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From: Bichsel, Matthias M. /777264

To: Darley, John J.

CC: Lohr, Fran F.A. /157182; Malouta, Dean D.N. /172958; WARD, BRIAN B.J.
BCC: '

Sent Date: 2002-01-20 09:30:41.000

Received Date: 2002-01-20 10:41:57.000

Subject: FW: SHELL BRASIL TECHNOLOGY PLAN

Attachments: SBEP TechPlan final.doc

John,

see attached the technology plan for Shell Brazil. When browsing through it, you will note the
emphasis on several key challenges that you have mentioned such as oil production of intermediate
API crude and cluster development (=novel engineering concepts), but also further effort in he
prediction from seismic and drilling/operating in ever increasing waterdepths to allow us to monetize
both the current as well as future discoveries within the time frame stipulated by the PSCs.

LY
I would like to suggest that you spend some time on your February visit to Houston with the Brazil
teams and Dean Malouta and his technology focal points to satisfy yourself that your requirements
are met and concerns addressed. We realise that Brazil poses a huge challenge and we know we
need to pull in all resources that we can to deliver BS-4 and other discoveries successfully.

We will include a summary of the plan into the Deepwater Business plan.

Regards,
Matthias

----- Original Message-----

From: Haney, John BRAZIL-UT

Sent: Friday, January 18, 2002 6:04 AM

To: Bichsel, Matthias SIEP-EPT-D

Subject: SHELL BRASIL TECHNOLOGY PLAN

Matthias,

First of all, Happy New Year and congratulations on your new ExCom assignment!

I understand that you will be giving a deepwater presentation at the ExCom on Monday with one area
being Technology. Attached for your information is the SBEP Technology Plan that we completed in

December with SDS's assistance:

The first monthly meeting (which | will chair as the owner for this process) will be held at the end of
January to ensure progress and management alignment.

Regards,
John
Asset & Agreements Director EXHIBIT

Qzﬂf«ﬁé

Shell Brasil S.A.
Tel. 55-21-3984-7343 /"//'"
e“ma” i JOhnHaHEY@Shencombr GAIL L SCHORR, CSR,CRR
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Note for Discussion to EP EXCOM - February 4, 2002

GAll F SCi fo{écgrgpm
GLOBAL EP PROJECTS - A Centre of Excellence for Project Management & Execution

The note summarises the current status and plans for implementation of the new Centre of
Excellence for GLOBAL EP PROJECTS.

Realisation of the EP oil and gas production growth targets over the coming five to ten years
will critically depend on the secure delivery of a number of major projects, on time, on budget
and with performance in line with prediction. _ :

The business case for this initiative stems from the general pattern of unpredictable
performance on EP project delivery, with a consistent cost in deferred oil and gas production
(captured in the OU Volume 1 returns). Failure to turn this around in the immediate term will
jeopardise future EP growth targets.

In October last year, a dedicated (mini-FRD) team was commissioned to address this issue. ‘
Fallowing consultation with project management experts across EP, the team recommended

the early creation of a Centre of Excellence for EP Projects as the preferred route to ensure

consistent, high quality project delivery,

The rationale for the recommendation was based on the following considerations: : '
|
- The CoE creates the functional home to ensure the appropriate number of Shell EP |
staff with engineering, project services and project management skills.
- . The CoE provides a framework to capture learning and build capabilities through the ‘
project delivery leaming cycles,

recently in Nigeria, where Shell Deepwater Services “Development/Execution”
(SDS/DE)  organisation has demonstrated a consistent and impressive
costperformance improvement profile over a number of years of project delivery. It is
recognised however that further work will be required to assess the degree to which
this model can be laterally applied/extrapolated to design the Global EP Projects Unit
covering the full spectrum of onshore and offshore projects across the globe in their
respective environments, particularly new venture locations, |

l
- The model has been successfully deployed for US deepwater projects and most |
|
!

- The same model is successfully used in OG, where all major GP, OP and Chemicals t
projects are delivered from a central organisation across the globe, .

