Texas City Business Unit
Business Strategy

TTaving delivered a suceesslul transition ¢ TP Amoeo aller the merger and an el
560 million cash cost reduction program in 1999 the leadership team turned their focus to
address the long-term strategic direction and performance of the Texas ity Business LUnit
(TCBUY. During the sununer 1999, the leadership team complered a four-month journey to
develop o business stralegy that sels o bold new direction [ur e TTBL 1o achieve aggressive
finangal and HSE perfoermanc: targels aligned with the BT Amoco Group's sirategie intent for
Dowendtrea m businesaey.

In July 1999 S Jolin Browne s fis semor wanagenient leaon commuomested L
siraccay and goals for the nowe BP Amoco Group 1o all emplovees and the fmaneal invesiment
cesmrnianily. The TCHTT leadership team adopled the key Downstream sralezies ag the hasis Tor
the TCBLU direction. These key Downstream stratecies and goals are:

& achicve 005 Days Away Trom Work rate inoycar 2000, which iz 2 0% reduction [rom 1599
rarger

¢ achices g minmiom busingss uml relutm-on-average-capial-cmploved (ROACE) ol 10% ai the
bollem-oi=¢ycle relinmg maraing and 15% al mid-cycle relining marging,

v 1educe busmess uml vasli cosls [or the yeur 2001 by al leasl 23% [om yeur 1995 levels,

»  analvze the business unit porttoho tor potential asset disposals contnbuting toward the
Downstream goal of divesting $3 billion of assets by vear-end 2001,

o contiually improve vefining capahility to provide unique “clean”™ tuel preducts to support
Bestall Marketing's goal of leadiog the market place with “clean” fuels;

o leverace refining integration -- where it creates distinctive BP Amoco advantage --throuzh
increased petrochemical teedstock production tor the £ hemicals Stream and through mutalls
advantaged crude ol supply amangements with Upstrean,

»  reduce C{)7 emissions by 10% from a 1990 base by year 2010; and
o gl BP Amoco Group policy commmiments Lo cmplovecs, winch ermphasizes developma and

recognizing cmployvees for porformance.

TCEBU Alignment and Parformance Goals

Allaned with 1he Dawnslream sirategy, Lthe TCRL agpiration 1s 10 dehver impregaive TTSTE
and linancial perlormance This s in spale o @ harsh relining bosiness environment
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Exhibil 1 - TCEBU Het Income and RIACE Vision
RE 0

As shown m Exhibit 1, we expect 8 margin envwonment decline m 2000 and contmued

pradual deterioralion i marging evar lme, i e wath the relining erack spread trend gimee 1992,
Tn 1999, the TCRL delivercd approximalely J000 million of 221l help resulling i 590 millien of
net income.  TOBL will continue te overcome the neegative margin cnvironment and grow net
neeme through considerable self help to tmprove net income to about $200 million in year 2005,
The ROACE would increase from 7%% m 1959 1o about 2080 in 2005,

Cost reduction is an important component of self help cspecially over the nest two years,

but cost reduction alone will nat deliver the level of self help needed to grow the business.  In
order te achieve this level of growth, the self help will be heavily weglted towards inmovation
wied operaling gap closure. Maor taetes lWward aclueving these goals ave been wemilied and
will be pursued acress the orzantzanon, Major lghlighls of our siralegy tnplemeniavion melude:

safety leader in refining industey as measured by site OSHA rute of 0.8 by vear 2001,

moving all non-branded tuels from the Colonial Pipeline to more profitable light oils markets
aod Lt chemical feedstocks by vear-end 20401,

being uniquely positioned to take advantase of crude sourcing shifts due te new crude finds,
especially in the deep-water (ult of Mexico and Angola;

prerlncing cloan huels Lo Dully supporl Relal Markating’s goal of brand-markeiing clean [uels
in 15 LI8 cities by vear-end 2000;

reducing fixed cash costg Gram SE35 miallionin 1999 Lo abaut 5230 million o vear 2001,
ereasing the supply of chenucal feedstocks to the Chemicals Strzam;

improvimg energy usage etficiency $12 million by year-end 2001,

increasing on-stream availahilite fram Solomon 4™ to 1™ quartile pertormance;

achicving hydrocarbon 1ogs o & weight pereent by wear 2000 resuliing m 5 8 millien savinas,
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o reducing CO2 emissions by 10% Trom 1998 Tevcls by year 2000, and
»  hosting a major power cogeneration tacility for startup in 2002

The TURL will meet these targets with restricted resources —roughly 13% fewer
emplovees and approximately $100-150 million of additional capital for clean fuels beyond the
520-534 million per vear of sustainiog capital plus about S30-340 millicn per yvear of tummaround
caprtul.

