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EXECUTIVE SUMMARY 
 

“We’re totally dependent on these guys [Fluor-AMEC] for the 
success of the [Malampaya gas-to-power] project”. 

 
SPEX (Shell Philippines) employee during the April 2004 study visit 

 
Overview  
In April 2004, a research team comprising staff from Engineers Against Poverty and the Overseas 
Development Institute visited the operations of engineering services contractor, AMEC plc, in the 
Philippines and Australia.  The purpose of the visit was to review AMEC’s Oil and Gas South East 
Asia operations and look in depth at its joint venture with Fluor Corporation, the Fluor-AMEC asset 
support contract for the Philippines ‘Malampaya’ gas-to-power project operated by Shell Philippines.  
The research and visits learnt how AMEC is approaching issues of social performance across the 
region.  Recommendations are offered to the Fluor-AMEC joint venture on ways to strengthen the 
social performance of the Malampaya project.  
 
Background 
There is mounting pressure on the oil and gas sector to manage the social impacts of its operations 
as part of its core business activities. The social performance of the oil and gas sector is being 
measured against its ability to protect community welfare and increase the social benefits derived 
from operations and outputs. There are calls for corporate action from a range of stakeholders, 
including investors, shareholders, regulators, environmental and social organisations, and community 
groups. In response, major oil and gas companies are continuing to develop and refine operational 
strategies and their social management and community investment programs.  
 
Engineering services contractors provide engineering, procurement, construction, operations and 
maintenance services to the oil and gas sector. Engineering services contractors have traditionally 
not been involved in managing the social performance of oil and gas project operations. This report 
argues that there is a great opportunity for contractors to become engaged in managing social 
impacts and improving social performance of projects and client-led operations. In most cases, it is 
contractors who are on the ground and in direct contact with communities throughout the lifecycle of 
oil and gas projects.  
 
This report looks at the case for the AMEC-Fluor joint venture and the wider engineering services 
contractor sector – to become more involved in managing the social impacts and performance of oil 
and gas projects.   The context, constraints, opportunities, methods, and benefits are explored. The 
report recognises potential benefits of improved corporate reputations, access to social license to 
operate,  competitive advantage in contract bidding and extension, sustainable business assets,  



 2
 

cost-efficiency, a skilled local workforce, and efficient local suppliers. AMEC-Fluor’s and other 
contractors’ ability to draw on their existing business and management skills to contribute to 
managing social programs is reviewed. It is considered that AMEC-Fluor and other contractors have 
the ability to lead to many of the social performance benefits such as enhanced local workforce skills 
and capacity of local suppliers and sub-contractors. These achievements would not only boost a 
project’s social performance, but ultimately would boost local economies and lead to improved local 
livelihoods. 
 
Research Approach 
The research comprised a series of semi structured interviews and focus group discussions with staff 
working on the Fluor-AMEC asset support contract for the Shell operated Malampaya project.  
Discussions were also held with representatives of various sub-contractors, and with the Shell 
Philippines Exploration Company (SPEX), the Pilipinas Shell Foundation (PSFI), community groups, 
local government agencies, the Asian Development Bank (ADB) and the International Labour 
Organisation (ILO).   
 
The research was undertaken by Engineers Against Poverty (EAP) and The Overseas Development 
Institute (ODI). EAP aims to enhance the social performance of engineering services contractors. 
Supported by the UK’s Department for International Development (DFID) and leading professional 
engineering institutions, EAP’s programme seeks to increase the poverty-reducing impact of the core 
business operations of major engineering contractors. This is achieved through identifying 
companies’ unique competencies and combining them with those of their clients, the state and civil 
society organisations. The aim is to minimize adverse project impacts on communities and extend 
social and economic benefits to affected communities and society.   A key proposition of the 
programme is that these social gains can be secured through mechanisms that also deliver business 
advantages to the contractors and their clients. 
 
