
operations of the company. The company’s strategydcbe described as comprised of several
levels.

First of all, the overall strategy is based on dbating to the development of the
Brazilian petroleum industry by investing in bundi production facilities and by putting an
emphasis on local people and building local competeln additionAker Solutionss aiming at
a continuous development of its entity in Brazihdait is positioning itself as a Brazilian
company. As mentioned by one of the respondentenvehcompany has the LCRs to comply
with, it requires the local organization.

Second, the company has its supply-chain stratdwgrevit pinpoints which supplier it
wants to cooperate with and develop. In its openatiin Brazil, Aker Solutionsfollows the
company’s procedures for subcontracting. For exapgd mentioned by one of the respondents,

a very good research has to be conducted beforenitting to obligations with any local



76

Chapter 5: Conclusion

company. FurthermoreAker Solution’s procurement procedures are focused on finding the
balance between imports and local production amd¢ysement. In addition, the company is
committed to building good relationships both with clients and its sub-suppliers in the
Brazilin market.

Third, Aker Solutionssees negotiations as one of the means to adjustetbCRs in
Brazil. The company negotiates with local supplregarding getting their prices down closer to
the international level. In addition, the compaitsgoaattempts to discuss wiletrobrasand the
Brazilian authorities in order to influence thengaeding various aspects of the local content
policy.

Fourth, respondents mentioned that it is very ingydrto constantly monitor the situation
and exercise control over what is happening. Maggahe company has a very competent team
who works on finding the solutions to the arisim@glenges under the regulatory framework that
exists in Brazil nowadays.

Finally it has to be mentioned, that all thesedselwith the overarching commitment to
oversee the integrity in all the company’s actions.

To sum up, in generalAker Solutionslocal content strategy can be characterized by
having a significant degree of success. The resusdecognized that there is always a room
for improvement, but the company has been maimtgitihe management of the local content
issue on a good levehAker Solutionsstrategy is able to protect the commercial irgesef the
company itself, as well as to contribute to theneeoic and social benefits for Brazil.

The additional interviews with four Norwegian pééam service SMEs and two research
entities showed that their experiences differ gigantly from those ofAker Solutions

First of all, both of the research entities interved do not see the Brazilian LCRs as a
problem. Due to the nature of their activities, ethiis different from that of the service
companies, research entities are not subjects éoLt®Rs regarding local production and
procurement that affect the latter. The requiresdot such organizations stem from the same
logic of doing as much as possible in Brazil;, hoarethey cannot be seen as the same the LCRs
the companies have to comply with.

Similar to the research entities, the interviewvehaemonstrated that none of the
respondent SMEs consider the LCRs in Brazil asallarige to their operations in this market
either. The study found two possible reasons fist th

The first one has to do with tlleode of entranceome of the companies have chosen for
the Brazilian market. Two of the respondent comgsire represented in Brazil by agents and,
therefore, are involved primarily in export actieg towards the Brazilian market, without
establishing a physical presence there. Keepingnimd that the LCRs imply doing local
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procurement of supplies and services, the two aheméoned companies do not have to deal
with the requirements regarding the local conterrazil.

The second reason stems from tia@ure of the servicethe respondent SMEs provide.
All of them focus on high technology solutions fitle petroleum sector, which are mainly
provided in the form of software and instrumentatias well as through human-based services
such as risk inspection, consultancy, etc. Thig typknowledge-intensive products and services
are still very much underdeveloped in the localzZBi@an market. Therefore, these companies are
able, at least in the initial period, to maintai&Rand manufacturing operations in Norway. In
this way, they can avoid being involved with thedbproduction and, thus, do not have to deal
with the local Brazilian supplier market, whichtiee major source of problems with regard to
the LCRs in Brazil.

With the aforementioned in mind, the only requiretseconnected to the local content
these companies have to comply with are the cartab to the local workforce development,
I.e. hiring local employees. Being involved wittetlocal labor market has resulted in a number
of difficulties for some of the companies intervaav In this case, the difficulties are very
similar to those met byAker Solutionsand include the high level of salaries, the diffig of
finding skilled professionals, the high employeentwer, and the low level of loyalty to the
employer.

With the aforementioned in mind, the third impottAnding of the thesis is related to the
fact that, depending on the way they enter the iBrazmarket and the nature of their operations,
products and services, different companies arermifitly affected by the LCRs in the Brazilian
petroleum sector. The more involved the companwitis the local market, the deeper embedded
it is in the local industry, the stronger will deetinfluence of the LCRs and the bigger the risk of

meeting the challenges connected to complying thigim.

5.2. Recommendations for further studies

As it was stressed several times throughout thiskwtbe academic literature currently lacks the
research on the LCRs in the petroleum industry lti@lts at the issue from the point of view of
the focal companies and not the resource-holdistgst This situation calls for more research on
the experiences of the internationalizing companiils the LCRs in various petroleum-holding
states.

With regard to the topic of this particular thedigould suggest to make an in-depth
study that would focus specifically on the expeceEsof the Norwegian petroleum service SMEs

with regard to the LCRs in Brazil.
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In addition, it would be interesting to conduct esearch on another transnational
petroleum service company (maybe, from a differemtintry of origin, than Norway) and
compare its experience with the Brazilian LCRs wiithse ofAker Solutions

Finally, one more suggestion would be to make aareh on the same topic of LCRs in
Brazil focusing on the operator companies, likad@lafor example. The nature of their activities
is different from that of the service companies,ahérefore, the way they are affected by the
LCRs would be potentially different.

To sum up, the current underdevelopment of the eanadliterature on the topic of the
local content in petroleum industry with regard te firm-perspective provides vast
opportunities for further research that is necgssaorder to escape the one-sided approach to
the topic and to create a fuller and more objegticéure of the local content issue in the oil and

gas industry.
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