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It’s not always easy being a national oil company

© Wood Mackenzie

With management dominated by retired
bureaucrats, saddled with social

obligations and beset by political
interference, almost all have lagged well

behind private sector competitors.

Financial Times, August2014

~

Mackenzie -



Over the last 40 years of working with NOCs Wood Mackenzie has been
exposed to a large varieties of NOC governance and operating models

Define the different types of NOCs that operate in the E&P business today

Describe the challenges and competing pressures that NOCs operate under and the interrelationship
between their goals and national requirements

Highlight the need for increasingly diverse skills sets and decision structures as the opportunity suit
available increasingly points towards internationalising

4 N
Outline Wood Mackenzie's 8 step framework that empowers NOCs to evolve from standard NOC

behaviours to world-class companies able to effectively partner and compete with the leading
companies in the E&P business
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Not all NOCs are created equal and there is not a one size fits all approach
that can be applied

9 PDVSA
“Major Resource > Large domestic resource
Holders” : > Not looking to internationalisation
“Diversifiers” > Companies which have started the journey to
internationalization
“National : .
Champions” L] PETROBRAS > Leveraging domestic talents abroad

b

Focused skills and thematic areas

5'. PETRONAS
" Statoil

“Advantaged Supply @ - ’ > NOCs seeking resources to meet domestic demand
Seekers " §lllonet 1. Foundation in domestic business

b

¢, By > NOC'’s that lack a domestic resource and must

LR internationalise
vPEX (3)

© Wood Mackenzie ‘ MaCkenZIG 4



The specific needs and evolution of NOCs need to be recognised...

External factors Nature of Interactions

State Goals

Resources

State Institutions

Source: Oil and Governance, 2012, Cambridge University Press

© Wood Mackenzie

Government

=)

Organisation of Industry

NOC Strategy

NOC Performance
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...as do the governance systems which interact with decisions, and their
understanding of risk...

Retention of Revenue vs. Government involvement

Retention of
Revenue
\

N
L H
4" Statoil [BR| PETROBRAS

S Sonangol

PETRONAS 6

© Wood Mackenzie

Government
Involvement

s N

¢ High-level of government
involvement can lead to
suboptimal decision
making processes

® The key for retention of
revenue is the autonomy
of the NOC’s to make
operational decisions
without politic
interference

< )
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...and their goals and national requirements

|OC objectives Examples of NOC objectives

> Maximize and grow profits Maximize and grow profits

Provide major portion of government budget
Subsidize domestic fuel

Provide social programs / employment
Serve as government implementing agent
Provide for “energy security” of country

Pursue foreign policy aims of government

>
>
>
>
>
>
>
>

Extend lifetime of resources

Source: Oil and Governance, 2012, Cambridge University Press

© Wood Mackenzie ‘ MaCI(enZIe 7



Increasingly this requires broadening skills sets and a broader
portfolio...managing risks and decisions has to be at the forefront

NPV by resource theme NPV, 10 by geography

m Conventional

m Heavy Oil
m Unconventional

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

Source: Wood Mackenzie

© Wood Mackenzie

PetroVietnam

PTTEP

ONGC

mLNG

m Oil Sands
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m Deepwater
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Underlying this is the need for NOCs to be empowered to make decisions in
the global E&P market place
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Issues

(@) Clear Strategic
Direction

@ Workable

revenue retention

@ Decision Process

Portfolio Focus

@ Stakeholder
Management

@ Culture of
innovation

Clear Core
Competencies

(8) Organisational
Balance

© Wood Mackenzie

Volume focused

Standard

NOC

strategy

Operations dictated by
politics

Reasonable asset
valuation process

Asset focused
Transactional
relationships
Relatively
conservative approach
to innovation

Focus on technical

capability

Highly centralised

World

Class NOC

Strategy driven
growth

Autonomy/ability to
make operational
decisions

Integrated process
(winning the deal)

Portfolio Focused

Strategic Partners

Encourages
innovation in key
areas

Build integrated and
differentiated core
competencies

Balanced
decentralisation

A clear well articulated integrated strategy is
key to developing the organization

In line with best practice seen within the
industry

Balancing the need for rigour with the ability
to act quickly

Resolving weaknesses in the portfolio is one
of the prime tasks of executive management
in world class oil companies

Partnerships benefit across the organisation.
Access, technology, knowledge, process etc.