The goal is to design and create a professional Global EP Projects (CoE) organisation that
will provide a competitive advantage for the Group by building on and utilising the existing
capabilities, processes, design and project management tools operating within  SDS/DE and
complementing these with existing capabilities from within SGSi {OGU) and other best
practices emerging from ongoing global initiatives and recently completed successful projects.
Global EP Projects will thus comprise a global organisation (based in Rijswijk, New Orleans
and Houston) with immediate responsibility for the existing deepwater project portfolio and i
with future responsibility for projects such as Sakhalin, Kudu and Pohukura,

The design of the new organisation will be worked out in detail by a small team, incorporating
staff from SDS/DE, SGSi, experienced project staff (e.g. from the recently completed
Malampaya project) as well as future customer representatives over the coming three
months. The timing and manner of the transfer of responsibility for ongoing projects to GEPP
will be the subject of detailed work by the design team and the current project teams/OU’s for
the respective projects. Measures to ensure that the project value chain is preserved at all
times will require particular attention.
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The precise interface between Global EP Projects and SGSi (OGU) remains to be defined
and will require detailed study. Under current practice, OGU (together with other SGSi units)
provide a range of engineering input to both SDS/DE and to various EP project teams.
Clearly, the OGU engineering capability will be required by Global EP Projects and the
delivery model (either re-location of the respective capabilities to GEPP, or contracted
delivery from OGU under an agreed framework) will be optimised by the design team. The
preferred model is likely to see some transfer of SGSi staff to the Global EP Projects
organisation, This will require positive advice from the Staff Council.

Impact on SDS

The Global EP Projects organisation will entail the re-deployment of SDS/DE as an integral
element of the new organisation. Current interfaces between DE and the remaining SDS
organisation (subsurface evaluation teams, well engineering etc) will need to be carefully
addressed to ensure that the capabilities developed in the Deepwater value chain over the
past three years are captured in the new structure.

Additionally, the team will develop the transition model for integrating SDS/DE into the new
CoE. The Team will need to design the earliest integration to allow adoption of existing and
proven systemns and processes but ensure the least disruption to assured delivery of the
currently operating projects (Bonga, Nakika and several other subsea projects).

Irpact on SGSi

The SepTAR Surface Cluster was integrated into Shell Global Solutions in January 2001 to
provide a significant EP engineering service capability, designated OGU. The prime rationale
for the move was to create the opportunity to offer commercial services to third parties, while
at the same time providing support to both EP projects and EP OU operations. The integrated
engineering portfolio was seen to offer high value to customers.

OGU has provided significant and valued services to Shell OU's (eg the seamless team
approach with SPDC in Nigeria) and to EP projects (Sakhalin, Kudu, Bonga) during 2001.

The 3GSi commercial model is based upon OGU charging a uniform commercial rate for
services to both internal (i.e. Shell project teams and OU'’s) as well as third parties. The net
profit earned on internal services is remitted to EP (STEP) under the terms of an agreement
between 8GSi and EP. Application of the commercial rate has, however, caused aggravation
between SGSI and the various Shell internal customers (e.g. SDS projects for Nigeria, Saudi
CV3 venture, PDO plus others). This is being actively addressed between SGSi and EP.

Given the recent transfer of the EP SepTAR Surface Cluster staff to OG (énd in particular the
positive response of staff to the “commercial model environment”), communications with staff
with respect to any proposed changes in this sphere will require to be managed carefully.

