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Discussion Flow

 The Business/Capital Connection
 Today’s Realities

* Industry Trends

« Tomorrow’s Opportunities

* Reflections




The Business/Capital Connection

It Isn’t About Projects...

It Is About Business!




The Business/Capital Connection

ROIC = Net Income — Dividends

Total Capital




The Business/Capital Connection

ROIC and P/E Multiples

Return on Invested Capital

8% 10%  15%  20%
s 9% 8.5x 10.0x 12.0x 12.9x
§ 10% | 57 100 158 186
g 15% | 0. 100 234 299
& 20% | NM 100 382 522

Assume all equity financed; 10% WACC; 20-year forecast period.



Today’s Realities...
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BROKEN BUILDINGS,

“Construction ranks the lowest among U.S. industries in the

amount of money invested annually in technology, ......

industrial
megaprojects

Technology could create transparency between all the
stakeholders in a project and improve efficiencies at all levels.”
Author Barry B. LePatner in his book, “Broken Buildings, Busted Budgets.

“...data from megaprojects shows that 65% ...failed to meet business
objectives.” — Author Ed Morrow, “Industrial Megaprojects”

.. construction productivity has decreased significantly over the last
forty years. This is in large part because of a lack of communication and

collaboration through information...” - Author David Gerstel, “BIM and
Construction Management”




Research Database

Megaprojects Database

Number of Projects 318
Project Cost (in millions 2011 US$) $3,250
Average Authorization Year 2005
Average Execution Duration (months) 43
Percent of Projects with Any New Technology 36%
Number of Owners Represented 77

//DA Independent Project Analysis




Industries Represented

Ot;,/er Oil & Gas Production
] 41%
Distribution \
2%
~
Power
Generation
3%
LNG
8%
Chemicals Petroleum Processing
10% 21%
Mining,
Minerals &
Metals
15%

//DA Independent Project Analysis




Geographical Distribution

Canada

Central Asia

US & Mexico
13%

Middle East
15%

South America
19%

Africa
9%

Australia
9%

/Bil Independent Project Analysis




Defining Success and Failure

e Aprojectisdeemed to be afailure if Failure Rate
one or more of the following 100%
.
occurred: 90% \0
Costs grew (real) 2596 + @ \
Schedule Slipped 25% + 0\670% |
€ Megaprojects
Overspent (Absolute Measure) 25% + QQ 60% -
Severe and Continuing Operational 0 50% -
Problems for 2 Years or more after & 40% -
¢ o
ep \ ¢ Projects <5500
30% 1 Mm
e About two-thirds of I§sgeprojects 20% -
failed by these criterid— twice the 10% |
rate of smaller projects 0% -

//DA Independent Project Analysis




Core Question 1

Why are so many projects failing to
meet business objectives when we
know and, in most cases, apply
current project management best
practices and approaches?




Is it the Capital Effectiveness Principles?

* Front-end load vs. business goals

* Install competitively superior technology
* Minimize non-value adding investment

* Ensure HSE excellence

* Execute projects with no changes

The five CAPITAL EFFECTIVENESS PRINCIPLES provide a value-based approach
to capital management . They align the day-to-day behavior and mindset of
employees who plan and execute capital projects with the overall business
objectives. They provide the foundation for making value-based decisions in
alignment with the greater objectives of the business.



Is it the Project Management Work Process?

FRONT- END LOADING

Appraise Develop = Define
Opportunity Scope  Project




Is it the Best Practices?

Technology Selection
Process Simplification (Value Engineering 1)
Classes of Facility Quality
Waste Minimization
Constructability Review (1)
Process Reliability Modeling
Minimum Standards and Specifications
Predictive Maintenance

Design-to-Capacity

Energy Optimization

3D CAD (through execute)

Value Engineering (2)

Constructability Review (2)
/ Constructability Review (3)

act Value

A\

N\

Potential to Im

44— Authorization

Explore Appraise/ Define Execute Operate
Select

Project Phase




Industry Trends...
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Businesses are Integrating Operations
To Deliver Increased Value

Busmess_ Execution
Integration

Drive effectiveness and
Strong supply chain efficiency in execution
integration within in plants and supply
business teams and chains across
business strategies businesses and regions

Deliverables
Integrated strategies and Productivity and asset Technology ownership & integration
operational plans effectiveness along supply chains along supply chains

Capability building - People & Mindsets and behaviors that foster

Advancing Core Values organizational development engagement and superior execution

Everyday, everyone together driving sustainable competitive advantage so our businesses win




They Are Installing
Production Systems

Current and
future require-
ments for
capability and
performance

Managing
Process

Technical
Model

'
5%\

Focus on what

really matters,

with the right
people

\/'

The right tools

and practices to

solve root level
problems

Capabilities
Engine

\,
.
cre !////
_—
-y
° -

The right skills
and coaching

Mindsets and
Behaviors

Role modeling/
coaching

dialogue/
difficult

discussions

\/

People
instinctively doing
the right things

Everyone, everyday — working together so businesses can win...

Required

Business
Outcomes

An integrated management system that fully develops people and organizational

capability for effectiveness and creativity in utilizing assets and eliminating all waste




They Are Tying It All Together

alelalee Condanpa \
usiniess Stratec)y

Supply Chain Strategy
g

Business Nasults vs. Jojactiy

Safety Customer
Environmental Service

People/Ethics Sl

Sales
Strategy
Strategy
Strategy

agement Business Revig

SV

< 0-24 manins
inancial Integration

Marketing
Technology

Context
and Perspective

Cash/Asset
Productivity Productivity

Product/project
Review

upply Review
Demand
Review

n
w—/ Current
Capabilities &
Performance
, H H Improvement
Production System Opportunities/

urrent and future /|

Required

requirements for < Manufacturing Locations, _ alternatives
capability and -~ S&L, Engineering, Business
performance \. Outcomes

Across Supply Chains




Core Question 2

Are these changes likely to make it
easier or more difficult to reverse the
current project performance trend?
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S0, what needs to change?

3 DON'T KNOW WHY | gerER aALL, ALL
IT TAKES You Two %0 | you HARVE To Do
15 PRINT B PKTURE
AND THEN <Y 1T
UP INTO A LOT oOF S
MTTLE PIECES! =

e
7 You AND ERMIE
ARE THE BIGGEST

BOTTLENECKS IN
THE WHOLE

FACTORY!

] I THINK I JuST

FOUND OUT WHAT
WE'VE BEEN DOING

Bob Thawves, “Are We Creatzre Yet?”’DuPort @ 1990




Tomorrow’s Opportunities...
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Work Packaging

- """ 4

Define Define Plan Implement Testing Operate,
Business Facility the Project and Maintain,
Needs Needs Project Calibration Improve

Startup and Run

(Turnover and Commissioning
Work Packages)




Communication Strategy

From Coopetition

Contractors/
/ Suppliers
Owner
Operations
Resources
\ Owner

Leveraged
Resources

To Collaboration

Owner
Operations

Leveraged
Resources




Output Focus

Shift Focus
From Here

Suboptimal Actions,
Decisions & Behaviors

Ineffective Planning, Work Processes
and/or Operational Discipline Here




Reflections...




Delivering Business Success...

e Data....f (Inputs)
eInformation....f (Data)

e Planning....f (Information)

e Successful Projects....f (Planning)

e Successful Businesses...f(Successful Projects)




Project Performance / Trust Relationships

—
A
A
Ineffectiveness
& Business
Inefficiency Performance
4—

Trust —————m>p

S { Intimacy X Competency J

Risk
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