


ADM1300 Individual Project:
British Petroleum


[image: ]

“In Partial Fulfillment of the Requirements of ADM 1300”






Submitted to Professor Jean-Francois Aubert
For the Course: ADM1300
University of Ottawa
November 16, 2012
Catherine Chu,
7082621

1. Executive Summary
To: Robert Dudley, CEO 
From: Catherine Chu
Date: November 16, 2012 
Summary: 
British Petroleum, also commonly known as BP, is a multinational corporation that originated in the United Kingdom. This type of company allows for shares to be freely sold and traded to the public, where shareholders have limited liability. They are only liable for the amount of money invested into the shares ("Public limited company,"n.d.). BP’s operates through upstream and downstream activities. BP is managed through board of directors and several committee structures. This company has become ethically and socially responsible compared to its controversial past because of the Gulf of Mexico oil spill. BP is a centralized organization that has many levels of management. They have a clear plan for the future of their company. However, BP must work on some aspects of their company
Recommendation: 
	It is recommended to the board of directors and executive management team that BP should not allow too much power for the GCE to make decisions for the company. The board should be move involved in the decision making process as well as its implementation for solutions to negative externalities caused by their company. In regards to being ethically and socially responsible, BP has exhibited a decent amount of accountability towards resolving the problems caused by their negligence. The corporation should review its organizational culture and increase its efforts allocated to its control systems.


2. Overview
British Petroleum, also commonly known as BP, is a multinational corporation that originated in the United Kingdom. Its legal name is BP plc; where plc stands for “public limited company”.  This type of company allows for shares to be freely sold and traded to the public, where shareholders have limited liability. They are only liable for the amount of money invested into the shares ("Public limited company,"n.d.). BP was originally established in 1909 as the Anglo-Persian Oil Company (APOC) by William D’Arcy as a subsidiary of Burma Oil Company Ltd (Ferrier, 1982). Since then, the company has changed its name several times until it reached its current title ("History of bp," 2012). BP plc is recognized as third largest energy company and is included in the top six oil and gas super majors. BP operates in over 70 different countries, where BP America is the current largest segment ("Financial and operating," 2011).
 	The head office is located in the London, England. Its address is 1 St James’s Square, SW1Y 4PD ("Bp p.l.c.," n.d.). BP plc has expanded its corporation into many different locations worldwide. It has operations in Africa, Asia and the Middle East, Australasia, Europe, North America, and South America ("Bp worldwide," 2012).  However, its key subsidiary offices such as its North American headquarters and Exploration headquarters is located in Houston, Texas, United States and the ICBT Sunbury office is located in Sunbury, United Kingdom ("Key business addresses," 2012).
BP’s operates through upstream and downstream activities. The company’s upstream activities include the exploration, extraction, production, and transportation of oil and natural gas resources. The downstream activities include refining, marketing, manufacturing, transportation and the supply and trade of crude oil, petroleum, petrochemical products and related services ("Bp plc," 2012; BP, 2012). This company aims to generating low carbon energy for the public. This includes products such as natural gas, hydrogen power, wind power and biofuels. BP also provides the traditional hydrocarbons such as petroleum, motor fuels, and aviation fuels to wholesale and retail customers ("Non-renewable sources," 2012; "Renewable energy sources," 2012).
3. Governance
· Board of Directors