In a world that is getting more complex and
competitive the ability to be innovative is
becoming more and more critical

The best companies have highly competent
people in place through meritocracy

Balancing the need of centralised control
against local optimisation and knowledge

l,, Mackenzie -



World class companies drive growth through clear articulation of strategy

0 Clear Strategic Volume focused Strateav driven arowth A clear well articulated integrated strategy is key
Drive strategy 9y 9 to developing the organization

e flustaiive

Liquids Big shift to oil, which has been accomplished by recent exploration positions but needs Gas
to be supported by M&A and capabilities

Current balance seems about right, although depends on xxx success and the ease
with which follow-on opportunities can be sourced

Unconventional
Hydrocarbons

Conventional
Hydrocarbons

Centralised A slight split in opinion but give constraints there is little appetite to take on more areas pjyerse

Diverse Themes Specialist themes in current core regions should be the focus Core themes

w
|

Operator  Minor shift but more effective use of manpower and partner expertise was key — some Non-operator
divestment implications

Today €= Major shift X | Aspiration

consensus

© Wood Mackenzie o WOOd MaCI(enZIe 10



Autonomy to make operational decisions is best practice

¢) Workable Operations dictated by Autonomy/ability to

= make operational In line with best practice seen within the industry

State-owned companies (NI)

revenue retention politics decisions

Energy balance

Decline in PEMEX PEMEX PEMEX PEMEX CFE
. E&P Gas Pethchem Refining Power
oil & gas 10 -

2

. [ production 5 -
i -1
- | 0 T
- B . ‘ . _5 4
] - -1 E '
-10 A

r 3

mmbd
Billion US$
o

~ bcfd
g w  Fr W U1 N

i L 2
2000 2005 2010 2015 2020 2025 2030 -15 -
B Gas net imports(LHS) ®Oil net imports m2010 m2011 m2012
Source: Wood Mackenzie Energy Markets Service P EM EX h ad an et Source: Pemex , CFE

loss of US$13bn

in 2013 \
High fiscal

dependency

on oil

\ Unsustainability
of PEMEX/CFE

finances

rEVenuUeEs 34% of the public budget
depends on oil revenues

© Wood Mackenzie ‘ MaCkenZIG 11



Leading NOC’s have clear stage gate decision making processes, although
the influence of senior management is often key to decision approval

@ Decision Process Decision Process

Structure of investment decision making process

approval to
approval to start start concept project
business planning planning pre-sanction| project sanction| start operation
DGO DG1 DG2 DG3 DG4

v v e e c
m
t t 1 - '

Acquisitions/farm-ins/mergers

Screening

A Bid Concession/
SuSlcs Preparations Negotiations
Opportunities
A A A

DGA DGB DGC
approval to approval to accept a negotiated
develop a negotiate agreement/decision to enter
business a new exploration or
opportunity business opportunity

© Wood Mackenzie

Integrated process
(winning the deal)

Balancing the need for rigour with the ability to
act quickly

4 N

® Process orientated, particularly
around compliance

e Follows consistent process for
value around stage gates

¢ Can serve as the foundation for all
operations and the corner stone of

organisation

Mackenzie :

* Note 2 of the companies interviewed Statoil and Total had a strong exploration bias



Leading companies have a clear understanding of their portfolio’s strengths
and weaknesses

@ Resolving weaknesses in the portfolio is one of
Portfolio Focus Asset focused Portfolio Focused the prime tasks of executive management in
world class oil companies

lllustrative

SUSTAINABILITY. Is there Frontier
longertermreservesand | |0 T N e
production in portfolio

BALANCE. How diversified is
the risk balance in the portfolio

PERFORMANCE. How well
have opportunities been
monetized

Development

Plateau
Production

Mature
Production
B Mainly Oil
M Mainly Gas
B Under Exploration

Time in Portfolio

© Wood Mackenzie 0 WOOd MaCkenZIG 13



Managing stakeholders and partners is a key aspect to defining and reaching
a shared business vision

@ Stakeholder Transactional Strateqic Partners Partnerships benefit across the organisation.
Management relationships 9l Access, technology, knowledge, process etc.
lllustrative
High
External
OGC (British Columbia) Stakeholders
. or
Internal
—
8 SVP, UBD Stakeholders
Q INFORM ERAGE
o Manage Expectations Align Goals
bl
[
>
O
~ R a4 First Nations
A
] Ministry of Mines
& & Energy NEB
O
B MONITOR ENGAGE
=~ Inform on General Issues Educate & Influence
CAPP
Low
Low Ability to Influence Deal High

