6 US T MEETR

SAP™ R/3™ Customer
Implementation Success

Amerada Hess

v

Amerada Hess Uses SAP
Oil & Gas to Reduce Cost
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Risk management strategy isn't confined to stock
portfolios — it's a guiding principle in energy exploration
and production as well. That's why Amerada Hess relies
on SAP Qil & Gas to help manage its upstream oil and

gas business.

“We spend about a billion dollars a year in the U.S. on
exploration and production,” says Bob Holly, manager
of reengineering projects at Hess. “More than half of
that money is typically spent on behalf of our partners;
we spread our exploration risk by drilling most
prospects with one or more partners. It is a huge
accounting burden to manage all this information. SAP
0il & Gas has reduced the costs associated with

accounting for our oil and gas jointventure activity.”

At Hess, SAP Oil & Gas is linked with core R/3
applications to monitor jointventure transactions
involving materials and services acquired for the drilling
and production activities of oil and gas wells. SAP Ol &
Gas then assigns those fransactions to the appropriate
ventures and partners. This has increased information
accuracy at Hess, as well as reduced the cost of owning

information technology for the company.

“Prior to this project, jointventure expense ownership
information resided in more than a hatf-dozen different
systems. This created major issues around account
reconciliation and timeliness of information,” says Terry
Christensen, manager of commercial systems. “SAP Oil
& Gas has solved this problem cost-effectively, reducing
our total cost of ownership for information technology
by eliminating the expenses associated with

maintaining and supporting all those systems.”

In addition to reducing costs, SAP Oil & Gas is getting
the job done right.

Amerada Hess Uses SAP Oil & Gas to
Reduce Cost of Joint-Venture Activity
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“We have critical cash-flow issues centered around the timing of our spending and when we are reimbursed by our
parters,” Holly says. “In order to ensure timely payment by our partners, our invoices must correctly reflect the
parter’s inferest in the venture. These statements must provide sufficiently detailed information to facilitate an
analysis of the validity of the items being billed. SAP Oil & Gas has provided us with a tool which more accurately

manages this information to reflect the varying ownership levels in the partnerships.”

The SAP Qil & Gas effort is part of a larger R/3 implementation at Hess, focused around reducing the cost of its

business-essential and compliance processes.

“0il and gas exploration and production in the U.S. is a mature commodity industry. We have to be very costfocused
to ensure profitability in  low product-price environment such as we have today,” Holly says. “R/3 has increased
our efficiency and reduced costs through its infegration and application of o broader, business-process perspective.

It has provided us with more timely access to more accurate and more reliable information. And through its SAP Oil
& Gas solution, SAP has demonstrated clearly to us that they have a growing commitment to the upstream oil and

gas industry.”




Business Dilemma:

Lowering Cost of Ownership
of Information Technology

Amerada Hess is an $8.9 billion oil and gas company
headquartered in New York City. The company’s
domestic U.S. Exploration and Production (USEP)
Division, with more than 1 billion in revenue, is
located in Houston. Hess USEP is the upstream
operation that develops the prospects, drills the wells,
and produces the crude oil and natural gas. USEP
then markets the oil and gas to other companies

or to affiliated downstream refining and retail

marketing operations.

Hess was looking for a way to reduce the cost of
ownership of the systems that supported its

management information and reporting requirements.

“Our information systems were built gradually over time

from a functional and fragmented perspective,”
(hristensen says. “We had evolved info a traditional
hierarchical organization, with custom applications built
internally. When we benchmarked our processes against
external data, we found that our costs were

substantially higher than others in the industry.”

The Hess information systems were also geared almost

exclusively toward accounting compliance.

“Our accounting systems were focused on providing
financial data for external and internal management
use. The data which was most useful for our field
production operations was being gathered, compiled,
and analyzed in o manually intensive manner,”

Holly says.
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That field information is critical for Hess operations.