Refining industry Strocture and Attractiveness

Owerall the refining industry 15 extremely competitive, resulting in lowe profivability for the
wverage refiner. Top performmy refiners can eam an acceprable return by effectively executing a
strategy 1hat caplures several potential sources of mdustry advaniage.  To undersiand where
advantage can be capuoed, a thoroush analves of the refinmg ndustry struciure and 11s
implication fer the future was conducted and summarized below,
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Exhibit 2 -- Refining Industry Competitive Factors

From the supply side, refiners alony the US Gulf Coust (USGC)Y have found it difficult to
pam an advantaged coode il supply arrangement, becunse crude oil murket pricing is transparent
atd all refiners essentally have casy aceess (o crude ol sopplics a silar in-hound Togisiics cogs.
Only & lew Goll Coagt relingrs (1 c,, Towisiana) have abundanl crude supplics Irom sources in
close proximity to their refincries resulting in low in-bound logistics costs and therehs capiuring a
favorable landed crude price. To maintain a secure cutlet tor crude supplies, heavy crude oil
producery such as Mexico, Venezuela, and Saudi Arabia have inereased their forward nregration
e refmg.  Roughly 70% of the USGC relumg capacily s nilzeraled l[or Lheavy aude ol
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supply through av egquity posiion or processig grrangement Fhng liag congtramed many relngrs’
sttty [or processma opporiunily crudes, Tocal crude ol supplics will become more abundan
tor UISCCT refiners, as many new decp-wator Clt of hexico (GO ficlds come on stream and
nil producers aperessively search for local refiners o process the cude. Thus, those LISGC
refiners having flexilbality to process these (OB crude supplies may cuin an advantusze in the
future.

Reveral factors have lead to 2 moderate threat of new entrants moving into the refining
industry. Due to large environmental remediation obligations when refiners permanently shut
dewn operations, many muarginal refineries continue to operate, keeping regional refining product
supply bilanees i surplus, Tocaddioum o domesie supply, relinmig product imports bave landed
in TS markels o mgcl supply needs and bave imtied product margims,  Owver the pazt fve yoars,
nesw independent refiners (Valern, Tosco, Clark) have also enterad the refining mizinesa when
tefineries have heen sold primarily by either major inteprated oil companies seeking to reduce
thew refining exposure or murzimal refioers interested i exiting the business.

T'rem A preduct substinution perspective, there are no major cconamical sabaribites for
refined products todav. Some reszarch development has been conducted over the past ten years
to substitute wlternate fuel sources (compressed patural gas, tuel cells) for refining fuels. but most
potential substitutes for displacing large gasoline and distillate volume n the transpotation
industry are believed (o have a time horizaon of 20 vears or mare Governmenl regulalions have
supported allermalive luclz: development and subsaidics b have nod [oslered subgtaniial arowlh of
alternative fuels. Thus, the threat of retining fuels substitution will continue to be low.

From o refiimg producl buyery” perspeciive, velinmg products are readily wealable from
many supplicrs and markels are deep with frangparenl pricing The only magor oppetlumly 10
capture advantage 15 iy making preducts with the highest marging. Tn many cases the highest
thargin products have been cettain petrochemical feedstocks and unique refining fuels betore they
become undifterentinted over time.

In sumimary, compeliten valry ameng reliners has een indense and resallant produci
tnargins have trended lower, making it difticult for the average refiner to earn an acceptable profic.
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Exhibhit 3 -- U5 Gulf Coast Crack Spread
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Ag ghown an Fxbibit 5 the USGC crack spread maroing [or reliners has aradually declined
from aboul & - B conls per gallom tepghin the laie 198G°s and carly-mid 19907 (o a now low of
ghout 4 cpz in 1499 Due to the structure of the retining industry, crack spread margins will likely

remain in the 4 cpg range at least for the next few vears.

