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Abstract 
 

This paper identifies the current trend of International Oil Companies (IOCs) 
to centralise IT activities and discusses the political and economic concerns 
associated with this from host governments’ perspective. The genesis of this 
practice is traced to the ‘global’ model adopted for the Group IT function by 
Group-IT leadership enabled by technological advancements. 
In view of the associated political and economic concerns, this paper questions 
the validity of this model for emerging countries using current thinking 
regarding centralisation and local development laws being adopted by most 
host countries to counteract the imbalances of globalisation. A ‘multi-
domestic’ model is proposed as being more appropriate for emerging countries 
and the necessary pre-requisites to implementing this is discussed. Finally, 
using ITIL and COBIT best practice frameworks, recommendations for 
optimal IT practices for IOCs that factor in host government local content 
concerns are identified and discussed.  
 
Keywords:  Globalization, local content development, centralisation, IT 
practices 

 
 
1.0 Introduction 
Emerging trends by International Oil Companies (IOCs) is to centralise, as much as 
possible, IT activities in order to enhance standardisation and reduce total cost of 
ownership (TCO).  Invariably, this has meant the implementation of ‘global’ IT 
functions which is characterised by resources and capabilities being concentrated at 
the Group centre.  Authority is also highly centralised because global organisations 
primarily aim to achieve efficiency by exploiting potential economies of scale in all of 
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its value-chain activities (HBS, 2008a). 
 Such global IT functions require that functional coordination for IT rest with the 
Group center so local IT Managers invariably have dual reporting lines – an 
‘administrative’ reporting line to the local business (finance or services director) and a 
primary reporting line to the Group CIO office.  
 These structures are helped by technological advancements such as: 

1. Telecommunications bandwidth advancements which has made worldwide 
communications easier via the use of videoconferencing, voice over IP and 
attendant collaboration tools 

2. The increasing enterprise nature of applications whereby applications can 
accommodate data from various business units and reports can be generated at 
whatever degree of granularity or summary that is required. 

 
 For instance, IT application sourcing practices show a trend whereby the IOCs 
prefer to centralise application development/sourcing practices at the Group center 
and then charge the local businesses or operating units (OUs) for the use of these 
applications using a key such as number of users. These ‘group charges’ include 
elements for licensing, hosting and support arrangements.   
 For emerging countries, the practices necessitated by this ‘global’ model run 
contrary to local economic development objectives which include:  
 Maximizing in-country spend  
 Development of the local IT industry  
 Generating employment  for locals and  
 Local staff development (skill acquisition, knowledge transfer) 

 
 Consequently and in alignment with Khor (2000)’ s suggestions about how 
emerging countries should respond to the imbalances created by globalisation, host 
countries are looking into the nature of the overarching petroleum contracts that 
govern the IOCs in their countries and enacting additional laws to enforce these 
objectives. An example of this is the Nigerian Content Bill which was signed into law 
in April 2010. 
 
 
2.0 To Centralise or Not to Centralise? 
While there is no doubt that centralisation has some advantages – the principal one 
being the overall reduction in IT total cost of ownership (TCO) – centralisation on a 
global scale throws up valid political and economic (including HR) concerns. These 
include: 
 
2.1 Political Concerns 
With applications becoming increasingly enterprise focussed, the challenge the IOCs 
have faced is that of how to define the ‘enterprise’. They have chosen to define the 
enterprise at the single highest level possible with applications looking across the 
whole of their world-wide operations.  Consequently applications are centralised into 
single instances and application custodians are able to report data out of the IOC 
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operations across all countries.   
 While this is a clever technological innovation, most host countries are wary that 
data relating to their petroleum industry resides primarily offshore. Countries want the 
flexibility to attract other IOC/NOCs from other parts of the globe and not have to 
worry that data is inaccessible in the home countries of the current IOCs. This kind of 
concern aligns with Stiglitz (2007)’s assertion that there is a tendency for 
technological advancements to outpace political governance structures and as such, 
the implementation of technological innovations have to be balanced with current 
political realities.  
 