“On the exploration side, we need fo determine
‘finding costs” — the fotal cost-per-barrel-equivalent of
oil and gas that is discovered,” Holly says. “On the
production side of the business, we have to know our
“lifting costs” — the total cost to operate a well per-
barrel-equivalent of production. Historically, operations
personnel were unable to analyze the content of our
lifting cost data, since the information was pulled from
several disparate systems and integrated manually into
new reports. The operating people either weren't able
to get the information they needed, they didn't get it in
a timely manner, or the lack of consistency leff them

wary of its accuracy.”

SAP Qil & Gas helps solve that problem. SAP Oil & Gas
provides a solution fo oil and gas industry cost-
accounting needs, using the standard functionality
available within core R/3 to provide a complete system
for joint-venture accounting in a single, fightly

integrated environment.

SAP Qil & Gas uses the R/3 General Ledger to capture
venture-telated expense entries, R /3 Accounts
Receivable to bill non-operating partners in company-
operated ventures, and R /3 Accounts Payable to record
company obligations for the expenses of non-operated
properties and inter-company ventures. From R/3
Controlling, SAP Qil & Gas uses Cost Center Accounting,
Order and Project Accounting, and Profit Center
Accounting to associate cost center, order, and project

expense data with ventures.
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SAP 0il & Gas helps Hess manage costs at the venfure ‘farm out,” or lend, ifs interest to Hess. The well Khalid Mahmood
level for wells with multiple owners. The major focus is would then have a ‘payout’ provision — if the well is Operations Accounting Services Manager
on billing. successful and generates revenue equivalent to a

"SAP Oil & Gas enables us to determine each pariner’s specified mulfiple of the original cost, the parmer can Q;

share of our cost of well-site operations and then send rvert back o some percentage of s oriinal inferest.

them o bilfor the activity,” says Khalid Mahmood, SAP 0il & Gas keeps frack of this and the overall status

operations accounting services manager. “The venture of all our projcts
structure within SAP Oil & Gas handles both wells being ~ SAP Oil & Gas also provides more flexibility for making

drilled and those already in production.” “cash calls.”

SAP 0il & Gas also helps track “payouts.” “On a jointventure property, we have the right to bill

“This is o unique aspect of our industy.” Mahmood in advance for our partners” share of major

says. “Hess and another company may each have g expenditures,” Mahmood says. “In the past, this

mineral lease where well-drilling is planned. If Hess was manualy infensive. SAP Ol & Gs hos greatly

wants to drill and our partner doesn’t, our partner may enhanced this process.

AT A GLANCE

SAP Applications AP 0il & Gs
Operating System ~ ix
Database  orade
Hardware Platform — 18m RS /6000
Number of Users 500
Business Change Strong focus on process reengineering
Partners Working with SAP PricewaterhouseCoopers
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SAP Oil & Gas Provides
Key Performance Information

Amerada Hess captures the bulk of its expenditures through the procurement process.

“Individual transactions typically come in through R /3 Materials Management,” Holly says. “The expenditures for non-
overhead items, such as well operating supplies and services, are generally purchased for a single well or group of wells.
The costs for these items are assigned to the appropriate well through R /3 Materials Management. SAP Oil & Gas then

‘cuts back” these costs to the individual owner level, creating a detailed bill to go to the parters for their share.”
The information tracked through SAP Oil & Gas is made available for analysis by Hess management.

“Typically, we have dozens, even hundreds of wells in an area, with different levels of parmer interest and investment,”
Holly says. “It is crifical that we have accurate information to determine our actual net costs in this area. We can then
compare these costs to actual and anticipated revenue. This allows us to make strategic decisions about investing money
in one area versus investing it in different operating regions. SAP Qil & Gas adjusts that gross expenditure to the net

costs, providing us with a key component of our financial performance metrics.”
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Amerada Hess is an 58.9 billion oil and gas
company headquartered in New York City.
The company’s domestic U.S. Exploration and
Production (USEP) Division, with more than
ST billion in revenue, is located in Houston.
Hess USEP is the upstream operation that
develops the prospects, drills the wells, and
produces the crude oil and natural gas.

