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Phi' Watts:

Good morning, ladies and gentlemen, and I say good morning here. I'm not sure what time of
the day it is for those ofyou who are watching on the Web at the moment. Welcome to all of
you from around the workL .

WlIen we last met 12 months ago, our theme was "Improving Performance and Maximizing
Value in Uncertain Times." This theme remains unchanged. In the context ofmany changes
that have taken place, it still reflects our key ambitions to deliver on our promises and to do
these things in a business environment that is quite different from 12 months ago and still full
ofuncertainty. Our presentations today will focus on what we have delivered to date and on
our strategy and plans for the future-in particular we Will be expanding on what we see as
our unique ability to create value in the ga$ chain.

The targets that we will discuss today are those already in place for 2001. New targets beyond
2001 will be disclosed at the Group Strategy Presentation in December. Just before I describe
today's agenda in detail, I'm obliged to show you this disclaimer which reminds us all that
any projections made are always subject to factors outside our control. And so to business...

Today's presentation will last about 2 hours. I will open the proceedings with an overview of
where we are and the targets we are moving towards. Then my colleagues., Dominique Gardy
and Din Megat 'will giveyou a more detailed picture of the BP portfolio. Linda Cook will
give you an overview ofour gas and power businesses, explaining our strategy and our
capabilities for adding value. All of these presentations will demonstrate how SheIrs oil and
ga$ bUsinesses depend critically on our ability to develop and deploy new technologies rapidly
and stay ahead of the game. In our fmal presentation, Tim Warren will report on the
technology advances that we've made in the last 12 months. There will be a short coffee
break after Din's presentation and lunch after Tim's presentation and after that we'll have a
question and answer session.
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For this reason, or I should say for this session, we will be joined by Waiter van de Vijver
who is sitting here on the front row who is responsible for our upstream and gas and power
operations in the United States. Alter a break for lunch, you're invited to our technology
show which demonstrates several advances we've made over the last 12 months andthose
we've planned for 2000. When you visit the show, you'll see why developmentssucb as 4D
seismic, expandable tubulars and the Twister have such an impact on our ability to produce
effectively and efficiently.

Let me introduce you to the persons responsible for exploration and production in yellow and
gas and power in green.. )fote that Linda Cook is CEO ofgas and power and also part ofthe
EP Executive Committee. This insures that we have a seamless linkage over the whole value

, chain from molecules.to electrons. It would have been nice to have the entire Exploration and
Production and the Gas and Power Executive Committee here today making presentations and
answering questions but it would be rather a crowd and would look a little bit like the Last
Supper; so, we've been a little selective. And added to that, a few of them had some urgent
and pressing business to do and some deals to close.

We've successfully globalized the business and technology organizations ofEP including the
alignment... including the integration of the North American businesses. We baye aligned
E&P and gas and power organizational structure building on the strengths of both
organizations, working closely together at the global and regional level to maximum synergy
and customer focus.

We've established processes which are centrally laid but locally owned and which allows us
to further leverage the size ofthe Group. Exanlples are e-business and procurement You
may remember the promises and plans presented last April and June by EP and Gas and
Power, respectfuUy. Those presentations were about our contribution to achieving The Group
Roadmap set out in December 1998. At that time, we committed to a 15% ROACE for EP at
$14.00 a barrel, and that's $14.00 a barrel Brent. We also committed to reductions in
workforce and costs and to some major portfolio divestments and dilutions. At the same time.
we set a target for volume growth of5% per annum for the period through to 2003, subject, of
course, to possible portfolio actions.

All these promises reflected our commitment to making significant improvements to our
short-tenn performance without compromising our long-tenn growth aspirations. In gas and
power, we set as a target a ROACE of7% in 2001 and investments ofsome $800 million
dollars annually reflecting the gross ambitions and opportunities that this business offers.

Let's look now atwhat we've actually achieved against our promises and at the opportunities
we've created to grow more value.
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EP earnings, adjusted NTAT, more than doubled in 1999 when compared to 1998, up 121%
excluding specials against an industry average of 85%. Although oil prices were significantly
higher than we'd expected, a substantial part ofthis improvement was due to self-help. The
self-help constituted lower operating costs in all major areas of the business and lower
exploration costs due to a stringent global ranking process.

Overall, we reduced our costs in t999 by some $1 billion dollars. This is split equally
between exploration expense and operating cost improvements. The operating cost
improvement is 30010 better than was planned. The cost improvements and reductions in
exploration expenses are both before tax. Compared to the restated cost promise of
$1.8 billion dollars for 2001, some 55% has been realized in the first year which will help us
to further strengthen our competitive position.

We have various programs in place to insure that the revised targets will be achieved within
the 3-year period, that is, before the end of2001. Accordingto a comparison by Schroders,
we're the leading major in terms ofcosts, both finding and development costs and unit
production costs. We outperformed the other recently-formed super majors for the period
1996.

Shell is building a strong, competitive position. As we move forward, we will continue to
build this position. We have more E&P operations than any other company and more
deepwater operations than any other. Our gas reserves are larger Ul311 those ofany other
organization in the private sector. We've maintained leadership in areas where it makes a
difference in the future despite the recent mega-mergers.

Many ofthesc achievements reflect our strength in technology. As Tiro will explain a littlc
later, technology is one ofour key differentiators and a major source ofcompetitive advantage
for us. As far as size is concerned, Shell's global production operation is more than double
any competitor'5 outside North America We operate more oil production globally than either
ExxonMobil or BP Amoco.

Twenty-five per cent ofthe rest ofthe world Shell operated production is gas. We cover
every continent; with 30-10 ofour production in West Africa, 300/0 in the Middle East and t8%
in Austrilasia In contrast,.morc than 75% ofBP Amoco's rcst-of-the-world production lies
within Europe itself

Reing the leading operator provides us wi1h a strong competitive ad"1IJ1tage. All these factors
help explain why we are the partner ofchoice for governments and national oil companies.
Recent examples have been the award ofagrccmcnts and opcmtorships in Oman, Nigeria,
Norway and, of cours,e, the development contracts in Iran.
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In addition to our reputation, our financial position and our size, we offer our global
capabilities across the value chain and, specifically, the leverage of superior technology and a
vast pool of talent and experience. Of course, we are also welcomed in joint ventures where
we positively influence our partners and insure sound risk containment set against our sound
business principles.

Lastly, of course, our low finding and development costs make us a partner ofchoice. Also,
our leading position in the application of sustainable development will help us in the future to

align our interests even better with govemments and national oil companies and the .
expectations ofsociety at large.

In 2000, .we've already made significant steps along the path to improving performance and
maximizing long-tenn value. In EP, we announced the Altura divestment in the USA and
disposed of the relatedC~ assets to Kinder Morgall and r d like at this point to pay tribute to
the leadership ofWalter and, of course, Jerry Egan, the CFO, this morning and to all the staff
in SEPCo who were able to push through that deal.

Wc dilutcd our holdings in thc Malampaya Projcct in thc Philippines by a further 10%, having
sold 45% to Texaco in 1999. Later on, Domillquewill give some more backgfound 011 our
most recent portfolio actions.

Also, the Sable Offshore Project in Canada in which we have a 31% interest came on-stream,
and we've succeSsfully re-entered Azcrbaijan where we look forward to partieipating in the
development ofthe country.

. In gas and power, the first cargo ofOman LNG was shipped on the 5111 of April and the
second train was commissioned. Also, agreements which may lead to future growth were
secured for a regasilieation terminal in Suabe inNortheastern Brazil.

r m delighted to announce that Dick Cheney and I signed an agreement yesterday in The
Hague to establish a joint venture called WellDynamics. This joint venture represents a
unique combination of industry strengths whieh we're putting together to develop and deploy
SmartWell technology. Both companies believe that by combining Shell'so~r insight
and technology with Halliburton's senr-ice company capability technology and the wholly. .
owned subsidiary ofPetroleum Engineering Services, Ltd., we can lead the industry in this
technology. We're confident the impact ofthis business on the industry will be as great as 3D
seismics and hori7.ontal drilling.

SmartWell technology is potentially SI billion per annum market We're excited by the
prospects ofour partnership which will create significant value for Shell directly through the
jointventure but even more importantly for us through the value it will bring to our core
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business through the fast and effective deployment of strategic SmartWell technologies. Tiro
will say more about this later.

Let me know look at the future, ifI may. None ofus are complacent. The business
environment remains volatile. In 1999, we saw oil prices sharply rebound from the lows
reached at the end of 1998. We cannot say for certain what will happen in the future but we
expect prices to remain above $20 in the short-term and, then you'O notice I've not defined
what short-term is several factors among them OPEC's March agreement to increase
production by 1.7 million barrels a day. As always, it's difficult to predict actual prices and
production volumes.

In the long-term., however. we believe that oil prices will be driven by marginal costs for
non-OPEC countries. So, our long-term outlook remains a $14.00 a barrel price. This may
look pessimistic today. Only 14 months ago, it looked optimistic. 111erefore, we maintain our
project screening at $14.00 a barrel and every asset and new project within out overall
portfolio needs to also be robust at $10.00 a barrel so that my Chairman can sleep easily at

night as he expresses it. .

In our view of the future, we also see gas growing much faster than oit Gas will take a
growing share ofthe energy market as societies increasingly demand cleaner fuel. The
statistic.s are compelling. Carbon dioxide emissions from combined cycle gas turbine power
plants are one-halfofthe emissions from older coal-fifed power stations. Therefore,
companies that are well-placed in the gas business, we believe, will thrive. And for Shell

. which has the biggest gas reserves of any private-sector company in gas and power, the
outlook has to be positive:

Now, what about our company strategies? III EP, our strategy remains focused on short-term
profitability andlong-tenn profitable growth. We have a strong portfolio to build on. Capital
employed is some $25 billion. Our operations produce about 7 milliQll barrels a day. Our
reserve base is some 10 billion barrels ofoil and some 60 tcfofgas.

We are also building on our key skins and technologies. We have access to a large global
pool oftechnically competent staff. Our technology organization isglobal with centers in The
Nethcrlands and, righthcrc, in Houston where you'ce sitting today developing
growld-break:ing technologies in a number ofkey areas. We will continue to use integration
to create value with Close cooperation between our gas and power and oil products
businesses. All of these factors will feature. as the implementation of our plan unfolds.

We will be expanding in new countries sueh as Iran and Brazil. Wc will levctllge our SUCCCS3

in the GulfofMexico as we develop other major deepwater basins. We will develop markets
and grow our LNG business. We will continue to invest in several major projects that have
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been given the go-ahead in Nigeria. in the USA, in Canada and Iran. The total capital
expenditure of these projects recently announced comes 10 some $5.8 billion.

We will invest some $6 billion annually in production Capex and exploration expenditures
sufficient to meet our growth target. However, we will use our strong financial position to
grasp new opportunities and we will take advantage of the current business envirOlunent to
selectively inerease our exploration and production expenditure in 2000 and in 2001 for
high-value opportunities but in no way loosening our commitment to capital discipline.