2.2 Economic Concerns 
Also the implication of centralised application development and support for the sake 
of standardisation is that local staff hitherto performing such functions are retrenched 
while the support is provided from overseas with the host country charged for the 
provision of such support services. This is inconsistent with the local development 
objectives listed in section 1 above. Furthermore, the (unintended) side effect is that 
the IOCs are contributing to a decline in development indices of  their host countries 
and where these countries are emerging countries, then it gives more evidence to the 
assertion that globalisation has led to a deterioration of the promised economic 
prosperity for emerging economies – HBS (2008b). As an example of this, Nigeria’s 
current petroleum minister – Diezani Alison-Madueke (who incidentally is a former 
director of Shell-Nigeria) - categorically accused IOCs operating in Nigeria of helping 
to fuel the country’s Niger-Delta militancy crisis by “neglecting global best practices 
in terms of the environment, local capacity development and indigenous participation 
because of the immediate commercial benefits derivable to them” (Quoted by Alike, 
2010). 
 In contributing to the centralisation debate, McKinsey’s Campbell et al (2011) 
identified the following three criteria to help decide when to centralise: 
 Is it mandated - do external/critical stakeholders require it? For the IOCs, the 
answer to this would be NO. In fact, their primary stakeholders – host governments – 
are against it. 
 Does it add 10% to market capitalisation or profits of the group or is it part of a 
larger initiative that would do so? Here as well, the answer would be NO. However it 
does have the advantage that the larger OUs help to subsidize costs for the smaller 
OUs. For instance, a smaller OU might not be able to justify the implementation of a 
major enterprise tool such as SAP on its own but such an OU can plug into the central 
implementation and pay routine support costs that would be less expensive than if it 
had gone for its own implementation. 
 Does it avoid risks of bureaucracy, business rigidity, reduced motivation or 
distraction? The answer here too is NO. Because authority in global organisations is 
highly centralised, the implementation of global IT functions has made such functions 
less responsive to local business needs. It invariably also reduces staff motivation 
because best practice HR management advocates strong local leaders to stimulate and 
motivate hidden reserves of performance at personal levels - Roberts (2005), Brandon 
(2005) and Gill (2006). Gill (2006) in particular advocates adapting leadership styles 
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to the dictates of each national culture rather than assuming a ‘one-style-fits-all’ 
approach. 
 When the answer to all three is NO as in this case, the recommendation is not to 
centralise. Also Hill (2008) has identified that managers of international businesses 
should vary their practices from country to country being sensitive to the differences 
in political, economic, legal systems and in particular to differing levels of economic 
development. 
 
 
3.0 Multi-domestic Models for Emerging Countries 
Consequently to respond appropriately to these concerns, IOCs have to implement IT 
business models that align with each country’s aspirations.  The ‘multi-domestic’ 
model which is characterised by locating most value-adding activities in individual 
local units and adapting products/services to unique local requirements (HBS, 2008b) 
might therefore be more appropriate for IT functions of IOCs. 
 To develop this theme further, a review of the role that IT plays in organisations 
may give some valuable background. 
 
3.1 Role of IT in Organisations 
ITILv3 (http://www.itil-officialsite.com/) classifies IT organisations into 3 types: 
 Type-1: Internal Service Providers - these are typically found as business 

functions within larger structures/organizations 
 Type-2: Shared Service Units - these are business units operating under a 

corporate parent. They provide service for several business units under the same 
corporate umbrella 

 Type-3: External Service Providers - these are separate businesses providing 
services to a range of external clients 

 
 Using the ITIL definitions above, Cameron and Green (2004) suggest that the first 
step in getting the best out of the IT function in the current climate of intense 
technological innovations is to determine the role Type-1 and Type-2 IT organisations 
play in their host businesses and identifies four possible types based on the strategic 
value and operational dependence on IT:  
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Figure 1: Possible Roles for IT in Organizations (Adapted from Cameron & Green 
(2004) & Roberts et al (2010) 
 
 
 McKinsley’s Roberts et al (2010) uses two categories combining Cameron and 
Green (2004)’s factory and support roles into a ‘Factory’ category and the strategic 
and turnaround roles into an ‘Enabling’ category. Both set of authors stress the fact 
that different organisations use IT in different ways to achieve different outcomes.   
 In IOCs, IT is used in both of Roberts et al’s factory & enabling roles. The current 
trend of IOCs and the rest of the industry is to separate and adopt different strategies 
for managing both roles with some IOCs even organisationally separating both forms 
which also align with Roberts et al (2010). Currently most (if not all) IOCs have one 
single central IT R&D department located at group headquarters developing 
‘Enabling’ IT applied primarily to the geo-sciences disciplines. It is probably safe to 
assume that the reason for this R&D model is because the geo-sciences disciplines to 
which this enabling IT is being applied have no country-specific peculiarities. For 
instance, the way exploration seismic is done is Brazil would be the same way it 
would be done in any other country where EP activities are done.  
 
