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Testimony provided to the U.S. House of Representatives, Committee on Financial Services
“Shell Games: Corporate Governance and Accounting for Oil and Gas Reserves”,
Wednesday, July 21 2004

Mr Chairman, Ranking Member Frank, and Members of the Committee:
Introduction

My name is Eric Knight and | am the managing director of Knight Vinke Asset Management, a
New York based asset management firm registered with the SEC as an Investment Adviser
under the Investment Advisers Act of 1940. Our investment strategy involves investing in
fundamentally sound public companies where sub-optimal stock market performance can
be attributed in some way to poor governance structures and practices, which we interpret
in the broadest sense. In such cases, we work with the company’s institutional and other
shareholders to overcome or redress these governance-related problems and aim, thereby,

to obtain a re-rating of the stock and make a profit on our investment.

Through Knight Vinke Institutional Partners (“KVIP”), an investment fund which invests in
European equities, we hold approximately 1.32 million shares of Royal Dutch Petroleum with a
market value of approximately $70 million. CalPERS, who have a $ 200 million commitment to
invest in KVIP, separately also have holdings in Royal Dutch Petroleum (“Royal Dutch”) and
Shell Transport & Trading (“Shell Transport”) amounting to 6.58 million shares and 31.31 million

shares, respectively, with a combined market value of approximately $580 million.

We have been working closely with CalPERS and other institutional shareholders of the Royal
Dutch Shell Group, both in Europe and in the U.S., with a view to pressing its boards and
management into re-examining their unusual governance practices and accepting a more

orthodox corporate governance framework.
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Why are we interested in governance at Shell?

Although, as recently as 2002, the boards of the Royal Dutch Shell Group declared that they
prided themselves on upholding “the highest standards of integrity and transparency in their
governance of the Company” and that they aimed to be “at the forefront of internationally
recognised best governance practice” (2002 annual reports), we believe that reality presents
a different picture. In light of the multiple reserve restatements over the past few months and
the astonishing revelations of the Davis Polk report, shareholders can perhaps be forgiven for
being sceptical. The Group concedes that “the framework within which the Boards operate is
conditioned to some extent by Royal Dutch’s unique relationship with Shell Transport, and this
results in some special arrangements which may not be appropriate in other companies”.

We felt it necessary, therefore, to look carefully into these “special arrangements”.

During the course of our due diligence, we asked our counsel in the Netherlands, the U.K. and
the U.S. to prepare a report on the Royal Dutch Shell Group’s governance structures based
on publicly available information and a copy of this report is included in the attached

materials (see Exhibit 4).

Shell’s Unorthodox Corporate Governance Structures

By way of background, the Royal Dutch Shell Group of companies is 100% owned by two
holding companies: Royal Dutch (60%), which is the largest listed company in The

Netherlands, and Shell Transport (40%), which is one of the ten largest in the UK.

Royal Dutch is managed by a Supervisory Board and a Management Board, as is usual in The
Netherlands, whereas Shell Transport has a unitary board comprised of non-executives and
executives, which is the structure most commonly found in the U.K. It is important to realise,
however, that both Royal Dutch and Shell Transport are pure holding companies, with no

operating activities of their own.

The following is a summary of some of the more surprising facts which emerged from our

analysis:
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e The operating companies of the Royal Dutch Shell Group (i.e. the group of companies
below the two parent holding companies) are managed on a day-to-day basis by an
informal committee of senior managers -— the so-called “Committee of Managing
Directors” (or CMD) - and not by a chief executive officer. Substantial power and
autonomy is given to the CEOs of each of the Group’s four main Operating
Companies, and, although there is a chairman of the CMD, none of these executives

reports formally to this person.

e The “boards” of Royal Dutch and Shell Transport are comprised of different groups of
individuals — responsible to separate shareholder constituencies -- and it is unclear,
therefore, exactly to whom the CMD and its Chairman report or are accountable. The
two parent company boards come together on a regular basis in a large gathering
known as “the Conference”, but this is yet another informal body, vested with no
formal powers and unaccountable directly to the shareholders of either holding

company.

e The Royal Dutch supervisory board (perhaps the most powerful of the different Shell
governing bodies as it controls the majority shareholder in the operating companies) is
effectively a close-knit, self-perpetuating body. This results from the existence of a
class of so-called “priority” shares, which have the exclusive right to nominate board
representatives at Royal Dutch and to reject nominations by shareholders. As of now,
the members of the Royal Dutch supervisory and management boards hold or control
100% of these priority shares and thus have the ability to control their own nominations.
This self-perpetuating mechanism is wholly inconsistent with internationally accepted

principles of good governance.

