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Paper

Requirements, Responsibilities and Relationships

Business is being transformed by liberalised global markets, the commu​nications revolution and accelerating technological change. Evolving en​ergy systems — and the discontinuities within them — offer new opportu​nities. Companies that miss them will suffer. Major energy companies have an even more fundamental role in financing petroleum develop​ments. Project financing depends on wide-ranging technical, project management and commercial skills. Projects in sensitive areas demand increasingly stringent social and environmental standards. In fulfilling their duties to shareholders, companies must acknowledge wider responsibilities. Being trusted to meet them will be increasingly important for a company’s reputation in the marketplace. Fulfilling them helps build essential relationships. They are good for business.

Globalisation is nothing new — after all the Dutch were helping to develop the global economy 400 years ago.

The globalisation debate

But it is the topic of the moment gener​ating widespread and fierce debate — in business, government, the media, and even the streets. Why does it arouse such passions?

There is surely more to it than just the ‘liberalised international market economy’ — although the impact of that will be much greater than many imagine.

The communications revolution of​fers unprecedented access to informa​tion — with the challenge of keeping our bearings in the torrent — and a new abil​ity to interact regardless of distance. The pace of scientific advance and techno-. logical change is accelerating.

These changes are transforming busi​ness everywhere — as well as campaign​ing politics.

There can’t be many of us who don’t at sometime suffer from what, over 30 years ago, Alvin Toffier called future shock— ‘the dizzying disorientation brought on by the premature arrival of the future’.

But perspectives on that future differ. Some see a world increasingly con​trolled by big business — diminishing the role of national governments and the value of democratic choice. They blame globalisation for growing inequality and exclusion. They fear the consequences of scientific and technological progress.

From the perspective of hard-pressed business managers increasing corporate control seems illusory in face of shifting, widening & accelerating and intensifying competition; increasingly volatile and changeful business conditions; and growing public and regulatory pressures.

We believe that economic growth —and engagement in the global economy —is the primary force for alleviating pov​erty. And that the conditions which pro​mote development — such as the rule of law and fiscal discipline — benefit all. We are optimistic about the power of sci​ence and technology — driven by the en​ergy and responsiveness of competitive enterprise — to provide better choices and new solutions.

Business people must make their voices heard in this debate. We would be ill advised to let it go by default. This is particularly true for energy industries which are the subject of particular con​cerns and face particular attack.

I believe this industry has a remark​able record. Not just in the returns we have generated for our shareholders. But also in the contribution we have made to society by:

•
supplying the convenient, safe and economic energy people depend on,

•
creating wealth through employ​ment, taxes and profits,

•
innovating and investing for the future.

We are responding to the needs of a new century. But it is not enough just to assert this. We have to demonstrate it. We have to regain people’s trust.

Changing energy futures

Petroleum developments — and their fi​nancing — are affected by profound

“Economic growth is the primary force for alleviating poverty. The conditions which promote development benefit all”

changes in energy industries, business methods and capital markets. Energy systems have constantly evolved and will continue doing so (figure 1). There is increasing competition be​tween energy sources.

In industries characterised by large-scale, complex, long-lived and expensive infrastructure, change is bound to be evolutionary. But, within this, there can be significant discontinuities — technical, market, socio-economic and in public attitudes. It may take time for the full impact of such discontinuities to be real​ised. But businesses that miss them suf​fer quickly.

Past technical discontinuities included the steam engine, internal combustion and nuclear power.

Combined-cycle gas turbine power generation may be another — providing the efficiency, flexibility, cost-effectiveness, cleanliness and lower car​bon emissions people want (figure 2). Gas is increasingly the fuel of choice for power generation — displacing coal and oil ~figure 3). However, its future depends on our ability to deliver it to market economically.

Potential discontinuities include solar power and hydrogen fuel cells. We are pursuing both possibilities in Shell. But we certainly don’t underestimate the abil​ity of existing technologies to fight back.

Greater energy efficiency is a sort of creeping discontinuity. The impact of new communications on social and working patterns has still to be seen.

Environmental requirements are in​creasingly important drivers. These in-dude the threat of climate change and —particularly in developing countries — the impact of industrial and transport emis​sions on public health. The Kyoto Pro​tocol — which Shell supports — has still to be ratified. But it is already having a pro​found impact on the way governments and business think In Shell; we reflect possible future carbon costs in invest​ment decisions.