© Wood Mackenzie o WOOd MaCI(enZIe 14



Creativity and innovation are key differentiators for world class companies

In a world that is getting more complex and
competitive the ability to be innovative is
becoming more and more critical

@ Culture of Relatively conservative Encourages innovation
innovation approach to innovation in key areas

The Growth Engine for creating

top line and bottom line growth
across the extended enterprise

STRUCTURE AND
FRAMEWORK
BUSINESS INNOVATION: g

HIGH PERFORMANCE DRIVER

OPEN MANAGEMENT SEAMLESS PROCESS

Often creating new rules of the game and
new opportunities for competitive
advantage;

BUSINESS CREATIVITY

STRONG CULTURE

Usually driven or enabled by

new technologies

INDUSTRY KNOWLEDGE NO BLAME CULTURE

The Growth Engine for creating excellent stake-holder

satisfaction & excitement across all the company’s
stakeholders

© Wood Mackenzie ‘ MaCkenZIG



Core competencies should provide a point of differentiation for a company

Build integrated and
differentiated core
competencies

Clear Core Focus on technical
Competencies capability

The best companies have highly competent
people in place through meritocracy

As NOC'’s grow defining the capabilities required is a critical step in the process

N
>
I

lllustrative
Strengths Weaknesses

Strong growth as ;

p|atfgr21 for XXX Frontier exploration e

acreage commitment to XXxx
XXXX
relationship
Existing relationship
Non-threatening with BP NOC Credentials?
| partner
Ve
" ' — —
Statoil No track record of NTIRIRNNVETP Il = xisting relationship with .
operating low cost operator? XXXX Experienced xxxx
onshore P : Sl T operator
developments N nshore developments
Limited other acreage skills
portfolio Access to overseas Strong regional geological
; )
export capacity knowledge
Weaknesses Strengths

Complementarity

© Wood Mackenzie

Leverage BP E&P skills with Statoil NOC credentials to
create advantaged E&P player in xxxx

1 l,' Mackenzie :



NOC'’s tend to be highly centralised, although a mechanism to incorporate
local intelligence needs to be established

@ Organisational Focus on technical Balanced Balancing the need of centralised control against
Balance capability decentralisation local optimisation and knowledge

“Process”
based groups

Centralised multidisciplinary

5 =

Torauw

Conocglghillips @

“Centralised "
) Ex¢onMobil
Functional” L EX =2

B
based groups/ (3) & zmsnes

“Decentralised

Asset”
based groups

© Wood Mackenzie b MaCkenZIE 17



Increasing internationalisation is a must to achieve these goals

Key elements for Internationalisation

Predictable Governance
Industry participation

Learning through integrated teams Efficiency and

i Internationalisation
competitiveness

Operatorship
Educations

»
u@‘!

Statoil How Statoil Transformed

v

Statoil’s process to internationalisation

NOC Capability and Capacity Building

National Capacity Building Growth and Internationalising

Project Execution High performing
capabilities company

© Wood Mackenzie 0 WOOd MaCkenZIG 18



Disclaimer

Strictly Private & Confidential

® This presentation has been prepared by Wood Mackenzie for delivery at the symposium
Managerial Empowerment in the NOCs in Taipei 51" September 2014. It has not been
prepared for the benefit of any particular attendee and may not be relied upon by any
attendee or other third party. If, notwithstanding the foregoing, this presentation is relied
upon by any person, Wood Mackenzie does not accept, and disclaims, all liability for loss
and damage suffered as a result.

® The information contained in these slides may be retained by attendees. However, these
slides and the contents of this presentation may not be disclosed to any other person or
published by any means without Wood Mackenzie's prior written permission.

© Wood Mackenzie “ MaCkenZIG 19



Europe +44 131 243 4400
Americas +1 713 470 1600
Asia Pacific +65 6518 0800

Email contactus@woodmac.com
Website www.woodmac.com
¢ Y, INVESTORS

%, & INPEOPLE | G°1d

Wood Mackenzie* is a global leader in commercial intelligence for the energy, metals and mining industries.
We provide objective analysis and advice on assets, companies and markets, giving clients the insight they
need to make better strategic decisions. For more information visit: www.woodmac.com

*WOOD MACKENZIE is a Registered Trade Mark of Wood Mackenzie Limited