Sources of Indusiry Compelitive Advantage

To differentiare financial porfnrmance from the averaee competiter, refincrs will necd to
capture as many potential sources of industry competitive advantage as they can to earn superior
profitability. Major sources of mdustry advantage tor eaming superior finaneial returns include:

e flewitbility to process a wide variety of crude oil focdstocks to capture the most profitable slate

as increasinely alundant supplies come on-stream;

v lowering cash codis al an aceeleraied pace relative 1o ether reliners:

mygngcemanl vision aud leadership coupled wach an ahmed workforee accepling respensitihicy
and change Lo amprove busingzs perlormance;

»  being firs to capture new business opportunities and new markets for product offerings while

they are most profitable ior marksl pardeipants,

»  low lowistios costs for feedstocks and products due to proxuniry of the refinery o feedstock

sOUICes dnd producl murkes,

being innovative in approdches to business development. usset swnership and partnecships for
proeducing mproved shareshelder value, and
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o gelicving high relinery on-sircam availabnlivy for mgxamom gross marain polennial,

Key Elements of the TCEBU Businaess Strategy

T'r schieve superior performance relative to the wverage refiner, the TCBU is well positioned to
caplure several suurees ol industry advantage Lroogh ramd noplemenanon, The sirataoey
clements, will be the lensed that TCRL amployess will uae (o detertmne whal aclions 10 1ake and
nat to tale when setting bisiness unit dircetion and driving pertormance resaudts. The ey
elements of the business stratexy are:

v We commil Lo being a leader i TTSTE Dy having no acoidents, ng harm 1o peaple. and no
damage to the environment.

s Toplovees will work as seli-cdirecied leams and will be rewarded Tor and by 1thar personal
deweleprmnenl and contrbudicen 1o leam resalis,

o We will build a culiure whare evervong views their areq with an entreprenaumal spiil 1o
maximiz¢ busingss value,

o We will muximuze the value of the I'CBLU and the integrated BI* Amoce chain by:

« fully supporting the BP Amoco marketers to lead the market place with tnmmovative
branded clean fuels;

s increasing the focus on Chemicals integration with an aim to upgrade remaining non-
branded fuels sales to petrochennecal fesdstocks;

» utilizing the business unit foedstock flexibility to fully cxploit the opporunity of the
major new regional crude finds; and

w  conlinueusly and aggresdively driving cnsls ol ol the syslem

The HSE stratesy has been expanded bevond the conventional comtext of satety and
ewvirommental incidents to inelude hvdrocarbon losses, ween bhouse gas emissions and epersy
usdge effaency By “no aceidenls”, the TCBL sinves G thewr ghwmaium and wall conlbinue 115
long-slanding relfimng ndustry lcadership posinon i Process Saltly as mcaswred moderms of
casualty loss per harrel By “no harm to penple”™, the TCORL is striving Tor zere employec and
contractar injuries and has committed to achieve a retining industry leading sice (XS11A injury rate
of (08 by the vear 2001 from the pafonnonce level of 1.3 through successtul deplovment of the
“Gretting HSE Biglt™ processes. By “no damage to the envicomnent”, the TCBU will reduce €0,
crmasions by 253% from 998 by 2000, and will glrive 1o mecl an mieem Largel Tor reduong £0,
emissicns by 10% of the 1998 levels in vear 2001 through better enerey efficiency management
aid inerensed €0 sales from the bydrogen plant to tlind purties.  We will inprove epersy
clligiengy rom Solomaon 3% Lo 19 quartle perfommanee by holding teams accountable for day-1o-
day aticntion e energy, keeping eqguipment inenergy ellicient condilien and aggressively pursuing
the opportunity to host a third party coseneration project. [Tydrocarbon loss will also be halved
nver the nest twio vears tor 0.4 %0 waizht recovery [osses invear 2007