Gas and power strategy is about Icvcraging and monetizing upstream gas positions,
developing significant positions in growth markets in power or infrastructure such as import
terminals and providing unique solutions to the various cu~omers in the value chain.

Building on SheD's upstream gas position provides both unique competitive advantage and
thc opportunities to maximize valuc for gas and power and also, of course. for E&P. This is
working very successfully with LNG building on our stroog upstream possessions in Nigeria.
Australia, Brunei and Malaysia. .

Furthermore, gas and power seeks a major role in key growth markets such as the southern
cone in Latin America, India, Turkey and China Here, we look for long-term. partnerships to
invest in infrastructure such as pipelines, regasification terminals or power providing
tailor-made customer solutions to grow the gas market.

We are also applying state-of-the-art SheD technology-for example, SMOS and coal
gasification. We also seek to bring energy to homes and to industrial customers, for example,
in Australia, in Europe, in the USA These activities are about leveraging brand reputation
and also about learning and acquiring new skills and mindsets.

Let me illustrate this point by showing you a typical integrated value chain in the Far East.
For simplicity, we've excluded specific retail arrangements but the same principles apply. It
is not unusual in the value chain to have two or more different partnerships involved with
different parties andlor different interests. However, all parties at the various stages require a
return ~mrnensurate with the specific risks that are involved at that position OD the value
chain"

Linda will elaborate on these new opportunities we're developing in leey rnarlcets, marketing
and trading businesses in the l;S and Europe, and increasing customer focus through our new
ventures in the retail market.

1would like to draw your attention here to the new processes we've introduced under the
heading of«New Ways ofManaging the Business." These processes are crucial to our
success and we increasingly take decisions from a globalperspeC6ve and implement them
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locally. The other crucial ingredient is having a business perfonnance driven culture
embedded throughout the organization. This is supported by clear accountability and a
scorecard established and in place at each level down the line. As a result, stIategic cost
leadership and portfolio management are at the forefront ofour day-to-day business.

We have been able to take some tough decisions and vel)' tough and necessary decisions also
with regard to staff reductions, divestmeots and also some things that you decide not to do­
the withdrawal from projects in Chad and Peru. The way we go about growth has improved.
We're more focused, more selective and with clear deliverables. Our aspirations are balanced
with that need to improve short-term performance.

In summary, our revised.approach means better decision-making and faster implemen.tation.
We're confident ofmeeting our targets and we have made fundamental ways in the way we
work although there is no reason, I would say, immediately for complacency.

Let me now band over to Dominique Gardy who will now present to you detailed results of
those initiatives and how we really have been delivering on our promises. Thankyou, very
much.
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Dominique Gardy:

Good morning, ladies and gentlemen. I would like to start by swnmarizing EP progress
against our Roadmap to 2001. Progress was very significant in 1999. Earnings improved by
some $2.4 billion gi'ting a return on average capital employed of21% in 1999. This is 13%
percentage points higher than 1998 adjusted for impairments. Halfof the improvement was
due to higber oil price and the net effect of specials. Bu~ as Pbil mentioned earlier, halfofit
came from self-help like cost reduction, exploration expenses reduction, and once off items,
in particular, divestments

At $14.00 per barrel, our retum 011 average capital employed would have been 16% including
some 2 points related to once off 1999 divestments. We are well ontraek to deliver 15% at
$14.00 in 2001 when we get the full year benefit ofaction undertaken in 1999 and the ones to
come in 2000 and 2001.

\ ..

I will now take a closer look at all the m~or business drivers ofour performance roadmap:
volume growth. cost reduction, investment level and portfolio management.

And let me start with production volumes. On this chart, I want first to focus on the left part
ofthe slide which reflects volume growth before production sharing contracts and divestment
impacts. Lnderlying volume growth was 3%, equivalent to some 11 O,(JOO barrel oil
equivalent per day (hoe/d). The production level of some 3.8 billion boeld, oil production was
up by 1% and gas volumes were up by 8%.

Despite some adverse effects from community disturbances in Nigeria, this growth was
achieved as the result ofproduction from new fields, some 160,000 boeId mainly in UK, USA
and Oman. Total 1999 production of3,~81,Ooo barrels a day was in line with 1998 including
the negative impact ofhigher price on volume from producing sharing contract in countries
such as Syria, Malaysia and divestments.

Divestments are one element of our ongoing proactive portfolio management which I would
like 10 cover now. Ycs, indeed, first pillar ofour ongoing portfolio management is
divestment/dilution. We re-iewall our assets on a systematic and continuous basis to assess
how they fit our portfolio. Those that do not meet criteria forperfonnance. strategic fit,
ability to generate value at various oil prices, are either cured or divested. We also take
advantage ofopportwlities to monetize the value ofassets early in their lifecycle in order to
mitigate commercial and technical risk

.The list you see on the top part of the chart shows many ofthe divestments we successfully
completed in 1999. But, as I stated earlier, volwne growth is a major element ofour
perfonnance and to this end we need to make the best investment decisions. the second pillar
of our ongoing portfolio management
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In 1999, we introduced the global capital allocation process. The proposals submitted by
some 42 countries were arranged globally against their profitability and strategic fit. The
result was a selection ofthe best ofthe best projects with a total ownership and commitment
to execute these projects all across the world.

TIle bottom part of this slide shows major investment decisions we took in 1999. We expect
to see significant production growth from these projects in the years to come as indicated in
the next slide.

Looking ahead, we have significant portfolio ongoing projects that underpin our future
production growth. These projects are located in the Gulf ofMexico, Oman, Nor.....,;ay. Egypt,
Russia, and Australia and demonstrate our global strength. This chart shows the expected

-production as these projects come on stream. In 1999, several m!!ior projects came on stream
for a total cost ofsome $3.2 billion and with plateau production ofsome 400,000 boe/d.
Some ofthe larger projects were in Oman (GISCO), the deep water in the Gulf ofMexico
with Ursa, Angus, Macaroni, and Obayed in Egypt.

Another 100,000 boc/d will come on stream in the next 2 years forprojccts in Canada, Egypt
and the Philippines. Furthermore, the investment decisions we announced in 1999, the red
bars on the chart, will add some 500,000 hoe/d to our volume by 2004 for just under
$6 billion expenditure.

In total, we cxpect these projects to generate some 1 million boc/d. Din will expound on the
specifics ofkey major projects in his presentation.

So; all together, we expect an increase of annual hydrocarbon production by an average of 5%
per year for the period from 1999 to 2004. It is worth noting that all our volume projections
are based on S14.00 per barrel for Brent. Ifthe price is higher, it may impact our volume
estimates for countries governed by production sharing contracts or similar agreements. For
example, at $18.00 per barrel for Breot for 2004, the average annual increase would be closer
to 4% asa result of this production sharing contract imp~ I just mentioned. Wo-cxpcct 2000 ­
oil production to be flat and gas volume to increase from 1999 levels as a result ofthe new
projects coming on stream offsetting divestments.

PM, in his presentation, used a slide about cost leadership with She1lleading the majors.
While our leadership is promising. it does not leave any room for any complacency. This is
why we are attacking every element ofour unitmargin under the strategy cost leadership as
we call it. The process was initiated at the end of 1998 and took shape in the form of
Realizing the Limit which Tim will explain in more detail later. Realizing the Limit includes
four sub-processes; drilling the limit, producing the limit, capital tn value and volumes tn
value all contributing to a combination ofcost reduction, reservoir optimization and
production growth-in a nutshell, financial perfonnance improvement.
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This IS done with hea,,'Y emphasis on value and quality assurance with centrally lead teams
reviewing expectation and investment proposals designed in strategies at various stages of
their development This is mandatory, helps operating units to reduce their capital costs and
give the confidence that projects will deliver as promised.

Leveraging global purchasing power, optimizing contractual terms and seeking global tax
optimization are totally integrated in the way we do business today.

Let' slook at strategic cost leadership in hard numbers. We achieved operating cost savings
by some $.5 billion in ]999, equivalent to J~Io reduction in unit cost This is a result of
strategic cost leadership embedded in all our operating units and you can see two examples in
the next slide. USA, first, operating costs down 24% in 1999 and a further reduction of 12%
by 2001. In Oman costs were down by 19% in 1999, and by 2001 we expeot costs to come
down by some 420/0 compared to 1998.

Philmentioned manpower and here, as well, quite a dramatic step change. We achieved
some 14% reduction compared to a commitment of]0%. The larger reduction came from
US, UK and Nigeria As you know, the major restructuring has been announced in NAM in
the 4111 quarter of 1999. All together, globalization bas been an enabler t.o exceed our
commitment

Let me move now to procurement. A revolution is taking place in procurement. We are
developing a leading capability in thc industry. Ttn-ce key strategies to got thcre: global
contracting, e-procurement; and contractor value strategy. We exceeded our 1999 cost saving
target in procurement by 80% delivering some $19 million savings. In 2000, we aim to cut
some 7% ofEP spent on third-party materials and SCIYiccs based on the total spent of
$8 billion.

The aggressive program ofdeveloping global contracts that we put in place in mid- J999 has
progressed well, with 213 ofthe planned contracts now in place in areas such as pumps, gas
turbines. valves, instrumentation, pipeline, and soon. This gives us substantial savings over
previous prices, somewbere between 15% and 55%. for example, in well engineering
materials and services,.instrumentation, drilling fluids, casing, tubing and so on.

Throughout all these activities, we are using all the enablers we have at our disposal,
knowledge sharing, internal and external bencbmarking and systematic tracking to go as far as
we can as fast as we can.

But we are also maximizing the opportunity of the Internet .Another change is taking place in
the way we do business in our use ofthe Internet Our first step was to form entradis.net. a
joint venture between SheJI and Commerc-e One. As you know. this Internet procurement
exchange,,.enture has now been joined by, among other, SP Amoco, TotalFinaElf, Conoco,
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Dow Chemicals, Philips, Equilon, Motiva and so. We are moving fast to maximize the
benefits ofentradis.

The first auction and the tlrst transaction took place just 10 weeks after we made the entradis
announcement The first onIine bidding within EP was held on March 28th in Germany using
the capabilities ofentradis. The online bidding was for chemical used by our BV venture
while only $1 million activity, it shows the process worked with 4 bidders and 2 re-bids as
you can see on the graph. At the end of the day, 20% price range between highest and lowest
bidders and the result in sa,,;ngs ofsome 10010.

Next applications are planned in Nigeria, Malaysia and the Netherlands and more will roli out
fast. But we do not want to keep entradis.net to ourselves. The opportunities for using
entradis.net are ",ide-ranging from vendor-managed inventory to surplus stock reduction and
beyond. Discussions are going on with a: number or prospective partners. We expect to
realize some S200 million savings related to maximizing the use of e-procurement in EP
contributing to the overall Group target 0£$640 million.