Way Forward

A “Whole System Design” team is being formed to undertake the detailed planning of the
new EP Global Projects organisation. The approach to be followed will be based on that used
to create the Project Execution organisation (at the time SDDS!) in 1997. This became the
Project Execution arm of SDS when it was created in July 1999,

Team members will include:

- Team Leader (M.Hasan (?) until the arrival of D.J. Greer in Rijswijk)

- Two representatives from SDS/DE (G.Edwards +A.N.Other)

- Two representatives from the Malampaya project (M. Thomas & C. Macara)
- OGU representative (8. Officer)

- Customner representative (Sakhalin Team Member:TBA)

- G2V representative (H.Wabeke)

- Shell Organisational Design Consultant (Tba)
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- Professional Facilitator (R. Thayer)

- Co-opted members from Engineering, IT, Procurement, Commercial Services,
Finance and MR as required

The Terms of Reference for the team were reviewed and agreed by Greer, Hasan, Frith and
Darley and are enclosed as Attachment 1.

The team will be expected to deliver the design and modus operandi for the new organisation ‘
by 30™ June 2002, together with a transition plan to show how current projects (eg the

SDS/DE portfolio, Sakhalin, Kudu) will be delivered by the new EP Global Projects

organisation. An integral part of the transition process will be the process of consultation with

all involved staff and with the NL staff councils,
The design team will also take account of the formation of the new “Technical and

Operational Excellence” organisation, reporting to Brian Ward, which. will include !
responsibilities for the Field Engineering skill pool staff In EP.

Jed
30.01.2002

FOIA Confidential
Treatment Requested RJW00321850




Case 3:04-cv-00374-JAP-JJH  Document 346  Filed 10/10/2007 =¥age 31 of 42

bXHIBlT

//7 /é’f)

S GAl F. aLH(_)HHC‘SH CRH

Most Cbhfidenﬁa/

EP Leadershl Forum"
‘The Woodlands, 23 & 24 /\/\oy 2002

Pre-reading Documenfs

 Waler vd _V'iiver_," |

| { V00300499
“ i FomConfidental - 0829248

© | Treatment Requested .. .




Case 3:04-cv-00374-JAP-JJH  Document 346  Filed 10/10/2007 | Page 32 of 42

Dear «) G\,L/%Q.Q ,

-Cost Structures FRD - Interim report
EPLF - May 2002.

Please find enclosed as pre-reading for tomorrow’s presentation and discussion the -
interim réport of the cost structures team, We have been working for only six weeks
and the results are of course subject to further rigorous checks; we felt however that
you would want to be kept advised of some of the interesting preliminary conclusions
that we have been able to draw, particularly on our current position with respect to
(future) Unit Operating Cost and our recommendations on how to handle internal and
external reporting of Operating Costs. B

These preliminary conclusions have already been shared with members of ExCom
and the final recommendations afier we have finished in June will need to be the
subject of further careful consideration.

- Our objective at this stage is to ask you to consider with an open mind whether the .
current situation is acceptable for a multinational Global business, and to consider
_ whether there are alfernatives which we can adopt together to improve ﬂ_le'efﬁc_iency
of our company, S ' ’

- John Bell
- - " Head of Cost Structures
Technical & Operational Excellence

V00300500 - -
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~ Operating model for core operations - Core operations also have few external benchmarks

at a global level. However; experience with regionalisation in NESS indicates
opportunities for both Opex and production benefit. Extending this regionalisation
concept across the globe could capture an additional $100M in cost improvement.
There will be an additional benefit from application of T&OE initiatives throu gh
transfer of best practices; imposition of minimum standards and increased staff
competency ' : - '

"~ Centreé costs - Centre costs have risen by more than $200m over the last three years
(Exhibit 19). Benchmarks suggest many centre tariff rates are 30% higher than market
rates : : ' : '

-~ Expat costs - Expat premium is $300-400 million (over having equivalently competent
regional staff) driven by a headcount double that of our competitors (Exhibit 20), and
sub-optimal deployment. Coming down'to competitor levels offers the potential to
reduce costs by ca. $150 ~ 200 min Shell EP uses more expats than any other major blue

- chip and roughly twice as many as BP or ExxonMobil :

— Procurement leverage - Global proéuremeﬁt opportunities are under-utilised, in part due
to a lack of central mandate. The Procurement function have identified initiatives that
could deliver $50-100mln if enabled by changing the business model '

