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Note for Information

From: EPM — - - : e ‘

To: EP Excom

PDO Programme and Budget 2003
Following detailed review at the mid-October Technical Shareholder Mecting, the PDO Board approved
PDO’s proposed Production Programme 2003 last weelk.

As previously flagged in Excom, as a consequence of PDQ’s planning process being aligned with the

Government’s timetable rather than Shell’s, the Programme differs from PDO’s Volume 2 submission

(n.b. the “new” numbers were included in advance in the Fisccom presentation of 7 October and incorporated into the EP

BP). Whilst the production target for 2003 remains unchanged at 703kb/d annual average, the total

capital expenditure proposed is higher than the Volume 2 submission, and exceeds the 2003 ceiling

advised in the Capital Allocation Invesunent Letter by $66million Shell share. The additional funds are

required both to support projects needed to deliver the 703kb/d, and for the early phases of projects

that deliver production in later years, as PDO strives to rebuild production to at least 800kb/d by 2007.

There is little option for Shell other than to be seen to be supportive of PDO’s programme and to do all |
it can to rectify the production problems in PDO. To do otherwise would throw the Government’s fiscal ‘
position into turmoil were oil prices to fall below $20/b, and severely damage our position as we move ‘
ever closer to concession and net reward discussions.

Whilst we have approved the 2003 budget proposed by PDO in full, the Board has also introduced the
requirement for a quarterly review of PDO’s progress against the key elements of their Business Plan. As
a self-funded associated company PDO is not required to provide 502s/503s, but the new reviews will
also require that PDO submits “502 style” investment proposals for all major projects for shareholder
review. This increased rigour will provide substantially greater clarity to those elements of the plan that
ate, at present, rather sketchily defined - including demonstration of the economic robustness of new
project proposals for all shareholders and confidence that the associated technical risks have been
understood and addressed. The greater transparency will be essential to support PDO’s 2003 capital
allocation submission which, until new concession/reward terms are negotiated, are unlikely to rank if
judged solely against the usual screening criteria. The reviews also introduce the opportunity for rigorous
challenge on the cost efficiency of other capital-intensive elements of the programme, such as drilling,
where efficiency assumptions are declining substantially, despite the application of drilling the limit.

These new reviews ate also, in part, a response to an evident expectation from Government that Shell, as

Technical Adviser, should provide regular and structured assurance that PDO is on track to recovery, as

well as appropriate intervention/collaboration to ensure implementation. This will also call for more

focus in the support that Shell provides to PDO in the technical arena, whether for technology ot for the

provision of services. John Darley will be assisting me in 'managing' this during interactions in the

quarterly sessions, whese technical governance aspects will be addressed specifically. Our prime focus

will be to maximise the value of Shell input through coordinated input of Shell expertise from outside of

PDO into key PDO activities. To ensure that this is brought to bear most effectively we have decided to |
appoint Dan Antheunis, Vice President SEPTAR, to be the lead person on the Shell side to coordinate

our efforts in agreed technical focus areas.

The other area whete Government is looking for improved performance is in the provision of seasoned
professional staff according to PDO’s needs. Considerable progress has been made over recent months,
particularly in filling the PE and WE establishment, and there is now clarity as to what is expected
through the remainder of 2002 and 2003. I am encouraged that the tecently improved focus is now
bringing together the processes that will enable us to deliver.

: EXHIBIT
Din Megat

6 November 2002

Darley 14

Attachment: CMD Note for Information - Oman Exploration and Development budget 2003
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Confidential

NOTE FOR INFORMATION
OMAN - PDO OIL CAPITAL EXPENDITURE 2003

This note for information has been prepared for the attention of the CMD' before the 2003 Oil
Development Programme is presented to the PDO Board for approval on 29" October 2002,
The capital expenditure in respect of the Upstream LNG Development is not included here, as
it has already been approved by the CMD and the SPCO Board in June 1996. In addition,
Domestic Gas capital expenditure is excluded as this is funded 100% by the Government.

Summary

The disappointing decline in PDO production experienced during the second half of
2001 has continued through 2002. The latest estimate for annual average production
stands at 771 kb/d, compared with 831 kb/d in 2001 - well short of the 815 kb/d target.
By the end of Q1-2002 it became evident that production problems, and their
underlying causes, were more severe than previously understood, The contributors to
the poor production performance are many, complex and inter-related. The strong
drive towards unit costs ($3.45/boe) adopted in 1998/99 for example meant PDO got
into a vicious cycle of short-term solutions to try meet the target of producing 850,000
b/d, with studies and investment for sustainability, for instance in new water flood
facilities, was deferred. Hence when the ‘short term solutions’ of the recent past
(principally horizontal drilling) failed, compounded by subsurface surprises in some
fields, there were just insufficient projects to fill the gaps.

Whilst the changes proposed in PDO’s “0Oil Production Recovery & Business
Improvement Plan”, issued Q4-2001, remained relevant they were insufficient to
deliver the aspired oil production recovery and more fundamental changes were found
to be required. A re-organization of the asset teams in May (reduced from 6 to 2, each
led by a line Director) was followed by three fundamental initiatives:

» Portfolio Review (with Septar): to review the robustness of the hydrocarbon
resource base underpinning the base forecast, segment the diverse portfolio of -
fields into opportunity themes, and propose strategic development opportunities

e 6 FRDs: to improve understanding of underlying problems and further develop
strategic thrusts that will significantly add to PDOs medium term production. The
FRDs addressed Well and Reservoir Management; Waterfloods; Near Field
Exploration; Well Delivery; Engineering Manpower; and People Motivation.

* Manpower Review: to determine the resource requirements to support PDO’s 2003
Programme - both to implement the recommendations of the Portfolio review and
FRD, and revisiting the way work is organised in PDO and how staff, contractors
and technology are applied to deliver business results.

This work has confirmed that with 50 billion barrels of STOIIP (of which only 6
billion has been produced) black oil production at sustainable rates of at least 800kb/d
are achievable in the future - but recovery to that level will take time. PDO has

captured the aspiration to recover performance in the vision statement to ‘sustainably
deliver 800 kb/d by 2007 utilising the full potential of our people’.

' The PDO ol investment programma is not addressed by normal Group capital budget procedutes, as PDO Is an
assoclate company (34% Group equity interest) and remuneration of the private shargholders (POHOL, 85% Shall)
is dependant on a Net Reward scheme rather than conventional corporate economics.

1604
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To achieve this vision PDO must transform from a company focused on primary and

- infil} drilling to intensive reservoir management, and successful pursuit of secondary ..
and tertiary recovery. Medium and long-term oil in PDO will be delivered from
waterflood and EOR projects underpinned by well and reservoir management as a way
of life. In the short-term exploration will be refocused on near field exploration
delivering rapld hook up producuon

This shift demands changes in capablhtles and prlonnes, and considerable addmonal : ‘
competent resources to prepare and mature sufficient opportunities to restore

robustness to the production programme. The Government ambition of *full

Omanisation’ by 2007 will undoubtedly have to be revisited. Bringing forward the

more expensive IOR/EOR programme compared to earlier plans results in

substantially higher expenditure over the production period than previously forecast

and a higher level of uncertainty and risk.

Shell has given full commitment to Government to make all necessary efforts to help
PDO deliver on their recovery targets. Our reputation and future standing in Oman

‘ (and also in pursuing new business opportunities in the region) is closely linked to
making rapid progress to improve the situation, and ensuring success will be crucial as
we move into concession renewal discussions.