Moving to capital investment discipline, it is embedded in the way wc manage our business.
In hard llwnbers that meant we spent $3 biJliollless in 1999 as compared to 1998. How did

. we achieve that? In 1999. as I mentioned, all projects with a capital outlay ofmore than
$20 million went through a global ranking process. These were subjected to a challenge
process by the leadership in EP including operating Wlit representation and were rigorously
tested against strategy fit and contribution to final Shell performance. In addition, projects
that are initially selected are the subject ofa peer challenge to insure that the overall near and
long-term business target as advertised will be met before the approval of the individual
project is given.

With these measures, we believe we can sustain a level of$6 billion annually while meeting
our growth projection. At the same time, when there are interesting opportunities, we will be
able to afford thanks to our financial position to grasp those opportunities provided that we
create sustainable shareholder value.

Let's now have a look at our overall portfolio. Our results improvement in 1999 was
significant and all across the category·ofour various 8sscts. ROACE more than doubled
compared to 1998. So improvement partly reflects the better business environment but
self-help, indeed, contributed as I already mentioned. .

The deliberate divestment decision also contributed to this improvement as weU to the
significant capital employed reduction. We have now some $11 billion in major producer
assets, some SS billion in other producer asSets, and some $1.8 billion in new growth area. A
large part ofour under-performing assets has been divested and will be further reduced thanks
to Altura and CO2 announced divcstments: In summary, quite a unique portfolio.
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Let me now summarize my presentation by using the same slide that Phil used for fro EP at
the beginning. There are a lot of ticks on this slide which means that we deliver what we
promise. But, actually, we delivered more than promised. We have integrated strategic cost
leadership in our day-to-day business and this is paying off. 1999 operating cost sa"ings of
$0.5 billion was 30010 better than our target. Stringent ranking ofexplomtion expenses
resulted in $0.5 billion lower costs in 1999. Workforce reduction was 14% in 1999 compared
to a target of I Q/!/e.

Proactive portfolio management is embedded. We deliver more than the necessary promised
divestments especially some high-cost power plays that a limited upside. We also diluted a
few projects to mitigate risks while benefiting from value premium. We introduced global
capital allocation to get the best of the best project selection and move forward with critical

.investment to support our growth, like EA Bonga in Nigeria, Athabasca in Canada, Brutus in
the Gulf of Mexico.

The benefits ofcapital discipline are evident in our 1999 results where we achieved a
$3 billion reduction in expenditures compared to 1998 levels. The end result a ~OACE of
21% compared to 8% in 1998. As I mentioned, at $14.00 it would have been 16% including
2 points for divestment. .

We are well on track towards our promises of 15% return on average capital employed in
2001 at $14.00.

In summary, we have gained momentum and we have increased the pace at which we are
delivering our promises.

I will now turn it over to Din for a look at the portfolio and aspirations driving our long-term
perfonnance..
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Din Megat:

Good morning, ladies and gentlemen. Let me first recap the main themes around which our
strategiesbave been developed. These themes are our core portfolio, deepwater, major
resource holders, and gas. As Phil and Dominique have shown, we have been pursuing and
implementing strategic cost leadership which wlderpill these themes to strengthen our core

.portfolio ofbusinesses as well as positioning for new business growth. Over the next
20 minutes, I'm going to tell you about some exciting opportunities and recent major
developments in our portfolio. 1will emphasize those in deepwater and the major resource
holders. I ~1I conclude with an overview ofour new production and reserves.

In all these areas, our strategy is built on our existing competitive advantage. Much of that
advantage has to do with size global spread and depth and our worldwide network of
relations, thereby building on our unique technology base. My colleague, Tint, will elaborate
more on how technology makes our core portfolio more valuable. We also have the
operational experience, skills base and adaptability to make us the choice partnerof
governments and private industry players.

Before moving to the portfolio, let me first give an overview of our how our expenditure in
the year 2000 of$5.8 billion is allocated, a result ofthe new capital allocation process. When
you look at our overall investment program, you can see a significant proportion is allocated
in the Middle East Major Resource Holders, the Caspian, deepwater and gas. At the same
time, our lowering cost base and technology enables our short-term perfonnance to be
improved by maximizing oil production in our core regions,

Somc ofthe projects that c.ame On stream in 1999 were Sakbalin in Russia, Obaiycd in Egypt,
Laminaria in Australia and Ursa, Angus and Macaroni in the United States. At over 40"/0 of
2000 expenditure, our push for our long-term strategic thrust is clear. You will hear more of
the synergies with gas and power from Linda later. The expenditure in the Major Resources
Holders is stiD relatively low as the execution oftbis strategy will take some years.

In 2001, we plan a total Capex again ofaround $6 billion with close to 50"/e in our non-core
areas. As phil has said, our present strong financial position means that ifadditional
opportuwties arise wc can also afford to grasp those.

Let me now turn to the portfolio. Here you can see our new projects coming on-stream for
this year, demonstrating our global reach and spread ofoperations. Eight of these ten projects
are operated and managed by Shell. The projects in orange were approved in 1999 for staetup
after 2001. All these projccts demonstrate our diverse approach to grow thc business-not at
any cost but profitably..
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Let me highlight one ofour core areas, Canada. The Canada Sable Island Project is located
on the east coast of Canada. It was developed in 2 years from the decision to go ahead with
the development. We do not operate this project but we have a 31% share. Our involvement
in this project is to increase Shell Canada's gas production and reserves and offset our recent
divestment ofPlains to Apache. It underpins our move to gas. There is some upside potential
in Sable. Hence, our plan to drill two exploration wells.

Let me now tum to China, a country Where we have upstream presence of over 20 years and
intend to grow in the related businesses. In China, our production levels are currently
25,000 barrels a day, average, in Xijiang. We are exploring several other prospects in the
greater Xijiang area. Our objective here is to add value by optimizing on the existing facilities
and supplementing declining future production. Exploration andProouction together with
Gas and Power is working with the Chinese government and its national oil company on the
development of the Changbei integrated gas project which is moving to its final investment
decision in mid-200l. A letter of intent was signed on 21 February 2000.

LNG import terminals and coal gasification projects are also being planned by our gas and
power business, We are progressing discussions with the China National Star Petroleum
Company and the Chinese National Offshore Oil Corporation for gas exploration and
production in the east China Sea. Finally, in west China, we are undertaking ajoint study of

. Kuqa in the Tariro Basin to help us establish a gas position there.

Let me now turn to deepwater. You can see that we are well represented in the major basins
around the world. The new development projects.in The Philippines and Nigeria are
benefiting from the experience and skills base that we have created in the Gulf ofMexico. In
the Gulf ofMexieo alone, we made 37 discoveries ofwhieh 12 have been brought onto
production. This experience and skills are unrivaled. Shell is the largest private-sector
operator in deepwater over 500 m where the real technology challenge starts.

oUr total operating production is 550,000 boeId. This is more than the combined production
of all the other private-sector operators put together. The only organization with comparable
production to ours is Petrobras. We also hold more reserves than any private-sector company.

The GulfofMcxico remains a focus and a growth area for us. The basin is a good example
of our proven at>ility to apply innovation across the entire upstream value chain. III
exploration, we continue to add to our discoveJY volumes. With industty-leading drilling
performance and cutting-e<lge seismic technology, we have decreased exploration spent while
maintaining our pace ofannual discovery volumes.

Our experience in development and operations in the GulfofMexico have lead us to reduce
development costs per barrel by 67% over 5 years. On the development side, it is also about
levcraging our infrastructure witb both hubs and satellites. We arc very excited aoout Brutus,
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our latest, ongoing large tension leg project development Brutus is presently ahead of
schedule and below budget and we have encouraging subsurface results from our pre-drilJing
program. Brutus reaffirms our in-house project ex.ecution organization, Shell Deepwater
Services, a strength that is unique to Shell.

Our deepwater production continues to increase while operating costs are coming dowll. Our
unit operating cost is now below $1.50 per barrel and dropping. This translates to record
uptime. For example, Ursa has maintained 990.1. uptime for each of the last six months,
thereby meaning more barrels. We continue to learn how 10 dri11 complete and produce
high-rate weDs. One of our Ursa wells, a 3,000' horizontal completion, is now producing at
GulfofMexico production record levels.

Looking forward, we're shifting our focus to material, large-scale opportunities. We have
recently aonoWlceS that our Ew-opa Development is on-stream. We have also built a large
inventory ofprospects that we are quite excited about.

In Egypt, we have diluted our interests by 25% to create a better balance ofrisk and reward
with our global dccpwatel" theme. The opportunity here is enormous.. The contract arC8 is
similar in size to the total Niger delta de.epwater area, half of the GulfofMexico deepwater
area and 20 times bigger than the total UK deepwater acreage. We have done some excellent
quality 3D seismic studies which have given direct hydrocarbon indications. Large structures
are evidence that the deepwater concession has the potential to be a hydrocarbon province in
its own right with both gas and oil potential.

We are currently plaIining to drill the ftrst well before the end of this year. Notetoo, that in
the inboard areas, infrastructures arc being put in place, for example, in our Rosctta
development.

Rra7.i1 is another very promising area We established a significant position in Rra7jl in 1999
with presence in 3 blocks. OUT presence in Brazil helps us to strengthen our relations with
Pctrobras. It also enables w to leverage our dccpwatcr skills. Wc will be drilling ourfirst
well in the third quartec ofthis year in block BC-}0 using Shell Deepwater Services rig Stena
Tay and plan to acquire a further 3,000 square lcm ofseismic.

In addition to our Bonga project in Nigeria. we have also interest in several deepwater fields
there. The most promising are Erha where SheD has a 44% interest and Abo where we hold
500/0. Of the volumes found so far, Shell holds 26% • This is equivalent to about 1 billion
barrels which puts us welt ahead ofthe competition.

To support our operations in Nigeria. we are investing a lot in infrastructure projects, as well.
These include integrated supply to Nigeria LNG Train 3 and the SheU Offshore EA
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development. Implementation ofthese projects is on track and the benefits to our deepwater
. activities wiU be significant in time forming 113 ofShell's production in the country.

Let me now turn to another area offocus. Ladies and gentlemen, with some 65% ofthe
world's proved oil reserves, the Middle East Major Resource Holders are prime target areas,
not only for us, but also for our competitors. In addition to Abu Dhab~ Oman, Egypt and
Syria, where we've had a long presence, we re-entered Iran in 1999. In Iran, we're making
good progress to implement the integrated SorooshiNowrooz projects with a value of
$800 million. Early production of60,000 barrels a day is scheduled in November 2001. We
expect to complete the project and hand over the facilities in August 2003 when we ",ill be up
to 190,000 barrels a day. Negotiations have already started on a technical services contract.