USEP then markets the oil and gas to other
companies or fo affiliated downstream

refining and retail marketing operations.

Business Dil

Hess spends about a billion dollars a year in the U.S.

- Staff implementation feam with business unit

on exploration and production. More than half of that personnel

money is typically spent on behalf of Hess partners; B e
the company spreads its exploration risk by drilling

. . - Focus heavily on process reengineering and
most prospects with one or more partners. It is a huge yonp ¢ g

accounting burden to manage all this information. fransifion management

Business Benefit

SAP 0il & Gas has increased efficiency and reduced the

SAP Qil & Gas is linked with core R/3 applications at
Hess fo monitor joint-venture fransactions involving

costs associated with accounting for oil and gas joint-
materials and services acquired for the drilling and verture ociiy. Hess now has more fimely access fo

production activities of oil and gas wells. SAP Qil & Gas accurate and refable nformation. SAP Oil & Gas has

then assign those fransactions to the appropriate ol reduced Hess" ofol cost of ownership for

ventures and partnes, information technology by eliminating the expenses
associated with maintaining and supporting multiple
R/3 Differentiat legacy systems.

Industry-specific solution for ol and gas New Busi Model
Consolidation of joint-venture information into a single
system reduces costs and provides more timely and

accurate information for Hess and ifs partners.



SAP Oil & Gas

Integrates
Business
Processes at Hess

Amerada Hess worked with PricewaterhouseCoopers
and TeamSAP to implement SAP Qil & Gas along with
core R/3 Financial Accounting, Controlling, Materials
Management, and Project System. The implementation

was completed two months ahead of schedule.

“We staffed our implementation teams with a lot of
business unit people,” Holly says. “We took a
profotyping approach — build, test, build a little more,
test it. | think another major component of our success
was o strong focus on process reengineering and
transition management. We stressed communication —
we felt we were making major changes to the way
people worked and the way in which they inferacted

with other work groups.”

Since SAP Oil & Gas collects its information upstream
from other R /3 applications, Hess personnel needed to
lean about the entire suite of R/3 business processes
at Hess. For example, the SAP Qil & Gas
implementation team became involved in functional
areas such as procurement and asset accounting. Other
business-process team members were similarly trained
in SAP Qil & Gas.




SAP Oil & Gas
Puts Spotlight
on Costs

Hess is already realizing the benefits from SAP Oil & Gos.

“We have automated manual processing, reduced
handoffs, and made major reductions in the amount of
paper being generated,” Holly says. “We are
eliminating a number of other redundant activities. We
have made dramatic improvements in how quickly we
can get information online. We have better quality and
more reliable information throughout the company. We
were able to realign our controls to fit our business
needs. And we are now able fo place a renewed
emphasis on performance measurements, and how

information supports them.”

SAP 0il & Gas allows Hess to get a much clearer

picture of costs.

“SAP 0il & Gas is enabling a change from a
cost/volume orientation to a net income focus,”
Holly says. “Because we are such a capitakintensive
business, joint-venture accounting is key to
managing our share of the projects and leases we

participate in.”

This helps Amerada Hess collect more quickly on

receivables.

“Our ability to get consistent, reliable, high-quality
information through SAP Oil & Gas helps us provide
better billing data fo our partners, and provide it more
quickly. This helps speed up the entire payment cycle,”
Holly says.

HESS

Hess also plans to use R /3 Intemet Application

Components and intranet functionality.

“We have implemented an infranet within the company
to help us distribute information quickly while also
decreasing our reporting costs,” Holly says. “It has
always been difficult to feed fimely information back
to our operating personnel on lifting costs. We used
R/3 to create a lifting cost ‘data mart’ — with an
intranet browser front end — to dramatically improve
the timeliness of information while decreasing the
distribution cost. We also like what SAP is doing
around Web-enablement of parts of R /3 Materials
Management. This will greatly simplify the learning
curve and increase acceptance of the SAP

procurement process within our company.”