As a consequence of the current production difficulties and the change in the nature of
the investments required, Shell’s returns from PDO are lower than in the past for the
remaining duration of the current net reward agreement (expiring in 2004) and if
extrapolated with similar terms thereafter. It is therefore the intention, with support
also indicated by the Government, to start concession extension discussions whilst
reviewing the net reward terms post-2004, as soon as possible. -~

Programme Objectives

Whilst PDO’s black oil development plans for the 2003-2007 programme period are jn-~="-— " = =
line with the vision of restoring production to 800 kb/d by 2007, they show a
; significant shortfall compared to last years programme which projected 830kb/d
‘ through to 2005, rising to 850 kb/d thereafter. Significantly, the programme will not
. fulfill the Government desire to restore productlon above 800,000.b/d much earlier
than 2007.

ki ANNUAL BLACK OL PRODUCTION smm °  EXPENDITURE (vislon)
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The oil production to meet the vision is illustrated below ~ highlighting the
" considerable contribution anticipated from, first watetflood projects and, later, EOR.
“The degrce of maturity of these opportunities is variable and considerable work is
- required to develop implementation plans to deliver this promise. Over the next six
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months the level of definition will be deepened and opportunities ranked and

. prioritised to reduce the level of uncertainty both on the production and the cost side....... .
The longer-term profile will be flattened to deliver an 800kb/d plateau that
incorporates a balanced portfolio designed to deliver primarily at lowest cost, but also
maintaining the necessary strategic investments in early EOR opportunities that will
build experience and knowledge for the future. The Programme will demand a
significant increase in organisational capability over the plan period, provided not only
by increases in staff numbers but also substantial improvements in the competence
development of current staff, :

Through the Programme period this “vision scenario” sees the future growth IOR and
EOR projects kicking-off on their earliest technical start dates. As such, any earlier
recovery to 800kb/d will depend on implementation schedules that consider PDO
taking on “new ways of working” that might achieve significant reductions in lead
time for major projects, and identification of new opportunities and redefined
developments that can deliver early oil. Further deepening of the Portfolio Review
work will permit a considered view on whether, beyond the Programme Period,

‘ production levels above the 800kb/d are achievable and sustainable.

( 1,200,000 T %00 Frojecty i, Primary s Resarvalr Maragoment
= C6 Beploration By indit o ECR
=i G InfectionyFood 0= Tranche 1 [P
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Capital Expenditure

The five-year programme is anticipated to require a total capital investment of some
$6,500 mln (100% venture basis). Proposed PDO capital investment for 2003 is $1,075
mln, made up of $150 mln exploration expenditure, $819 min to fund the asset
development plan, $106 mln for first phase EOR projects, and $23 min for strategic
follow-up projects (successful exploration in Central Gharif will require on a risked
basis $11 min to ensure rapid follow-up and a further $12 min is expected to be

required to fund metering and testing equipment to implement well & reservoir
management FRD recommendations).
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Shell share of the 2003 capital expenditure is $365.5 min with the following split
between exploration and production capex:

2003 Capital Expenditure US$ min

100% Shell share Capital (34%)
Exploration:
- oil 117.9 40.1
- Government gas 32% 10.9*
Production 925.1 314.5
Total 1075 365.5

* gas exploration drilling is 34% funded by Shell but immediately recovered from Government one
month later and is not capitalised.

It is clear that some elements of PDO’s proposed programme, in particular the IOR and
EOR projects, require further work to firm up capital expenditure requirements. From
a Shell perspective, the overall expenditure level will have to be accommodated within
the constraints of the EP Business Plan, and there remains scope for vigorous
challenge of the proposed costs in some core areas of the business.

Notwithstanding these uncertainties, the PDO proposal is recommended for Shell
support, on the basis of demonstrating full commitment and support for PDO’s
recovery to aspired production levels. This support, which is offered through Board
approval of the 2003 Programme, will be tempered with a firm challenge to PDO to
deliver targeted cost savings, both as project definitions are sharpened, and in major

cost centers such as drilling where the full benefits of SCL/RTL initiatives are yet to
be realised.

It will be recommended to the Board to consider withholding approval of funding in
specified areas requiring further definition unti! the necessary supporting work is
complete. This requirement will be proposed as part of a strengthened formal
(quarterly) review of PDO’s progress against all key Business Plan targets. The
approach is likely to appeal to Government who, with the pressure of reduced oil
revenues and increased costs, are also looking for improved capex control and

efficiency - and for Shell to visibly accept a greater degree of responsibility for PDO

performance. FOIA Confidential
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Reserves
The reserves booking plan through the
Programme Period shows a downward

trend in the volumes to be booked. This is
fundamentally a reflection on the

substantial tightening of the process by ~ -
which reserves are booked, in reaction to

the apparent difficulty over recent years
converting booked reserves to production. ok Fed KA Eod b K07 B3 B 159 |9
Nevertheless, ensuring that future o oo LT 10 1009 000 00t 202 2063 2004 2005 208 2007
reserves bookings at least replace annual

production remains a shared aspiration for both Government and PSH, and a basic
requiremnent to ensure the future health of PDO. Studies plans will be set to ensure that,
on average, this target is met. The current 5-year maturation plan anticipates booking
1.7bln bbl compared to the 1.34 bin bbl of reserves produced.

‘.— Remuneration

Oil remuneration for the private shareholders is based on a Net Reward formula that

has two components:

(a) a production component equivalent to 5% of the net margin (gross oil revenues
minus oil costs) and,

(b) a reserves component related to the number of barrels of "old oil" (additions to
existing fields) and "new oil" added to the ultimate recovery.

RESERVES BOOKINGS

Anticipated results, based on Volume 2 capital investment ceiling of $347 mln and
production level of 703 kb/d, are as follows.

Net Income | Cash Flow (0il)
USS$ million | US$ million | ROACE %
MOD MOD
‘ 2002 LE 256 138 43%
2003 Plan 196 179 48%

For 2002, an oil price of $21.3/b has been assumed, This is the average of actuals to
end July and $20 for the remainder of the year. Qil price of $20/b is assumed for 2003.

...................................... Date:,........
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EP EXCOM
Minutes of meetmg beld in The Hague
11" November 2002

EP Excom Members Present / |
_ Walter van de Vijver — Chairman, Matthias Bichsel, Lorin Brass, Linda Cook, Frank

Coopman, John Darley, Carol Dubnicki, Dominique Gardy, Dm Megat, Bob Sprague !

and Brian Ward. |

Curtis Frasier attended as Secretary.

1. Staff Planning ‘

Notes of the discussion to be circulated under separate cover.

2. Minutes of the meeting of 28" October and Highlights
- Need to show where we stand on the scorecard. A_ction: Brass

~ The next step in the “close the gaps” process is identifying the actions necessary to
actually deliver.

- Dominique vpdated the Excom on the latest developments in the West to East
pipeline project, noting particularly concerns regarding IOC alignment.

- Project Thistle is scheduled for the Excom meeting of 25® November. Action:
Ward

- An update on Omalanga was requested. Action: Ward
- A joint SDPC/EPG workshop had been conducted in Noordwijk to develop plans to
address four critical issues in Nigeria. The results of this workshop would be shared

with Excom. Action: Ward

- The Bonga hull was scheduled to leave Rotterdam today, weather and tides
permitting.