You may remember our joint venture with KEPCO, Lasmo and Vebn Oil in the South
Caspian Exploration Study.' Phase I of the study started in December 1998 a.nd will end in
October 2001. We have also submitted a proposal for the onshore Bangestan oil development.
project. O1scussions and negotiations will probably continue until September this year. And
we're involved in the South Pars Gas Consortium. This Consortium includes nine companies
with Shell playing a leading role. The Consortium is looking at market opportunities for the
South Pars gas as part ofIran's national gas utilization plan.

In Saudi Arabia,. we are, as you know, discussing a number ofproposals. We are seeking to
extend our involvement, building on our long downstream and chemicals presence there.

Let me now turn to the Caspian where we have some interesting developments, as well. We
returned to Azerbaijan, a territory where Shell was active in the early years ofthe last century,
The Iman prospect offshore Azcrbaijan in waters ofonly JQ..IOO m deep in the Caspian Sea.
With our partners, we have committed to 3D seismic data acquisition and drilling of two
exploration wells. Preparation is underway for drilling the fust well which we expect in the
third quarter ofthis year.

We are also driUing the OKIOC well in Kashagan-East I. Right at this moment, it is making
vel)'good progress after a very difficult start.

In Turlanenistan, we signed in August last year a strategic alliance agreement with the
government. Under the terms ofthe agreement, we hope to develop a long-term partnership
with TurlcmenGaz and work together with them to export gas from Turkmenistan to the
neighboringcountries to the rapidly growing Turkish markets and beyond and, in the longer
term, the developing markets in India, Pakistan and China The Trans-Caspian Gas Pipeline
(TCGP) where we have a 50010 position is the priority project right now given the high
potential ofthe hard currency Turkish markets and Shell's entJy into that market via InterGen..
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Together with our partner in TCGP, we are committed to delivering gas by the end of2002.
It remains critical, however, that the governments ofthe region cooperate. We expect to see
the picture unfold in the coming weeks and months. The market is there, the gas is there and
we're convinced that TCGP and Shell can deliver on time and on budget

In summary, therefore, as Dominique has said earlier, the projects I have outlined plus odlers
will build almost 1 billion boe/d in production and growth for our future. Let me now cover
other aspects that are key for our future.

Firstly, exploration. 1999 was a year of success in global exploration. There was more focus
as a resultof the expenditure discipline and some of the notable successes include :finds in
Denmark and West Africa. The overall resources discovered were the highest for halfa
decade, thus, rounding offour reserve space. Shell has the best 3-year average production
replacement ratio of all the majors with almost 150010 replacement ratio. Shell, after
ExxonMobil, is also the second largest private hydrocarbon resource holder with a portfolio
almost equally split between liquids and gas. Here, you can see we are strong and well
represented across the globe according to our regions.. Based on 1999 production, proved
reserves would last some 13 years for liquids and this includes Athabasca and 20 years for
gas. This would increase to 50 years on a barrel oil equivalent basis ifall the additional
resources that we have are converted to proved reserves.

Ladies and gentlemen, let me now hand over to Linda who will tell you about our gas and
powerbusioess which compliments the development and monetization ofour large inventory
ofgas assets. Thank you.
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LindaCook:

Welcome back and good morning. I'm excited to be talking today about Shell's global gas
and power business. We actually often bear the question, «Why is Shell in the gas and power
business?" One ofthe main reasons is shown on this first ehart.

All forecasts point to significant growth in gas demand with key drivers being the Kyoto
Emissions Targets, the abundance ofgas reserves and the increasing competitiveness ofgas
with reduction in LNG and pipeline costs. But, we're not in the gas and power business just
because ofthe growth and demand. We're in it because it adds value to our overall portfolio
and it leverages Shell's strength: global reach, business development skills, technology and
reputation.

Ifwe look at the energy value ehain,you see the gas and power business pieking up where
E&P leaves offand we operatc in most parts of this chaio. We arc leaders in gas to liquids
teclmology as well as LNG with stroog skills in market development and trading. In our
InterGen power development joint venture provides us with world-elass IPP development
capabilities. In addition, we're evaluating the attractiveness of the emerging residential
market which I'll talk more about later.

Phif showed a map ofour strategic focus in gas and power. You'll recall it has three key
elements. First, the initial reason years ago why Shell entered this business, that's monetizing
upstream gaS. This has to do with enabling the production ofShell equity gas volume and is
still important today. The second element is the development ~fnew markets. We're
working withgovemments and industry to create new demands for gas and power and,
fmally. customer solution where customers can range from host governments to large
industrials to individual residential consumers. I'll be covering Shell activities in each of
these strategie areas but first an overview ofour business.

Capital employed in Shell Gas and Power rose to $7 billion at the end of 1999. We now have
operations in 20 countries Vltitb busincss development acti"ities in another 15. Shcll equity
share ofLNG plant capacity rose to 10 million tons per annum up from just 7 in December.
In power, our equity generation capacity has risen to a total of2.3 gigawatts in operation or
under construction. In 1999. Shell entities in the us andthc UKSold more than 10 befld per
day in commercial gas marketing and trading, activities, significantly up from 1998 levels..

The next chart shows the distribution ofour capital employed with the largest investments in
the LNG business and in the US with the rest divided between our assets in Europe, InterGen,
our gas to liquids plant in Malaysia and new business development activities around the
world. Geographically, the importance ofour LNG business in Asia and Africa is also
highlighted.
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Tn terms of financial results, in 1999, we delivered over $250 million net income with a
ROACE of 7% which is equivalent to the return expected for gas and power in Shell's
welHmown Roadmap to 2001 which is clearly achievable for our business. Longer term, we
do aim to deliver 15% ROACE, the expectation ofall Shell businesses. But;n the near term,
Gas and Power expects to create shareholder value by a combination of growth and relatively
modest return, like any new business.

That was 1999 and a lot has happened in the short time since. Starting with LNG, we loaded
the first cargo in Oman just last week, on schedule and within budget. The second Nigerian
train commenced production at the end ofFebnuuy and important milestones have been met
for future projects in India, Brazil and Venezuela

In the power sector,lnterGen completed the successful sell down ofinterest in their
MilImerran Plant in Queensland, Australia, and Shell approval was reached 011 two new
power projects in Turkey totating 2.3 gigawatts with the approval ofa third expected shortly.

In US marketing and trading, Coral successfully launclied their e-commerce platform late last
year and announccd an alliance with a major northeast US distributor.

Finally, in the emerging retail or residential sector, our pilot in Atlanta, Georgia, reached a
market share of 23%, an encouraging result. We've launched the Pulse Rnergy jointvenmre
with our partners in eastern Australia rH talk more about many ofthese during the course of
my presentation starting first with our LNG business.

Our expectations are that global demand for LNG will grow 5% per annum over the next
10 years. Despite the adjustment in the Asian economy, LNG demand is growing in the Asia­
Pacitic region. In addition, we see significant growth opportunities in the Atlantic basin with
demand outstripping supply. The increase in demand above currently-eontracted volumes in
both parts of the world is at the point where justification ofexpansion ofexisting J.NO
projects is now possible and the ability to justify new plants is possible in the foreseeable
futurc.

Shell has 25 years of international experience in LNG and a proven: track record. This slide
illustrates the wide global spread ofour LNO activities. We have interests in operating plants
in Malaysia, Australia, Brunei, Oman. and Nigeria, with expansions underway in Malaysia
and Nigeria and further expansions under consideration in Oman and Australia

Looking to the future, prospects for new projects are maturing. Venezuela is one example
and we're pursuing opportunities for regasification terminals in India, China and Brazil. Shell
is the leading LNG player around the world when measured in terms ofequity volumes. With
the rec-ent start up of both Oman and Nigeria LNG, Shell's equity capacity is approaching
10 million tons per annum as shown in the chart on your left. We expect further growth with
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the recent approvals of expansions in Malaysia and Nigeria adding another 1.7 billion tons per
annum by the year 2004.

On the righ~you can see how this compares with other private LNG players. Shell has been
the clear leader for some time and our planned growth will widen the gap between us and the
others in the coming years as we reach a volume that is almost double that of our nearest
competitor.

Shell has also designed and operated more LNG plants than any other company. This has
enabled us to be the leaders in terms ofLNG eost pClfunnancc, as well. With our operating
experience and improved designs, we've managed to reduce the cost of operating LNG
facilities by 45% over the last 7 years and advances in technology have lead to lower up-front
capital costs, as well. The Oman project has delivered the lowest ever unit capital cost for a
greenfield LKO project, considerably lower than recent competitor designs in the Atlantic
basin and Middle East.

Our experience and cost leadership allow us to create more value for Shell and our partners in
existing projects as wclJ as position us as partncrs of choice for ncwLNGopportunities
around the world.

An example of the application ofthis technology is in Oman which is the fastesteverl.NG
project from the discovery ofgas to first cargo. The gas comes from fields in the central part
of the country, which is then piped to the LNG plant on thc coast. LNG will be shipped to
markets in Korea. Japan and India A state-of-the-art technology also allowed for the
low-cost design and the largest operating LNG trains ever, 3.3 million tons per annum each..
And for those ofyou who like to sce real photos of our impressive facility, herc's onctakcn
just last week showing the Kog,as ship receiving the first cargo ofOman LNG on April Sdl
before leaving for its return leg ofa maiden voyage to Korea

Looking ahead to future projects, on March 23"', we announced the signing of a
memorandum ofundcrstanding between PDVSA, Shell, ExxonMobil and Mitsubishi related
to the development ofoffshore gas fields in Venezuela and the construction ofa liquefaction
complex. The project is targeting the attractive markets in the Atlantic basin with an initial
output of4 million tons per annum.

Shell is committed to applying the latest technology to this project and keep the forward
momentum going with a plan tD start up i.n late 2005.

So, maybe I've presented a convincing case that we're the world leader in LNG but you may
ask, "So, what'!" Historically, LNG has been considered as an extension ofthe upstream by
many ofour competitors. For Shell. because ofour global reach. technology and cost
leadership, LNG has matured into a profitable business in its own right. This chart shows that
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in 1999 on $2 billion of capital employed, the LNG business delivered a ROACE of 14%.
With the current outlook on oil prices for 2000 and the growth in LNG volume, we'Jl see net
income increase in 2000 with further growth in 2001 when we forecast a ROACE of 15% at a
Brent price of$14 00 per- barrel and exceeding 20% at $18.00 a barrel.

These figures exclude the profit and returns from the related upstream positions where, of
course, additional value is added.

In addition to the long-term LNG project profitability, SheU's global reach allows us to add
additional value by capturing short-term marketing opportunity~ Due to a variety of factors,
including improvements in plant per-formallce and slightly lower demand ill Asia. the volume
of LNGavailable for short-term trade doubled in 1999. As a result. Shell facilitated the
marketing and sale of an additional 15 cargos. Examples include spare cargos ofLNGfrom
Malaysia and Oman, which were sold to Coral in the US, and, more recently, a deal was
closed to deliver a spot cargo ofMalaysian LNG for marketing into the growing Spanish
market.