The threat from climate change is still uncertain. Public attitudes could harden — particularly if people don’t see progress. Society could demand faster and more substantial reductions in emis​sions, whatever the cost.

For my part, if the world thinks that carbon dioxide emissions should be re​duced, I see that as an opportunity.

Concern for energy supply security is also a factor.

As always, the pursuit of competitive advantage drives progress. There is emerging competition among car manu​facturers to offer high-efficiency and low-emission vehicles.

Energy consumption in developed countries could peak within two decades as a result of increasing efficiency, shift​ing industrial structures, saturating mar​kets and changing consumer priorities. Of course, the expanding needs of developing countries will mean continuing growth in global energy demand Figure 4)

 But we should not underestimate the potential for those countries to leap-frog technological advances.

Resource scarcity is unlikely to be a discontinuity in the first quarter of the century — given our ability to recover more from existing resources and to ac​cess new ones (figure 5).

The Athabasca Oil Sands Project —being developed by Shell Canada and its partners in northern Alberta — is an ex​ample of accessing new resources. The project was evaluated against possible future carbon costs and low oil prices. It is also an example of Shell companies’ commitment to engagement with others in society. I will return to this.

Remember the stone age didn’t end because they ran out of stones — but as a result of competition from the bronze

tools which better met people’s needs.

I referred to the communications revolution which is transforming busi​ness. Our industry is certainly no excep​tion. E-business offers new ways of in​teracting with our customers and our suppliers.

Shell companies around the world are pursuing these possibilities. We are play​ing a leading role in developing a global procurement exchange for energy and petrochemical industries. The founding companies have combined annual pro​curement exceeding $125 billion. 

“It may take time for the full  impact of such discontinuities to be realised. But businesses that miss them suffer quickly.”

“The stone age didn’t end because they ran out of stones — but as a result of com​petition from the bronze tools which better met people’s needs.”

We expect this initiative to deliver significant cost. 

In Shell, we believe evolution and discontinuities offer us opportunities for the future — for fulfilling our aspirations to grow. But we know we will only be able to do so on the sound foundation of profitability and competitiveness. So

we continue to focus relentlessly on cost leadership, capital discipline and rigorous

portfolio management.

Corporate strengths count

Let me turn to the issue of financing. I want to make one simple point. In Shell, we believe that major energy companies now have a more fundamental role in financing petroleum developments. We expect this to continue.

During the 1990s there were sugges​tions that — as capital markets devel​oped — project financing might be a way of obtaining cheaper finance and diversi​fying risk. Recent events suggest this was premature.

Unfortunately, petroleum projects —particularly the gas chain projects which are increasingly significant — are long-term and complex. They involve the multiple risks of this industry — geologi​cal, technical, market, politics, exchange, price. They are often in difficult places and sensitive environments.

In Shell, we regard investing in such projects as our core business. We are equipped to evaluate them and confident of our ability to realise their value. We have the financial strength to fund our own investments and believe this pro​vides the most competitive projects.

We will, of course, participate in pro​ject financing where other partners re​quire it. I believe our participation aids such funding, for several reasons.

Firstly, as I said earlier, these pro​jects — particularly the gas ones — are very complex. Many projects are touted; few come to fruition. Having a reputa​tion for putting together complex multi​national projects is a competitive advan​tage.

Secondly, executing such projects —perhaps in deep water, or with difficult reservoirs, using new technology, or involving complex chains — requires wide-ranging technical, project management and commercial skills. These can only come from extensive experience and long-term investment in technology, people and relationships.

As an aside, some may have seen a

reliance on project financing as going together with a reduction in the role of major companies as technology providers, in favour of service companies. We think this is also mistaken. As Mark Twain said: ‘Rumours of my death are greatly exaggerated.’

Thirdly, major development agen​cies— such as the World Bank — seek to encourage long term investment in de​veloping countries. In Shell, we are com​mitted to developing long-term relation​ships — which we believe enable us to utilise our skills and technology to create continuing value for mutual benefit.

To take just one example. We have been working to unlock the secret of Oman’s complex geology for 40 years —applying the latest technologies to ex​tend the Sultanate’s oil and gas re​sources. This has brought continuing success. One recent fruit was the discov​ery of new gas reserves to support an LNG scheme — which delivered its first cargo this year.

Committing to long-term relation​ships doesn’t mean we’re a soft touch. We rank our investments and are pre​pared to withdraw from those that don’t meet our requirements.