IThe 1'CBU Empleree sinalegy requires us Lo make o wager sl o e cureet
lcrarchical struciurs 10 a Maller orzanizahion composed primanly of sell=direcied 1cams as 1he
Pagic bullding hlack Tor delivering busingss results Dmployees will e developed, cmpowerad 1o
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wet, and expectzd 1o do more o lhe new lean emsaromnent. Reward svslerig will be redesipgmed
W aruly ranloree the imporiance of contributien 10 team resulle The TCRLT leadership wall
transform itself into a board {composed of TCRD managers and other BP Amocn managers
external to the TCOBED) to set direction for our thriving Formune 400 size business. to formulate
strategy and o foster development and integration of cross-streqm opportumites.  Process
champion positions -- whe will also serve on the refining networks sharing improved practices --
will he astabihshad 1o sysiemalically drive commaten core work processes across the buginesy unil
and 1o manage key cxlernal rolations wilth gither TP Amoco orgameations and Lhird parnes,
Transtormaticn to this Harter strocture, coupled with cutsourcing retinery services that are not
competitive, will deliver the lien’s share of the 330 million cash eost reduction by year 2001

Building a culture where everyone wisws their area with an Estrepresensiol spirit to
masitmeas buginess value regquires bolh leadersivp by cxample Grom the 1op ol the ofgani-ation and
etigagement of all eraployees Lo adenhly and mplement ngw opporbuilics thal dehver value abowe
and beyond busincss as umual.  CEmplovecs will be encowaged to seck and implement nesw
npportunities and to regulardy evaluate assets and svstems in terms of their net value e the
business. A key epabler to achieve this strutegy will be to assure that employees have access to
business mfvnmanon and that they are recognized for both lurge wnd small successes.  Several
mayew enlreprencurial aciion: arg alegady undervay (0 masimiae valuge ol ihe TCBRTT A Tow ol he
mngl nedable enlreprencunal actions are:

o Caplure gyoeraes wilh local pelvochermeal Faohbes aod BPA vrganications o betier uiiheg
the 600 - 8006 barrels oldled relinery 1ankage

» Establizh an alliance with a third-party energy company to build, own, and operate a large
acale power cogencration laghity (hal ceoncmically maximecs TCBU g hosting valug,
cstimated al 325-30 million ol additional anmual aperaling income

o Culivvate a business armangenient o sell meremenlal drogso v capaciy.

“Cleart Faels” is a BP Amoco hall mark The TCBT will (Lly suppert the BP Amaso
tharkerers to lead the marker place with innovative hranded clean fuels and will carry on the sie’s
traditien of being ameng the industry leaders in producing clean gasoline as we were with lead-
free und then clear LRimate gasoline. We will continue to lead the markerplace by producing
Clean [uels and promwcting Uliugie as g viluable, rauded produet. Challenges will be sreal as
overall demand Tor premmn gagolinge anothe TS declmes, Nuure regulations make product
dilTerentialion mowe dilTicodl, and sullio removeal processes amd a potential MTEREE han lake nclanc
from the refinery™s pasoline peol. The public and resulators will not be satisfied with just clean
preminm gasolne, they also want cleaner regular cusoling and cleaner on-road diesel. There are
wood opportunities to lead the marketplace with these cleaner fuels and add value to BI* Amoco
will chilerentiaied products and enhnced Brand image The challenges will De 1o make these
clean [bels a1 low cost and minvimizg praduciion al’ ell-road distllale, which ig dechmng m demand
and under increasing pressure from cxport refineries in Asia. Tor those light nil products, which
cannot he differentiated or hranded, the challenge is to mave them out of the Colonial Pipeline
tharkers within the noxt two years and into marine, Midwest and Southweest markers, where they
can bring more value to the TUBLL

Through our Chemicaly Integration strategy, the TCBU aims to upgrade remaining non-
bramded fuclz saley 1o petrochemical [eedsiacks having a gher lnancial renen, Wiih 21% of
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FCBL products by ovolume oday enlenng he local petrochamical marker place, Lhe relinery
supphes double the industry average of pelrechenncals on a volume percenlaee bags and s 1he
cenfor picce of what i3 an “ldeal &it2” with the Glohal Aromarics BE OMeting BLU-Yorth America,
and Lubricants Additive BL as major local customers. (ur challenge ooine foraard s to grow as
un industey leader our already larse well posinoned petrochemical eapakalities through innesation,
emerging techoology, new  product offerings, improved logistics, and quality wssurance.  The
relinery’s sive and complexily means therg 1 potential for more perrochenncal Teadgioeks
production Lthrowsh addinonal stream recovery or process changes, The TOBT will alsa Turther
develop cemmercial relationships that alisn the needs of hoth the customer and supplicr to
capture the most promising petrochemical production apportunities tor the intexrated BP Amoco
value cham.

