Future for Marine Contractors
in the Shipbuilding and Ship

Repair Sector

INTRODUCTION

Cumenthy, the marine industry climate in the country is
growing in tandem with the need s of the marntime ecanomic
growth. The Shipbuiding and Ship Repair (383R) sector
is a sub-set of the marine industry. Unfortunately the
marine ==ctaris not one of the 12 MERAS identified under
the Malkysian Economic Transformation Programme
[ETP). Howewer, the closest match would be the Qil, Gas
& Enemy Sector that may have some linkages with the
385K contractors. The following extract is an encouraging
stateme nt by the Honourable Prime Minister.

MO, ges oand energy gre an essentia!l driwng force for
any madem ecomomy: Under e astute mansgement of
FETROMAR, the domeste of and gos industny hes plaed 2
cnciz! ole in the gmuth of the Mals ywsian soconomy: Howsever,
Siter decades of of and gas prodfuchon, our domeste
resources Wl fnewlka By stant o deglete. To prepare for this,
we Wl strengthen otfber valur cresbng schiwlies i the of
and ges wlue chain and ensure that we have 2 sustainable
enenlr fatfomn for the fuhire. To this end, the Qovemment
mal e velop Malaysiz inlo 2 leading of and ge=seniceshubin
A, grow Mals s = ofe in ol storag g, bagistos and teding
and import L3 o zerve Iztent ges demand and atract ngw-
gas based Indusnies. Al the ssme bme we will snaure gt we
deveiog an energy effTient, FiversiTed and sustaing e anerg
mix b power our fuhirg .

YA B. Dato’ Seri Mohd. Najib Tun Abdul Razak

With reference to the above statement, the mention of
strengthening other walue creating activities in the ailand
gas value chain, has created a need for Offshare Support
Vesea|s (O3We), work-barges and accommodation modukes
that are really, in essence, wess=ls and structume s that will
somewhat incease the demands of shipbuilding and ship
repair sector.

3aing away from the ETP initiative, with reference to
the document released by Martime Institute of Malkysia
[MIMAY, an the reviewofthe 1st Mational Marine Industries
Farum 2010 in kKuakl Lumpur an 23rd March 2010, signifies
the imparance of the industry in the context of Malaysian
economy, as a muliplier, employment genemtor, export
earnerand supporterof maritime tran spo tation in relation 1o
trade. Furtheron, the review emphasised the key activities
in marine industry as:

Shipyard industry
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Marine kisum
Support s=rvices

What pos=s as chalkenges to marine industry contractors
are:;
Small domestic market.
Stiff competition (ocal).
Shorage of skilled workers.
Shortage of high tzchnology facilities.
Lack of capitalfina nzing to expand.
Competition from neighbouring countries in pricing
and de liveny.
Shortage of opportunities and i available are
monopolised by bigger conglomerates.

DISCUSSION

The listof issues thatthe shipbuiding and ship repair sector
faces, as mentioned in paragraph 2, is not exhaustive but
for the purpose of discussion, these will suffice. FRor the
purpose of discussion here, the limitation is confined to
only contractars in Makysia and Malaysian-owned bodies.
Malaysian-owned contmoctors are usually home-grown fom
conception and are owned by bcals with limited funding.
Therefare, these are small to medium indu strie s which need
business and capital funding and sustaina bk cash flow in
order o survive.

amall Domestic Market

Curmrently the demand for new ships-buiding and repair
opportunities are limited and the market is shrinking. The
reasaon for this is parhy because ships genemlly Bst 25-30
vears and ship owner will usually keep the wessel till the
end ofits |ife. Secondly, the high ope @ting costs of periodic
docking and e pair of vessels can add up toa heawvy tall an
the owners' pockets, Because of this, owners will stetch
the opemtions time for as bng as possible or until i is
abzolutely necessany to =2nd the wess |0 dock.

Stiff Competition (local)

Az explained, the number of ships or wvessels going to
docksand shipyamds for repairs is imited and this number is
divided among bcal shipyamds currently abke o service the
vessels. Competition is indeed stiff. Price warsare comman
and undercutting quotations is widespread. The net esult
means that smaller shipyards which are merely suming,
will be adverszly affected. 3o too will contractors depending
on these shipyamds. In the bng term, the mduced number
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of vessels sent to shipyards for repair will signal the demize
of such contractors.

Shortage of Skilled Workers

To add salt to the wound, 2 shortage of skilled worlkers
aggravates the situstion as this reduces the capability of
contractors who will then not be able to complete the work
ontime or within the correct quality standarnds. Sub-standard
wiork entails reswork and reework meansdelaysand additional
costs for the contractors. Maturally, ship owners are reluctant
to haveto spend more than necessary, especialy when the
fault lies with the shipyards and contractors entrusted with
the repair of their vessels. Delays also mean the owners
will lose revenue from charter hire and leasing. One reason
contributing to the shortage of skilled workers is that they
prefer to wiork elsewhere as, in shipyards, they may not be
surewhen they will get the next repair job.