Carl-Henric Svanberg – Chairman
Robert Dudley – Group chief executive, CEO
Iain Conn – Chief executive, Refining and Marketing
Brian Gilvary – Chief financial officer
Byron Grote – Executive Vice President, Corporate Business Activities 
Paul Anderson – Non executive director
Frank Bowman – Non executive director
Antony Burgmans – Non executive director
Cynthia Carroll – Non executive director
George David – Non executive director
Ian Davis – Non executive director
Dame Ann Dowling – Non executive director
Brendan Nelson – Non executive director
Phuthuma Nhleko – Non executive director
Andrew Shilston – Non executive director (BP, 2012)
· Committee Structures
The Chairman’s Committee (The Chairman and all Non-Executive Directors)
This committee ensures that the Group Chief Executive (GCE), who is delegated as the executive management of BP, is performing their job effectively and up to company standards. The Chairman’s Committee review the current corporate structure as well as senior executive development. This committee looks over all issues that are deemed important and should be discussed between other non-executive members (BP, 2011).
The Audit Committee (Four to six Non-Executive Directors)
This committee is responsible for monitoring and reviewing many aspects of the company. They must ensure that the GCE’s internal controls are operating effectively according to the defined limitations set by the board. They must guarantee that the financial risks are properly addressed by the GCE through reviewing reports they have written. Further duties of the Audit Committee are to review financial disclosure documents that will be presented to the shareholders or filed with regulatory groups. They must make sure that all legally required standards of disclosure are met, while reviewing the effectiveness of BP’s internal audit functions, financial controls and systems of risk management. They are to monitor the capabilities of the current auditor and decided whether or not they are doing a good job or if they should be replaced. (BP, 2011).
Safety, Ethics and Environment Assurance Committee (Four to six Non-Executive Directors)
This committee monitors and examines all the GCE’s internal control systems for operations are designed and implemented effectively regarding the defined limitations by the board of directors. They need to make sure that the GCE properly addresses all non-financial risks through reviewing their reports. This committee must also review all material relevant the safety, ethical, and environmental performances before they are officially released to the shareholders (BP, 2011).
Gulf of Mexico Committee
This committee monitor’s the company’s commitment to the BP oil spill in the Gulf of Mexico by overlooking the Gulf Coast Restoration Organization and its operations relevant to remedying the allegations against the company. They also oversee operations such as the $20 billion escrow account, remediation work, community involvement and legal matters of the company (BP, 2010, 2012).
Remuneration Committee (At least three Non-Executive Directors)
This committee determines the terms of engagement and financial retribution of the GCE and the Executive Directors. They nominate trustees as well as the policy as to how BP’s pension plan is to be established. This committee reviews policies to ensure that they are in sequence to what the company desires (BP, 2011).
Nomination Committee (Chairman, and the chairs of SEEAC, Audit and Remuneration Committees)
This committee must identify, evaluate and recommend potential candidates for future directors and company secretaries. In order to find the future successors of the board, the Nomination Committee must review the knowledge, skills, and experiences that current board members hold. This committee must also review the relationships of a Non-Executive Directors’ external influences and commitments (BP, 2011).
· Major Shareholders and Shareholder Groups 
The top 5 major shareholders of BP plc are as follows:
(Derived from CNNMoney, 2012)
	Shareholder
	Percentage
	Shares owned