- Need details/information regarding Kashagan for Walter’s telecon later this week.
Action: Megat

EXHIBIT
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3. Hydrocarbon Reserves Outlook

John Pay presented the current outlook for reserve replacement in 2002 and 2003, He
noted particularly the impact of: (i) the Enterprise acquisition, (ii) license extensions,
(iii) Big Tickets and Strategic Options, and (iv) T&OE opportunities.

Reserves jssues in Nigeria continued to be a matter of concern. Brian Ward noted
certain issues raised in the recent reserves audit of SNEPCo.

Lorin Brass told the Excom that, consistent with the agreed approach on this subject,
developments and updates would be brought to Excom on a regular and ongoing basis.

4, Strategic notes for Discussion
4.1 Global Scorecard

Lorin Brass reviewed the proposed EP Global Scorecard for 2003. He noted that the
proposed scorecard had been simplified significantly in comparison to the previous
years and told the Excom that the new formnat was intended to articulate EP’s direction
and priorities in delivering targets in 2003. The scorecard is expected to be a key tool
for engaging staff and further driving the behaviors and actions required to deliver
against Plan and meet external promises.

Excom agreed that the items referred to as “Deliverables” were better described as
“Milestones™ and that delivery of 12 or more of the 15 identified should constitute
“outstanding” performance (with 6 as threshold and 9 as target).

It was agreed that the structure and high-level metrics of the scorecard could be

shared, while the detail (including Milestone identification) should remain confidential
at this time,

4.2 Big Bets/ Big Tickets / Regrets

Lorin Brass presented the latest update of the three Businesss Development Funnels
(Brownfield, A&D and Exploration), as well as the “Big Bets” and “Big Tickets”. He
also presented a chart showing the timeline for FID and first production for the
Brownfield projects. ‘

A review of the Heartlands Project was scheduled'for 3™ December and the results
will be presented to Excom on 9™ Decemnber. Action: Brass
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4.3 Project Marlowe

Lorin Brass reported on the status of Project Marlowe. He told the Excom that the
Project screening process had identified 16 preliminary candidates for potential
divestment/swap. From this list, 6 had been selected based on considerations of
related regrets and doability. Each of these had been included in the EP plan for 2003-
2007.

It was noted that the key métric in this exercise is high book value.

Lorin told the Excom that work on bringing this down to the asset level continued and
it was hoped that this detai} would be ready for presentation to Excom at the meeting
scheduled for 25™ November. Action: Brass

4.4 Southern Cone Strategy

Bob Sprague summarized the status of the GP/EP Southern Cone Business.

The prospects for successful conclusion of Project Miranda were considered remote,
and it was determined that this effort should now be discontinued.

Excom supported the portfolio rationalization, as proposed in the note.

. Managing the Business notes for Discussion

5.1 EP Solutions Organization

John Darley proposed the creation of an EP Solutions organization. This organization
would be a product of alignment between SDS and SepTAR (GIS cluster) to provide
full life cycle solutions for the exploration, appraisal, development and production of
hydrocarbons. - '

The Excom requested that the propoéa] be shown in the context of the total
organization redesign. Action: Darley

5.2 EP Global Well Delivery Organization

John Darley proposed the creation of an EP Global Well Delivery organization, by
combining the SDS Well Delivery unit and SEPTAR’s WEDO team. He told the
Excom that this new organization would be equipped to provide competitive well
delivery performance to those organizations which lack the volume of work to develop
such capability themselves.
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As with the EP Solutions proposal, The Excom requested that this proposal be shown
in the context of the total organization redesign. Action: Darley

5.3 EP Projects

Excom endorsement was requested for the enhancement of processes relating to: (i)
business planning & decision review processes, (ii) Value Assurance Reviews, and

(iii) capital allocation exercises.

Concern.was expressed on the issues of: (i) alternative compensation tools, and (ii)
global procurement and contracting. Action: Darley and Coopman

It must be clear that, within these processes, EPT-P serve in the role of service
provider and not as a business director or project manager.

Subject to the above, the proposal was supported.

5.4 Malaysia: BDO extension mandate

Excom endorsement was requested for a mandate to negotiate a 20 year extension of
equity in the Baram Delta Operation’s PSC.

- Supported.

5.5 EPLF Agenda

A draft of the proposed agenda for the December EPLF was tabled. A number of
changes were suggested. Lorin to discuss changes with Ceri Powell. Action: Brass

. Presentafions
6.1 Sure Strategy - Plan of Execution

Steve Mut presented current strategy for SURE and developments to date. He
reminded the Excom that SURE had been launched based on its potential impact on
reserves, unrisked production and portfolio value. A significant investment had been
expended and significant leamning’s had been achieved. He then reviewed the
technological developments and described the current portfolio focus.

A revised plan for the execution of SURE was the presented. Steve told the Excom
that the revised plan entailed a significant reduction in the cost both for 2003 and for
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the total cost to first commercial FID relative to the plan used as the basis of the
Capital Allocation submission in June.

Management of environmental issues has always been a critical element of SURE
development, This was seen as a global issue, beyond a local project consideration.
From the beginning, it was considered essential that there be a sustainable
development case and a story to go with it.

In reply to a question, Steve told the Excom that, from a techmcal/quahty standpoint,
Venezuela/Orinoco was preferred to Canadian options.

The question of a potential joint venture with ChevronTexaco was discussed. The
critical question was: “what do they bring to a project?’ At this time, the feeling
within SURE was “not enough”. However, partnering options should be further
developed and explored.

Excom supported the revised plan.

6.2 New Operating Model for EP

John Bell presented the proposed details of Change Programme, in terms of scope,
schedule, accountability, and savings targets. He then reviewed the design of the
proposed Programme Office, in terms of role, composition, tasks, cost, and
timing/communication. He said success would require the following from the EP
Excom and the CEO: (i) cooperative working, (ii) sharing of information, (iii)
involvement is key decision making, meetings and activities, (iv) proactive challenge
with “Big Rules”, (v) team-play and display of expected leadership behaviors and (vi)
regular air-time and steerage.

It was noted that it was not too early for HR to be thinking creatively about the way
forward. Carol reported that this was already underway, with a meeting of regional
HR managers scheduled for later this week iii The Hague. -

. Notes for Excom Infoi'mation

7.1 Shel/ExxonMobil EP Tax Rate Comparison 2001

- It was queried whether Shell Canada data could be made available. Action:
Sprague

7.2 EPA Capex Options for 2003

- Noted.
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7.3

74

7.5

7.6

7.7

7.8

7.9

7.10

711

Brunei: Champion West Phase 2 GBP

- Noted

Australia: Sunrise/FLNG Project — Update and Way Forward

- Noted.

USA: SEPCo Dorado Prospect & Development

- The timing of submittals from the USA continues to be unsatisfactory. Action:
Sprague

USA: SEPCo Mars Basin Differential

Excom supported a requested mandate to fix the differential between West Texas
Intermediate and Mars Blend crude at targeted levels for approximately 25% of
SEPCo’s Mars Blend production.

USA: SEPCo Plains Divestment Update

- Noted.

USA: SEPCo Fairway Field Working Intei'est Acquisition

Bob Sprague reported that BP had withdrawn the interest based on a relative lack
of interest/competition.

Greenhouse Gas Emissions - Q3 and YTD Performance for EP

- Noted.