As a result, a cargo ofgas, which would have otherwise been left in the ground, was sold,
creating value for Shell in the monetization of the upstream reserves and the profit at the
Malaysian LNG plantwhere we have an interest as weD as marketing margins in Spain. Just
another example of the value to be gained from Shell's global r:each in our gas and power
business.

Turning to new markets, we're aggressively pursuing opportunities in growing markets in all
stages of liberalization, including India. Brazil, China and Turkey. In the soutliern cone, we
have an cstablished position in thc Bolivia to Brazil valuc chain targeting the large Sao Paulo
market with key assets including our stake in Comgas. TIle Comgas distribution concession
covers a market ofover 6 million households with gas expected to grow tenfold in the next
10 years. Comgas provides an excellent example ofintegrated customer solutions and the
company is now developing plants to combine gas distribution with power and other energy
services, further leveraging their customer base.

India is another major growth market, in particular, for LNG projects in which Shell has an
interest in the Middle East and Southeast Asia. It is expected that danand in the north and
west ofIndia alone is likely to exceed 10 million tons per annum by 2010 with further market
development in the south. LNG from Oman wiU become the fust LNG delivered to India
.with initial deliveries to the Dahhol power project towards the end ofnext year. At the end of
1999, Shell was awarded a letter of intent for the right to develop a port and LNG receiving
terminal in Hazira in the state ofGuzarat. Compared to several competing projects, Hazira
benefits from its close proximity to major customers aswell as key gas infrastructure.
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Because of this, we expect Ha2;ira will be the lowest cost option for import of LNG into
Northwest India and we're targeting aggressively an investment decision in early 2001.

You hear a Jot about the importance ofSheJi technoJogy in our E&P business and I would Jike
to tell you that it's important to gas and power, as well. One example is our gas to liquids
technology which is in the press quite often lately. Unlike our competitors, Shell has a proven·
commercial process for converting natural gas into liquid petroleum products. The photo
shown here on the top is of our Bintulu pllmt in Malaysia designed to take in approximately
120 million cubic feet per day ofgas and produce 15,000 barrels ofmiddle distillates and
specialty products. On the right is a diagram offloating LNG which offers a low-cost means
to monetise remote gas. Both ofthese technologies are included in Tiro Warren's technology
presentation and in the exhibition later today. On the left is a photo ofa coal gasification
facility located in Holland. The Shell technology applied in this plant enables the generation
of electricity with coal as the fuel but with a 9QO/o reduction in sulfur, nitrogen oxide and
particulate emissions compared with conventional coal processing.

We've licensed the technology to projectsin Italy and India but see the most potential for
application in China where there are huge domestic coal reserves. We recently signed a
memorandum of understanding in China with Sinopec to develop a 50/50 joint venture coal
gasification project at the Dongting fertilizer plant in Hunan Province. We continue to
consider additional opportunities for this technology.

Now, let's turn to power generation. This chart illustrates the growth in global power
generation capacity over the coming 20 years and it highlights, in particular, the growth of
gas-fired power which is forecast to average 5% over this time frame. This growth presents
several opportunities to Sbell-acceleration ofthe monetization ofShell upstream volume;
opportunities to leverage our world class IPP development skills in InterGen, our 50/50joint
venture with Bechtel; and as a growing platform for gas and power marketing and trading.

The map on the next chart shows the span ofpower generation activity we are involved in
around the world, predominandy through InterGeO. The actrc,ity includes projects in mature

. markets such as the UK, US and Australia and developing marlcets in Turkey, China and
South America resulting in a diverse and high-quality portfolio.

1l1is portfolio translates into tremendous growth on tbe horizon for InterOen. At this time
they have plants in operation totaJing over 1,000 megawatts. Looking forward, projects
currently under constru.ction will almost triple their operating capacity by the end of2002.
nle plants coming on·stceam are located in The Philippines, the HK, China, Australia, Egypt
and Mexico.
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Adding 10 that a projection ofthe impact of projects that have notyet reached financial
closure such as the three projects in Turkey and the forecast indicates operations of over
8 gigawatts by 2004.

InterGen is not only considered a success internally. They are also recognized as such
throughout industry. Over the period 1996 to 1999, InterGen has been the second most
successful developer ofthe greenfield plants outside North America, just behind AES. And
InterGen continues to win industry awards recognizing their world-class project development
and financing capabilities. A few examples ofthese awards are shown on the chart related to
their projects in Australia, the UK and Egypt

The next chart I'll show is not inyour package but building on InterGen's success so far, I'm
pleased to announce that we're in advanced discussions with BechteI concerning an
expansion ofour InterGeo joint venture. The new venture which will continue to be owned
by Shell and Bechtelwill include the existing InterGen portfolio and certain US gas and
power assets. An important element ofthe new venture is the preferred relationship
established between the IV and the parent company with BechteJ providing world-class EPC
skills for new project development and Shell becoming the global fuel supplier and merchant
energy marketer and trader for all InteIGen facilities.

The benefits ofthe new venture include strengthening the alignment between gas and power
assets and marketing and trading particularly between InterOell and Coral in North America,
leveraging the skills of the parent company, presenting a single face to the market for power
development through InterGen and for marketing and trading through Shell, and creating a
stronger platform for future growth. We plan to issue ajoint press release with Bechtel
providing more details ofthese plans in the coming weeks.

We are often asked, especially by analysts. about our investments in power generation and
whether we expect a utility rate of return. The answer to that is, no, we're in it for more and
this chart attempts to explain. InterGen typically expectS to receive a return on equity on the
orderef 10-15%, higher in developing countries where the project risk is higher. Now, with
the expanded joint venture, Shell will be the preferred supplier into a1llnterGen facilities..
This creates the opportunity for additional value creation and improved return. We also ha\-'e
the preferred power marketer role for all merchant power available from InterGen plants.
world\\<ide, creating an additional opportunity for improved margins.

The resulting return on Shell t S investment. then, can be significantly higher than that of the
plant alone and we shouldn't forget the potential Jiqes with SheD LNG or upstream
projects where further integration can create a market for Shell reserves or a unique offering
to host governments and major resource holders.
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Moving to North America now in marketing and trading, Coral Energy is positioned to

provide integrated solutions to energy customers, not just gas and power but also fuel oil as
well as financial and industrial energy services. An example of their capabilities is reflected
in the recently-announced KeySpan Energy alliance. KeySpan is the 4th largest local
distribution company in the US serving over 2.7 million customers in the New York City area
Through the alliance, Coral wiU participate in the management ofKeySpan assets including
coordination ofthe fuel supply, buying and selling power, managing price risks, and
maximizing trading opportunities. Coral secured this opportunity against stiff competition
from the major US players and we're excited about the new partnership and look forward to
others like it in the future.

A second recent and successful business development in Coral has been the launch ofCoral's
e-commerce platform, coralconnectcom, \vhich provides customers with the opportunity to

conduct fmancial and physical gas transactions online. This site also offers access to a wide
variety ofenergy information. Over 900 users registered in the first 6 weeks following the
launch, arriving to the current level ofover 2,000 and activity levels continue to increase.

As liberalization continues, new opportunities emerge from marketing and trading operations
around the world. Outside the US, the most mature and significant opportunity is Europe.
Shell Energy has been created to pursue power marketing and trading throughout Europe.
One of its first steps has been the announced joint venture with ENECO to trade electricity in
The Netherlands. Shell Energy is now also trading electricity in the Scandinavian power pool
aJ'Id are initiating activities and staying.

We have also expanded the scope ofShell Gas Direct, which is the 5th largest UK gas
marl<.eter to include power, providing jt with dual fuel capabilities.

Other opportunities for value cbaincreation are emerging with the liberalization ofretail or
residential markets in the US, Europe and other places around the world. The chart on the left
provides an indication ortlle size of this potential prize, projecting that within 5 years
approximately 200 million households will be open to competition for gas and power. At an
estimated annual growth margin, and I stress ·'estimated," of$50 to $ I 00, there is an
opportunity on the order on)()"20 billion per year. These are really big numbers. Ofcourse,
net margins win be slim especially for new entrants competing against strong incumbents.

\\Inat will it take for a new entrantto win? One ofthe critical ingredients is the regulatory
framework that allows for fair competition. Once you have that, other important factors will
be scale, reliability, a recognizable brand, and a unique customer value proposition. Shell has
a number ofrelevant attributeS: experience in gas and power supply, a strong brand~ an
existing customer position through our retail gasoline operations. In faet, every day over
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20 million customers visit Shell retail gasoline sites around the world and another 10 million
people in the US and Europe have Shell credit or gasoline card in their pocket

But can we leverage these attributes into a winning residential energy business? This is an
important question for us and this is why we are investigating opportunities in selected
markets. One such effort is in the residential gas market in Atlanta, Georgia, tluuugh our US
subsidiary, Shell Energy Services Company (SESCO). The Atlanta market was opened to
competition in late 1998 and through the end of 1999. Shell had captured 23% ofthe market
gaining customers through telemarketing and direct mail efforts as well as through the
acquisition ofa competitor's customer base.

This particular pilot proved the strength of the Shell brand and helped us establish the back
office and other systems necessary to compete in this business. Following this initial success,
we are currently considering entry into other US residential markets for both gas and power.

A second residential entry is through our recently-announced venture called Pulse Energy that
Will market gas and power to residential customers in eastern Australia. Shell's partners
contribute over 1 million existing residential gas and power customers to the joint venture.
Shell brings brand recognition as well as the local petrol loyalty program called Fly Buys
which is similar to the airline rewards program in the US. Fly Buys has 2 million members
which will be leveraged to attract and retain home energy customers. The joint venture is
expected to be up and fWltlillg at the begjtmin8 of2001 and is developing plans to attract
more ofthe 10 million potential customers in their territory.

So. where will we go with the residential market? I think it's too early to say but it's clearly
an interesting opportunity for Shell

In summary. I think rve demonstrated that Shell is the clear leader in LNG and we're on
course to widen the gap between us and the competition. We're pursuing strategic positions
in key growthmarkets leveraging technology to our advantage-In power generation, we're
building on our world class capabilities in order to grow our portfolio and developing a more
strategic relationship with our InterGen joint venture. We're expanding our marketing and
trading capabilities, including e-commerce and we're evaluating the emerging residential
market-all ofthis lcilding to a growing and robust Gas and Power business for Shell-but it
won't be easy. The Gas and Power business moves very rapidly widl key changes in terms of
liberalization and the competitive landscape coming at us every day. By leveraging SheD's
strength global reach, business development, marketing and financing slcills,. reputation,
brnnd, the lowest cost, and the best teclmology-we have what it takes to be a clear leader
and I'm confident ofour ability to succeed.