Fourthly, institutional fund provid​ers — and also commercial lenders — re​quire increasingly stringent social and environmental standards for projects in sensitive areas. We have given much thought to these issues and I will discuss them at greater length.

But first let me give one example. The Sakhalin Project began exporting oil last year. Project financing by the EBRD, US andJapanese institutions depended on satisfying stringent environmental standards to protect sensitive habitats and animal populations. The planned next stage of the pro​ject — in which we are increasing our in​terest to 62% — involves an LNG export

“In Shell, we believe evolution and discontinujtjes offer us opportunities for the future— forIbltilhing our aspfrations to grow.”

“We regard investhigin such projects as ow core business. We are equipped to evaluate them and confident of our ability to realise their value.”

scheme. I referred to the importance of delivering gas economically to distant markets. This is in the context of a rap​idly changing gas business. Meeting that challenge is vital for this industry. It will require technical, commercial and finan​cial creativity.

Responsibility is good business

In the second part of my speech I want to argue that responding to the huge changes in business conditions — and in public attitudes — requires us to acknowl​edge wider responsibilities than just to shareholders.

I think all businesses do already ac​cept — implicitly or explicitly — that, in fulfilling their duties to their sharehold​ers, they must meet wider responsibili​ties. But, as I said, we have to demon​strate this — to regain people’s trust.

Shell business principles recognise five areas of responsibility — to shareholders, customers, employees, those with whom we do business and society as a whole. We believe fulfilling these responsibilities is a business imperative, for two reasons.

Firstly, being seen — or rather being trusted — to meet them will be increas​ingly important for a company’s reputa​tion in the market and its licence to grow.

Secondly, fulfilling those responsibili​ties helps build essential relationships. They are good business in themselves.

Let me focus on just a few examples, starting with employees. Energy compa​nies need the best people and need them to work at their best.

Unfortunately, everybody wants the best. How do we attract them? Is it just a questions of higher salaries, bigger bo​nuses, plusher conditions? Rewards mat​ter. But I believe the best people want more.

They want to do worthwhile work —contributing to society — for a company whose values they share. And they want to do stimulating work, where their ac​tions count, their performance and po​tential is recognised, and their views matter.

In my view the successful companies

of the future will be those that integrate business and personal values.

Hierarchy doesn’t appeal. It is no ac​cident that business graduates are in​creasingly joining small companies, or starting their own. That’s good because hierarchy doesn’t deliver the speed, flexi​bility, responsiveness and creativity nec​essary for modern business.

I prefer to see Shell as a professional network applying global insights and standards locally.

Rather than shoehorning people into

a company structure we need to adapt our organisation to make the best of the best people. I will use innovation as an example of what I mean.

Liberating creativity

We understand that the future of our business depends on a continuous flow of new processes, new products, new technologies, new businesses. So we have developed a process called ‘Gamechanger’ to encourage and harness the creativity of all Shell people.

Of course, commercial innovation is more than just good ideas. It is about implementing those ideas to create new value. Venture capitalists are the mid​wives of innovation. Gamechanger plays this entrepreneurial role within ShelL

People are encouraged and assisted to put forward ideas — at any time — to a panel of their peers. These are accepted or rejected within one week. Money is available to work them up quickly for more searching review by technical and commercial experts. Then a rapid struc​tured process tests business value and technical feasibility.

The process breaks through the stan​dard bureaucratic response to new ideas — to kill them. The results have been striking, in key areas for the future.

One of our responsibilities is to help Shell people make the best use of their talents. Giving them the opportunity to propose and pursue their own ideas is just one example. It is a  classic win-win — for our peo​ple and for our business. And it helps fuel progress for society.

“Energy companies need the best people and need them to work at their best.”

“In my view the successful companies of the future will be those that integrate business and personal values.”

Meeting customers needs

Commercial success can only come from retaining the trust of existing customers and attracting new ones. Acting respon​sibly towards them is plain good sense.

We all have less and less time. As consumers we axe overloaded with infor​mation and the multiplicity of choice. A known and trusted brand offers confi​dence in both product and producer.

I see customer expectations as a se​ries of overlapping layers. Early last cen​tury the first expectation was assured fuel quality, then it was greater conven​ience, and then higher environmental standards. More recently there has been a growing expectation that major energy companies will help provide solutions —to social problems in the countries in which they operate, and to the environ​mental problems associated with energy use.