The Overseas Development Institute (ODI) manages a programme on Business and Development 
Performance.  The programme works with the customers of energy service companies to identify the 
incentive systems required to realise the full potential of engineering contractors as delivery agents of 
social performance in the hydro-carbons sector.  Under contract to EAP since its launch in 2002, ODI 
has provided conceptual and research inputs into EAP’s studies on social performance in the areas 
of project risk and opportunities analysis, construction management and facilities maintenance. 
 
Conclusions  
The following conclusions draw on the research of AMEC’s operations and business development 
aspirations in South East Asia in relation to upstream oil and gas operations and maintenance 
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services1.  Although focused on AMEC, the conclusions are applicable to other engineering service 
companies working in the upstream oil and gas sector in low and middle income countries.  We also 
commend the conclusions to the regulators, transaction advisors, customers and project financing 
institutions associated with upstream oil and gas development projects. The social performance 
potential of large contractors will only be fully realised if tendering, external financing and transaction 
management processes incorporate the necessary incentives.  Our conclusions: 
 
Contributing to Community Investment 
1. Within their quality submissions, although major contractors are increasingly required to 

demonstrate a track record in community dialogue, it is still rare for the terms of the contract to 
require their participation in community investment projects commonly managed by the project 
operator (i.e. the customer/client).  This omission offers potential scope for market differentiation 
by contractors, in particular for asset support and maintenance contracts where the contractor 
may be the principal long-term representative of the project ‘on-the-ground’ interacting with 
affected communities. 

 
Local Content and Supplier Enhancement 
2. A global trend and one evident in the Asia Pacific region, is for transactions between the state 

and oil or gas development companies to incorporate more stringent ‘local content’ requirements.   
In some cases these requirements are close to, or even surpassing, technical limits.  Asset 
support contractors with a proven capacity for rapid skills competency development and a 
network of known sub-contractors with the necessary technical capabilities should expect to 
increasingly secure a competitive advantage in this area at the tender stage. 

 
3. This study shows that it is entirely plausible for the contractor to go beyond the current practice of 

developing the capabilities of sub-contractors and suppliers to meet the internal requirements of 
an asset support contract.  Working alone, or in partnership with the client, government agency 
or non-government business support organisation, contractors may soon perceive commercial 
advantage in assisting sub-contractors to apply their newly acquired capabilities in quality control, 
reliability, cost and HSE, to access other – non project related – market opportunities, both within 
the oil and gas sector, and further afield.   In short, both oil and gas operators and their principal 
contractors need to shift their perception of the immediate project as the main market for supplier 
enhancement programmes, to one that views the project as the ‘spring-board’ to other, far 
broader and more sustainable market opportunities. 

 
4. The potential for linkage between the meeting of local content requirements and investment in 

community projects is not yet fully exploited. At present, efforts to assist community-based micro 

                                                
1 Maintenance services do not include front-end engineering, procurement or construction management services. 
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enterprises through investments in skills training, working capital and business development 
tends to be managed by the project operator (or outsourced to a foundation or NGO). This 
means community initiatives are usually separate  – as in the Malampaya example –  from the 
efforts of the main asset support contractor to meet contract requirements for employee 
succession and the contracting of local suppliers.  There may be competitive advantage therefore 
to contractors who adopt a more strategic approach that combines local content enhancement 
with community investment provision, for example, by targeting national firms who source raw 
materials locally and/or who have a portion of the workforce drawn from affected communities or 
from the municipalities that host project assets. 

 
Social Performance as a Competitive Advantage 
5. A problem for contractors with stringent local ‘employment-related’ content requirements is that of 

reduced overhead income, i.e. where higher earning expatriate staff is replaced by lower earning 
nationals.  For fixed price contracts these losses are to some extent compensated for by higher 
returns on the overall contract, i.e. due to the lowering of wage costs over time.  For unit rate 
contracts, however, the losses are real, and may need to be compensated for through the 
negotiation of contract incentives that reward rapid staff succession.  

