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production such as improving gas lift efficiency and changing commingling zones. This
brought improvements which could be applied almost immediately, as from mid-2000. These
are shown in green on the chart.

But Realizing the Limit went further. Producing the Limit initiatives identified recompletions
that added extra oil shown here ia the orange section. On top of that, a combination of
Volumes to Value and Drilling the Limit highlighted the potential for three new fast wells
‘with up to 20% additional production opportunity. The effects are shown in yellow.

Applying these recommendations that ’ve emphasized in just once part of a major ficld assct
will increase production in the Champion field by 2 million barrels a year at a cost of less than
$2 a batrel and maintain those new levels for several years.

Realizing the Limit is absolutely crucial in allowing us to maintain capital discipline whilst
growing our busincss. In 1999, wc saved $270 million with Drilling the Limit compared to
the cost which would have been incurred without it. This year, the target 1s a $500 million
saving. Volumes to Value identified additional expectation as opposed to proven, that’s a
50/50 chance, of 250 million barrcls last year. This year’s target is 400 million.

Producing the Limit came up with production opportunities of 14,000 barrels a day and this
year we’re targering 100,000. Capital to Value identified Capex savings of $250 mllion last
year and this will be significantly exceeded in 2000 working on projects in hand or planned.

1 should emphasize that the figures on this chart represent 100% ilhprovements on the assets

that Shell operates. Our partners and our host government partners accrue some of the
benefits, themselves.

We’re well on course, therefore, to clear the milestones we set ourselves for the end of 2000.
The Dnllmg the Limit technique by then will have been applied to all wells to be drilled from
the start of 2001. Application of Volumes to Value will have covered over 15% of our
resource space and Producing the Limit will have been applied 10 25% of Shell’s operated
production.  All our major projects and ventures will have received Capital to Value assists.

Let’s look now at how we’re doing in the technical arena. Remember, we promisedyoua -
- commercial return on technology, quicker and better application and value from the
technology itself. We’re making this happen in several ways. Our globalized organization -
enables technology experts based here in Houston and New Orleans and in Europe as shown
here to communicate with staff in our operating units all around the world conceming their
particular challenges

Electronic means and web forums all contribute to the rapid sharing and unplementatlon of
best technology and practice. They also enable us to get the best out of our global pool of
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human talent. We can place the details of a particular technical challenge in a web.forum and
get virtual teams working together guickly and effectively to find a solution.

In one case, an engineer in a Middle East team had a problem concerned with a critical safety
issue for a bid on a project required within a very tight deadline. Omitting the specification
would have meant missing or losing the bid. He posed the problem on the Shell web and
received answers, which enabled him to answer his problem in the same day. Our bid was
successful. :

Last ycar we highlighted key arcas where we provide value. Cheaper plumbing was onc now
being address by Drilling the Limit and SmartWell technology but we also said we were

" going to sharpen our vision of the subsurface. Today, our seismic imaging and analysis lead
the world. In Norway, here, for example, Shell geoscientists now routinely perform
4-dimensional or time-lapse seismic studies. In Norways” Draugen field where the technique
revealed the flow of water during oil production, alowed us to avoid drilling the well that was
planned at the bottom of the chart on your right and pinpointed the right place to drill it. 1o
fact, the last opportunity to drill a well from that platform. The new well drilled at the end of
1999 is a record-producer in the North Sea at over 70,000 barrels a day.

Another advantage from our seismic technology is that the subsurface can now be visualized
in virtual reality centers. An immersive 3-dimensional view combined with a variety of
setsmic well and reservoir data gives a full understanding of the situation and tasks at hand. It
actually allows multi-disciplinary teams to communicate better and more effectively and
quickly. They can challenge today’s and each other’s orthodoxies to increase reserves and
praduction and save time and money. 1 hope you will be equally excited by the demonstration
you will see this afternoon in our technology show.

Last year we also said we would wen gas into cash and Linda has explained to you the power
of our gas and power business. We have a powerful array of technologies thanks to focused
research combined with our extensive operational design experience and the learning curves
we’re able to go up both in LNG and gas to liquids technologies.

~ The Oman LNG project, as Linda demonstrated, is the lowest unit cost greenfield LNG
project cver, an unrivaled specific capital cxpenditure of US$200 a ton of LNG produced per
annum and the next plant—we already know how we’re going to do it better still.

Shell’s floating liquefied nanural gas concept is now at the stage where it is ready for
commercial application and has been added to our gas technology teol kit. We firmly believe
that it cnjoys a similar cost advantagc to the traditional LNG forms.

Our proprietary Shell Middle Distillate Synthesis technology has further strengthened our
competitive advantage. Recent advances such as a break through in catalyst performance
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have reduced the specific capital costs to USS20,000 a barrel per day capacity. A

70,000 barrel a day facility using SMDS has the same gas intake as a large-scale LNG train.
The economic attractiveness of such a plant is often as good as or even better than an LNG
investment. As Linda has shown you earlier, LNG makes us very gaod money.