SAP will be working closely with Amerada Hess to

support these and other initiatives to come.

“We have had a good relafionship with SAP” Holly
says. “We participate actively in selected user groups.
We are working with SAP through these groups, and
through other avenues, for confinued system
modifications and enhancements in the various areas
of SAP 0il & Gas that touch the il and gas exploration

and production business.”




SAP Americas
Strategic Planning
and Support Office

SAP America, Inc.

3999 West Chester Pike
Newtown Square, PA 19073
Tel: ~ (610) 355-2500
Fax:  (610) 3552501

SAP America

District Offices
Atlanta Disirict Office
SAP America, Inc.

6 Concourse Parkway
Atlanta, GA 30328
Tel: -~ (770) 353-2900
Fax:  (770) 3532950

Austin Disirict Office
SAP America, Inc.

Austin Centre, Suite 800
701 Brazos

Austin, TX 78701

Tel:  (512) 425-2300
Fax:  (512) 4252301

Boston District Office

SAP America, Inc.

Bay Colony Corporate Center
950 Winter Street
Walthom, MA 02154

Tel: ~ (781) 672-6500
Fax:  (781) 672-6501

Chicago District Office

SAP America, Inc.

Five Westhrook Corporate Center
Westchester, IL 60154

Tel: -~ (708) 947-3400

Fox:  (708) 947-3404

Cincinnati District Office
SAP America, Inc.

312 Walnut Street
Cincinnati, OH 45202
Tel: -+ (513) 977-5400
Fax:  (513) 9775401

(leveland Disirict Office
SAP America, Inc.

127 Public Square
(leveland, OH 44114-1310
Tel: ~ (216) 615-3000
Fax:  (216) 6153001

Dallas District Office

SAP America, Inc.

600 East Las Colinas Blvd.
Irving, TX 75039

Tel: ~ (972) 868-2000
Fax:  (972) 868-2001

Denver District Office
SAP America, Inc.

4600 South Ulster Street
Denver, (0 80237

Tel: ~ (303) 740-6696
Fox:  (303) 740-6612

Detroit District Office
SAP America, Inc.
Ockland Towne Square
One Towne Square

Suite 1550

Southfield, MI 48076
Tel: ~ (248) 304-1000
Fax:  (248) 3041001

Houston District Office
SAP America, Inc.

Destec Tower

2500 City West Blvd.
Houston, TX 77042
Tel: ~ (713) 917-5200
Fax:  (713) 9175201

Irvine District Office
SAP America, Inc.
18101 Von Karman Ave
[rvine, CA 92612

Tel: ~ (949) 622-2200
Fax:  (949) 6222201

Minneapolis District Office
SAP America, Inc.

3530 Dain Bosworth Plaza
60 S. bth Strest
Minneapolis, MN 55402
Tel:  (612) 359-5000
Fax: (612) 359-5001

New York District Office
SAP America, Inc.

1 Liberty Plaza

165 Broadway, 51st floor
New York, NY 10006

Tel:  (212) 346-5300

Fax:  (212) 3465301

Parsippany District Office
SAP America, Inc.

Morris Corporate Center
300 Interpace Parkway
Building A

Parsippany, NJ 07054
Tel:  (201) 331-6000
Fax:  (201) 331-6001

Philadelphia District Office
SAP America, Inc.

100 Stevens Drive
Philadelphia, PA 19113
Tel:  (610) 595-4900
Fax:  (610) 521-6290

Pitishurgh District Office
SAP America, Inc.

301 Grant Street

One Oxford Center
Pifsburgh, PA- 15219
Tel:  (412) 255-3795
Fax:  (412) 2553797

San Francisco Disirict Office
SAP America, Inc.

950 Tower Lane

Foster City, CA 944042127
Tel:  (650) 637-1655
Fax:  (650) 637-9592

Seatile Disirict Office
SAP America, Inc.