Stena Tay Update

- Keep the rig occupied in South America drilling for Shell and others remains

the preferred sequence scenario. Noted.

Brazil: SBEP Revised Deepwater Program GBP

- Noted.

FOIA Confidential

Treatment Requested RJW00271565

i
=
'
¢

R }

Al

Filed 10/10/2007 Page 27 of 50

1

»




Case 3:04-cv-00374-JAP-JJH  Document 346-8  Filed 10/10/2007 Page 28 of 50

yr

7.12 Shell E and P Offshore Services (Seapos) - Stena Tay under-recovery GPB

- Noted.

7.13 USA: Project Martini

- Noted.

7.14 Production in EP Business Plan 2002

- Noted.

7.15 Iraq Scenarios and Way Forward
- Noted.
{Lorin Brass, Linda Cook, Carol Dubnicki and Bob Sprague did not participate
in consideration of this 1tem )

7.16 Kuwait Partnering Update

Not ready to concede operatorship to ChevronTexaco at this time.

7.17 Libya Country Strategy
- Noted.
(Lorin Brass, Linda Cook, Carol Dubnicki and Bob Sprague did not participate
in consideration of this item.)

7.18 Oman: PDO Programine and Budget 2003

- Noted.

7.19 Pecten Cameroon Company Hydrocarbon Forward Sale

~ Noted.
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7.20 EP/GP Projects - Cost Split

Further progress on this will require agreement between the CEOs of the
businesses.

7.21 Morocco: Enterprise Interest - Group Restructuring Proposal

- Noted.

7.22 Expex Latest Estimate 2002

- Noted.

8. Any Other Business

It was suggested that a running update on capex options and their progress, be
maintained and distributed regularly to Excom. Action: Coopman
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. WELCOME

_MR. WALTER van d= VUVER, Group Managing Director: Good moming, ladies and
gentlemén. Welcome to the Exploration and Production and Gas & Power sirategy
presentation. You have all scen this slide befox;c, the disclaimer, so I will not read i1 to you.

. - Jam joined here by my colleague, Linda Cook, the CEO of Gas & Power, who will
do the Gas & Power presentation. She will be joined by Malcolm Brinded, who will take
over from Linda in the middle of this year as the CEO of Gas & Power. For the ‘
Exploration and Production presentation I will joined by John Datley, our head of
technology, amd by Matthias Bichsel, who is head of exploration, to give you a little of the

' _story. Today is all about decpening the story on Gas & Power we had on February 6.
OVERVIEW

; . MR. van de VIVER: What do we want from EP and Gas & Power? We want more of jt;
we want to grow it. Ilfyou Jook at our cirrent px‘mfolio, about half our capital employed is
tied up in EP and Gas & Power, but it pencrates at;out three-quarters of our earnings.

. Therefore, at the same time we strive to disproportionately grow EP and Gas & Power,

_a'bout thaee-quanters of our investment level overall as a Gronp, which is about $12 billion,
goes into Gas & Power so we can invest beyond depreciation and rctually grow this
business. It is very important for the future of the Group overall is why we are here today.
Just a reminder of the Group financial framework we showed you on February 6.
Everything you hear today is consistent with that framework. On our returns targets we are
getting back in the range in the short teiyn, while st the same time investing in the future to

insure we have the long-term value delivery and flow to the shareholders. Another thing

st
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‘we hope you will see throughout this day of presentations is the view of our portfolio with
the continuous balance between the short term, and mediur;'n term and the long terin. We'
are very much focused on getting back in the range of 13 percent to 15 percent, while at the
* same time executing all the projects that will deliver medium-term growth and then
créqﬁng new legacy positions for the future. You will see this again and again thronghout
the whole prescntation.
: ‘ Another thing we wam to drive home today, and I hape we will be sbecessful, is
_ ' how very passionate we are about this business. We do feél we have the strongest and
v most halanced portfolio AOng 0T pees. . We also feel, particularly when you Jook at the
combination of EP and Gas & Power, that we are the absolute industry Jeader. That is not
only when it comes our thé. TESOUrce vc.:lumo--th.e highest among our ?eem*—-but also how
v;e monetize ;})at and havez the overal] value chain of technologies, coéu and operational
excellence that will deliver the value, not only today but also In -me: long term, in earnings
and real, hard dolfars. It i essential to get the message about our leading-cdge portfolio

ACTOsS,

MR. van de VIIVER: Let's start with the Exploration and Prﬁuﬁon story. We believe
our portfolio is second to none, looking atit ona plobal scale. The whole strategy of EP is
focused around our existing business, in particular on areas we call our “heartlands.” The

' " heartlands are geographically spread aver the globe, and we will focus on them today.

. These heartlands are also about leveraging leadership positions and growing them i thi
future. At the same time we will ha\-i: the separate drive to bhild thé long-term Jegacy
positions that will dclive;' the. value for many decades to come. We will dijll down into the
portfolio to give you a more inside look at the strength in that portfolio,

First, Jet’s Jook at the portfolio from a rescrves perspective on a global scale when it
comes 10 distribution. On the Shell side we have a very balanced gwéxaphicﬂ spread in
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our reserves. ltis interesting (o note that we all know where we want {0 grow our
busipesses, and you will see we are nli'éady present in many ;:;f these areas. Our
competitors are still trying to grow in areas where we have been for many years. It is
important to see that in perspecnvc
"You should also rocogmz.e that we are by far the Jargest operator in the world,
These are real data looking at where Shell operates and where we have a strong role,
bringing our operational excellence 10 the table to the many areas of the world wheze we
operate. Itis a very Jarge scale that brings true capability to leverage lechnc;logy; leverapes
. our overall cost structure: and the staff capabilities you need to operaie, not only in the
Nosth Sea and Gulf of Mexico, but in other areas of the world. 'We feel very strongly about
our leadership position.
Ano(her thinig that should come out 1more clcarly is the comparison around mums
We see alot of comparisons of returns around the BP business and Shell versus our
competitors, but people ignore how things are grouped in the pottfolio. This is the _hke-for—
like comparison Jooking at retorns. “This takes !-he EP business as we define it, as well a5
- the Gas & Power business minus the power segment, and combines those two. We call
thai the midst;cam and ING business “‘ri[h our FP business to reflect Shell returx;s. : )
. Compare that with ExxonMobil where we deduct from their results their power resulis in
- China. And with BP we take the totality of EP and Gas & Power because we cannat take
" out their power Side.
This is the trae story over the period 2000 to 2002, It is important to hxgbhght here

that this is with an average price envnronmcm of $26 Brent and $3 50 Henry Hub, ltisa

high-priced cnvnmnmcm and we are still as com;)cunve There is always the 3 )sSue: around
exposure in the US. and so on. You see that cven jn these high-priced envuomnems we

are very competitive when it comes $o returns.
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Another thing to secognize is the volatility of our results as part of the market prices
for our commodities. We have a portfolio that is very robust against gil price volatility.
You see that on the lefi-hand side of the ¢hart. This is because we ha;c a very large part of
| our portfolio, like the world ontside the 1).S., on the gas side where contracts are either
o . long term or are tied to LNG where there is a ume lag until prices come through. So we
are v;:ry capable: of absorbing these price differences and are less exposed than our
competitors. On top of that, w;: have 16 percent of our portfolio on fixed margin. The
other side of the equation, currently 10 percent of our volume is exposed to QPEC-~always

is still modest in comparison to our lotal. portfolio, ‘

. i Let’s go to reserves. | know there has been a bit of a debate on reserves and 1 will
try to be open and ransparent around where we feel w-c are on the reserve side. On the left
side is a combination of proved and probable reserves—PP Feserves. That is how we plan
our business; tl’is is used for ouwr normal internal business planning. You see very healthy
growth here, and this healt._h growth gave a replacement on the PP of 2lmost 44 percént in

 the Jast five years. Recognize that this is just PP—it does not include all the scope

volumes that go above there some of our competitors show. This is purely the PP volume.