This creates opportunities for us to flexibly apply SMDS, LNG and floating LNG trains as
building blocks in our field developments. You will be able to see more details of all these
projects this afternoon in the technology showcase. All of them are helping us to keep the
promises we have made to deliver more cheaper and faster. All of them are contributing to
defining the new tomorrow’s limits that will be pursued by our Realizing the Limit
techniques.

Speed is absolutely critical to what we are trying to do. A major part of Shell technology’s
task, a major puspose of Realizing the Limit is to develop technology faster and deploy it
faster for the benefit of Shell’s bottom line. Why is speed so important? Ficstly, of course, to
keep ahead of the competition but also to make our reserves commercializable more quickly.
Secondly to produce the production on which our profitability and value is predicated.

Thus, that 1s why we are engaged simultanecusly in multiple ways of commercializing our
technology. We’re developing our own technologies in areas where Shell can sustain owned
competitive proprietary advantage. In other areas, we're buying in excellent technology from
others. And others, we’re entering into joint technology development ventures such as

WellDynamics.

We formed Shell Technology Ventures to take those technologies to the marketplace both
within Shell to create additional value for our busincsses and to cxternal customers. We have
now come quite a way down that road and with our venture pariners, we further developed the
technology of expandable tubulars. The first products were on the market late last year. The
first five applications are out there already working in the field.

Of course, delivering a commercial return on technology is not just about technology. »
Commercializing technology requires keen financial engineering and entrepreneunal skills.
We were pleased also to announce yesterday that we’re forming a new holding company
called Shell Technology Investinents Partnership. This is a partnorship with the private cquity
investment company, The Beacon Group, in New York. 'm pleased to welcome in the
.audience today Eric Vollebregt, the CEO of the management company of this partnership who
you’ll have a chance to interact with this aftemoon.

Last ycar, I mentioned our intent to commecreialize our rovolutionary Twister gas scparation
gas technology. Two Twister units have been operating successfully in The Netherlands over
the last 4 months and Shell companies in Nigeria and Sarawak are now keen to implement

. this technology in their shott-term developments in Bonga and MB-12. The industry at large
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_ has shown a lot of interest in this product which can reduce the facility costs of gas field

development by up to 40%. I’'m pleased to say that commercializing the Twister is one of the
first investment projects blessed by the new Shell Technology Investments partnership.

In creating an investment partnership, we venturing beyond the traditional parameters of a
technology organization and with good reason. We wanted to do everything we can to
accelerate technology development and particularly deployment for the benefit of the Shell EP
bottom line. Beacon’s successful track record of helping companies grow new businesses
and their particular understanding of the energy sector are a natural complement to Shell’s
capabilities and our drive to achieve a commercial return on our technology investment.

The partnership will bring together exciting complimentary opportunities between Shell
technologies and technologies available in the outside world with the objective of
significantly enhancing value creation.

Thope I've helped you to understand the significant difference that technology is making in
Shell exploration and production, more precisely the difference made by the application of
technology by our people. We continue to drive forward developing technologics, identify
and promoting applications that will have real impact on the bottom liste, training, motivating,
and facilitating our people to use technology to its best advantage. We're delivering on the
promises we made last year, in particular, through Realizing the Limit and  hope you agree
the cesults speak for themselves.

We’re in good shape to meet and even exceed the hurdles we set ourselves for this year and
2001. Our venture partnerships, WellDynamics with Halfiburton and Shell Technology
Investments Partnership will aceclerate technology devclopment and accelerate deployment.
So, as you see, ladies and gentlemen, we believe we have an exciting future ahead of us
building on the solid foundations of the past.

1 thank you for your patience in listening.. We’re now going to take a break for lunch and
reconvene back here at 1:20 when Phil will give a summary and open the floor for Qs and As.
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Phil Watts:

Welcome back, everybody. We’ve just had lunch here in Houston. Welcome back to all of
you folks out there on the Web, on the Intemet. We'd especially like to welcome those that
are watching from Kansas City and especially the mom and dad of Linda Cook who is sitting
here. Hi, mom.

We’ve been covering quite a lot of ground before lunch and I’ve been given quite a bit of
stuff for a summary and I thought, well, at this point in the proceedings, let’s not read this
stuff. T just want to hit the hagh spots that arc important as far as I'm concemncd about Shell’s
E&P and gas and power business.

| hope you’ve not missed point number one and that is that we have a great deepwater
business in Shell and, of course, it started here in the Gulf of Mexico. We're still making
progress but now we’ve got a glabal decepwatcr business of which we are very proud and we
mntend to continue that and to grow it.

Secondly, we really do want to become partner of choice in the Major Resource Holders. I
don’t think any major oil and gas company is going to be worth its salt, 10, 20 years from now
if it doesn’t have a significant position with the Major Resource Hofders and we think the fact
that we’re a very large operator, we bring those sort of skills to the party can make us a
partner of first choice.

