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Discussion Agenda

BP’s experiences in promoting energy efficiency with regards to:-

« Defining the strategic imperative
— why is this important?
 What is energy efficiency?
— Tell me your strategic imperative first!
 The energy efficiency gap

— irrational behaviour or just another gap?

 BP’s energy efficiency programme
— Imperfect but working

e Barriers and impediments
— Is it simply a capability gap?



Productivity Commission bp

Context: Defining the Strategic Imperative

 BP seeks to maximise shareholder value through three types of activities:-
— Strategy: Create and maintain compelling corporate strategy with long term goals

— Plan execution: Provide the business with the people, processes and tools such
that they deliver specific targets in support of the corporate goals

— Governance: Ensure all operations are legally compliant and adhere to company
policies and standards _ .
» Corporate performance is relative not absolute

» Core activities (priorities) are achieved by
aligning the pyramid.

* A great company is one that wisely selects
those areas of its business where it chooses to
excel in pursuit of competitive advantage

Excellence  e.g. In BP, safety became such a priority and
performance is now world class

 BP has more value enhancing investment

opportunities than available human and capital
_ resources
Compliance  Executives are paid to make hard choices and

stop activities that dilute employee focus

So given the corporate context, can energy efficiency become a strategic imperative?
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What is Energy Efficiency?

Climate Change l _ _
YA\ [prlmary energy consumptlon}
Strategic aim to de-couple BP’s —IfIO """""" )
economic growth and operational TotaUseuutput ______ l
eadership emissions growth
En ergy Increasing competitive

advantage (margin
Excellence improvement) from

minimising variable expense,
in $ per unit of output

[primary energy consumption}

Management

Remain Competitive Variable Cost l
T[ Total Useful Output ]

If strategic imperative = productivity gains
« traditional Government policy area with skills support/training/education e.t.c.

If strategic imperative = climate change
» Governments need to “signal” that carbon emissions need to reduce beyond

“business as usual” through saving energy
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 There is an efficiency gap, perpetuated by the existing
strategic imperatives of most businesses

 There is gap to a technical limit
— due to the technology heritage in OECD

— continuous technology creep

 The gap to a “cost effective” commercial limit is smaller but
still material

e “Net benefit” definition of cost effectiveness is too narrow

— It is all about opportunity cost, not absolute value
— people & capital are limited
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How to achieve Energy Excellence

In order to develop leading practices and reach energy excellence, an
iIndustrial player will have to develop four key enablers

* Energy management
* Project management
« Coaching Skills )

* Energy procurement —

* Energy & Carbon demand ]

forecasting Ener'gy

Excellence

- Accountabilities

* Culture/ values -_ |
* Targets/ Measures
* Delivery model Organisation

- Cross group functions—~——— —  _—

- Corporate mngt info systems
* Business mngt info systems
* Operator M&T systems
* Collaboration tools
- Specialist. tools &
Féchnologi

nologies

- Capital allocation

* Risk weighted criteria
* Hurdle rates

- Spend tracking

A sustained energy efficiency progamme requires competency in all four elements
....but you need to show leadership and start the process at the top....
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BP’s approach to enerqy efficiency (EE

 Leadership (send the signal)

Set a clear carbon related goal (challenge) to mitigate 50% of all emissions growth

Estimate the scale of energy efficiency interventions required to deliver the GHG
reduction required

Commit an incremental US$350m over a 5 year period above “business as usual”
budgets to signal the intent

Give the budget to a corporate function to administer and allocate to projects

 Energy Excellence (translate it into business context)

Finance, Skills & Technology

« From the EE budget, fund a team of in-house energy coaches to co-locate with businesses
and drive culture change

» Corporately fund license for leading energy monitoring & targeting software, enhanced for BP
use. Raises awareness and information flow and allows $ and GHG savings to be tracked
and aggregated

» Transparent allocation of the EE funds through an open access intranet site to the best
commercial projects. Set high hurdle rate initially to ensure that only the “best of the best” are
funded

» Ignore GHG metrics, go for $ — behave like a business

Organisation
» Business left to re-design their local organisation to respond to the “opportunity”
* Those that “get it” embrace the programme and receive more of the funds
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- coachino i

« In-house programme based upon EnManage™ principles offered (not

mandated) to BP’s large operating Sites
 Aim is to create and then sustain enhanced commercial energy performance

» Seeks to uncover “the energy business within your business”

EnManage uses
Monitaring & Targeting
as the key tool for
engaging operators and
providing assured

energy data.