competition. You see we strongly believe you should not look at these measures on a
short-term basis, but on a Jonpes-term basis at 5 percent o5 10 percent when the differences
between us and the competition are not that stark. You should also recognize that when we
Jook at our reserve re'pl‘acc:mem. for the l;st couple of years we have been struggling to
seplace reserves aronnd the gas side. It is the gas side where we already have the strongest
. reserve base of our competitors. On top of that, we know the lumpiness of that measure

will only come through if you look at it for a Jong-enough period, with some of these tuly
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major projects we have in the development phase. That is the story around resetve

‘replacement.

The good thing about reserve replacement, if you lnok at the total Sheld portfolio
again, is the growth of our reserves over the various geopraphies we optrate in and our
ability to grow that reserve base while at the sam'c. time gmwi-ng production. We are
arganically gmw}ng that production and at the same time growing our overall reserve bass
over the yan'ou:-.'nms.

Allow me to give a little mitorial on reserve replacements, becanse it is such an
important issue. 1 will end by giving you some comments around the 2003 ontlook, If we
look at the total life cy:cle around reserves, this is the sto;'y. The message we want to-get.
across is if you do not take the simple measure of vnit finding and development cost over a
long;cnough period, you will have a totally flawed perspective of the real strength of the
business. , ; .

Look at the metrics you can use 10 track resource dcve}opmcm. We all know )'vou
start with exploration and prospects. You have undiscovered scope, then you g0 into your
exploration appraisal cycle and you have discoveries, There are metrics around the
exploration business that are often expressed in unit finding costs, They are out there, but

not easily benchmatked; they very much depend on what you assign as the numerator and

"denominator wher it comes to the numbets.

On the Shell side when we 1alk about unit finding costs, we apply basic SEC
discipline around what-we call "discovered volumes.” ‘That is what a particular well
actually encounters in oif and docs not take the full scope yet, since that will mature
throuph appraisal aﬁd the final investment decision. That is why we talk about doliar per
barrel on average, on unit finding costs, while at the same time you could talk far lower
numbers if you Jooked at the total scope of some of ovr discoveries. We try to be very

isciplined as part of that whele chain of iscipline on SEC goidelines.
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Another area that is 2 measure of the success of the business is around unit
development cost. We L-hi\'nk that is a very variable measure becatise it tries to depict the
amount of money you spent on development and the production capita:l expenditure
directly linked to the movement of developed, proved ms;rvcs. Itis 2 bit more difficult to
get out of the published n\imbcz_'s, but it is a true like-for-like comparison between
expenditure and actual reserves. As you know. that is the great difficulty with unit finding
and development costs, be_caus-c peop;]c can put whatever range of numbers they wonld like
in both catepories, .

If you actually start operating, you have 2 unit operating cost. We feel you need to .
look holisticaily at the total reserve eycle and all these metrics to give you a veal fee] for the
strength of the partfolio arjd how these things move across it ' .

Here you see the com;;a:ison on unit dcvelupﬁxent cost and ad_fuswd production
cost, based oo a variety of extemal data as you see in the foomole, Ke-y here is the

i competitive position of Shell versus the cc;mpcdtion. Being the lowest in development
l costs and adjusted production costs all tinks directly to our ¢apital efficiency where
technofogy-plays 2 major role, and is also linked to our technical and operational
excellence when it comes to delivering the goodies on a day-to-day basis. The key element
witimately is what uqnslmes 1o the bonon_a'line, whatever metrics you talk about. ‘ .

Going forward, that depicts how we see both our cash and noncash costs that:
translate into our unit tarnings. Yo;_: see here both operafing costs with ongoing trerids,
and yon know our comnﬁu-_mm on a 3 percent underlying unit cost reduction for 2003 and

] " 2004. You see here lhe reduction on DD&A, which to an extent is also linked to the
conservative depreciation we did on'the Enterprise acquisition. ‘That is why you see the
DD&A coming down going forwan!: Overall you see the trend averages around $8 per
boe. So whatever x;xcuics we talk about it unit finding and development cost, becanse the

numerator and denominator are ont of syne and you can start Jooking backwards rather than
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forward, what really matters is what comes through to your bottoro linc. There we have a
positive trend going forward.

Before 1 go, T do want to make some comments on reserve replacements for 2003,
knowing yon will ask questions on jt-—and that is good, because we do like question-s.

There are quite a few things happening you will hear about later today on the gas side that

- could have a major impact on our reserve replacements for 2003. This is where all these

prc;jects——whetha' they are aclivitics ongoing in the U.S. with onshore gas, or activities
ongoing in thc Narth Sea Yike an Ommen Lange, or the issues around Sakhalin defining the
projects that will supply Train 4 and Train 5 in Nigeria—all those will come to pass as part
of making those decisions that will impatt our 2003 reserve replacements. 1 hope youn get
additional comfort that things ate moving forward on the as side aftes the last couple of
years: at the same time, a5 we keep reminding you, don't just lpok at the indjvidual year-to-
year wplncemcms. - )

Now let's start dn]lmg down into our ponfolm We have a very balanced poztl'oho
and we like to show you where the investment on that portfolio is going and why. Thirty
percent of our investment still gocs into our cmstmg busmr.ssr,s. which are very focused

around our hearands; another 30 percent goes into growing the heanlands. and then we

* have about 30 percent linked to building these new legacy positions; and almost 10 percent

around the discoveries, bringing them to reality. This is very balanced and centered around
how we spent that $7 billion to $8 billion of capital expenditure.

Let's stant with our heartlands. This is a very important part of cur portfolio ahd 1
would like to spend some time today talking about things we normally do not talk about.
Maybe we take their value to our overall portfolio ioo much for grame't'l 1 will drill down
further on Europe and on Brunei and Malaysia, as just two examples of the strength of our

portfolia.
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Also at this time X will comment on some other areas. We have alot of pressure

around Oman with the current decline, after a very long successful buildup. We arc going ) e
. through a wansition there and we are very optimistic about the future. I think itis _'
;‘ ' important to recognize. that in Oman, just on the oil side, we are playing with 2 raassive
. portfolio. It has about 50 billion barrels of il originally in place. To date we have only
. produced 13 percent of that. There is enormous potential still left in bman. In Ihe‘.U.S‘. we
N have the leadership in unit eamings, as we have said in the past. ¥will éome back later to _
‘\ Nigeria. Let's go into Malaysia, Brunej-and Northwest Europe, )
: 1t is important 1o realize why we spend 30 percent of our money in these existing .

heartlands overall—because we made an avérage return of 40 ;mmt ROACE on them.

That is why we still like that business so much. .