	State Street Global Advisors
	1.30 %
	41,234,088

	Franklin Advisers, Inc.
	0.79%
	24,963,417

	Wellington Management Co. LLP
	0.76%
	24,137,037

	Mason Capital Management LLC
	0.43%
	13,550,054

	The Baupost Group LLB
	0.42%
	13,455,900



· Corporate Governance
BP’s executive management team operates through its Board Governance Principles. These principles give the company definitive structure to follow. This company believes that “good governance involves the clarity of roles and responsibilities, and the proper utilisation of distinct skills and processes” (BP, 2011). The governance of BP is effective due to the fact that they have a clear goal that they want to obtain. It is to “maximize long-term shareholder value through allocation of its resources to activities in the oil, natural gas, petrochemicals and energy business” (BP, 2011). In order to achieve this, BP is very involved within the management of the company. To stay unbiased towards any internal state of affairs, the company has delegated a separate authority called the Group Chief Executive (GCE) as executive management. The GCE is entrusted with the responsibility of making important decisions such as; establishing policies, making any decision and taking any actions, entering into any obligation, and developing any activity (BP, 2011). However, the Board constantly reviews and monitors the GCE’s strategies to ensure that the company will reach its goal. The Board holds the ultimate power in any decision making and is allowed to apply any changes to the GCE or its strategies at any given time. They must represent suitable judgement of the situation as well as being within the Executive Limitations. These limitations regard the “health, safety, and environmental consequences, the interest of BP’s employees, a safe working environment, political relationships, fostering relationships, and reputation” (BP, 2011).The uncertainty of this type of governance is the amount of power that the GCE is given. A suggestion to the Board of BP is to not authorize the GCE so much power in making decisions. Even though the Board has the ability to eradicate the current GCE and its strategies, it would be recommended that they take precautionary actions instead of trying to resolve the issue after it has affected the company.
4. Ethics and Social Responsibility
To be ethically responsible, a company must strive towards ethical behaviours by instituting a written code of conduct that helps distinguish strong ethical point of views on how a firm and its employees will operate collectively. The code of ethics is a “formal, written, acknowledgement of a companies’ intent to do business in an ethical manner” (Griffen, Ebert, Starke, Lang, Hitt, Black, Porter & Gaudes, 2011, p.161). Referring to its Code of Conduct, BP seems to be an ethically responsible company. This company has 5 different categories where the issue of ethics apply. These categories include operating safely, responsibly and reliably within the environment, the treatment of their employees, their interactions with business partners, engaging in  fair and respectful  relationships with governments and communities involved, and their assets and financial integrity (BP, 2012). BP even has its own independent task force that implements its ethics and compliance programme under the direction of the Group Ethics & Compliance Officer. This company takes being ethical very seriously; those who do not comply with the code will face serious punishments and possibly dismissal (BP, n.d.). BP is also a socially responsible company as it is constantly considers its obligations to its stakeholders. Since BP is in the oil and gas industry, its operational activities often have many detrimental impacts to the atmosphere, water, and land; any individual who is affected by these issues classify as a stakeholder. This company takes an accommodative stance when it considers the concerns at hand. The company “meets all of its legal and ethical requirements, and some cases even goes beyond what is required” (Griffen, Ebert, Starke, Lang, Hitt, Black, Porter & Gaudes, 2011, p.176).  Over the years, BP successfully decreased the amount of total emission into the air, decreased the amount of hazardous and nonhazardous waste disposal, and is planning to implement a Global Environmental Management Initiative local water tool (BP, 2012). 
	In April 2010, BP was involved in the largest accidental oil spill in the Gulf of Mexico. This was one of the most controversial events within this type of industry where 11 people were killed and crude oil continuously spilled into the Gulf for 3 months. Only 8 hundred thousand of the 5 million barrels of oil were captured by containment efforts of the company. The main issue that society had with BP was the way that they responded to the spill (Robertson & Krauss, 2010). It had seemed as though BP was trying to look for a way to decrease its costs by finding less efficient and more cost effective way of trying to preserve as much oil as they could while minimizing costs. BP has been accused of “gross negligence” and misconduct on a criminal level due to the errors made in analyzing critical safety tests on the Macondo well (Reuters, 2012). Since then, BP has then assumed responsibility of the issue and has made important adjustments in its operational activities (Krauss & Reed, 2012). 
5. Organization
BP is organized through a chain of command where the current CEO, Robert Dudley, has the greatest amount of employees that work directly below him. This company is separated into logical units that specialize in specific jobs. This company also has many departments that serve as functional, customer, product, geographic and process departmentalisations (Griffen, Ebert, Starke, Lang, Hitt, Black, Porter & Gaudes, 2011, p.296-300). Since BP is such a large global corporation, this company is able to expand its name in many ways. This company has functional departmentalization as BP is separate into two main business segments that include the Exploration and Production, and Refining and Marketing (BP, 2011). These segments are used for BP’s Upstream and Downstream activities and play towards their strengths as a company. There is also a third segment that specializes in investing in renewable energy sources which is managed through the BP Alternative Energy Business (BP, 2012). This can also apply to the customer departmentalization as there is a growing market for alternative energies due to the fact that consumers are becoming more and more aware of acquiring more sustainable resources. There is product departmentalization as BP has many different products and services that they offer (BP, 2012). With brands such as ACRO, ARAL, Castrol, ampm, and Wild Bean Café, all of these branches of BP are a division of the corporation according to specific good or service provided. There is also geographical and process departmentalization which depends on where the company is located and what production process is used at that site (Griffen, Ebert, Starke, Lang, Hitt, Black, Porter & Gaudes, 2011, p.299-298). BP distributes its authority as a centralized organization where top management holds the most power in any decision making and implementation. This means that BP is also a tall organization that it as many levels of management (Griffen, Ebert, Starke, Lang, Hitt, Black, Porter & Gaudes, 2011, p. 302-303). Since the company is so large, it is necessary that they have the board of directors, the GCE, the many different committees as well as the lower level managers to help deal with the company and its issues. The organizational structure of this company includes all functional, divisional, project, and international forms (Griffen, Ebert, Starke, Lang, Hitt, Black, Porter & Gaudes, 2011, p. 307-310).  