800 Bellevue Way N.E.
Bellevue, WA 98004
Tel: ~ (206) 462-6395
Fax:  (206) 462-2082

St. Louis District Office
SAP America, Inc.

One City Place

St. Louis, MO 63141
Tel: ~ (314) 213-7500
Fax:  (314) 2137501

SAP Canada Headquarters
SAP Canada, Inc.

4120 Yonge Street

North York, Ontario

M2P 2B8

CANADA

Tel:  (416) 2290574

Fax:  (416) 229-0575

SAP Canada District Offices

Western Canada

SAP Canada, Inc.

400 3rd Avenue SW
(anterra Tower

Calgary, Alberfa

T2P 4H2

Tel:  (403) 269-5222
Fox:  (403) 234-8082

Quebec and Atlantic Canada
SAP Canada, Inc.

380 Rue St-Antoine West
Montreal, Quebec

H2Y 3X7

Tel: -~ (514) 350-7300
Fox:  (514) 350-7500

Vancouver

SAP Canada, Inc.

1550 Park Place

666 Burrard Street
Vancouver, British Columbia
V6( 2X8

Tel: ~ (604) 681-3809
Fax:  (604) 688-0739

Ottawa

SAP Canada, Inc.

45 0'Conner Street
Suite 600

Otfawa, Ontario K1P 1A4
Tel: ~ (613) 364-2500
Fax:  (613) 364-2501

SAP International

SAP Interational

5301 Blue Lagoon Drive

Suite 790

Miomi, Florida 33126

Tel:  (305) 476-4400
1-800:945-1727

Region Sur

SAP Argentina

Torre Bouchard

Torre Bouchard 547, Piso 12
1106 Buenos Aires, Argenfina
676168

Tel: ~ +54 1317 1700 Main
Fox: +54 1317 1701

SAP (hile

Av. Apoguindo 4499 Piso 12
Las Condes

Santiago de Chile

Tel:  +56 2 440 3500 Main
Fox:  +56 2 562 440 3501

Note: A plus sign before a number indicates the two-digit country code for calls made from outside that country.

Brazil
SAP Brasil — Siio Paulo — Corporate
Av. das Nagdes Unidas, 11541
Brooklin — Sdo Paulo — SP
04578-000
Tel:  +5511 5503 2400

+55 11 5505 5757
Fax: +55 115503 2307

SAP Brasil — Ribeirdo Prefo
Av. Portugal, 1740 — sala 31
Ribeirdio Prefo — SP

Tel:  +5516 6201284
Fax: +5516 620 1294

SAP Brasil — Porto Alegre

Av. Carlos Gomes, 328 ¢j. 707,/708
Porto Alegre — RS

90480-000

Tel /Fax: +55 51 328 6401

Fax: 305 476 4401 (Miami Office)

Mexico

SAP Mexico — Corporate

Edificio Ploza Reforma

Prolongacion Paseo de la Reforma
600-220 Col. Pena Blanca, Santa Fe
01210 Mexico, D.F.

Mexico

Tel: - +52 5257 7500

Fax: +52 5257 7501

SAP Mexico — Monterrey Office
Av. Vasconcelos 101 Esq. Rio Nazas
Edificio BBV Piso 4

66260 Garza Garcia, N.L.

Mexico

Tel: -~ +52 81521700

Fax: +52 81521701 /02

Andina

SAP Venezuela

Avenida Principal de La Castellana

Torre ING Bank, Centro Letonia,

Piso 13

Caracas 1060, Venezuelo

Tel:  +582 276 5400

Fox: +58 2 276 4327 and
+58 2 276 5546

SAP Colombia

Calle 174 Nro. 9-45
Teleport Business Park
Torre B, Piso 14

Santa Fe de Bogota
Colombia

Tel: - +57 1629 4930
Fax: +57 1629 4486

SAP Peru

Calle San Ignacio de Loyola
554 Miraflores

Lima 18, Peru

Tel/Fax: +51 1 242 1315

Internet
WWwW.Sap.com,/usa

1-800-USA-1SAP
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