I’m sure you’ve also seen in everything we’ve had to say this moming, the common thread of
the importance of gas and, for us, gas is the key growth market. In the upstream, certainly,
but also in the downstream, in particularly LNG and you’ve seen that we have an ING
business that 1s large, profitable and still growing and we intend to grow it further.

Then, of course, 1s power. We’ve been really pleased with the way the InterGen company,
that venture, has taken off and we want to make more of that. As Linda was saying, and you
may want to ask about it later, we’re very keen that that venture we have w:th Bechtel and
InterGen really grows and prospers and develops over the years.

Of course, then there’s the whole area of gas and power marketing and trading. We’re very
proud of the business we have here in the US, that is Coral, and we’re proud of the things that
are being done in SESCO, the example that you saw in Georgia, what’s happening in
Australia. This is not going to be an easy business. It’s a very dynamic business but we’ve
got these experiments going and some of them are starting to make money. We're determined
to pursue that.

Having talked about a number of things, 1 could have said more, but we just mentioned a few,
having talked about prospects for growth, you should have no doubt about our determination
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to maintain and improve our short-term profitability and somehow we’ve got to get the
balance between those two things right and I do personally believe that it is not a matter of
either or. The conversations we have as an Executive Committee with our business leaders
around the world, it’s all about we want short-term profitability and long-term growth,
please—preferably sooner rather than later. Somehow the challenge is to get to the ingenuity
and imagination of our people to achieve that around the world.

1 make no apology whatsoever. Some companies are giving up on technology. You know,
it’s something you can’t afford. Often they rationalize it and put it under a headline of fast
follower or whatever. Of course, we want to take up other good ideas onboard. We’re not
the source of all wisdom ourselves, but I think some compaoies are losing heart as far as
technology is concerned. Shell is not. The fact that we stressed technology last year in our
analysts presentation, that we give it even more of a profile this year, reflects that we’re
determined to press forward with technology—not technology for technology s sake but really
* technology that makes money and commercial technology.

That is why I’m so pleased that we’ve got a couple of announcements today about
WellDynamics, the deal with Beacon, the fact that we’re very encouraged with our gas to
hquids technology which I think can be quite a break through.

So, in conclusion, I would say, we do have an unparalleled portfolio. We should thank our
fathers and grandfathers for some of that and we appreciate it. We’re building on that
portfolio. It's a tremendous global spread. Our challenge and comamitment is to exploit all of
those assets to their full potential during our periad of stewardship to add to a rich portfolio
even further. Thank you for your attention to the formal part of the presentation.

We’re delighted to have a Q&A session. Can I just check where the microphones are?
There’s a couple over there. There’s one here. If you do have a question, can I ask you
please to identify yourself, state your question clearly and I'l make sure that we all understand
the question and then we’ll take it from there.
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Q&A Session:

Q.

[Inaudibie}

A

Phil Watts: Ths is a questton about LNG importation into the US. Linda?

Linda Cook: As I mentioned in the presentation, during 1999, we sold a number of spot
cargoes, many of them into the US market because the prices were artractive and we had the
additional capacity available. Of course, that’s a lot different than justifying a whole project
based on spot cargo. I think in the near term what you’ll see is new expansions and possibly
new projects being justified with certainly still a base load of LNG sold under long-term
contract but with excess capacity built in so that you do have the flexibility to take advantage
of higher prices when you see them.

[Inaudible].
A
Phil Watts: The question is whether you’re talking minor volumes to imaport or significant.

Linda Cook: I think in the near termns the volumes won’t be that significant because projects
that are on-stream have the majority of their LNG tied up under long-term contracts. It will
just be what you have available in terms of operating capacity and available shipping,

Q.

Doug Terreson from Morgan Stanley. I think my question is for Linda, as well. In the global
gas and power business, you guys mentioned that you’re generating about 80% of your net
income after tax from LNG which about 30% of the capital employed which implies that the
ROACE in the other businesses as you mentioned is probably pretty low today, although I
think you mentioned also that there were some special items in those numbers. My question
is, can you kind of clarify those ROACE figures and also give us some guidance as to how
you expect capital emploved in this business 1o be proportioned, say, 3 years from now or

S years from now, whichever you chose; and also, your projections on when the non-LNG
portion will begin to exceed the cost of capital. )
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A.

Phil Watts: This is a question about the segmented profitability of the gas and power
business. After you get the whole answer, you’ll know more than I do.

Linda Cook: 1 hope not more than I do but I’ll give it my best shot. Okay, so I talked about
LNG and it is about a third of our capital cmploycd right now. We’re projecting good returns
this year. Of course, better than what we might project at $14.00 a barrel because we're
seeing higher oil prices this year than that. So, going forward... of course, that will fluctuate
with o0il prices, you know, quitc a bit.

In terms of the other businesses, you're right. They are delivering much less because the
overall refumn on average capital emplayed for gas and power in 1992 was 7% and that was at
about an $18.00 Brent, you have to keep that in mind, as well. So the other parts of the
busincss were not performing that well. I think the thing you have to keep m mind is that
LNG is the most mature of all of the segments of the portfolio in the gas and power business.

