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Organizational Models Shift in
Oil and Gas Exploration & Production

Principles for
Success with a
Hybrid Model

As asset complexity intensifies, concerns about technical tal-
ent and quality control are prompting firms with large E&P
operations to change the way key business units pursue their
goals. New research by Oliver Wyman confirms that new
models of organizational structures are being developed and
implemented throughout the industry.

In a mature industry built around asset-based management,
a new hybrid model is emerging that opens the door to ben-
efits associated with function-based management. However,
to properly exploit the strengths of these new function-based
models, E&P firms must mitigate the inherent weaknesses of
these structures. This report identifies the process and prac-
tices that raise the odds of success in making this organiza-
tional shift.
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Global energy companies rely on their exploration
and production (E&P) operations to create future
business value.. While technical expertise and mas-
sive capital investment matter greatly to E&P opera-
tions, these companies vary considerably in how they
make decisions and control resources across their
business units. When oil prices topped $70 per barrel
and remained at or near record highs for a sustained
period, energy companies recognized that organiza-
tional structures based on geographical areas were
constrained, inefficient, and ill-suited to the new
challenges surrounding exploration and production.

Oliver Wyman recently researched the E&P sec-

tor and identified an important emerging trend:
Functional orientations in organization are gaining
momentum and will spread throughout E&P over
the next three to five years.

We studied the organizational structures of 12 inter-
national E&P companies to determine where each
stands on a continuum defined by two extremes, as
shown in Exhibit 1.

Exhibit 1 Overview of E&P organization models

= Functional business units organized by value chain
or technical discipline that have complete control
of resource distribution and decision making

» Geographic business units where resource dis-
tribution and decision making are concentrated
around assets

The study identified three factors that have com-
pelled E&P companies to change their organization-
al models and move away from geography-based
designs to a more functional arrangement:

» Increasing technical complexity of assets

= Pronounced and prolonged shortages
of technical talent

m Greater need for technical oversight
Functional orientation is a proven means of

addressing each of these factors. Consequently,
even the largest asset-oriented E&P firms have

E&P organizational models vary by whether the value chain functions or the assets own and control key resource pools.

Functional orientation

Pure functional

Functions direct their own actions

|

e Centralized resource pools working across assets
e Usually divided by value chain (e.g. exploration, development),

—But exact division of functional units differes from
company to company

e Functions highly corrdinated to execute on E&P activities
across the value chain

e Resource pools rarely divided by technical area (e.g. geoscience)

Source: Oliver Wyman research and analysis

Asset orientation

Autonomous asset

Asset 1 Asset 2

Function 1 Function 2 Function 1 Function 2

Assets own functional capabilities

e Staff organized into geographic business units covering
a single asset or groups of assets

e Technical service teams largely integrated into assets, not shared
across assets

e Assets have complete responsibility for finances, performance
and resource management

e Asset managers may have some cross-asset functional
coordination responsibilities



incorporated elements of functional structures

into their management models. Some are moving
toward a new hybrid arrangement that combines
elements of functional and geographical structures.

The trend to adopt more functional organizational
designs could accelerate further as some firms com-
municate the success that can be attributed in part
to new management models. With more firms adopt-
ing functional orientations, the top-performing com-
panies will be those that take extra steps to imple-
ment processes and practices to complement any
changes in management structure. At the same time,
these companies will be wary of making aggressive
changes in their management models that could run
counter to ingrained corporate cultures.

Our study found that E&P companies are revising
their management structures to pursue five advan-
tages associated with functional orientations, sum-
marized on the left side of Exhibit 2. These natural
strengths of function-based models also tend to be
the natural weaknesses of asset-oriented models,
and vice-versa.

Four Effective Mitigating Practices

As companies move their organizational structures
toward a more functional orientation, they must
find ways to compensate for inherent weaknesses
that accompany the new models. E&P companies in

Exhibit 2 Natural strengths of organization structures

our benchmark study appear to recognize this fact,
and have implemented or are developing processes
and practices to mitigate weaknesses associated
with functional orientations. Among the most effec-
tive examples are the following:

= Asset performance accountability.
Staff rewards and asset performance should
be directly linked. To ensure that this happens,
one company in our study creates synthetic P&L
accountability for its country general managers
and gives them annual production targets, operat-
ing budgets, and capital efficiency targets. These
responsibilities help mitigate the risks associated
with lack of asset accountability within the func-
tionally organized divisions. In particular, they
promote, prioritization of prospects within the
area, coordination of E&P efforts within the coun-
try, and general oversight of country activities.

= Execution of handoffs.
Functionally oriented units can present challenges
in communication and clarity of responsibility
during handoffs between units. One company in
our study uses a staged, negotiated hand-off pro-
cess to smooth the transition from exploration to
development and from development to produc-
tion. Handoffs range in length from a few months
to more than a year, and typically engage country
managers and liaisons from divisions within the

Alternative orientations exhibit natural strengths, and the natural strenghts fo one tend to be natural weaknesses of the other.