Thank you, and now I will turn it over to Tiro Warren who will tell you more about all the
6c.eiting new technologies many ofus have referred to this morning. Thank you.
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'tim Warren:

Good morning, ladies and gentlemen. Did you ever think that the ocean floor could be quite
such an exciting place1 That was a simulated run through where we're placing the Bonga
development off the coast ofNigeria. What you've just seen is an example of technology in
action in Shell Exploration Production. TIlis particular technology using detailed echo
sounding gives us a safe, cost effective and efficient way to explore the seabed We can avoid
hazards and locate and operate our subsea facilities and wells and put them in the best place
fOT the best returns. Ifs just one of the ways that technology is helping Shell's performance.

When I met with some ofyou ill New York last year, I said that technology is a key
competitive diffetentiatorwithinour industry. I think my collea8ues who have spoken before
have all reinforced that point. It's a source not only ofready money but new opportunities
and long..term value for Shell. At tlmt time I also highlighted a number ofongoing
developments. In the next 20 minutes, r d like to give you a snapshot of the progress we've
made since then delivering on those promises and I'll explain the course we're on to continue
and, indeed, accelerate progress.

First, r d like to iust mention WeIlDynamics that was introduced by Phil in his introduction
and announced with Halliburton and ourselves yesterday, I'm ple;lSed to welcome, in fact, on
the front row particularly Edgar Ortiz who is the president ofHnUiburton Energy Set"\'ices and
his team. You'll have an opportunity to interact with them later on this afternoon during the
technology show.

SmartWell intelligent completion technology is a technology that's designed to maximize
production at minimum unit cost through the application ofreal time downhill measurements,
real time inflow control, processing and multi-lateral technologies. It actual,y representS a
convergence ofall our historical technologies within the well bote and we expect in Shell a
300/0 increase in the value ofall our future wells through the application ofthis technology.
Indeed, we see it as the next breakthrough alcin to that ono seismic and horizontal drilling.

The venture WellDynamics positions Shell to extract early and maximum value from the
deployment ofthese technologies. Products are already available from Petroleum Engineering
Scrviecs Ltd. and I'm plca<lcd that Larry Kinch is here tojoin us today, the ehairman and
founder of that company that is part ofour exciting new venture. We and Halliburtoll have
exciting plans for the future.

A global Shell teant has been working for some time to build a portfolio of the opportunities
for opcrationalizing this tcchnology and r d just like to take you through 3 examples. Firstly,
at the end ofthis year in the last quarter, Petroleum Engineering Systems products are already
planned as components ofShelJ Expro Gannett-D development. These products will reduce
the incremental development cost in that development by 33% and provide an accelerated
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production volume ofjust under 1 million barrels. 400!o ofour global operated production is
gas-lifted. Gas-lift systems by their very nature run sub-optimally. But real time measurement
and control will allow full time optimization, thus, allowing us to grasp a 100,000 barrel a day
prize within Shell managed operations alone.

In the future, we see smart or intelligent wells taking up more and more of the functions
presently provided through surface facilities. Downhole dehydration., downhole compression
will reduce surface requirements and provide access to reserves which are now not economic.
Facilities costs will be lowered and there will be significant benefits in terms of reduced
environmental footprints.

Larry and the HaIliburton team, as 1say, will be with us this afternoon. There is a booth at
our technology sho'N-case on WellDynamics and I hope you will go there and have an
opportunity to see the very great value that we see in this partnership.

What else are we doing to achieve the targets we set ourselves? The key is rapid deployment
of~urlmowledge and technology to achieve new limits ahead oftbe competition and .
reatizing our aspiration of being too fast to follow. hiShcll, wc call this Realizing thc Limit.
Realizillg: the Limit is all about challenging: what we do and what we assume, It's about
avoidingtbe mindset ofdoing things as they've always been done. Global teams throughout
Shellcballenge these 'l.vays and share best practices. They imagine the perfect performance
possible wjth today's technology and go up the learning curve to get there. 11lis limit, ladies
and gentlemen, is the ultimate benchmark. Nobody can do better.

But as new technologies are developed, the limits are pushed back. Today's perfection is no
longer tomorrow's and the process is a continuous onc, ever climbing new learning curves to
reach the next perfect performance limit. As you see in our global reach, in fact, gives us
access to learning curves that are just unavailable to our competition.

To put Realizing the Limit into practice, we've established limit techniques in four areas:
volumes to value, which addresses the monctization of the value of our subsurface knowledge
and teelmologyandtogether capital to value, drilling the limit and producing the limit,
tninitnizeour costs and maximize our relUrn on investment

Let me give you just a little bit ofdetail on each ofthese techniques. Drilling the Limit is
about maximizing the value from each well. Drilling the right wclls and drilling them right.
1t focuses on challenging assumptions about what is achievable and creating the teams, the
mechanisms, and the culture to do better. Input and expertise from our people everywhere
within our global business arc drawn in as appropriate.

In 1999, in the GulfofMexico, Shell drilled wells faster and cheaper than any other company.
. This was benchmarked against the performance ofthe (cst ofthe industry. Shell was drilling
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wens twice as fast and, therefore, it reduced cost of the average of other operators. This was
achieved through applying Drilling the Limit.

The same technique is being applied in all our operations around the world. For example,
here in Shell Expro in the North Sea, the average rote ofdrilling has been improved by more
than 50010, 1999 over 199&.

There are two examples ofdrilling the well right but here is a lovely example ofdrilling the
right well. The Fishhook well in Brunei ,vhich actually turns round in the subsurface and
comes back towards the surface started offas a $10 million proposal as an exploration well
stand alone. Applying our Drilling the Limit technique to this well reduced the cost
significantly as shown on the middle bar. But this still wasn't good enough to gain
acceptance in. our global ranking process. So, a novel sidetrack path shown in red was
developed from an existing development well. TIle cost of ibis should be less tban 1110 of the
original $10 million proposal.

Capital to Value is the way ofhelping Shell deliver world-class projects. Throughout the life
of the project Capital to Value specialists gct involved in insuring application ofbest practice
to amongst others, objective setting, risk and uncertainty management, contracting and
procurement strategies and relationship management. Their job is to make sure the assets
being created will have maximum value.

In The Philippines, for example, our Malampaya project has gained significantly from the
Capital to Value technique. Applying this value engineering technique essentially redesigned
the approach to part of the project. Many changes were made by the team, an example of
which was the removal ofredundant methanol scrubbers. This process saved 20% ofthe
original design c-os1, a saving of$50 million. Indeed, the onshore gas contractor working with
this gas contractor, Foster Wheeler, stated they found this methodology so powerful that they
intended to mandate it on all their future projects.

Volumes to Value is whcre we focus.on monctizing morc reserves. That.mcans. homing in
on the basic value drivers ofthe given project and on buIlding teams ofpeople who can use
those drivers to improve performance. As you might expect, Producing the Limit is about
maximizing production. It provides a framework at Which wc can look at allaspcets ofthe
production value chain identit}-ing opportunities for increases, both immediately and in the
short-term.

One example, again from Brunei on how much Realizing the Limit can and win continue to
contribute comes from Brunei in part oftheir large Champion Field asset. The slide hcre
shows you in red the production previously forecast from this part ofthe field. When the
Volumes to Value methodology was applied, it was found that estimates ofoil initially in
place hadbccn understated by 13%. Producing the Limit generated many ideas for increasing .
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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 in 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 20010 additional production opportunity. The effects are shown in yellow.

Applying these recommendations that I've emphasized in just onc part of a major field asset
will increase production in the Ouunpion field by 2 million barrels a year at a cost ofless than
$2 a barrel and maintain those new levels for several years.

Realizing the Limit is absolutely crucial in allowing us to maintain capital discipline whilst
grov.ting our businc~. In 1999, wc saved $270 million with Drilling thc Limit compared to
-the cost which would have been incurred without it. This year, the target is a $500 million
saving. Volumes to Value identified additional expectation as opposed to proven, that's a
SO/50 chance, of 250 million barrels 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 targeting 100,000. C-apital to Value identified (',apex savings of$250 million last
year and this will be significantly exceeded in 2000 working on projects in hand or planned.

I should emphasize that the figures on this chart represent 100% improvements on the assets
that Shell operates. Our partners and our host government partners accrue some ofthe
benefits, themselves.

We're well on course, therefore, to clear the milestones we set ourselves for the end of2000.
The Drilling the Limit technique by then will have been applied to all wells to be drilled from
the start of2001. Application of Volumes to Value will have covered over 15% ofour
resource space and Producing the Limit will have been applied· to 25% ofShell'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 promised.you a
. 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 witll staff in our operating units all around the world concerning their
particular challenges,

Electronic means and web forums all contribute to the rapid sharing and implementation of
best technology and practice. They also enable us to get the best out ofour global pool of
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human talent We can place the details ofa particular technical chal1enge in a web forum and
get virtual teams working together quickly 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 y"ithin a very tight deadline. Omitting the specification
would have meant missing or losing tile bid. He posed the problem on the Shell web and
received answers, v'ihich enabled him to answer his problem in the same day. Our bid was
successful

Last ycar we highlighted key areas 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 ourvision of the subsurface. Today, our seismicimaging 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 tbe technique
revealed the flow of water during oil produetion, allowed us to avoid drilling the well that was
planned at the bottom ofthe chart on your right and pinpointed the riglit place to drill it. In
fact. the last opportunity to dril1 a well from that platfonn. The hew 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-dirnensional view combmed with a variety of
seismic well and reservoir data gives a full understanding ofthe situation and tasks at hand- It
actually allows multi..<Jisciplinary teams to communicate better and more effectively and
quickly. They can chal1enge today's and each other's orthodoxies to increase reserves and
production and save time and money. I hope you wiJl be equally excited by fue demonstration
you will see this afternoon in our tecbnology show.

Last year we also said we would turn gas into cash and Linda has explained to you the power
ofour 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 OmanLNG project, as Linda demonstrated, is the lowest unit cost greenfield LNG
project ever, an unrivalcd specific capital cxpenditure ofUS$200 a ton ofLNG produCed per
annum and the next plant-we already know how we're going to do it better stiU.

Shell's floating liquefied nawraJ gas concept is now at the stage where it is ready for
commercial application and has been added to our gas technology tool kit. We ftrmly believe
that it mjoys a similar cost advantagc to thc traditional L)lG 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,OOO 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 ea.-lier, LNG makes us very good money.

nlis creates opportunities for us to flexibly apply SMDS, LNG and floati.ng LNG trains as
building blocks in our field developments. You will be able to see more details ofall 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 fasteL All ofthem 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 ofShell technology'5
task, a major purpose ofRealizing the Limit is to develop technology fastec and deploy it
faster for the benefit ofShell's bottom line. Why is speed so important? Firstly, ofcourse, to
keep ahead of the competition but al50 to make our reserves commercializable more quickly.
Secondly to produce the production on which our profitability and value is predicated.

lllUs, that is why we are engaged simultaneously in multiple ways ofcommercializing our
technology. We're developing our own technologies in areas where Shell can sustain owned
competitive proprietary advantage. In other areas, we're bll}1ing in excellent technology from
others. And others, we're entecing into joint technology development ventures such as
WellDynamics.