“We're a growing business and the Group is looking at us to grow. We have the long-term
aspiration and cxpcctation by our chairman, the geotleman to my right, if the business delivers
15% ROACE overall but I think we’re several years away from that. As I said, what we’re
going to deliver to the Group is a combination of growth and value and relatively modest
returns for the coming 2 years.

Q. (samc individual)

Okay. Let me also ask... I think in the non-LNG portion, you have $5 billion of capital
emplayed. What’s that number gping to be 5 years from now? Da you have an idea?

A

Linda Cook: Yeah. Certainly the power portion of that we expect to grow and you saw the
forecast I showed you on capacity and power generation growing so that would be a growing
postion of that and the LNG portion will be growing also.

* Q. (same individual)
Okay. But you don’t have a non-LNG...
A o
Linda Cook: Well, if you think about it, the other parts of the portfolio in gas and power are

relatively low capital-intensive busiesses.
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Q.

I guess we're stuck on LNG. I tend to talk to Woodside from time to time and they give you
good insights into their atterpts and your attempts, as well, to get another set of businesses
going in Japan. There are a couple of Japanese members of the consortium which would
seem to give it some push and, yet, Mr. Akers’ comments informally were to say that the
structure of that market has changed quite a bit. It’s not unlike the direction we’ve changed in
in the West._. much more spot oriented in the sense of wanting things, smaller pieces, less
responsibility financially, buyers don’t finance the whole thing. Tt would seem to me that that
rings true and, therefore, to sort of set up a 6 train LNG project as Total did with Tubu won’t
be happening again. I’m not sure what the model is going to be. Maybe you’re going to
cambine China, India and Taiwan. Also, if the company is so enthusiastic about gas,
economically how do you think about things like Gorgon?

A

Phil Watts: So I can make a remark in the first instance. I was recently in Japan and we see
markots... the liberalization that’s taking place and we have to open our minds as to the
possibility that a different regime could one day exist. Against that, you have to really look at
the reality of the necessity or security of supply and properly 3 number of those markets are
extremely conservative about that and don’t want to be dependent on a really flutd
arrangement. Tt doesn’t mean that some of that stuff isn’t going to happen at the margins but
if we’re not careful we can be a little premature about the prospects for the current regime.

1 think we'll get other kinds of flexibility as we come in to satisfy the market requirements.

Linda Cook: - I think one thing I add is, of course, the recent slow down in the economy of
Asia has backed up into our business, as well, slowing down in terms of the demand but as
that picks back up, we’ll see a strengthening of the demand, as well, as | showed in the charts
during the presentation and as Phil mentioned; the buyers there will be locking for not just
low cost but also security of supply as wcll as diversity of supply. So, we’re just looking for
that to mature and see what impact of deregulation, as well.

Q.

“The attached guestion was on the issue of stranded gas or gas not ready to be commercialized
and I mentioned Gorgon as being one which you have some involveriient and BP Arco
offshore Indonesia is another we all know about but gas very often sits for years. When you
say that Shell is particularly interested in being more gassy or associated with gas, do you just
sort of write off in your mind beforehand those waiting times and all the difficulties that have
traditionally eccurred? '
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A

Plul Watts: I don’t think we can afford to be complacent about the issue of stranded gas.
And, of course, you get quite a bit backing up, ranked on its unit technical cost and all the rest
of it. That’s why, from my perspective, I'm so interested in the idea of gas to liquid schemes
where you produce a product that goes into the global oil pool and, of course, you have the
opporturiity that it can be particularly tailored products for a particular use in particular
markets. That’s where | think we’re keen to get those schemes off and running.

Linda Cook: I think the other thing I would add to that is floating LNG because floating
NG enables you to do a smaller-scale project without the large initial up front investinent
and you can get your cash flow going sooner then and then perhaps justify the large project
later. Both gas to liquid and floating LNG are featured in the technology exhibition, so 1
encourage you to go by there after the Q& A session and find out more.

Phil Watts: They’re very interesting sessions.
Q.

This 1s Steve Pfeifer with Merrill-Lynch. Last year the Group went through a major
reallocation and streamlining of your capital budget, really focused on lower cap spending,
laying off some of your projects to interest in other companies and then also going through a
global allocation. Could you give us some sense for the old portfolio, what kind of internal
rate of return you may have been looking at and how that’s been improved by the new
portfolio going forward or maybe another way to describe it would be what’s the unit
operating cost or development cost per barrel for the new investment portfolio compared to
the previous portfolio that you had been pursuing in the past?