3.2 Review of IT Business Models of IOCs 
Reviewing the IT business models of the IOCs into a ‘multi-domestic’ variety would 
involve two primary things:  
 
3.2.1 Reworking the nature of the IT R&D Model  
It is the author’s view that enabling IT could be applied to other EP activities apart 
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from the geo-sciences disciplines. For example, in Nigeria one of the IOCs has 
developed technology to broadcast production volumes wirelessly from wellhead to 
base offices. Also the advent of  another generation of technology devices such as 
iPADs, iPhones is set to produce demand to use these devices to optimise business 
processes – for instance the possibility of using iPads to store maintenance tags of rig 
equipment which could in turn guide the rig technicians in their work. These kind of 
game-changing initiatives are country dependent – broadcasting production volumes 
wirelessly across desert terrain in Oman is intrinsically different from the swamp 
terrain of Nigeria’s Niger-delta for example. Consequently it would then make sense 
for the IOCs to adopt Khurana (2006)’s network of IT R&D centers with a central 
coordination model. Each center would develop game-changing initiatives peculiar to 
its own terrain and also customise technologies developed by other centers for its own 
domain while the Group center continues to look after requirements common to 
everybody. This would certainly fit with host governments’ quest for technology and 
knowledge transfer.   
 
3.2.2 Reworking the Enterprise definition of Applications 
To complement 3.2.1, the enterprise definition needs to be reworked to be at two 
levels – the local country level and the global level. Then each country would refresh 
selected data into the global repository at regular intervals. A necessary complement 
to this would be the adjusting of application sourcing policies in favour of local 
development, hosting and support arrangements. The Group center will remain the 
custodian of standards, overall architectures and interconnectivity elements. 
 A combination of 3.2.1 and 3.2.2 would result in the creation of local IT centers in 
each country and would allow each country host, develop and utilise IT as is 
applicable in their setting.  
 
 
4.0 Deriving an Optimum Local-Global Split of IT Activities 
COBIT4.1 (http://www.isaca.org/Knowledge-
Center/COBIT/Pages/Overview.aspx) provides a complementary framework to 
ITIL especially for Type-1 and Type-2 IT organisations focussing on how to run and 
audit such organisations.  Using COBIT’s prescribed 34 IT activity sets, the author 
has developed an optimum split of local and global IT activities aligned to a multi-
domestic IT business model (Ladeji, 2011). This is shown in Table 1. 
  Table 1 is based largely on applying the thinking of Bartlett and Ghoshal (2003) 
to the IT function. They identify four types of global managers that are necessary for 
IOCs and other Multi National Corporations (MNCs). Three of these types are 
applicable to the Group IT function and these are:  
 The Country manager who should function as sensor + builder + contributor. 

This role would be played by the local CIO or IT manager. 
 The Corporate manager who should function as leader + talent scout + 

developer. This role would be played by the Group-CIO. 
 The Functional manager who should function as scanner + cross-pollinator + 

champion. This role would typically be played by managers or focal points in 
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the Group CIO office - for example the standards manager responsible for 
developing global hardware standards or the head of the IT R&D unit. 

 
Table 1: Recommended Local-Global Split of COBIT’s IT Activities Sets 

 

 
 
 
5.0 Optimal Set of IT Practices 
Using Table 1 as a starting point, the author derived an optimal set of IT practices by 
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identifying current categories of IT activities of IOCs that would impact local content 
development aspirations stated in section 1. This is shown in Table 2: 

 
Table 2: Optimal IT Practices for IOCs 

 

 
 
 
In-Country Expatriate Services & Local Staff Development 
It is the author’s belief that host countries are not so much against the use of 
expatriate services but against what the expatriate services are used for. If expatriate 
services are used to develop local staff then that is acceptable. However if expatriate 
services are used to deny locals of commensurate jobs then that is not acceptable. So 
the most appropriate use of expatriate services should be for local staff development 
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either by (a) in-country handholding of identified local staff or (b) exchange programs 
where locals are sent overseas on development/broadening assignments with a view to 
acquiring the relevant skills. 
 