According to Christopher Brown, who is a blogger on corporate culture, BP has a weak organizational culture. When observing their actions regarding the Gulf of Mexico oil spill, they have not demonstrated what a company with a strong organizational culture would do. This is large company trying to achieve their goals aggressively and through this BP seems as though they have a strong organizational culture. However, they do not have sufficient resources or qualities in order to do so (Brown, 2010). This is why during the time of the Gulf of Mexico oil spill; BP did not have a strong organizational culture. It is suggested that BP should revaluate its current capabilities and to what degree their externalities of their company impacts stakeholders.
6. Planning
After the Gulf of Mexico oil spill, BP has set up a strategic plan in order to “deliver stability, and restore trust and value” regarding stakeholders view of the company (BP, 2011). This company has developed a system that aspires to help shape itself into a stronger and more reliable business.  This system includes the following; “[to] keep a focus on safety and managing risk, [to] play to our strengths, [to] be stronger and more focused, [to] be simpler and more standardized, [to] improve transparency through reporting, [to have] active portfolio management, [to have] new projects with higher margins, operate cash flow growth, [to] use case flow for reinvestment and distributions, [and to have a] strong balance sheet” (BP, 2011).  This is important step in the planning process as a company must be able to understand and analyze the environment of which its company operates in. BP is setting objectives and requirements that must be in order to achieve this goal. Organizational planning is a type of planning that involves specific goals and actions to be met in less than 12 months (Griffen, Ebert, Starke, Lang, Hitt, Black, Porter & Gaudes, 2011, p. 265-277).  For its operational planning, BP has come up with areas of which they believe needs to be improved on in the upcoming year. It is as follows: conduct additional sit visits, review and revise the company’s board governance principles, clarify the board’s role in the crisis planning process, build strong working relationships within the board, to coordinate and clarify shareholder communications, to meet more often with senior managers, and to remain involved in strategic planning and related risk analyses (BP, 2010). BP’s current plans for the future seem reasonable and desirable.
7. Leading 
The key leaders of this corporation are the board of directors and the executive management.  Out of the 3 main leadership types, it is evident that BP plc follows a democratic style. This type of leadership “requests input form subordinates before making decisions but retains final decision-making power” (Griffen, Ebert, Starke, Lang, Hitt, Black, Porter & Gaudes, 2011, p. 412).  This company falls into this category because during the decision making process the GCE is given power to make the decisions on many aspects within the company; however the board is also able to step in whenever they feel as though the decision does not represent their set values. BP offers a global line of communication between the employees and management called OpenTalk. This allows them to voice any concerns or questions they have directly to those who can answer their questions (BP, 2012). This type of continuous communication allows for top management to make informed decisions about the company. This company has management that are effective leaders because they take on the behavioural approach towards leadership. This means that these leaders have proven to be more effective as leaders through their behaviours compared to those who are less effective (Griffen, Ebert, Starke, Lang, Hitt, Black, Porter & Gaudes, 2011, p. 412). The current leadership aspect of this company seems to be quite effective.
8. Controlling
The most critical control mechanism to this company would be the operational control; which is to oversee the activities and procedures a company uses to produce its goods and services to the market (Griffen, Ebert, Starke, Lang, Hitt, Black, Porter & Gaudes, 2011, p. 484).  This applies to BP due to the type of industry that the company is in. Since the oil and gas industry is a very influential on many aspects, such as the environment, society and government, managers must control the company effectively. There are 3 main elements to this type of control, its pre-control (which is known as the feed forward), its concurrent control, and its post-control (which is known as the feedback) (Griffen, Ebert, Starke, Lang, Hitt, Black, Porter & Gaudes, 2011, p. 484).  The duty of the pre-control element is to “control the quality, quantity, and any other characteristics of the inputs to the process”. The next element “evaluates the conversion process as it occurs and provides immediate feedback, which impacts worker motivation”. The last element is to check the quality of products that have been produced (Griffen, Ebert, Starke, Lang, Hitt, Black, Porter & Gaudes, 2011, p. 484). This company’s current control within the company can be a little more effective. In retrospect to the oil spill in April 2010, if the company had a strong enough control system, there would not have been one to begin with. BP would have been able to catch the errors that led to the spill if they had been thorough with their control application. A suggestion for BP plc is to have a secondary control system as well as another group of executives overlooking the process and quality of inputs during its operations. This will ensure that the company does not miss any crucial aspects that may result in a negative outcome for the company.
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