A

Phil Watts: I'll make a general comment but I'll turn to Dominique. 1 think one thing we
were very determined to do was to improve the downside robustness of our portfolio. And
‘when we use the catch phrase “we screen at 14 and then we check at 10 so that we sleep

- easily in our beds” 1 mean, it sounds a little simplistic and whatever but that is deadly serious
and so 1'm pleased that over the last 12 months we’ve really got a better downside resilience
in the portfolio. 1hope we never have to demonstrate how useful it is because you find
that. . as well as divesting some stuff that’s vulnerable, if you ean improve your cost
performance, it works well at $14.00 a barrel. It works even better at... what is it... $22.00 a
barrel today. As far as getting to detailed numbers, I think that’s a bit early. I'm looking
forward to seeing the Schroders comparison of the 0il industry in this coming June, July, so
that we see what’s happened to the unit finding costs and the like. Dominique?
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Dominique Gardy: Well, T would just like to come back to what T said this morning. Return
on average capital employed improvement between 1999 and 1998 was some 13 point. Half
of that was due to better price per barrel but half of its 6 point return on average capital
employed was a result of the action... we did it through strategy cost leadership and portfolio

"management. Re divestment, we divested some $1.7 billion capital employed in 1999.
Generally speaking, high cost type of assets and... this is definitely something which has
improved our partfolio and will bear fruit in the years to come.

Q

You got a couple of new LNG facilities Oman, Nigeria, what kind of netbacks to the
welthead are you guys getting for the gas on that stuff and in a $14.00 a barrel Brent
environment, what kind of gas purchase price would you need to make a new LNG plant
economical?

A

Linda Cook: In terms of the netback to the wellhead, I think the important thing that we
always try to do with LNG projects is look at the integrated economics because in each of the
different countries we operate in, the contracts are written differently and the profit and
margins can be distributed differently so 1 think it’s important to look ar it on an integrated
basis. What we can say though is that the overall LNG portfolio at Shell as I showed you in
the numbers here 1s profitablc at $14.00 a barrcl and expect a reasonable retum, a strong
return actually. And the economics on the integrated projects look equally good, if not better.

Phil Watts: Let me give an example of that. 1 used to be Chief Executive in Nigeria and we
just approved Train 3, we're a partner in Nigeria LNG. As well as being inherently profitable
in its own right, it will gather associated gas from our fields with the gas gathering system and
will do two things. It will facilitate the production of the oil and the profitability of that and it
will also help to put out the flares which is part of our commitment to have a flares-out policy
in Nigeria with a strctch target at 2005 and certainly cverything out by 2008.

Q.
Tom Schmidt from Alliance Capital. 1f you look at your total production and then look at
your exploration spending, aren’t you going to have to increase exploration eventually here or

you’re not going to be able to replace reserves? You spent roughly, what, a billion and you
produced 1.3 billion.
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A

Phil Watts: Here would be an appropriate point to... we certainly want to do the best we can

- with exploration and you saw the numbers that are coming through, they’re in your chans.
On a... T use the phrase “expectation.” I think you used the phrase “resources” basis as
opposed to the proven but... last year, 1999, in a traditional way of looking at it we... what we
found at $2.00 a barrel oil equivalent. If you look at the expectation, the resources, it was
closer to $.90. But, you're nght, if you {ook at that and the rate at which it’s going to mature
perhaps we’re a bit short.

Last year, we also went ahead with the Athabasca oil sands project and the day we took the
mvestment decision, 600 million barrels went, bang, to our reserves. Of course, they’re under
mining reserves. Then you look at the deal that was done in Iran, and that’s a buy-back
contract, and there is by law no entitlement to reserves. So, they don’t show in all the reserves
numbers. When other Middle East Major Resource Holders open up, they could well not
adopt a sort of way of counting reserves and a way of looking at the business that we're used

_ to. So, I think we’ve got some explaining to do in working with analysts so we get a kind of
fair picture of how things are developed.

That wasn’t quite the question you asked but I broadened a bit to... and it may be also that at
-some stage we’ll want to acquire reserves for money as opposed to the drill bit but there is
another tremendous source of reserves and I’d like Tim to comment if he would. Because, if
you look at our proven reserves and compare them with the expectation of what they could be,
there’s a dramatic prize there. Tim?

Tim Warrca: You saw a very interesting chart in Din Megat’s presentation this morning that
separate our resource base in proven exploration expectations and what we call scope for
recovery. And scope for recovery is the resource base that we believe is unlockable with new
technology. If you look back to those charts, the numbers are very large indeed.

Phi] Watts: Thave no doubt that if we get Volumes to Valuc to work with the application of
new technology, we don’t need to go to Wall Street for it, we’re actually sitting on a lot of 1t.

Q.

The question is one on the power business. Global power businesses are very highly
competitive and you have some pretty aggressive competitors there, for instance, Enron. Just
wondering if you can elaborate a little bit more in terms of the approach that you take and also
that the target market perhaps what is different than some of your competitor or what
differentiates yourself and gives you the advantage. The second question is related to the gas
to liquid technology as well as the floating LNG as you indicate that both of them potentially
could reduce the cost or that could make the project more viable or feasible. If we’re looking
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out at, say, the next 10 years, do you foresee the two that will be, as a competitor, one will
pace the other or do you think they will be complimenting each other.