 
6. Some oil and gas project operators are now actively looking for innovative ways to enhance their 

long-term commercial reputation with the host government by improving the project’s overall 
positive socio-economic impact.  Efforts towards achieving this ‘social license to growth’ include 
the integration of operational infrastructure with local authority public service plans and budgets, 
and routing transactions and deposits through national and local banks to build local financial 
capabilities.  For the principal contractors, many of these areas of economic impact are not so 
much new territory, but simply activities not previously perceived as containing a business-case, 
i.e. delivering the social performance objectives of the client.  In preparing future bids some 
contractors may benefit from simply repackaging their past contract performance in economic 
and socio-economic performance to match the language of their client’s social performance 
objectives, the ‘local content’ terms contained in the relevant Production Sharing Contract, or 
related host government agreement, and the economic policies of the host government.  

 
7. When bidding, contractors who are aware of the potential linkage between national and local 

government economic development policies and the core business of their clients –  such as 
business linkages, public infrastructure service delivery, political decentralisation – will be able to 
identify how their own core competencies in engineering, project management, staff and supplier 
competency development might strategically contribute to the new types of collaboration 
emerging between oil companies and government aimed at addressing the challenges of 
sustainable development.    
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8. Contractors are advised to develop an understanding of the social loan requirements of 
International Finance Institutions (IFIs) and the extent to which these requirements are likely to 
influence, either directly or indirectly, the social performance objectives of their client.  In 
particular, it will be important to closely watch developments in World Bank Group institutions 
(namely IBRD, IFC and MIGA), since there is considerable coherence, especially on social and 
environmental standards, between developments within this group, and other international IFIs 
and increasingly commercial banks who are signatories to the ‘Equator Principles’. 

 
Recommendations – ‘Malampaya’ Fluor-AMEC Primary Healthcare (PHC) Contract 
The following recommendations are made in respect of the Fluor-AMEC JV for the Malampaya PHC 
contract.  Details for the implementation of these recommendations are given in Table 6, Section 5. 
 

 

Recommendation 
1. Supply Chain Development 
 

Undertake short-term initiatives to develop the broader marketability of sub-contractors and suppliers with 
the aim of assisting SPEX to improve the overall economic performance of the Malampaya project and thus 
contribute to securing 2nd Round exploration licenses.  In turn this may help AMEC secure an extension/ 
renewal of the PHC contract, and improve the overall reputation of AMEC within the Shell Group in the 
areas of local content and economic benefits optimisation. 
 

1.1   Establish key performance indicators (KPIs) that generate evidence of the business development 
and economic multiplier effect of the support given by AMEC to its sub-contractors and main suppliers (See 
Table 5, p46).  
 

1.2 Extend existing support to sub-contractors from predominantly HSEQ and security into other areas 
of business development relevant to Fluor-AMEC’s business competencies, such as systems for 
continuous improvements in cost-efficiency. 
 

1.3 Undertake a HSEQ standards benchmarking survey to identify how the current Fluor-AMEC support 
to sub-contractors and suppliers in the area of HSEQ and security can be modified to support achievement 
of marketable international standards such as ISO9002 and ISO140001 certification. 
 

1.4 Submit a proposal to SPEX describing how a Malampaya local business finance and management 
support facility might be developed, with Fluor-AMEC providing experience in competency and capability 
development support.     

2.   Targeted Community Investment 
 

Explore options for Fluor-AMEC, PSFI and SPEX to collaborate on community investment projects that 
target the high social risk TSR pipeline section – an asset recently transferred from power station to 
SPEX, with Fluor-AMEC responsible for integrity and security. 
 

3.  Institution Building  
 

Collaborate with SPEX, relevant government authorities, and international organisations to help build the 
institutional capacity of the provinces of Oriental Mindoro, Palawan and Batangas and to prepare them for 
public expenditure management of gas production revenues.   