' Looking at qurﬁ_:. ineSpéc\ivé of some of the stories you might hear from

competilors, it is very iroportant to us and will continue to be important for a Jong time in

the fum. With all the stories about production decline, here is ovr outlook on production
] in Erope~-stil) strong and stable with lots of opportunities. The othc;J Ihjng 10 recognize
is that 40 percent of our overall EP eamings come out of Evrope, .
Let's have a look at the map on Europe and the North Sea. W; cu;'rcntly have
, operations in Norway, Denmark, The Ne..thetlands and the UK., and we are dcvclop;n_g
‘ things on- offshore Ireland. Key here ar;-a couple of things: We are the absolute cost .
leader in the North Sea. You don't have to believe oor numbers; that is what Mackei.\z:ie
I C(-mfinns afier very extensive benchmaridng. 'We are number one in the central North Sea
' and number three in the southern North Sea. We still have many opportunities out tiere
that will offset the decline in some of the more mature areas, We have Jots of ongoing
activities. We still see potential jn the Atantic margin, going all the way from lreland to
Norway, and we had an éxtremely exciting discovery, Dooish, at offshore Ireland. In,the

next couple of months we will be further appraised on this development.
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There are a lot of key projects there, but also some little examples. You can see
Nelson il Production on the right-hand side. We took over that operation from
Entexprise.. Guess what? In a very short time i.'ramc we were able to turn around the
_ decline:and actually build production again. Through applying our skills on exacuu‘_én and
waterflood-—managing the water—we are able to sce a Jot of life-in a mature asset in the
North Sea. )
~  Thatis all I will say about Enterprise. Enterprise h-a.s disappenred into our porifolio.
1t is performing extremely well. We stick to all the synergy i)romises we made in
. “February. Thc;'c is future value potential there. You can imagine with Enterprise having
delivered more than $1 billion, we are smiling all the way to the bank.
We havé a very strong position in Furope, but we will go further. We are now
putting up the next gcncra-ﬁun of management processes around EP Europe to manage it as
a sinple entity. We see enormous potential there, ;10( only for cost takeont, bl;l also for
value creation. We will finally break t-iown the barriers between those various assets. We
will be able to use standardized processes thak will speed up Jeaming and transfer of
lc..chnolo_gies‘ Wesee a ]o-l of value creation coinciding with all the liBerglizalicm taking
place in the Furopean gas market. This is much like an alliance we want to do on the gas
‘ side, which Linda will cover. Itis all about positioning ourselves for the future, seeing a
" 1ot of value creation and finally taking the next step of looking at Europe. It will be very
important for along time into the future. . A
Let's Jook at some areas we do not talk about too much in Shell where we have very
i dominant poﬁtions and Jong-standing relationships with governinents. They are Malaysia,
Sarawak and Brunei. We have been there for a long ﬁmc-Malaysié nearly 100 years and
Brunei over 50 years. Amazingly enough, this is still a growing business. We continve to
reinvent ourselves. We see continued giowth with the scope we have in Sabah in the

decpwater. Last year they reached a production record. If we Jook at areas around

e
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with very high value for Shell overall,

& long time in the future, |

S210- : ’ ) o

Sarawak, last year they had liquid records coinciding with LNG volumes. We are at the

startup of Trzin 3 and will continue 10 grow volume. This is 2 very important business

Brunei is a typical example. Last year Brunei reached a production record, Brunei
cumrently has more reserves than it had 20 years ago. That is the real strength of Shell—
being able to apply all the leading-edge technologies. John Darley will show an example

of how we still see the value in these very so-called mature areas that will be heartlands for

Let's go through lhé: next stage of growing our heartlands and highlighting why . :
there is still so much growth for the deepwater. Idon't think anyone dares conlest -our
lc‘adcrship i deepwater. This is not szl talk, but actually doing and delivering in
deepwater. Itis a very competitive area and very important. We have been investing there
for a Jong time, as you know, starting in the Gulf of Mexico. We still see enormous
potential going fmw;td. - ’
Here is an examp]e- of our deepwater Jeadership. Mars Basin, one of the so-called
mature deepwater assets in the Gulf of Mexico, last ycai' delivered over $600 million of net
intome 10 our bottom line. Nota ot of pepble have these kinés of assets. Mars has been
able to surprise us year after year in (;apability and potential. We had to adjust the facilitics
going forward, as you see on the step chart on the Mars TLP. There'is still alot potential .
Jeft in Mars. Mars Basin overall has abc;ut five billion barrels of oil in place. At the same
time we are still exploringand appraising in that area. This is where the Deimos discovery
was made, and we are cum:ritlyv appraising that. That has high potential. Don't forgctt we
will enly stast waterfloodifig the Mars field in 2004—just the second siagc of development.
There is still a lot of scopé left, ’ '
Let's go to Nigeria. We all know the misery around Nigeria at this time, but let’s

put it into context. We have a massive operation and potential in Nigeria. This is the only
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area in West Africa where there is an-imegrau:d solutiot on both maximizing oil and gas
reserves in the country, As you know, Shell has been instrumental in creafing that
integrated gas and oil company in Nigeria. Imespretive of all the troubles we have had in
our westem division over the last couple of weeks, we are still able to supply all the gas
neads after the startup of the third train on Nigerian LNG.

‘We bave that ﬂcxfbility in our portfolie te do s0. We have a very nice portfolio
because these are all very big material assets. That is what this map shows-~all the

. individual assets with over half a billion barrels of oil in place. We ars now still in the

buildu phase on our EA facility offshore Nigeria, It is doing about 60,000 barrels a day,
so jtis all going according to plan. Itis a very successful oparation with the right balance
between onshore and offshore, the right balance in exposure, and sl has Jots of potential.
" On our gas postfolio, this is the spread of our overal] gas reserves across the world,
which vranslates into an R/P of 15.5 years. We have a very strong position in Asia Pacific
as the leader there, We are very strong in Aftica and the Middle East. You will note scope
for recavery is quite 2 thin sliver in North America. It does n.ot make sense in a ot of these
\ areas to find more reserves. You have to élign it with monetizing your reserves, s6 you
- - have -lo look at these things in context. You know the size of Europe when we sit on these
. ‘ assets around the [indistinguishable] of fuel 10 The Netherlands, which has huge potential

L : for the future. 1think we all recognize that the bars in America are a litthe thin.

: Let's go to the last stage of building new positions. We are frying to.give you a
feeling for how we carefully balance our fonding to create some of -thcsc long-term
positions that will deliver value. Itis very geographically spread tisk-wise over the globe
in the places we want to be, like key areas aroux')d the Althabasca oil-sands. As you know,
they are now in the ﬁna'l stage of commissioning a startup and have now successfully
commissioned the Scotsford upgrader, so that is all in train to start, In Brazil deepwater,

again Shell has so far discovered close to four billion barrels of oil in place. Iiis now in
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the process of-co-mmcmializing those resources, knowing we are.the strongest international -

oil company in the deepwater of Brazil after Petrobras. We have already talked about West

Africa. In the Middle East there are 5]l many select areas for growth. The Caspian in

Russia is very much centered around Sakhalin. Wc-.h-avc talked to you about China before.