Feedstack Floxibitity 13 critical 10 auceess The TCBT will unihag its leedgiack Nesibility
e [llly expledt the apportumty of the mager tew reamonal crude Gnds  As deseribed carher, 1he
[USGE crude sourcing picture iz constantly changing and about 0% of the TISGE refiners hasve
established long-term supply alliances with Mexico, Venezuela. and Saudi Arabia.  These
relationships will constrain the refiners’ abiliy to switch to other erudes. We have post audited
crude allance propesals we have been offered in the past by these mayor bewvy il suppliers.
Green the pricmg evargnmenl over Lhe lase [ow years, Lhose proposals would have been
wnallractive deals For Tesas Cily, Thus, we will stnive 1o 1ake [l advantage of our cnde ol
processing flexibility to capture exciting new opportunities emereing with significant new regional
crude tinds in the deep-water Gulf of Mexico and Angola. There are lowistics advantages for
placing these new found bamels into Texas Ciry versuz most other markets. With the amticipared
elul el medinm sullun crodes mthe rewon, we wall plan Tor g evude slate thial 1w 1 heasvier than
Weday, Therelore we do nol plan 1 imegal nomagor resd conversion expansiong similar 10 several
other major IS0 retiners Tnstead wie will be assiening a Urelatioenship manager™ 1o cstahlish a
formal eommunicatinon link with other BF Amoco groups (OTL Tpstream, Pipeling) -- whn
manage the marketing and transportation of these new crude fiods -- to evaluate and capture
future benefits.

Conzsienl with owr Cast Reduction siralcey, the TCDHU will  continuously  and
aearcssively drive cosfs our of the system arn an accelerated pace relatise o other retiners The
TCRU has already reduced fixed cash costs by |7 (o 5285 million) in 1999 from 1998 spending
levels to recapture industry leadership on costs. To hold the cost leadership posinon, we will
simultaneously reduce fixed cash costs apother 10% ito about $250 millieny in 2001 and improve
refinery anstream availabilivy (from 4™ quanile woward 1 quartile performance). These additional
cosl reduciions and on-siream avalabdlity provements will be accomplished bae

o reduciny lavers and stalug in the vreanization Uough @ sevarance program,

»  driving core work processes through process champons to improve equipment reliability,
reduce expensive unplanned outages, wid replace reactive maintenance with prosctive planned
wirrk:

» driving unnecessury costs from turmaround worl lists,

»  outsourcing services that are not cost competitive with contractors;
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o working with vendorg and contractors Lo lower ther cost thronad enabling busingss procegscs
such gz Risk Sharing, T-Procuremant, and Global Coniracts, and

» dmprovi use of the Capital Value Process on all capital projects apd (urarounds,

Assurance on Strategy Implementation

With the strutegy now well defined for setting clear direction, the TCBL leadership rewmn
identified major tactics (supporting each Stratepy clement} and the asseciated rsks for
implemenling 1he Sirategy, We anderdiand the risky associated wath cach mgor 1actic and will
address these risky as a part of stralegy implementalion 1o assure Largeled business resulig are
delivered. Threughout stratepy development, we sought input from other BPA organizations to
ensure that the TUBL! strategy was: robust, aligned with the strategic direction of other major
BPA  organizations, and well supported beyond TCBL bounduries where necessary for
unplementation.  Below are key acuons we will lake W lurther wssure successlul sirategy
implemenlalion

= FRegularly moniter progress of major tuetics against key performance milestones and metrics

#  Assign a TCBU lead for majer tactics supporting the strategy to assure accountability and
tfollow-up.

» LUtilize the TUBTU Variable Pay Plan to reward teams for delivering stratesy implementation
results.

* Continue to actively involve the refinery wnion leadership in strategy shudy findings and
implementaticn.

«  Make Uhe necessary worklerce reductions through wolunlary severancs whereyer pagsible 1o
maintain cmployee morale.

o Asgien “relationship managaerd” within the TCBL (o managze relanonships and coordinate
sirategy wilh cdher TIPA arganisalions crilical io TR stiralezy implementaiion

o Thive core work processes  Hoough Trocess Chammons o emsure Ll he TCBL
svalemalically improyves delivery on gl maior performance Laracts,

*  Provide strategy deployment support tor ensure that major tactics are adeguately resourced to
mmplement,