A

Phil Watts: The first question is about the global power business and aggressive competitors
all over the world. Linda or Walter, there. ..

Linda Cook: I'll at least start. Ishowed you the chart that compared InterGen 10 the
competitors over 1996 to 1999 and it showed that InterGen was the second most successful
greenfield independent power producer in terms of developing new projects in the world
outside of North America. So, they even beat Enron on that score and AES, of course, was
the company that was number one. | think they have...and that proves that InterGen has
world class skills in terms of project development and financing and those are the key
strengths they rely on in order to win the bid suceessfully and then have profitable projects
when they’re actually pursuing them and get the financing done.

The second question was on gas to liquids and floating NG and I would say that we see
them as quite complimentary actually, to our existing LNG business. There are times, as I
mentioned, you can actually get started with a floating LNG project on a smaller scale and
expand it into a large L.ING facility later or you can do SMDS which ts Shell Middle Distillate
Synthesis process which is our gas to liquids technology in conjunction with LNG and
enhance the overall profitability of the projeet.

Phil Waits: Perhaps I could just ask Walter to comment and you may talk about the situation -
in the US with InterGen.

Walter van de Vijver: As probably are aware, we started up InterGen in North America last
year and I was actually having dinner with Carlos Riva, the CEO of InterGen yesterday
because as you can imagine he is very excited about the next stage of where we’re going with
InterGen and we feel that that venture and this unique linkage it will have with Shell, we’ll
not have to worry about the big Earon we always like to talk about. I mean, Enronisa
different business from the business we are and where our strategtes are. We don’t try to
compare ourselves just with Enron. We have a more complete package we have...and more"
linkage with the E&P business that’s very important and we have different investment
opportunities, so we don’t look at the business through the eyes as Enron. At the same time,
we are very confident as Linda has shown with the success today that we can go where we
want to go with what we have put together and where we think we’re going.

Phil Watts: And, we’ll build, I think, on the global spread we have in this capacity. We're in
130 countries, Shell has a presence and 1 think that’s a really valuable thing to have in terms
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of getting to know who the customers are, how the country works, what the marketplace is
like.

Q.

John Mahady from Sanford Bernstein. To follow on Tom’s earlier question, what is the
finding and development cost assumption that’s being usced in the volume and capital
spending forecasting that you’ve shown us and, then, also, if you can share with us some of
the factors that went into your decision regarding Chad.

A

Phil Watts: 1 got the question on Chad. 1missed the first part and we have people listening
so speak up.

Q

John Mahady: What 1s the assumed finding and development cost that you have embedded in
the forecast that you’ve shown us today? What’s your expectation for that number?

A

Phif Watts: I think the short answer to that is... and if you take one of thuse charts that was

demonstrated where Shell is actually the leading company as far as unit finding and

development cost is concerned, we would want that and, frankly, something improving on

that as we get more focused and also with the benefit of better technology and doing things -
* faster. .

As far as Chad is concermned, I said that we had to make some hard decisions about which
projects to go forward with and which not and you saw the reality of the choices last year
were that we went for 2 major project in the deepwater in Nigeria, a major project in the US,

_ Gulf of Mexico, Brutus, an offshore pipeline in Nigeria, shallow water field EA. We went to
Athabasca with all the story around that, huge reserves and the longevity of the project and
some others that you know and then a conscious decision that we would withdraw from the
Chad project. T'm pleased for Chad that it’s going ahead and that new partners have been
found in the form of Chevron and Petronas and 1 wish the project well and 1 hope it
contributes to the development of the country but there are some hard and tough choices that
you have to make as to what you can afford to spend in total and then what the balance and

- shape of the portfolio of projects should add up to. Very often, it’s this downside resilience
criteria that forces you to take some hard decisions. Ihope that’s... Tim... '
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Tim Warren: _._on the first part, again. If you look at what we’ve achieved through Drilling
the Limit so far which... anything from 25-50% reductions in our well costs and recognize
that well construction costs are anything to 40-50% of your finding and development costs,
and we don’t believe that the 25-50% that we’ve realized now is today’s technology

limit... we’ve still got way to up the leaming cutve to actvally extract the most from
today’s... and then factor in the 30% value increase that is the basis for which we’re investing
with Halliburton and WellDynamics and I think you can see that there are some very, very
significant reductions in unit finding and development costs going to be coming in the Shell
portfolio. '

Q.

Fred Leuffer with Bear Sterns. How much of your Nigerian production is being affected by
the disturbances there now and what’s your assessment of that situation going forward?