- IT as an enabler ~ The CIO has identified oppbrtunitiés to use IT to reduce core
operations costs, these are yet to be fully quantified,

- Poryolio management2 — there fnay be an opporfunity to asset swap in order to extract
synergy benefits. If partners could be found, this could be $50-100min

2..4. The Way_Fbrwdfd_ _ _

» The potential- prize is in excess of $O.5 bln -

. hﬁplementation would require a. signifiéant change in the operating model
- An ;rnprovérﬁent in how central services are managed and delivered

= A shift from OU autonomy to a more EP-wide model that captures economies of scale
and cross-OU optimisation =~ - '

. There will be rnahy implémentation challenges
= D_écisic‘m ﬁghts will be changéd throughout the brganization
- There will be headcount implications in low value adding activities
e Er_ﬂb'ar-lg'i_ng on such a change _prqgraihmé is a key de@iéioh _
. _The .Balance of the FRI.)-periodv wlill..be' spent fir1alish\g our understar\ding of the cost
structure’and firming up the opportunity catalogue of potential cost structure initiatives

: !l V00300501

2 Portfolio management analysis recognises the need to managé to init margin, not simply unit opex (high UOC is not per sea bad-~
thing) - See Exhibit 21‘. o ) . _ .

-

L ——— e, B ) - . ) . - - P - v
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Attachments

l » Reporting Exhibits : l
.+ Opex Improvement Exhibits )
» Terms of Reference

Exhibit 1 : Shell uses multiple metrics for internal and external Opex
reporting - : '
Group Accounts {GA) to Operating " Group Accounts (GA; to Annual
a5, Socounis {OA) Reconclliation 2001. 6.5, ' Report(AR) Reconclllation 2004
] s an © susen Xy tueea _Sein
13 e [
— 28 , [::::] Lt
§ N as{ - 0300
= ’ $206n  p———y
g 18 2-5:“
- ) ‘ 15 4
a6 - . . . -
0.5 4
b -
GADpsm  DopnAgl)  PECAGE  Greeol ) OA Opex I h s
0. Mo R '"337'-_ o Prodveton
- Lot Coru
(1) Exchue Ovian Deprociaiis - : ’ o
@) - Exclude oot misting o Govermmen thane of volimes B PSCe. (PSC = Production Shiring Contrac)
@ 7 tchade Group chary of Assoniate costc . .-
o (L] AR back Alws Diali cocis 83 mEores CsSind &3 GRup mogivey . v .
- 180800 EPLF Prorsed Exibie V1 _ " Side 1
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[rreasemarr
Exhibit 2 : Prudential adjusts our AR performance to normalise
across competitors

AR to *Adjusted Production’ 2000

5200 31000
s soabn 3050
o 5 () s

-~

Opex (385)

s
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r

i
: []§ o
I

a

-g
0

AR Rayuitics  Fraduction Dipéud ¥ Fenrbily R&OVEDA Bickde Frabewhl Emids Coma frode e Dte  Frvdesit
Production’ [ T Pavbesr  OpsMime Sprchh  Kppunot  Dupesal G0N Merwey  Remwl  Cumenid
ma Ad} Spsrhh  Fechww .

mwmmmummumw
15,0562 EPLF Preresd Exhutz vl .

Exhibit 3 : We have shown improved performance to date, however
our 2001 Prudential performance will be worse than 2000

Prudantial Reported Adjustod

) Mduc:omcf‘h ‘ ) : Production UNIT.Costs
" v ! “
o I §: ihG g

£ ! = “‘? ¥ 34w
% ? —‘ 28 .
i
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! . § _
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Exh:b;t 4:We Introduced an additional metric to the market -
“Underlying UOC” '