We fonned Shell Technology Ventures to take those technologies to the marketplace both
within Shell to ereate additional value for our businesses and to cxtctIlal customets. We have
now come quite a way down that road and with our venture partners, 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.

Ofcourse, delivering a commercial return on technolOgy is not just about technology.
Commeccializing technology requires keen financial engineering and entrepreneurial skills. .
We were pleased also to announce yesterday that we're forming a new holding company
called Shell Tcchnology investmentS Partnership. This is a partneeShip with the private equity
investment company, TIle Beacon Group. in New York:. I'm pleased to welcome in the
.audience today Eric Vollebregt, the CEO ofthe management company of this partnership who
you'll have a chance to interact with this afternoon.

Last year, I mentioned our intent to commercialize our revolutionary Twister gas separation
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 tcchnology in their short-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 ofgas field
development by up to 40010. I'm pleased to say that commercializing the Twister is one ofthe
first investment projects blessed by the new Shell Technology Investments partnership.

In creating an investment partnership, we venturing beyond the traditional parameters ofa
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 succ-essful track record ofhelping 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.

I hope 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 technologies, identify
and promoting applications that will have real impact on tile bottom line,traiuHlg, 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 Liptit and I hope you agree
the results 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, WeUDynamics with Halliburton and Shell Technology
Investments Partnership will accelerate technology development and accelerate deployment.
So, as you see, ladies and gentlemen, We believe we have an exciting future ahead ofus
building on the solid foundations ofthe past. .

I 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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PhilWatts:

Welcome back, everybody. We've just had IWlCh here in Houston. Welcome back to all of
you folks out there on the Weh, on the Internet. We'd especially like to welcome those that
are watching from Kansas City and especially the mom and d~d of~indaCook who is sitting
here. Hi, mom.

We've been covering quite a lot ofground before lunch and I've been given quite a bit of
stuff for a summary and I thought, we)), at this point in the proceedings, Jet's not read this
stuff. I JUSt want to hit the high spots that arc important as far as I'm concerned 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 ofMexico. We're still making
progress but now we've got a global dcepwater business ofwhich wc arc very proud and wc
intend 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 he worth its salt, 10,20 years from now
if it doesn't have a significant position with the Major Resource HoMers and we think. the fact
that: we're a very large operator, we bring those sort of skills to the party can malee us a
partner offirst choice.

I'm sure you've also seen in everything we've had to say this morning, the common thread of
the importance ofgas and, for us, gas is the key growth market. In the upstream, certainly,
hut also in the downstream, in particularly LNG and yOu've seen that we have an !.NO
business that is large, profitable and still growing and we intend to grow it further.

Then, ofcourse, is power. We've been really pleased with the way the InterGeo company,
that venture, has taken offand we want to make more ofthat. As Linda was saying, and you
may want to ask about it later, we're very keen"that that "'eDture we have with Bechtel and
Inter6en really grows and prospers and develops over tile years.

Ofcourse, then there's the whole area ofgas and power marketing and trading. We're very
proud ofthe 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
Austl;a1ia This is not going to be an easy business. It's a VeI)' dynamic business but we've
got these experiments going and some ofthero are starting to make money. We're determined
to ~rsue that.

Having talked about a number of things, I 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 OT. The conversations we have as an Executive Committee with our business leaders
around the world, it' sail about we want short-term profitability and long-teon growth,
please-preferably sooner rather than later. Somehow the challenge is to get to the ingenuity
and imagination ofour people to achieve that around the world.

I make no apology whatsoever. Some companies are giving up on technology. You kTlow,
it's something you can't afford. Often they rationalize it and put it under a headline offast
foJlower or whatever. Ofcourse, we want to take up other good ideas onooard. We're not
the source ofall wisdom ourselves, but I think some companies 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 ofa profile this year, reflects that we're
determined to press forward with technology-not teclmology for technology's sake but really

. technology that makes money and commercial technology.

That is why I'm so please~ that we've got a couple ofannouncements today about
WeUDynamics, the d.eal with Beacon, the fact that we're very encouraged with our gas to
liquids 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 tbat and we appreciate it We're building on that
portfolio. It's a tremendous global spread. Our challenge and commitment is to exploit all of
those assets to their full potential during our period ofstewardship to add to a rich portfolio
even further. Thank you for your attention to the formal part ofthe 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. Ifyou do have a question, can I ask you
please to identify yourself, state your question clearly and I'll make sure thatwe all understand
the question and then we'll take it from there.
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Q&A Session:

Q.

[Inaudible]

A

Phil Watts: This is a question 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 ofthem into the US market because the prices were attractive and we had the
additional capacity available. Ofcourse. that's a lot different than justifYing a whole project
based on spot cargo. I think in the near term what you"1l see is new expansions and possibly
new projects being justified with certainly stilla base load ofLNG sold under long-term
contract but with excess capacity built in so that you do have the flexibility to take advantage
ofhigher prices when you see them.

[Inaudible].

A

Phil Watts: The question is whether you're talking minor volumes to import or significant.

Linda Cook: I think in the near terms 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
justbe what you have available in terms ofoperating capacity and available shipping.

Q.

Doug Terreson ftom Morgan Stanley. I think my question is for Linda, as well. In thegiobal
gas and pOwa- business, you guys mentioned that you're gene£ating about 80% ofyour net
income after tax from LNG which about 30010 ofthe capital employed which implies that the
ROACE in the otha- businesses as you mentioned is probably pretty low today, although I
think you mentioned also that there wa-e 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 bow
you expect capital employed in this business to be proportioned, say. 3 years from now OT

5 years from now, whichever you chose; and also, your projections on "wen the non-LNO
pOrtion will begin to exceed the cost ofcapital.
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A

Phi! Watts: 11lis is a question about die segmented profitability of the gas and power
business. After you get the whole answer, you'll know more than I do.

Linda Cook: I hope not more than [ do but I'll give it my best shot. Okay, so [ talked about
LNG and it is aboUt a third of our capital employed right now. We're projecting good returns
this year. Ofcourse, 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... ofcourse, that will fluctuate
with oil prices, you know, quite a bit.

In terms of the other businesses, you're right. They are delivering much less because the
overall return on average capital employed for gas and power in 1999 was 7% and that was at
about an $18.00 Brent, you have to keep that in mind, as well. So the other partsofthe
business were not performing that well. I think the thing you have to keep in mind is that
LNG is the most mature of all ofthe segments ofthe 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 expectation by our chairman, the gentleman to my right, ifthe 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 ofgrowth and value and relatively modest
returns for the coming 2 years.

Q. (same individual)

Okay. Let me also ask... 1think in the non-LNG portion, you have $5 billion of capital
employed What's that number going to be 5 years from now? Do 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
portion ofthat and the LNG portion will be growing also.

Q. (same individual)

Okay. But you don't have a non-LNG...

A.

Linda Cook Well, ifyou think about it, the other parts ofthe portfolio in gas and power are
relatively low capital~intensivebusinesses.
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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 attempts and your attempts, as well, to get another set ofbusinesses
gQing in Japan. There are a couple ofJapanese 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 WesL. much more spot oriented in the sense ofwanting 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 ofset 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
combine 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
markets... the liberalization that's taking place and wc have to open our minds as to the
possibility Ulat a different regime could one day exist. Against that, you have to really look at
the reality ofthe necessity or security of suppLy and properly a number of those markets are
extremely conservative about that and don't want to be dependent on a really fluid
arrangement.: It doesn't mean that some of that stuff isn't going to happen at the margins but
ifwe're not careful we can be a little premature about the prospects for the current regime.

I think we'n get other kinds ofllexibility as we come in to satis.t}r the market requirements.

Linda Cook' I think one thing I add is, of course, the recent slow down iathe economy of
Asia has backed up into our business. as well. sloVving down in terms of the demand but as
that picks backup, we'll see a strengthening of the demand, as well, as rshowed in the charts
during the presentation and as PM mentioned; the buyers there will be looking for Dot just
low cost butaJso security ofsupply as wcU as diversity ofsupply. So, we're just looking for
that to mature and see what impact ofderegulation. as well.

Q.

The attached qlJCStion was on the issue ofstranded gas or gas not ready to be commercialized
and I mentioned GOfgon as~iqg()lle which you have some involvenietttand BP Arco
offshore Indonesia is another We all know abOUHlutgas very often sits for years. When you
say tllat Shell is particularly interested in being more gassy or associated with gas, do you just
sort ofwrite off in your mind beforehand those waiting times and all the difficulties that have
traditionally occurred?
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A.

Phil Watts: I don't think we can afford to be complacent about the issue ofstranded gas.
And, ofcourse, you get quite a bit backing up, ranked on its unit technical cost and all the rest
of it. Tha1's why, from my perspective, I'm so interested in the idea ofgas to liquid schemes
where you produce a product that goes into the global oil pool and, of course, you have the
opportunity that it can be particularly tailored products for a particular use in particular
markets. That's where I 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
LNG enables you to do a smaller-scale project without the large initial up front investment
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 I
encourage you to go by there after the Q&A session and find out more.

Phil WaUs: They're very interesting sessions.

Q

This is Steve Pfeifer with Merrill-Lynch. Last year the Group went through a major
reallocation and streamlining ofyour capital budget, really focused on lower cap spending,
laying off some ofyour projects to interest in other companies and then also going through a
global allocation. Could you give liS 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. I think one thing we
were very determined to do was to improve the downside robustness ofour 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" 1mean, it sounds a little simplistic and whatever but that is deadly serious
and so I'm pleased that over the last 12 months we've reaUy got a better downside resilience
in the portfolio. I hope we never have to demonstrate how useful it is because you fmd
that... as well as divesting some stuffthat's vulnerable, ifyou can improve your cost
perfonnance, 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 Scbroders comparison ofthe oil 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. Twould just like to come back to what 1said this morning. Return
on average capital employed improvement between 1999 and 1998 was some 13 point. Half
ofthat was due to better price per barrel but half of its 6 point return on average capital
employed was a result ofthe 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 portfolio and will bear fruit in the years to come.

Q.

You got a couple ofnew LNG facilities Oman, Nigeria, what kind ofnetbacks to the
wellhead are you guys getting for the gas on that stuffand in a$14.00a barrel Brent
environment, what kind ofgas purchase price would you need to make a new LNG plant
economical?

A

Linda Coole: In terms ofthe netbaclc 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 ofthe
different countries we operate in, the contracts are written differently and the profit and
margins can be distributed differently so I think it's important to loolc .31 it. on an integrated
basis. What lNe can say though is that the overall LNG portfolio at Shell as I showed you in
the numbers here is profitable at $14.00 a barrel and expect a reasonable return, a strong
return actually_ And the economics on the integrated projects look equally good, ifnot better.

Phil Watts: Let me give an example ofthat I used to be ChiefExecutive in Nigeria and we
just approved Train 3, we're a partner in Nigeria LNG. As weU as being inherently profitable
in its own right, it will gather assQCiated 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 ofthat and it
will also help to put out the flares which is part ofour commitment to have a flares-out policy
in Nigeria with a stretch target at 2005 and certainly everything out by 2008.