Software Sourcing Practices (Group & Third Party)  
Distilling the themes and suggestions developed in section 3.2 into COBIT’s AI & DS 
activities leads to items 3, 4, 5ii & 5iii in Table 2. The reworking of the IT R&D 
model and the redefinition of the ‘enterprise’ are primary pre-requisites for these 
items as the current ‘global’ model employed by most IOCs effectively prevents these 
things from happening. 
 
Hardware Sourcing Practices 
IT hardware is the exclusive preserve of IT vendors – most of whom (if not all) are 
MNCs themselves. These MNCs make their own decisions about where to source 
their production centers based on a variety of factors which are more in the 
jurisdiction of host governments rather than IOCs. However, these MNCs also realise 
that it is often easier to partner with local players so as to effectively penetrate local 
markets. Consequently the best role of IOCs in this area is in using the global spread 
of these IT vendors as part the evaluation criteria for selecting hardware standards to 
adopt as global standards. This would be better than the current practice of adopting a 
standard based on technical performance alone and then trying to force that standard 
across all OUs even where such local presence is not adequate. This would effectively 
address items 5i and 6 in Table 2. 
 
 
6.0 Going Forward... Looking into the Crystal Ball  
IOC are a special form of MNCs primarily because they are dependent on the 
geological characteristics and other natural resources of host governments unlike 
other MNCs who enter host countries in search of labour or consumers.  
Consequently, in alignment with their economic development objectives, host 
countries are beginning to look into and change the over-arching petroleum contracts 
(Appendix A) to ensure a better ‘win-win’ balance in the operations and activities of 
IOCs.   
 It appears that the rest of the business has caught this message as in July, 2009, 
Shell’s Upstream Executive Director – Malcom Brinded – stressed the importance of 
partnering with host government aspirations through their  National Oil Companies 
(NOC) in a paper on ‘Challenges & Developments in the NOC-IOC relationship’ 
presented at the Oxford Energy Seminar in the UK 
(http://www.shell.com/home/content/media/speeches_and_webcasts/archive/
2009/brinded_noc_ioc_31072009.html). Also a recent study in the Nigerian 
petroleum industry revealed that significant local content development has been 
achieved in other areas of the business apart from IT (Ladeji, 2011). 
 One reason that can be adduced for this is that the IT sector has been most prone 
to current globalisation ‘experiments’ (for lack of a better word)  via the utilisation of 
technological advancements. However not implementing these advancements in a 
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win-win way can have a negative effect on the IOC’s ‘licence–to-operate’ in host 
countries. Consequently and in alignment to Malcolm Brinded’s suggestions, the 
partnership model of working with NOCs in the IT sector will become increasingly 
crucial in the future especially as the nature of overarching petroleum contracts dictate 
that the host governments contribute most of the funding. The lesson from local 
content laws being enacted by emerging countries is that host governments are 
beginning to demand that it is no longer acceptable for IOCs to use their minority 
funding to implement efficiency models that benefit their host regions more than 
others. Even if IOCs elect to solely fund their IT operations, the issue that they are not 
identifying with their host country’s aspirations will be a recurring decimal. 
 Borrowing from Drucker (1994), another way of putting this is that Group-IT 
leadership have to realise that their ‘theory of business’ concerning how the IT 
function should run needs to be reviewed. Their current assumptions about the various 
parts of the ‘IT theory of business’ needs to change as summarised in Table 3.  