DEFINMION . Underting UDC compared with OA & GA

v e ad]ustmems ko' OA Opex:
o Exdude abnorered star(up oosts and teasititity

~ mmmmdgmmmwm
spedal terg

malmenance or “once-off *
= Exchude amounts refated to FAS 87 Pension

Fund Credits / Debli charpes
- Bﬂmmnpﬁmmmmtu . zaf 2B N 21"

rom 2001 lg g :: 2 N P e <a .o .
- Eudmmshhnmedmmmmmd g BTN e e e 209 Underlying

vamanarmmmmawawwwe

. TrreT R
state. £.g. Norske Sheft SIPL; AOSP - ; --

LW Treig Tugo.l "
= Include tanfl aniounts rectrded as fivenie from X Reduction
tirg mﬂm 17 ’ Undertytng
» Adjustments to OA Production: 1h— o o
- Adijust for abnormal, nﬂb{dlﬂ\mwlm -
expected o be of 8 shont-lerm nature e .- ] _
OPEC constralnls; faclity avaltabiity avents &' - Linclasiying . - 3% vt iy LT

PSC production volurmes normalised o $14/051

15,0502 CPUF Prorasd Exhiits vi

PRELIMINARY

Exhibit 5 : Using this deﬂmtlon. asswming Vol i} production growth
we would hit our 2003 target
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Exhibit 6 ; If we need to deliver agalnst a 3% UOC target (OA) or fall
to meet production targets, there will be a substantial gap in 2003

and the Ionger term

Opex {OA) Forecasts ($m)
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Exhibit 7 : Emerging Recommendatloﬁé_
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!

Exhibit 8 : Recommended Internal Reporting Template

- ran 1 -

.

T

I T TR PRy PP
~

EREARAAE A B RRaRARR R 6B E R ANN S ARE R

[T T

WA R SereRTaR S B RAIREREE $3 N ENTEE SRR ee

RO AR S M N EAESNERY & SERESIR N # N8N eee

IR Y

15.05.02 EPLF Precod Extibits vi

N '
» Non Technical N n- + Intemat +  Fromin Techrical Suppodt
Suppord (GA) - | + HR . Alocsions . m"m
- + Planning & Economics v Fromvin Frans
v Finance N v :vmmwwx“
v Proagemant Manapement » . Fromio Progerty
v Corporate Aftalrs etc . + Fromin Qehers
b Legal : . conats”
v Property / Office Managsment + Charges from ' gwm
*+ Insurance : Cettre v. Group Cal offs
r» Other - ) .- *
¥ omer - |+ AcviiesiMscOpCosts < | |+ Anocatons + ToCapnd Projecsy,
. b Actiities in SDA - " TorFrom il St erties
+ Feasibilty Studies 1
i i R ¥ Benchimark (Y [l
140502 EALF Provead Extia vt . ol T . o+ mides R

I V00300506

i FOIA Confidential -

o Treatment Req_uested :-_ - 3 DB._ 29255




Case 3:04-cv-00374-JAP-JJH  Document 346  Filed 10/10/2007  Page 39 of 42

. Attachmenfs )

» Reporting Exhibits . )
[+ Opex Improvement Exhibits : . ]
* Terms of Reference .

{_rrapmaay
; Exhibit 9: The improvement in UOC to date has largely been driven
- by factors other than underlylng cost efficiencies
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- Exhibit 10 : Viewed critically (adjusting for portfolio), our cost_
position is average and our claim to be a cost leader can be

chauenged
 Pridential Reported Adjutted Actusal versus Predicted Performance
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PRELITRARY

Exhlbit 12 : The operating cost baseline that we are-addressing is
$3.88 of which $3.1B forms the numerator for UOC (OA)
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Exhibit 13 : Opex/Related by OU - 80% in the top 8

2001 Opex (OA) / Related Costs -
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' [rreumouser |

Exhibit 14 : This baseline breaks out to $1.8M core operations, -
~ $0.6M technical support $1 2M non-technical support and $0.1M
one-off
Total 33.68 -
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PRELIMINARY

Exhibit 14A ; OU Baseline by prcess & Spend Category

2001 EP Costs By Process ’ . 2001 EP Gosts By Spend Category
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