Matching of skills with assets
Economies of scale/staff utilization

Technical quality assurance

Training and technical development

Attraction/retention of technical experts

Source: Oliver Wyman research and interviews

Strengths of a functional orientation Strengths of an asset orientation

Asset performance accountability
Simpler execution

Local knowledge
Entrepreneurialism

Cross-discipline team work

Attraction/retention of skilled managers




company. Focusing more attention on handoffs
reduces investment risk by forcing negotiations
and approvals from both technical experts and
regional managers.

Adaptability to industry change.

Walled-off units with highly codified standards
and specialized staff tend to be less capable

in responding to industry changes or evolving
operational needs. Moving quickly to capture new
business opportunities that arise from events
such as the announcement of plans for a new
pipeline in a region is typically more difficult for
a functionally oriented organization than for one
oriented around its assets, where asset leaders
always wear their “business hats.” One company
in our study mitigates this weakness by providing
frequent and extensive economics training for
most of its technical staff.

= Attraction and retention of skilled managers.
Career paths and career development can depend
on specialized technical abilities. Four of the com-
panies in our study offer dual career paths that
allow employees to match job tasks with personal
goals. Three companies offer special management
training programs to augment the skills of highly
motivated employees, and two firms provide
top-performing managers with a high degree of
regional mobility.

How can E&P companies start the transition to
these new functional or hybrid management mod-
els? Our experience working with E&P companies in
this area suggests that a six-step process substan-
tially raises the odds of success in organizational
transformation. It may be useful for the process to
be led or supported by an external consultant.

1. Define the imperatives.

It’s important to take a holistic view of organiza-

tional structures and recognize how making even
minor changes in one area of a process can affect
other areas of the enterprise. Understanding how
the various parts of a company fit together is the
vital research needed up front.
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When companies ask us to help identify a new way
of structuring their E&P divisions, we always work
with top management to gain a complete picture of
the company’s business imperatives. Equally impor-
tant, these sessions help foster a shared perspective
of the company’s strengths and weaknesses, so that
all members of the senior executive team come to
agree on the need for a new management structure
for their operations.

2. Benchmark competitors.

Take stock of competitors and their management
systems, to confirm the business processes and suc-
cess drivers that are currently employed by indus-
try-leading firms.

It pays to develop in-depth profiles of several pri-
mary competitors with large operations. When pos-
sible, conduct extensive interviews with employees
and past employees of these companies; that survey
data should yield a detailed picture of how various
operations are structured. The depth of the research
allows you to identify not only which systems are in
place at each company, but also which systems earn
the strongest endorsements (or harshest criticisms)
from front-line managers charged with operational
responsibility.

3. Assess the internal landscape.

This step delves into the secondary management
levels of the company to define how all the gears
and mechanisms work. Via direct interviews and
surveys, assess core capabilities and identify what
managers see as the primary competitive advan-
tages of the enterprise. Through interviews, senior
executives should record their views on which pro-
cesses are successful, and which deserve to be reas-
sessed or revised. These interviews also open win-
dows to the leadership’s thinking on which areas
may need to be protected, and which are sources of
irritation.

At the conclusion of this phase, you should have a
nuanced picture of the inner workings of the enter-
prise—and this may differ in important ways from



the picture the leadership team had in mind prior
to the exercise. The distinctions between these
views can help point companies toward valuable
solutions they may not have identified without this
research.

4. Start to redesign business processes.

At this point, design rough drafts of potential organi-
zational models involving different sets of elements.
Workshops can be the forum to debate the processes
required for each of these models, with follow-on

analyses to help identify which people and job func-

tions will be required to fully implement each model.

The direct involvement of key managers at this stage
helps promote a sense of ownership for the transfor-
mation effort and its outcomes.

5. Refine the chosen design.

After one management model emerges as the favor-
ite of senior executives, the next step is to assess
the risks associated with each process required for
the new model. Outline specific structures deter-
mine reporting relationships. Make the business
case for why the organization redesign makes sense
and why the costs of implementation are likely to
be outweighed by potential returns.

6. Plan, align, and implement.

With all elements of the new organization model
complete and approved, the final step ensures

that each constituency is properly apprised of the
scheduled transformation. Establish transition time-
lines and road maps, appropriate communication
vehicles, and use “change management” task forces
to alert the workforce about what to expect. These
preparations should help the new organizational
model to integrate smoothly into the company’s
operations.
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Management structures can have a profound influ-
ence on future results, provided they are carefully
matched with a company’s strategic imperatives
and unique ways of doing business. It’s critical

to design an organizational model that precisely
matches the goals and culture of the company.

By setting their controls to mitigate against the
inherent weaknesses of functional orientations,
even the largest asset-based E&P companies can
employ function-based management to open impor-
tant new avenues for efficiencies and improved
business results. <
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Oliver Wyman is building the leading global management consultancy, combining deep
industry knowledge with specialized expertise in strategy, operations, risk management,
organizational transformation, and leadership development. The firm works with clients
across a range of industries to deliver sustained shareholder value growth. We help
managers to anticipate changes in customer priorities and the competitive environment,
and then design their businesses, improve their operations and risk profile, and accelerate
their organizational performance to seize the most attractive opportunities.

We would be pleased to discuss with you our perspectives on managing strategic risk.
For more information, please contact your Oliver Wyman account representative, or
one of our energy team leaders:

Bob Orr, Director Ryan Isherwood, Principal
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713-276-2187 713-276-2245
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