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Attractive Investment Opportunities in
Energy Sector
Majors
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Finding Comments:

The financial community’s opinions were mixed regarding the
attractiveness of the integrated ofl and gas group. The consensus
opinion before and after the September 11 attack aligned closely to the
average of the combined interviews. After the aftack, some respondents
were askad to commaent on how the altack could impact investor
sentiment. Isolated comments suggested changes of opinion, but there
was little consensus found in these additional commerts.
The sell-side and buy-side mentioned a combination of companies with
fraquent mention of the majors as well as other well-perceived
integrateds. The other integrateds mentioned were:

» Conoco

> Philfips

» Marathon-Oxy

» Amsrada Hess

Financial Community Comment:

“ would own an infegrated company for expansivensss angd batance in a
portfolio and because /it is a defensive stock” (Buy-side)
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importance of Factors When Considering
RD/Shell

Rating 1to 10 Mid-point Top Quartile Excellent

7,5"”;“"*”_;‘“" 0.0
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Macro energy /
commodily play

RD/Shell’'s
oro
potential

Seli-Side {3 Buy-Side

Finding Comments:

The individual opinions of one screening factor versus the other
indicated various combinations of opinions,

The majority of management agreed with the majority opinion of the buy-
side that the macro energy/commodity piay is the first point io consider
when determining the attractiveness of RD/Shell as an investment
opportunity.

The majority of the already sector-focused sell-side viewed the
Company's growth potential as the more significant factor to be
considerad.

Some buy-side commeanted that RD/Shell represernts a long-lerm cors

holding to snsure continuous representation of energy within the
portiolio.

Finangisl Community Gomment:

“The macro energy commodity issue is not so important with RD/Shelt
because if you wanled a commodity play you would go for & pure producing
company or an independent gas/oll producer.” (Self-sids)
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£iristersen & Associairs

Primary Reasons To Buy RD/Shell
» Core energy investment/ - Management
defensive stock « Superior technology
- Relative to peer N Qperaﬁng and
exp&ctations investment
» Return polential improvements
+ Quality of the asset base - Growth potential
- Financial strength + Share buy back
+ Restructuring program
+ Valuation
1z
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Why Some Don't Own RD/Shell
What Would Make You Interested

Why others over RD/Shell To increase interest, need:
< Other peers more attractive  « Higher EPS growth
» Exxon ~ supsrior, more « Delivery versus
diverse ex :
‘ pectations
» BP - bhetter product profile; Proof of ital discipli
like management, strategy, * Proot of capital discipline
and disciptine + Plan for share repurchases

= Production forecast issues + To hear story

- Lower price
« Would consider it as is

Finding Comments:

~ There were many value-driving reasons given as primary reasons 1o buy
RD/Shell.
Eight buy-side respondents did not own RD/8hell. Their reasons for not
owning RD/Shell, and referances 1o what would increase their interest in
RD/Shell, focused on key issues that drive value — strategies,
performance, and communications.
Some of the comments about whal would create new interest in the
Company suggested soms lack of awareness about what RD/Shell
currently delivers to sharehaolders,

Financial Community Comments:

I would buy RD/Sheft foday for stability, moderate growth, and income.”
{8ef-side)

“We own Exxon and TolalFinaFll because they have modeastly superior
stories. Even though { believe RD/Shelt s a good company, | am dubious
aboud the growth and return on capilal largets. Now that they are going o
knock thefr growth targels down, [ doubt their credibility.” (Buy-side)

“RD/Shell is on our internal Duy Nist, but we dor't own it at this time. After
the mesting on Seplember 20, the seli-side tells me there are some
production growth issuss,” (Buy-side)
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Other Industries With Similar Risk Profile
as RD/Shell

» Other integrateds

< Independents

- Diversified energy

< Deregulated utilities

« Diversified manufacturers

- Large, diversified, global companies
- Water utilities

Finding Comments:

Management and the financial communily agreed that RD/Shellis a low
risk invesiment opportunity. Both the sell-side and the buy-side, at
basically all price levels touched during the irderview timeframe, viewad
RD/Shell as low risk.

Management's consensus opinion of short-term reward potential
matched that of the majority of the financial community. Management
was consisiently positive about the Company’s ability 1o deliver value
over the longer-term.

> The consensus financial communily opinion of both short and long-lerm
reward potential refleciad only modest enthusiasm by some and a rather
lackiuster interest by others.
The buy-side compares RD/Sheli's upside polential to many other
comparies.