 
Table 3: Changes Required in the IT 'Theory of Business' 

 
Parts of the ‘Theory of 
Business’ 

From To 

Environment Focussing on just one 
stakeholder – the worldwide 
operations of the IOCs  

Focussing on the 
requirements of other 
stakeholders of the IOC - 
the JV and PSC partners 
who provide funding 

Mission Standardisation and 
centralisation in order to 
save costs or optimise TCO 
at the global level 

Implementing 
technological 
advancements to benefit 
all stakeholders 

Core Competencies ‘Smart center, dumb 
subsidiaries’ model 
generating all innovations 
from a single corporate 
center 

Network of smart 
subsidiaries with central 
coordination model – 
actively using all 
innovations from various 
subsidiaries 
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Glossary 
 
AI COBIT’s Acquire and Implement activities 
CA Concession Agreement; type of Petroleum Contract 
CIO Chief Information Officer 
COBIT Control Objectives for Information Technology 
DS COBIT’s Deliver and Support activities 
ERP Enterprise Resource Planning Systems 
EP Exploration and Production  
GDP Gross Domestic Product 
HBS Henley Business School 
HR Human Resources 
IT Information Technology 
ITIL Information Technology Infrastructure Library 
IOC International Oil Companies 
JV Joint Venture 
ME COBIT’s Monitor and Evaluate activities 
MS Margin System; type of Petroleum Contract 
NOC National Oil Company 
MNC Multi-National Corporations 
OU Operating Unit 
PO COBIT’s Plan and Organise activities 
PSC Production Sharing Contract; type of Petroleum Contract 
R&D Research and Development 
SBU Strategic Business Units 
TCO Total Cost of Ownership 
TSA Technical Services Agreement; type of Petroleum Contract 
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Appendices 
Appendix A: Overview of Petroleum Contracts 
The key parameters of a petroleum contract relate to the management of the 
petroleum operations especially the form of state participation (through the state oil 
company), the investment commitments and how the revenues from the hydrocarbon 
production are shared between the various parties. Detailed specifications for the 
work obligations, crude valuation, bonuses, domestic supply obligation and 
accounting procedure are also covered. Petroleum contracts generally fall into the 
following 3 main categories: 
 (http://siteresources.worldbank.org/INTOGMC/Resources/cambodia_oil_g
as_newsletter_7.pdf:)   
 Concession Agreements (CA) 
 Historically most petroleum contracts were concession based. The IOC is granted 
a concession to produce hydrocarbons and pay a combination of taxes and royalties. 
Usually state participation is mandated and a Joint Venture (JV) is formed – 
sometimes in combination with other IOCs. The nature of this JV is also varied but 2 
main categories stand out: 
 An unincorporated joint venture: in which all parties jointly share the costs of 
operation and production in an agreed ratio. One partner usually operates the joint 
venture on behalf of the other parties and makes ‘cash-calls’ to the other parties for 
the costs of operation at agreed intervals. All investments must necessarily be agreed 
with all parties. 
 An incorporated venture: in which all parties form a new separate company. All 
‘parents’ supply share capital and eventually receives dividends. 
 Depending on the specifics of the JV, the IOC will end up owing some percentage 
of the host country’s hydrocarbon reserves and production facilities. Also the IOC 
recovers its initial capital expenditure through fiscal depreciation. 
 
Production Sharing Contracts (PSC) 
Virtually all contracts signed since the 1970s have been PSCs in which the private 
company acts as a contractor to explore and produce hydrocarbons on behalf of the 
host government. The private company funds all necessary activities in this regard 
and is eventually reimbursed out of a dedicated (cost-oil) share of the production plus 
a share of the remaining (profit-) oil as a reward. So in a PSC, none of the 
hydrocarbon reserves or facilities is owned by the IOC and the IOC recovers its initial 
capital expenditure through the cost-oil share of the production. 
 
Service Contracts  
These entail the state oil company contracting out specific activities in the EP 
spectrum (exploration, development, production) to the IOC which is then paid either 
a  
 A fixed fee per barrel of oil produced – where production activities are contracted 
(also called a Margin System) or 
 An agreed rate for services performed – where nonproduction activities are 
contracted (Technical Services Agreement). 
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 Also here as well, the IOC owns no facilities or reserves. 
 Gas related contracts are generally more complicated because unlike oil, there is 
no world market for gas. So gas contracts have to either factor in 3 parties: the 
producer, the buyer and the host government or in the alternative be solely directed 
for domestic consumption for such things as power production and other domestic 
uses. 
 More details can be found in George (2008) which gives a succinct presentation 
on these different contract types. 
 