EP's major operations
consume $2.5 - $3 billion
of energy each year

Transparent
reporting of energy
performance at all

levels underpins
behaviour change

EnManage's
commercial focus
aligns all aspects

of energy
performance with
a key business
driver - §

Sites can typically
reduce energy
consumption by around
5% through behavioural
change and without
requiring capex

EnManage deliverad
$40 million of energy
savings in 2002 and 2003
with minimal capex
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Enerqy/GHG Database and funding process

Corporately approved

Local & business programme
endorsement as “best of the best”
do-able

Quarterly tracking

awaiting funding

2} Energy and GHG Projects Database - Microsoft Internet Explorer provided by BP Group Digital Business

Annual metrics J File Edit View Favorites Tools  Help
J <Back ~ = - £} 7t | fQisearch (G Favorites & History ||%v =1

Jnddress I@ http:ffeenergydew kestweb, bp.comfghgprojects/search. asp

bp

Energy and GHG Projects Database

Energy Efficiency and Flaring & Yenting Investment Tracking

Home | add Mew Project | My Projects | &l Projects # | My Administration | Site Administration
_ by Segment Bk E&P
Filter & Export by Status b aram
Filter by Segmentl LI Statusl ;I Year 4 » EUETY oRaC i“JReset Filter
A ¥ 5 7 Petrochemicals
F.2:M
S AW AW S AW AW
Ceveloprent of 10 vear... R&M Ibbott, T... 0.05 X ;I
Flare gas bypass / rec... R&M Bouroudia... 1.6 0.15 1.6 0.43 4
Freeing the dampers on... RE&M El-Badawi... z20.0 0.25 Z5.0 o
installation of fuel g... R&M Gilmartin... 4.1 0.25 4.1 0.30 x
FPerformn an internal au... R&M Ibbott, T... 0.05 x
Flatformer HZ-H3 Dampe... R&M Bouroudia... 1.0 0.08 1.0 0.27 4
Rationisation of stearm... R&M Gilmartin... 1.6 0.10 1.6 0.10 x
Repair Stear Leaks at .., RE&M El-Badawi... 1.10 0.0 2.60 100.0 17.50 x
REVEX PROJECT - Crude ... R&M King, Brian 0.07 x
Start a new Stearm trap... RE&M El-Badawi... 5.0 0.16 5.0 o
test Petro... MeDonnell... 1.00 1.00 x
Utilisation of Refiner... R&M Saydah, B... z.10 2.78 7.0 3.90 o
Utilisation of Refiner... R&M Saydah, B... 3.20 4.38 9.0 7.20 o
Utilisation of Refinin... R&M Saydah, B... z.10 2.78 7.0 3.90 o
Utility optimiser Aspe... R&M Bouroudia... 3.0 0.18 7.0 1.70 v
TOTAL 436.0 295 602.2 367 317.8 -
21 recordis) found Export to Excel all Fields | Above Format
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2005 Programme — low hanging fruit

2005 GHG Programme
Stacked by CE (highest to lowest)
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« Capital efficiency (CE), NPV =+ cost, around 1.0 with paybacks averaging less
than 2 years

e ~100 projects, average size ~US$0.5m
« Corporate aggregation creates materiality and awareness of rapid payback
...Challenge will be to maintain momentum as paybacks lengthen
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Barriers and Impediments — UK view E

—
« UK Gov't funded body to drive CARBON
innovation towards a lower it
carbon economy & reduce
energy demand
Reduce Carbon

« Carbon Trust assessed Barriers

Develop Low Carbon

& Impediments by talking to Techolog
~70 UK companies 55555;:::2.:2&9

About the Carbon
Trust

[ Lack of senior level commitment ]

[Lack of resources focussed on energy management]

|Select alink. j ﬂ

Home

The Carbon Trust helps business and the public sector cut carbon emissions and capture the commercial potential of low
carbon technologies.

Understand
the Impact of
Climate Change

Develop
Low Carbon
Technology

Emissions Now

Save Energy - helping you to save R, D&D grant support for business Climate Change what it threatens

maney though cutting energy use. and academia Mitigation policies, regulation and the
Carbon Management understand and ~ Technology Acceleration field trials future

manage your carbon emissions and engineering support Technical Solutions potential and
Incubators support for early stage opportunities
Eampanies Finance impact an business and
Venture Capital equity investment investors

_ [Positive net bg;efﬂﬂut > 2 yea back fails hurdle ]

[ Perceived technology risk ]

[ Lack of track record/confidence in business case ]

/
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Barriers and Impediments — BP view

» Two fundamental Issues

— Culture (the norms around here)
— Capalbility (core competencies in energy technology and management)

e Culture
— Leadership focus is to grow top line revenues and market share
— Fixed cost reduction is easier, known prize and benefits delivered < 1 year
— Variable cost savings lost in the margin and never get through to the P&L
— Energy/environmental projects are all about compliance and not sexy

— No track record — we only back winners
o Capability
— Lack of energy competencies “in-house”, career path & professional recognition

— Lack of ability to risk weight the investment case versus growth projects

— Lack of info systems ($, GJ, CO2) to engage operators, inform supervisors and
report the “energy business” to leadership