, This shows sor-ng of those world-class projects coming through. Here is a picture of

i . Althabasca. Again, recognize that Sakhalin is onc step in a major development we are

: pursuing with $10 billion of overall investment, for a position that will be there for decades

o come. Weare cursemlyun the final stages of setting vp al) the demems including the

marketing, which Linda w;ll cover, to take it 10 the final investment demsmn Itis the

same with KashagaMm_uc a Jot of activity happening now to amrive at the ﬂnal
awarding of the contract and get this deyelopment soing. . ‘
Here are some more near-term things. Bonga FPSO will be the biggest offshore

FPSO in Nigeria. The topsides are puk on in the UK. and will sail from there around

Septunber. moving slowly south lo-bc installed in Nigeria for startep in April next year.

: ijupnm Salerna is another present we got from Emerpnse We came in lau: in thal
project's devclopmenl but were ablc to apply our skills in project managemem to accelerate
the startup frgm beplember to three months earlier in July. Again that cffectively shows
our strength in overall project management.

‘With that, I will hand it over to Matth-ias for a desper look into our exploration
portfolio. . ' . '
. ER PORTEQLIO—GI ORAL EXPLORATION

- MR. MA‘I’I‘HIAS BICHSEL, Dnmctor, Explorauon Thank you, Walter and good,
morning, hdws and gentleinen. By choice we have the strategy of pursumg wo distinctly
different types of exploration, 'I‘hey are at different stages of the hydrocarbon life cycle
and require quite different skills 1o be successful Near field exp]muon. addressing by its

very nature the smaller volumes but the hxgh um!—valuc banels. is in support of onr
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production in the hea-mlands. To be good & ét one fxas to have a deep understanding of the
interaction of geology and gcophy'siés in 4 particular area. Convessely, exploring for new
hubs requires an outstanding skill in und'erstanding the hydrocarbon systems of the weorld,
Obviously this type of exploration is in suppon .Df our growth in the heartlands as well as

building our new positions, since it addresses the Jarper volumes. '

In the second half of the 19905 and into the early part of this decade we have spent
alot of effrt on near field exploration in terms of money, and in particolar, manpower. In
Jate 2001 at the presentation on the EP strategy, we indicated to you we would shift the

. fotus of exploration towards the new-hub type exploration. Now we are drilling more "big
cats,” as we call our material 0ppoﬁuﬁiﬁes. than we were in the past.

Lei e say a few words on the performance of exploration. We are very proud of
our near field exploration track record with its high success rate, That success rate allows
us to design our exploration wan;c as producers, which in turn enables us 1o shorten the

; cycle time between exploration and first o;l 10 capture maximom value. To éiVé yon_,or;e

examp]'e, the Gulf of Mexico Jast y&r had a success rate of over 80 percent. From this
activity in 2003 we are producing 30.000 oil equivalent today, and that is incn:asing over

L time. You can imagine the value we _imve created through that activity. We are replicating,

- that as a success across the world,

. Our-sualegy 10 move. 10 new hub-type exploration is paying off, as you can se¢ on
this slide that shows the discoveries we made last year in this category. ‘These discoveries
range from the Gulf of Mexico, where we i'nave participated in all the big discoveries that
industry has made, into IreJand—Walter already taiked about Doofsh—and over in‘lo the
Far East and also in West Africa, where we are very successful, A study done by Deutsche
Bank looking at the equity resources discovered in 2002 in giant discoveries—they have

used a cutoff of 300 million barrels—compares Shel) very favorably with the competition.
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Exploration is there to undespin growth. .The exploration discoveries are fueling
the development 6ppommity funnel that is graphically represented on this slide. We have a
very strong near field cxploratio_n performance, as 1 mentioned, close to its production.
That js on purpose. We have -ajust-in-time approach 10 near field exploration, just in time
as it becomes available, Ti;)em is m-) point in- dril-ling these wells tod early; that would
destroy value, At the same tiroe, once again this picture unde}pins our shift of strategy and
proves the new steategy of moving to new hub-type exploration is shm'ni'ng traction. We -
have mote of those discoveries now populating this funnel and moving forward to
production. 1t s clear that 2002 discoveries in panicular require more work, appraisal .
drilling and studies to nail down the exact plan—when they come on stream and how we
will develop them. ) .
Ultimately exploration is oll aboyt creating value. This is 2 study conducted by
Wood Mackenzie Jooking at the value added lhrougl; organic exploration and appraisal
activities over the period 1996 to 2002. It puts us squarety in the number-one position.
That same study indicates that we are top tler in the finding costs, as W'aller mentioned.
That was all about the past; we need to repli«;am that suceess into the fotore. We
require a few ingredients. One is to have-n portfolio of o;;ponuxﬁﬁes. bur acreage position
is second 10 none, but that js. not a static picture. We mre ;:on\inually rejuvenating our
. porolio. Last year, for inét_nncc. we fanncci out over 50 positions and relinquished 113 .
blocks. At the same time last year we acquired acreage jo nine countries, excluding the
acquisition of Entexprise. That keeps our partfolio rejuvenated, renewed and allows us to
high grade the drilling opportuniies. o
Trealize, of course, that having a partfolio per se hasno val-uc.- ‘The: value lies in the
tapability to untock that portfolio, to tuim it into volumes and 10 transform that into cash.
Shell has that inherent strength, su'el:lgd}' we have honed over years of suceessful

- exploration. Decade by decade, as this example of Oman will show you, we have found

.
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more plays that in turn penerated over 100 oil fields currently on producﬁon. with more to L

Dby exploration-—it is pure organic exploration success. We are replicating that capability

" to ilustiate that is deepwater.. Walter already mentioned our leadership position in that.

+

-15-

come. All that massive oil in place present in Oman that we are working has been found i

and success across the world.
Allow me to sum vp. We have an exploration strategy that makes sense, Supporting
both production and the grawth in the heartlands, as well as in the new positions. We have

a track record we can be proud of and a portfolio we know how to unlock. A nice example

We pioneered decpwater exploration its the Gulf of Mexico in the 1980s.” We Jearhed the
-ropes, built up_thr. skills.and developed-the 1echuology. We take that capability and
leverage it across and into northwest European Atlantic margin, into deepwater Nigeria,
into Brazil and inta the basins of northwest Borneo. o - _

Mow in this century we are taking it a step further, 'We m_bui)gifng our positions in
undrilled frontier basins.‘ such as Morocco deépwau:r and tl;e ultra &ccpwatnr in the Nile
delta, and ak the anfrxct;t we. are ﬁnalizing the negotiations on the terms of a Jarge
decpwater acreage tract in Tanzania This position together with our heartlands will
deliver a sustained sucax‘n of new production to Shell from exploration. -

Thank you very much. [ will band o-ver to John Darley, who will wlk about
technology. A

EP STRATEGY--TECHNICAL EXCELLENCE
MR. JOHN DARLEY, Director, Global Exploration and Production Technology: Thank
you, Matthias. Good morning, ladies and gentlemnan. In the ncxf few minutes I would like
to explain how technology adds value to the EP.portfolio and how our technology strategy
adds value to the short and the medium, and positions vs for the longer term. Oq-r targct;
are very clear: to drive down unit costs both in opérating and capital investment; to grow

opportunities for production; to Iook at new ways o Jeverage the assets in our heartlands,

Y
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and 1 will come back 1o that; to maxlmizc the ultimate recovery, and we beard examples of

how recovenes over time continve to grow through new technology; ahd finally to position
us for the longer term, because we are Tooking outwards, particolarly in R&D, at the
(cchnologms we will peed five or 10-plus years out.