Q.

Tom Schmidt from Alliance Capital. Ifyou 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 biUion and you
produc;ed 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... I use the phrase "expectation." I think you used the phrase "resources" basis as
opposed to the proven buL.last year, 1999, in a traditional way oflooking at it we... what we
found at $2.00 a barrel oil equivalent Ifyou look at the expectation. the resources, it was
closer to $.90. But, you're right, ifyou look 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
investment decision, 600 million barrels went, bang, to our reserves. Ofcourse, 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 ofway ofc-ounting reserves and a way oflooking 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 ofreserves and r d like Tun to comment ifbe would. Because, if
you Jook at our proven reserves and compare them with the expectation ofwhat they could be,
there's a dramatic prize there. Tim?

Tint Warren: You saw a very interesting chart in Din Mcgat's prcsentationthis morning that
separate our resource base in proven exploration expectations and what we call scope for
recovery. And scope for rec-overy is the resource base that we believe is unlockable with new
technology. Ifyou look back to those charts, the numbers are very large indeed.

Phi] Watts: I haveno doubt that jfwc get Volumes to Value to work with the application of
newtecbnology, we don't needto go to Wall Street for it, we're actually sitting on a lot of it.

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 ifyou can elaborate a little bit more in tenus ofthe approach that you take and also
that the target market perhaps what is different than some ofyour 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. Ifwe're looking
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out at, say,the next 10 years, do you foresee the two that win be, as a competitor, one will
pace the other or do you think they will be compJimenting each other.

A

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

Linda Cook: I'll at Least start. I showed you the chart that compared InterGen to the
competitors over 1996 to 1999 and it showed that InterGen was the second most successful
greenfield independent power producer in teans of developing new projects in the world
outside ofNorth America. So, they even beat Boron on that score and AES, ofcourse, was
the company that was number one. I think they have... and that proves that InterGen has
world class skills in teans ofproject development and financing and those are the key
strengths they rely on in ordcrto win the bid successfully and then have profitable projects
when they're actually pwsuing them and get the financing done.

The second question was on gas to liquids and floating LNG 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 LNO facility later or you can do SMOS which isSheIJ Middle Oistillate.
Synthesis process which is our gas to liquids technology in conjunction with LNG and
enhance the overall profitability of the project.

Phil Watts: 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 probahlyare aware, we started up InterGen in North America last
year- and I was actually having dinner with Carlos Riv3, tile CEO oflnterGen yesterday
because as you can imagine he is very e..xcited about the next stage ofwhere we're going with
InterGen and we feel that that venture and this unique linkage it will ha"'e with Shell, we'll
not have to wony about the big Enron we always like to talkaboul I mean. Eoron is a
different business from the business we are and where our strategies are. We don't tlyto
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 l.inda 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 I think that's a reallY valuable thing to have in terms
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ofgetting to know who the customers are, how the country works, what the marketplace is
like.

Q.

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

A.

Phi! Watts: I got the question on Chad. I missed the first part and we have people listening
so speak up.

Q.

John Mahady: What is 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.

Phi! Watts: I think the short answer to that is... l:IIld if you take one of those 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
lhal as we get more focused and also with the benefit ofbetlerlechnology and doing things.
faster.

As far as Otad is concerned. 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 ofthe choices last year
were that We went for a major project in the deepwater in Nigeria, a major project in the US,
GulfofMexico, Brotus, an offshore pipeline in Nigeria, shallow water field EA. We went to
Athabasca with all the stotY around that, huge reserves and the longevit;y ofthe project and
some others that you know and then a conscious decision that we would withdraw from the
Chad project. I'm pleased for Chad that it's going ahead and that new partners have been
found in the form ofChevron and Petronas and 1wish the project weD and 1hope it
contributes to the development ofthe 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 ofprojects should add up to. Very often, it's this downside resilience
criteria that forces you to take some hard.decisions. I hope that's.•.Tim...
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Tim Warren: '" on the first part, again. Ifyou look at what we've achieved through Drilling
the Limit so far which... anything from 25-5001. 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 25-5001. that we've realized now is today's technology
limit... we've still got way to up the learning curve to actually extract the most from
today's... and then factor in the 300/0 value increase that is the basis for which we're investing
with Ha11iburton and Wel1Dynamics 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 Stems. How much ofyour Nigerian production is being affected by
the disturbances there now and what's your assessment of that situation going forward?

A.

Phi) Watts: Thank yOll. r 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 running it aren't
doing theirjob well but I have been the CEO 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 year. I'm pleased to say that just
lately things have improved quite a lot and the atmosphere seems 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. I think
it's something, though, that wc 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 Vlrhatever. But
actually makes it back to the communities and what they need isjobs. We play our part but
there's no way we can take the role ofgovernment But, as I say, things just at the moment
are looking qui~ a bit better.

Q.

TyIer Dan from Bank ofAmerica Securities. I wanted to address the underlying decline rate
that's in yourp~ections. 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
underlying decline rate? In other words, could your projections be conservative or... l guess
I'm trying to figure out the impact ofthe Realizing the Limit program on the existing field
production.
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A.

Too Warren: I think you're doing someth.ing we're trying to figure out, as well, at tile
moment.

Phil Watts: That's a very honest answer.

Too Warren: Yes, that's honest... Realizing the Limit we kicked off, you know, at the end of
1998 and it's been buildingmomentum throughout 1999 and some ofour operating units are
already banking the advantages in their plans. The others areplaoning to do that this year.
So, there is a significant component that is not yet in our plan, part ofit is in our plan. We'll
certainly give you clarity on that at the end of this year.

Phil Watts: And, we'l1 see bow 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 whoo people see it delivers
results.

Q.

Actually, that sort ofsegues into my second question which i'm·sorry 1didn't state earlier.
The accountability that you mentioned in terms ofyour new way ofmanaging the business,
could you just give us a refresher as to what's different now, in terms ofaccountability, in
terms ofmanagement structure, versus before and w-hen 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. I enjoyed the freedom [ had in the
operating unit as man and boy and it was good fun. The world changes. You get into a more
competitive situation and the Group decided to change in early '96 from this matrix. structure
which, frankly, had got terribly ovel'grown with all kinds ofweeds Md bureaucracy and we
went to a business structure. We shaIpened that up significantly early in '99 where we went
from a kind ofloose and vague business committee to an executive committee. [think that's
enough of the history.

I'll tell you what the situation is like now. We're talking about both Executive Committees,
both for E&P and gas and power and it appliesjust the same- I'll describe the E&P one just
for ease ofdoing it only once.
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At the end of last year, I agreed my scorecard with the Chairman, with the Board, i" fact, and
the scorecard has on it, top line performance, return on avemge capital employed. And, then,
you go into the rest ofthe scorecard and it has a line that says uoit costs. oil production, gas
production, reserve replacement. Tt goes into the next part. It has HSE, human resources,
some measures there. And then at the bottom ofthe chart... you can see I loolc 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 nonnally a month next to it.

Now, I have that and I share that with my colleagues 00 the Executive Committee and 1cut 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 ofscorecards and I 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 oftotal score. Getting
the right people in the'right places.

We have theo quarterly an in-depth review ofthat and then we have a monthly review. And
it's a bit arduous. Ifs 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 wrong and where
things are going wrong how can you inject... not just criticism andgive people a slap. 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? Does it need more financial
resources, or whatever? That's the way our business is.

I 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? ICs very tough but it's
also... tries to be very helpful.

Linda Cook: I would just add one thing. The other part of it that Phil didn't mention was dle
whole compensation structure which, believem~ is directly tied to our performance against
our SCQrooard.

Phil Watts: And Wc'vc upped the amplitude ofthat so that people that really make a
difference get really significantly cewacded.

Walter van der Vijver: From my side. one thing you have to add to that is that it's not a story
any more which we be very good in Shell ofexcuses. 1bat doesn't work any more. That's a
big difference.

Phil Watts: We had brilliant rear-view mirror explanations ofwhy this wasn't really a very
sensible target to have in the first place. Last couple ofquestions.
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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

Phi1 Watts: I think you've put your fInger absolutely on one area that, ifI 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
[unintelligiblel .. but you also have to have certain areas thatyou're thinking about Could
these be aspeeial 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
argue is a bit tight. I would argue that it then makes funds available, ifwc wanted to do. it, for
realty high value positions that were perhaps one-time opportunities that we should have an
open mind to consider that sort of thing.

Q.

Let me turn it around another way. Are you selling assets at $14.00?

A

Phil Wa1t$: Are you selling assets at $14.00, Waiter?

Walter van der Vijver: No way.

Phi) Watts: No way. And we don't sell assets on just the bare bones assessment. Wedream
ofbow much more reserves you could possibly get out of it and then combine that with a
higher price before we let go.

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

. Phi) Watts: Not every night.

Din Megat: welL about the fact that some hurdles need to be met because we all feel. it the
next moming. But through feeling that, then the creative juices started flowing and one thing
especially with the McYor 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-notjust in the
short-term hut o'\l-er the longer tenn-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 all areas where it appears ItS ifmost major oil companies are disinvesting or
lowering their investment, sort of fuU-cycle economics were not very attractive after '97 and
then we heard the technology. So, it occurred to me that as a percentage ofthe rent that exists
in properties perhaps the biggest impact of that kind of technology, if it worked 0fI smaller
scale issues. could be in the North Sea, or lower 48 orCalgary and it's really justa question of
how you think about those areas, because thcy'rc not trivial. I mean, they used to consume
most ofthe rigs in the world and I just wonder how you think about those basic areas.

A

Walter van der Vijver: Ifyou look at the lower 48 and the mature areas in the US and to
whatever has happened in industry, there's an enonnous fragmentation, as you know. And
one ofthe things that I clearly worry about is that with this fragmentation, all the smaller
players now looking at the nurture 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 iniliat sense is valid for the US. I would predict that you wiU see further· changes in
the lower 48 because, given the advantage oftechnology and associated skills with it, you will
see that other companies will have to come back to get the best out of the assets. I assume
that the same wiU 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 Me going to he 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 ofWest Africa, offshore Brazil, the whole Caspian area, the
other MajOr Resource Holders and that really must he a big... the C()JllIJlercializatjon ofbuge
quantities ofstranded gas. So, there's a whole spectrum of possibilities out there that you
have to compare the lower 48 or the North Sea or whatever with you. The last question, ifwe
may.

Q.

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

1\..

Phil Watts: I thought Linda expressed it very well when she was talking about these new
things to do in 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 money?" 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 ofreturn because there's too much risk associated with it. But that will be the big
challenge and it will need the sort ofrelationships 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
ofreturn and the government feels that the way itnormally should go is that they make even
more and the better we do, they do ever better. It's that sort ofchallenge that we face in these
new areas.

Can I say at tIle 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 indeed.
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