Lack of High Technology Facilitias

hany local shipyards arenot abletoacquire hightechnology
equiprnent because this is expensive For those that have, it
means4a long higher purchaseagreement onther hands and
thiz adds to their monthly overheads. Sorme shipyards will
transfer the burden of spectalised tools and high technology
equipment to their contractors and now, the risk lies with the
contractors, along with the high overheads. It will be more
difficult for contractors to survive f jobs are scarce and they
have to maintain high overheads. Part of the reason is that
the bigger, cash rich conglormerates often take the bigger
chunk of shipbuiding and ship repair projects because
srmaller shipyards and contractors are incapable of investing
in high technological facilities to do the job.

Lack of Capital/Financing for Expansion

When shipyands are hit by a reduced number of jobs, the
direct irnpact will be firancial. Our local Banks are very strict
about giving out loans and when they do, the conditions
et are =tiff. The inability to expand will mean stagnation
of repairand building capacity and this definitely hampers
shipyardsand contractors.

Competition from Heighbouring Countries

If the stagnation or dedline in the number of repair and
building jobs can slowly kil off local marine contractors,
cornpetition fromn foreign neighbours who have been in
the matrine industry much longer is a bigger and more real
challenge. Theseare not only cheaper butthey can also do
the jobs faster. Much can be debated with regards to the
quality of workrmanship but for ship owners, thefundarmental
bottorn line is "cost” and how quickly the vessels can be
readied to facilitate charering. Countries like China have
grown fast and even overtaken traditional SBSRE countries
such as Morea and Japan. The Government should take
drastic action to regulate ships with Malaysian flag to be
rnaintained in-country despite & slight hike in pricing, to
fadilitate experience and exposure, and it should be done
forthe survival of local marine contractors.

Shorage of Opportunities and Competition
Controlled by Bigger Conglomeratas

Alas, when local marine contractors try to spresd their
wings and become & Dt boder, they run smack into
cornpetition with ©ig local conglormerates and Government
Linked Companies [GLCs] which have an edge over the
small tirme contractors with little capital to fund the projecs
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and insufficient sustainability capacity. It seems 10 have
become the norm for mega projects to be entrusted to big
conglmerate s via turnkey projects. Even when marine
contmctors manage to get a piece of the project package,
it will be wery difficult for them to fend off competitors
with stmng links with the conglbmerates. Eventually they
get squeezed out and all efforts put in as well as money
spent to bring in Owe rsea s Equipme nt Manufacturer (OEM)
representatives will tum to dust. The plight of marine
contmctors are Nnever s2en asan issue thatrequires oo king
into but if the situation prevails, small marine contractors
will perish or barely sureive.

Soma Ramedlas
[t may appearthat the future for marine contractors is blea k
Dne of the fundamental approaches to this is Strategic
Manage ment. In meeting the challenges heads-on, marine
contmctors must focus on formuketing, implementing and
evaluating cmss-functional decisions in order to achieve
the =et objectives. It encompasses the follbwing, by
|ntegrat|ng'"

Management

Marketing/finance

Froductionfoperations

Fesearch & development, and

Information systems

Marine contmctors which have the five eleme nts em badded
in the ir strategy plans, will hkawe a hig her survivability rate. To
achieve these, contractaors need 1o investand continuou sly
im prove their capabilitie s and ca pacitie s.

FEATURE -

However, preparing thems=lves strategically is not
enough, as marine contmctors mustthen build the ir business
along the plathorm that has the follbwing elementsy:

Leade rship ca pability

Business plan that is far reaching and well mitigated in

risk aspects

Cevelop competent work force

Focussd on productand service excell nce

Sold marketing plan

FPerfected sales pln

The abowe elements are essential for buikding a geat
business. Entrepreneurial enthusiasm  and  business
acumen are traits that contractors must have and need w0
continuously develop to assUuE SUCCESE.

CON CLUSION

In lightof the curenteconomic climate — where the cost of
living is increasing, raw materials forindustrial purpo =5 are
difficult to acquire, bbour prices are increasing (especilly
with the imposition of minimum wage], tighter Immigration
rilings and many aother impediments — marine contractors
are finding it difficult 1o survive and sustain their business.

The chalienges are very real and will alvays pose
as a threat against success. However, focusing on the
e medial actions suggested in the above parmgraph should
afford some =solutions in meeting and circumnavigating
the humddes Buiding a solid strategy pkn and managing
it well with relentiess vigour and extreme persverance,
marine contractors have a possibe chance of sumiving
and, coupled with the attributes thatare pre-requisites 10 a
successful business venture, will Ead o mare competitive
market participation.

In summary., the chalenges faced by bcal marine
ind ustry contractors will prevailand itis entie by up o them t©
meetthe challenges using the most appropriate approach.
An approach aligned to strateqy management and best
business prmactices will pmduce marine contractars that
are focused and competent, notonby tec hnically but alsa in
business and the ability 1o pursue market forces. [l
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Ar=t Odrniral Debe’ In & benad Mured bin Orar [FEd ) iz an accomplished
Chartered hiarine Engineer (ChiarEng’ and Chartered Enginesr (CEng.
fith a careerin the marine sector ©ormore than 30 wars, Do’ F.hiurad has
wide experence in manne consulEncy and matters related to shipbuilding
and ship repairtechrology”.
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