A

Phil Watts: Thank you. I’m at least reasonably well-informed on that because every Monday
morning I insist on a special report from Nigeria...not that the guys that are rupning it aren’t
doing their job well but T have been the CEQ in Nigeria. This is more for old times sake and
deep affection for our people in Nigeria. They had a really difficult time last year and part of
the year before and that persisted until the first part of this yeat. I’m pleased to say that just
larcly things have improved quite a lot and the atmosphere secms rather a lot better and, in
fact, we’re not restrained in our production at the moment by community disturbances.
We’re, in fact, more restrained by quota restrictions from OPEC, would you believe. 1think
it’s somcthing, though, that we have to manage and live with and certainly we make all the
representations that we can to the Nigerian government about making sure that the people in
the local communities, where we’re producing, see their fair share of the revenue that comes
from the production of oil and that it’s not just in the capital and big cities and whatever. But
actually makes it back to the communities and what they need is jobs. We play our part but
there’s no way we can take the role of government. But, as I say, things just at the moment
are looking quite a bit better.

Q.

Tyler Dan from Bank of America Securities. 1wanted to address the underlying decline rate
that’s in your projections. When you formulated these projections, was the Realizing the
Limit program... how far along was that and to what extent will that have perhaps offset that
undcrlying decline ratc? In other words, could your projections be conscrvative or... T guess
"I’'m trying to figure out the impact of the Realizing the Limit program on the existing field
production.
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A

Tim Warren: T think you’re doing something we’re trying to figure out, as well, al the
moment.

Phil Watts: That’sa very honest answer.

Tim Warrea: Yes, that's honest... Realizing the Limit we kicked off, you know, at the end of
1998 and it’s been building momentum throughout 1999 and some of our operating units are
already banking the advantages in their plans. The others are planning to do that this year.
So, there is a significant component that is not yet in our plan, part of it is in our plan. We™ll
cestainly give you clarity on that at the end of this year.

Phil Watts: And, we’ll see how things develop over these next few years with these
programs. It’s not just a mechanical process. This is also about attitudes, hearts and minds,
and the ingenuity and the enthusiasm that you can engender when people see it delivers
results.

Q.

. Actually, that sort of segues into my second question which 1’'m sorry 1 didu’t state earlier.
The accountability that you mentioned in terms of your new way of managing the business,
could you just give us a refresher as to what’s different now, in terms of accountability, in

terms of management structure, versus before and when that major shift may have taken
place. :

A

Phil Watts: Shell had an organization or management structure that served the company very,
very well for many, many years and I was part of that. 1 enjoyed the freedom I had in the

. operating unit as man and boy and it was good fun. The world changes. You get into a more
comapetitive situation and the Group decided to change in eacly *96 from this matrix structure
which, frankly, had got terribly overgrown with all kinds of weeds and bureaucracy and we
went to a business structure. We sharpened that up significantly early in *99 where we went
from a kind of loose and vague business committee to an executive commttee. I think that’s
enough of the history. ’

'l tell yoh what the situation is like now. We’re talking about both Executive Committess,
both for E&P and gas and power and it applies just the same. 'l describe the E&P one just
for ease of doing it only once.
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At the end of last year, T agreed my scorecard with the Chairman, with the Board, in fact, and
the scorecard has on it, top line performance, return on average capital employed. And, then,
you go into the rest of the scorecard and it has a line that says unit costs, oil production, gas
production, reserve replacement. Tt goes into the next part. 1t has HSE, human resources,
some measures there. And then at the bottom of the chart... you can see I look at this quite
regularly and I can remember what it looks like... it has strategic milestones. Did we get that
investment decision for Bonga in Nigeria. There’s normally a month next to it.

Now, I have that and 1 shate that with my colleagues on the Executive Committee and I cut it
up into slices. Din has his piece, and so it goes. Below that, within each particular region,
every operating unit has a scorecard that matches that. So, by the end of the year I have for
E&P and Gas and Power my books of scorecards and { know who’s name it is at the top of
the thing. Perhaps the most important thing we do as an Executive Committee is make sure
that you’ve got the right people on the spot responsible for that piece of total score. Getting
the nght people in the right places.

We have then quarterly an in-depth review of that and then we have a monthly review. And
it’s a bit arduous. It’s a bit straightforward and it’s pretty disciplined and you find out...you
know who’s accountable but then you see where things are going right or wreng and where
things are going wrong how can you inject... not just criticism and give people aslap. That’s
not the point of it How can you use resources from elsewhere to help with that particular
situation? How can it be turned around? Does it need more people? Does it need a different
technology team to go and have a look at that problem? Daes it need more financial
resources, or whatever? That’s the way our business is. '

1 sometimes dream about the old days but it’s all changed. And everybody's used to it by:
now. Works well. Does that give you a feeling for what it’s like? It’s very tough but it’s
also_.. tries to be very helpful.

Linda Cook: Iwould just add one thing. The other part of it that Phil didn’t mention was the
whole compensation structure which, believe me, is directly tied to our performance against
aur scorecard.

Phil Watts: And we’ve upped the amplitude of that so that people that rcally make a
difference et really significantly rewarded.

Walter van der Vijver: From my éide, one thing you have to add to that is that it’s not a story
any more which we be very good in Shell of excuses. That doesn’t work any more. That's a-
big diffcrence.

Phil Watts: We had brilliant rear-view mirror explanations of why this wasn’t really a very
sensible target to have in the first place. Last couple of questions.
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Q.