1 donol have time this moming to cover the full spectmm of our 1echnology, so i
will focns on twee areas. 1 wil) look at well technology and why we give that focus. 1will

took at imaging the subsurface and how that generates opportunities to defer sume of the

declines we see in mature fields; and T will look at the integration, particlarly in the
‘ concept of smart fields, and show h;_w each of these clements add vahie ta the portfolio. ' .
o Let's start with the wel) arena. Why do we look at well technology and why is this
smponm\ to us? Of that 57 billion to $8 billion annual investment we make in capnal
spend, something like 25 percent to 30 pc.rccm finds its way back into drilling and
completion of wells. Owthe lefehand side of the cban you can see the performance in the
Gulf of'Mexicci in drivin-g i!own_ the time to complete or finalize the drilling phase, the
complete subsea wells, taken ot the period from 70 to 80 days down 10 about 20 days. The
signiﬁcz-mce of this is very clear. An offshore drilling rig in the dccpw;atcr Gulf of Mexico
| will cost anything upwards of $100,000 a day. The ability u; dnive down completion times
and therefore costs of these wells is insrumental in maximizing the volume.
. On the other side of the chart you sec an example of prodoctivily improvement in .
well design. This is talking about big bore wells. We Jook both at the well bore itself as

well as the completion technology in'the reservoir. This example shows production of

70,000 barrels a day from this technology during 2002 Some of these techniques. use our
proprictary invention of exllmndablc tubular technology, which you ma; have seen in the
press. This allows us 10 run pipe in the bore hole and expand it in situ.

Last year we successfully desonstrated what we call the monoDizmetes well. The

monoDiameter well has the capability to run from top to bottom a uniform diameter well
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bore. This is a major breakthrough in wel) design. Traditionally wells are drilled with a
very large surface pipe that concertinas down to a very small size. That approach in itself
is somewhat is soméwhat inefficient in terms of the large pipe at the surface leading to only
a very small conduit at the total depth. The monoDiameter concept, the ability to n,m' top-
to-bottom expandable and sequentially expandable tubular pipes, allows us to achieve both
more MMﬁViW from the well and a significant cost reduction in that we remove a lot of
the weight constraints of drilling wells, and are able particularly in deepwater to use
generation I rigs at perhaps a cost of $60,000 a day instead of a generation Vrigupto .
$200,000 a day. Again that cost is coming from efficiency improvement. This
moncDiameter wechnology is proprietary from ourselves. Ithas been licensed and worked
in joint ventures as part of our technology strategy to bring the technology to our own asset
base very quickly. A ) '

The speed of deployment of technology for us is a key differentiator. Across the
full spectrum of technologies, we cannot have the s-amc Jocus, but we can identify we really -
need to be the lead player. We have identified fovr technologies. One we call 4D seismic
technology, the ability to understand in the reservoir the oil and gas displacement process
or recovery process in the subsurface. The technology of under-balanced dn:l]ing, which is
not a Shelt technology but une we recognized and believed would add a ot of value 0 a .
special focused implementation approach. I bave mentioned expandable technology ’
already, and the whole arena of smart wells.

-Our focus here is ;o take teams able to take learning from one side of the world to
-the other, Our globally deployed implementation teams are focnsed on working with our
asset base with our cpesating nniﬁ aroand the world to apply a technology, to benefit from
the value of that technology and take the leaming and replicate it elsewhere. Jtis an

extremely successful program. Yoo ean sce our market penetration or global market share

FOIA Confidential
Treatment Requested
v N

“— Treatment Requested

HAG00202401

" FOIA Confidential . MISC00011263

SMJ00013727




Case 3:04-cv-00374-JAP-JJH Document 346-8 Filed 10/10/2007

Page 49 of 50

-18-

of these technologies in 2002. You canises the value we added to the 1otality of Shell's
business—-a material contribution to our business in 2002,

‘The next slide is not in your pack, but this shows the 4D seismic and the wiy the .
process works in identifying displacement in the subsmfé;:e. This is an image from the
Tern Field in the North Sea. Tbrough: advanced seismic imaging we have the ability to see
where oil has been recovered and where it has been displaced by the water. The lightly
colored blues going to the reds are areas that originally contained oil. The red lines are the
wells where they either inject water ;x-_pmdm':c the cil. The brightly colored areas are those
areas of remaining oil. We éan then id:n-tify where we need to put additional wells or how
10 fine tune-lhe injection of production programs 1o manage the Teservoir process.”

The next shows haw that works in the Dragon Field in Norway.. Here you:can see
the original decline from Dragon was predicted in 2002 or so; By running a scquential
number of time-Japsed seismic interpretation runs, we were able to manage that mscr-_véir
and drill the wells needed to further decline away from plateau, hold the plateas for a

Jonger period and increase ultimate recovery. This is a clear example of the benelit of this

- tet_:ﬁno]ogy.

Walter already meptioned Brunei and our ability to manage lh‘p };ydrmarbon
resource base over many ycar& The reservoirs in Brunei are rather complex. We have
somclh?ng like 3,000 different reservoir companmentalizations in that part of the world.
The pictore heve depicts what that miight look Like, The red areas in the cross-w;lion are
individual pockets of oil. The pockets of i) are underlying a gréen gas zone. The
challenge is how to most eﬂ'eet;veiy tap into each of those individual pockets of oil.
Traditionally we would have drilled a number of vertical wells that would have tapped the
cil, and produced that oil in very smz;_ll pockets. That is often not economical.

We approached this challenge differently by drilling what we call & "snake well®,
which is steered through the drilling pfocess into the individual pockets of il and gas.

.
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That steering technology is coupled with an expandable technology that allows us to
expand the casing in sita. The nunbers refer 1o the control systems run into wells. Those -
control systems allow ug I!o then seléctively produce each of those layers or pockets of oil,

, so from one well we can tap lhi§ total array of potential producible hydrocarbons. You can

! see the value. The gain is imtediately obvious in tetms of production and ultimate
recovery. Technologies of this type allow Brunei and other of our heartland areas to
continue 1o grow r'cscrvcs despite a very mature production history.

- . The technology of smart wells is already bting applicd in the United States in the
NaKika Fi:&ld, Gulf of Mexico. That field will come on stream )ater this year. It wiil be
the deepest water development in the Gulf of Mexico, again pushing forward onr
leadership for being a water depth of 2,300 meters. Smart well technology is a key factor
to enable us to recover oil and gas from six discrete fields, which otherwise would not be
cconomic. The NaKika uses smant well technology in the same way we use itin Bronei.

_Taking the technologit;.'s and imeg;*a;.ing them is the icey to éathcring voiumt: in the
longer term. ‘The picture here is a bit of a schematic of what we call the smart field value
Joop~the ability 10 sense in the reservoir the displacement process; to mcaslure the
pressure and the effectiveness of of] and gas production; to model that capability in_mal
. _'titne; to select the options for future developrents; and again in real time vse telemetry,
robotics and ad'vancod. non-traditional oil field cépa!;i!ilies to maximize volume, We
believe, and are not alone in that bclief.. that real value will be generated from smart field
applications it the coming years. K&G [ed. query] Energy Research Associates have
similar large numbers, We believe weneed tobe a playc.lt in elements of this and certainly

; a player in the integration of lc‘chnolog-ies that bn"ngs them tnée?her 10 capture the

maximum value,
I hope [ have been able to show you in this brief glimpse some of our strategy |

around technology. It is, first, the identification of what we really need to maximize

om s
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