That doesn’t mean we can give up on quality and convenience. Customers are like the Spice Girls — they want it all. Quality and convenience are increasingly important competitive differentiators. Suppliers of commodity products face a tough future in mature markets.

Shell companies are offering differen​tiated products and services — meeting our customers’ needs for performance, engine protection and higher environ​mental standards.

In the longer term we seek to offer new energy choices. Shell Renewables is working to develop commercial solar, wind, biomass and geothermal energy.

Shell Hydrogen is pursuing the possibili​ties of fuel cells for transport and power generation. But all this must be firmly rooted in the needs of our customers. New tech​nologies will only succeed if they deliver competitive products, which people choose.

Engaging with others

Defining business responsibilities to so​ciety is more difficult.

It is not surprising that international energy companies are a particular target of attack. We work in countries with great problems — poverty, environmental degradation, political instability. There is increasing concern everywhere about the impact of energy use.

These are complex and intractable issues. They involve all society. No com​pany can take responsibility for solving them. But we are part of society and ex​pected to contribute.

In Shell, we believe the only way for-​ward is to engage with all those who have an interest in our activities — under​standing their perspectives, responding to their concerns, trying to meet their expectations, gaining their trust.

Of course this offers no simple blue​print for action or easy way of diffusing criticism. People have varied — and often conflicting — expectations. Judgements differ about what is possible and desir​able. From our side we must always start from a central truth — that companies contribute nothing if they are not com​petitive and profitable.

Transparency is essential. Our annual Shell Report— the third of which has just been issued — describes what we are do​ing to meet our commitments. Much of the data is externally verified. We also see the Shell Report as a focus for dia​logue.

Engagement is at the heart of ensur​ing the social and environmental stan​dards of petroleum developments —working with governments, local people and experts to maximise benefits to the community and safeguard the environ​ment.

In the case of the Athabasca Oil Sands Project, there has been dose con​sultation with local communities from the start. The processes have been dc-​signed to minimise environmental im​pact.

A central thrust is to manage green​house gas emissions — halving them by 2010. This will enable the project to pro​duce low-sulphur synthetic crude with 6% fewer emissions than those associ​ated with the imported oil it will dis​place.

“A known and trusted brand offers confidence in both product and producer.”

“~. to engage with all those who have an interest in our activities —understanding their perspectives, responding to their concerns ,trying to meet their expectations, gaining their trust.”

Shell Canada’s Climate Change Advi​sory Panel was announced last week. It includes community leaders and environ​mental experts from around the world and will help the company develop and implement its greenhouse gas manage​ment plan.

These efforts reflect the commitment by all Shell companies to reduce their greenhouse emissions (Figure 6).

Pursuing sustainable development

The Athabasca Oil Sands Project will create over 1,000 permanent jobs and

generate more than five billion Canadian dollars (US$3.5 billion) in taxes and royal​ties. It is designed to help meet demand for dean transport fuel in an environ​mentally and socially responsible way.

Of course, investments in sensitive areas have the potential to damage the environment and disrupt social struc​tures. But they also support develop​ment — creating productive assets, offer​ing jobs, transferring skills, providing revenues to fund social services and es​sential infrastructure.

In Shell, we see our commitment to contribute to sustainable development as a framework for integrating the eco​nomic, social and environmental consid​erations of everything we do.

That can never mean doing one at the expense of another.

Delivering value

The first responsibility defined in our business principles is to shareholders. I have no doubt that fulfilling wider responsibilities is essential for doing this.

It adds value by improving relation​ships and encouraging innovation. Being trusted to meet people’s expectations pays dividends in the marketplace.

It reduces risks. Being the focus of public criticism is bad for business. So is losing the public debate. Shareholders —and investors in petroleum develop​ments — recognise that high standards are the entry ticket for the game.

And it responds to the aspirations of our shareholders who are members of society and as concerned as anybody else for its future.

I have strayed some way beyond the narrow focus of this session and thank you for your patience. I have done so because I believe regaining public trust is a priority and that recognising wider re​sponsibilities supports rather than hin​ders business success.

This industry has a record both of delivering value to shareholders and of contributing to society. We have to dem​onstrate we can continue doing both in the changing conditions of a new cen​tury. In Shell, we are believe we are on track to meet that challenge.

“I believe regaining public trust is a priority and that recognising wider responsibilities supports rather than hinders business success.”