You said in your conclusion you wanted to be the partner of choice in major resource areas _
going forward. Do you have trouble sleeping at night that you’re maybe too stringent on your
criteria at $14.00 a barrel oil and 15% return?

A

Phif Watts: I think you’ve put your finger absolutely on one areathat, if I did stay awake at
night and look at the ceiling and worry about things, it would be that we missed that trick,
yeah. And that’s why you can have that for every day, every day... there are the
[unintelligible]... but you also have to have certain areas that you’re thinking about. Could
these be a special exception to this? If | didn’t get that, would it be a shut-out forever? And
that doesn’t mean that we’re going to lose our capital discipline which some people would
arguc is a bit ight. I would arguc that it then makes funds available, if we wanted to do it, for
really high value positions that were perhaps one-time opportunities that we shiould have an
open mind to consider that sort of thing.

Q.
Let me tumn it around another way. Are you selling assets at $14.00?
A
Phil Watts: Are you selling assets at $14.00, Walter?
Walter van der Vijver. No way.

~ Phil Watts: No way. And we don’t sell assets on just the bare bones assessment. We dream
of how much more reserves you could possibly get out of it and then combine that with a
higher price before we fet go. ’

' Diﬁ.Megat: I think it’s good that the CEO of the business worries every night.

* Phil Watts: Not every night. -

Din Megat: well... about the fact that some hurdles need to be met because we all feel it the
next morning. But through feeling that, then the creative juices started flowing and one thing
especially with the Major Resource Holders is all about continuing their engagement such that
we find solutions between ourselves which would lead to a win-win between both them and
ourselves. And through proper understanding as to what they really want—not just in the

- short-term but over the longer term—it seems you are looking at helping in the development
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of not just their natural resource but perhaps also their country. We will eventually find
solutions which meet our hurdle as well as the aspiration.

Phil Watts: Then we’ll have the last question after this one.
Q.

This is Stan Harbison from Scudder Kemper. You didn’t say a lot today, I don’t think, about

. into the lower 48, the mature Canadian onshore and, if I might add the North Sea to that list.
These are al} areas where it appears as if most major oil companies are disinvesting or
lowering their investment, sort of full-cycle economics were not very attractive after *97 and
then we heard the technology. So, it occurred to me that as a percentage of the rent that exists
in properties perhaps the higgest impact of that kind of technology, tf it worked on smaller
scale issues, could be in the North Sea, or lower 48 or Calgary and it’s really just a question of
how you think about thosc arcas, because they’re not trivial. I mcan, they used to consume
most of the rigs in the world and 1 just wonder how you think about those basic areas.

A

Walter van der Vijver: If you look at the lower 48 and the mature areas in the US and to
whatever has happened in industry, there’s an enormous fragmentation, as you know. And
one of the things that I clearly worty about is that with this fragmentation, all the smaller
players now looking at the mature assets. .. they don’t have the skills, they don’t have the
technology, nor do they have the capital to actually make these things really work. I think you
comment in that sense is valid for the US. I would predict that you will see further changes in
the lower 48 because, given the advantage of technology and associated skills with 1t, you will
see that other companies will have to come back to get the best out of the assets. 1 assume
that the same will be valid to some extent for the North Sea, as well. Technology and the
skills and also the access to capital to do some of these things are going to be very dominant
factors. '

Phil Watts: But we can prolong active life and help-the aged and all the rest of it, but in the
end, you need the new provinces of West Africa, offshore Brazil, the whole Caspian area, the
other Major Resource Holders and that really must be a big.. the commercialization of huge.
quantities of stranded gas. So, there’s a whole spectrum of possibilities out there that you
have to compare the lower 48 or the Nocth Sea or whatever with you. The last question, if we
may. -

Q.

Rob Amott from Morgan Stanley. I had a quick question to you on returns and looking out in
the future, in particular in the Middle East region bgcause you talked of the area being a
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_tremendous resource space. .. tremendous from the point of view of cost. What about the
returus that you think you may get from the projects that ultimately you’ll be involved in
there? ’

A

Phil Watts: I thought Linda cxpressed it very well when she was talking about these new
things to do m gas and power down the gas value chain and all the rest of those when she
said... and then she said about LNG... we’re doing all this stuff, and your question is, “Do we
make any moncy?”’ And I think that’s the big caveat about Major Resource Holders, these
new opportunities that we’re looking at is, will we make money? And we’re not in it for
utility rates of return because there’s too much risk associated with it. But that will be the big
challenge and it will need the sott of relationships and discussions that Din was talking about
to make sure that you can get into real win-win situations where we make an acceptable rate
of return and the government feels that the way it normally should go is that they make even
more and the better we do, they do ever better. It’s that sort of challenge that we face in these
new areas.

Can I say at the end, thank you very much for your attention and for coming. We really
appreciated the opportunity to talk about the company that we know and love and enjoy
_working for. Thank you very much iqdeed.
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