Financial Community Comment:

“RD/Shell is possibly siiff fainly valued at $43 per share. However, it is
meving foward undervalued and | would be very inferested if it pulls back a
couple of more doffars.” (Buy-side}
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Peers

ExxonMobil

BP
TolalFingEi
Chevion / Texaco

DJ Titons Index
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%

Other Peers

< AHC . KMG
- APC - MRO
« DOW < OXY
+ DUK - P

< BYN . REP
+ ENE . SLB
© HAL © UCL

H
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Rating RD/Shell Relative to Peers

Rating 1 to 10 mid-Point

%

Top Quartile

P iy
2 ¢

Excellent

0.0

Quaiity of
management

Production growth

potential
EPS growth

potential
Reserve

replacement

Operating and

overhead cost

control
@ Managemeni A FC Average
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Sell-Side 13 Buy-Side

Rating RD/Shell Relative to Peers conrg

Rafing 110 10 Mid{ofnf Top Quartile

L] & ?

7.5
# 4

Relurmn on average

Excellent

0.0

capital employed

Financial strength

Finding and :
development cosls
LNG volume &
growth ‘
onagement & Sell-side Buy-Side
P
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Raﬁng RD/Shell Relative to Peers contq)

Rating 110 10 Mid-point

Top Qugirtile

75—
& 3

Excellent

1.0

Cash flow growth -
potential

Dividend growih
potential

Share buy bocks
Finished product

sales for {
downstreom

% Manogemeni
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© seln-side

{3 Buy-Side

Rating RD/Shell Relative to Peers (contq)
Rafing 1 to 10 ™id-Point Top Quartile Excefient
| 75— 10.0
Chemical volumes |
Envirohmental &
management T
& management @ seit-side O Buy-Side
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Rating Certainty

Rating 1 Very

aimg fo 10 Mid-Point Top Quortile High
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Praduction growth £

potentiol g - %

Retumn on average o~

capital employed
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Finding Comments:

- The financial community consistently mentioned the largest of the major off & gas
integrated companies when citing RDiShell’s closest investment peers. They
also noted many other companies including other integrateds, indepsndents,
service companies, and other energy-related companies.

« The respondents were asked to rale the importance of cerdain criteria in the
analysis of RDIShell, Then they were asked to rate RD/Shell, relative o peers,
on that ariterda. The focus of the ratings was most often forward-looking.

« The most well-perceived, and compelling, investment opportunities raceive
average ratings of a minimum 7.0, Some RD/Shell ratings were at that level;
others reflected more modest apinions. Management's ratings were often at the
tavel desired. )

- The individual ratings refiected mare consistency of opinion on the buy-side than
the selk-side.

Financial Community Comments:

“Someone should consider buying RD/Shell because of the qualily of the asset
bage, the fact that this will be one of the big ensrgy companies for the next 50
vears, and # is & relatively low risk investment relative to other sltock market
afternatives.” (Sei-side)

“The buy-side should buy this stock because of its defensive nalure, it has & large
market cap, is well diversified, very liquid, and has good hundamentals.” {Seli-side)
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Rating RD/Shell Management

Rafting 1 to 10

Quality of
management

Executionfo date <«
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Forward execution
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Management Strengths

Copable,
knowledgeatie
feaders

Operating ability

Note: Multipis resporses given & Monagerment 8 FC Average

Fa

Other Management Strengths

- Global depth of = Growth oriented **
management *** < Commitment **

. Reiaﬁoqships iﬂ jcey - Reputation **
areas of world . Flexible **

+ Global culture *** .

. Portiolio of assets . A.cﬁ;ustsfxg 1:‘;vestment
developed *** strategies

+ Restructuring / cost control *
+ Performance *

#5% Mentioned by Managemeny and FC % Management only ® FL ondy
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Management Weaknesses (Concerns)

Bureaucracy / 75%
shru

clure

Delivery vs.
expeciations

Aggressive guidance, delivery, retumns

Other

& Manogement B FC Average

3

Other Management Weaknesses
(Concerns)

- Clarity of strategic vision / narrow view
- New management uncertainty
Uncertain level of focus on share value
+ Acquisitions — strategy and delivery

Quality of presentation skills (versus
others)

»
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Challenge — Perception of Management
Relative to Peers

“When rating RD/Shell
management against their peer
group, they are average, as it is an
excellent peer group.”

Finding Comments:

+  Several sell-side and buy-side respondents agreed with management's
consensus that RD/Shell management have delivered and are well
positionad {o positively deliver going forward. The individual financial
community ratings reflecied varied opinions within both the sell-side and
buy-side groups on the management criteria rated. There was consensus
agresment internally and externally that management credibility remaing
somewhat of an overhang.

«  Some commented positively about the capable leadership of the
Company. Comments were supported with references o knowledge of
the industry, vision, talent, experience, and intelligence.

There were concerns about the management structure including concern
about investors' perceptions of i, specifically, the two parent companies, a
bureaucratic approach, rotational maragement by committee, and that this
all complicates the story.

N

Financial Community Comments:

“Management's sirength is that they have generated a lot of mternal grawth in
their businessss, which is one of the reasons why they have a high refurn on
capital employed. Another strength is that now that they can buy back stock,
they can change the perception of how peopls look at the Company. They
have historically over invested in businasses. They are now focused oo
managing the capital more effectively.” (Buy-side)
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