Oilfield e-commerce initiatives pick up pace by setting standards
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2001 was a tough year for e-commerce initiatives in the oil patch. A number of high-profile startup companies created during the peak of the Internet boom abruptly faded as their funding dried up, or as their business models failed to generate any return. 

The phenomenon might have led the energy industry to think that e-commerce was just another aspect of Internet hype -- and that it, too, would die along with these failed startups. 

The truth is that e-business and e-commerce are here to stay, simply because of the potential they offer for increased efficiency and reduced costs. In the oilfield, however, this potential has yet to be fully realized, but it looks like that's about to change. 

Initially, most oil companies wanted to apply e-commerce tools as part of their sourcing process -- that is, selecting products and services from their suppliers -- expecting to achieve significant savings through reduced pricing. This did not occur for a number of reasons: 

· First, it became evident that buying oilfield products and services is not like buying books, CDs, or other "clickable" items on-line. Unlike many consumer goods, the pricing models for oilfield products are much more complicated. These products have an associated service element, and the cost of delivering and supporting the offering varies tremendously from one geographical region to another. 

· Second, most software procurement tools that were available to buyers were not mature enough to handle the rich technical information associated with these products. This level of detail is essential for a buyer to make a properly informed decision. 

· Third, many suppliers did not believe that there was adequate protection of their proprietary and confidential product and pricing information and thus were unwilling to provide the electronic content required by these systems. 

Today, the industry has shifted its focus away from these "big-bang" approaches in an attempt to deliver a quick win that demonstrates the real value of e-commerce. Rather than continuing to look at sourcing, the focus has turned toward ordering and fulfillment and ways to eliminate paper documents between buyers and suppliers, reducing errors and reducing transaction costs for both sides. 

Given that a paper-based purchase order is typically estimated to cost between $120 and $150 to process, versus an electronic purchase order that can be handled for little more than a tenth of that, it is easy to see why both buyers and suppliers are keen to see e-commerce work, since the savings have a positive impact on both sides. 

Internet-based companies serving the oilfield services industry are leading the way out of the vacuum that developed late last year by providing standards-based "e-content," describing upstream products and services to oil and gas company buyers. The reality is that e-commerce simply won't work without e-content. 

After recognizing the problems that were causing e-commerce initiatives to lose momentum last year, it has become evident that there are a number of steps that must be taken in order to move the industry in a common direction in support of e-commerce. 

· The first is to develop industry-accepted standards for electronic catalog content and the associated business transactions. Standards bodies such as American Petroleum Institute's PIDX, plus CiDX in the chemical industry, as well as groups such as the Department of Trade & Industry (DTI) and Leading Oil & Gas Industry Competitiveness (LOGIC) in the United Kingdom are working to ensure that these content and transaction standards are industry accepted and take the needs of the international community into account. 

· Second, software vendors, customers and exchanges must collaborate to provide electronic catalog content and move e-commerce forward. 

· Last, the data model must be designed to provide the specific scope of data that a customer needs for different stages in the procurement cycle, while protecting the interests of the supplier. 

Ultimately, with standards-based transactions and electronic content as the foundation, business will move toward "silent commerce" between buying and selling organizations -- allowing staff to configure, select, order and purchase the products and services they need, with the appropriate business processes, security and collaborative tools needed to facilitate these steps. The "e" of e-business will also become silent, as e-business becomes the way of doing business. 

e-commerce in the oilfield is very much in its infancy, but there are a number of major players -- buyers and suppliers--who are starting to capture the strategic benefit and savings that it offers. With its new momentum, that reality is finally moving much closer than it seemed a year ago. 

ROSS PHILO is vice president of OFS Portal, an e-commerce site for the oilfield services industry.