Despite mounting evidence of poor internal communication, inadequate controls, lack of
accountability and unclear reporting lines, Shel’s management and board members still

maintain that the reserves débacle had nothing to do with structure.

We disagree. Shell’s management has operated for years, indeed decades, with none of

the basic building blocks of modern governance: its divisional management did not report
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formally to a group chief executive; its divisional CFOs did not report to a Group CFO; the
person presented as the chief executive, the Chairman of the CMD, apparently lacked either
the authority, responsibilities or the accountability normally associated with a chief executive;
he reported to two boards composed of different individuals, and so effectively to none; and
the boards of Royal Dutch were shielded from shareholder intervention through the priority
share mechanism which made them a “closed shop”. The Royal Dutch Shell Group’s
unusual board and management structures may not be entirely to blame for the
misstatement of reserves, but we believe that they, and the corporate “culture” they foster,

certainly contributed to the problem.
Exemption from US Proxy Rules

Royal Dutch - as a “foreign private issuer” — is currently exempt from the “proxy rules” under
the U.S. securities laws despite that fact that some $25 billion in market value of its shares are
represented on the US markets. Nevertheless, in the buildup to this year’s annual meeting
Royal Dutch employed a prominent U.S. proxy solicitor to obtain support for a resolution
giving a shareholder “discharge” to its Supervisory and Management Board members (see
Exhibit 3). In itself, this would not be remarkable were it not for the fact that the resolution was
strongly opposed by the mostly European shareholders who attended the annual meeting
and that, despite this opposition, the resolution was passed thanks to a large block of proxies

coming mostly from the U.S. held by the board.

Approximately 25% of Royal Dutch’s shares are held in the U.S. in the form of ADRs and in this

context, we ask ourselves:

e Did U.S. shareholders know (or were they made aware) that item 2 of the Agenda,
covering approval of the accounts, payment of the dividend and discharge of the
board members - all presented as a single item - were in fact separate resolutions,

each to be voted on separately?

e Did they know, for instance, that shareholders could have voted in favour of the

accounts and the dividend but against the discharges?
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Had Royal Dutch not been exempted from the provisions of the U.S proxy rules, we believe
that the SEC could have asked for clarification on these points and that, in light of recent

events, the vote could well have gone the other way.
In conclusion, if Shell and other multinationals want substantial access to the U.S. capital
markets, it seems anomalous that they should be held to lower disclosure standards than their

U.S. peers — and this applies to proxy solicitation just as it does to reserve accounting.

Thank you.

Washington, July 21 2004
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: Fram My Eric. Knight
ard: My Ted White:

:Sir;The views expressed:at the
facent meefings held between
shareholders of the Royal’ Dutch/Shell

:Group and-its board menibers, in
whicly we participated, evidenced a

’ :poweriul shareholder colisensus
cencernmg the need for a fundamental

~and-wideranging re-examination of the.

o ;spec1a1 arrangements between the.
: .pdrent companies and:the

and: governed. Protestations to the
contrary notwithstanding, if remains
: i view — shared by many )
nstitutional shareholders — that, at the
=yeiyiledst, aportion of the blame: for
“thareserves debacle is to be atiributed
fie prevailing governanee-culture of
egroupand the absence ofiorthodox
< poardistructures. Whether or not this
b true, this is the market s perception
foday:
“As must have been apoarent to the
- ditectors of Royal Dutch. Petroletim
. “and Shell Transport.& Trading, many
“oftheir-shareholdérs desire that this
exaniination of boardand . .
nagement structures, .2 process-
eroen van der Veer, Shell Group
dent, has. dubbed the “thinking
e”, be:-both cohlierent and
nprehénsively transparent.in.
ticular, we and otlier-shareholders
eve thHat, if the process is-to.be at
'ali_credlble thedirectors miust disclose
puhlicly:-the terms of referenge-ofithis
review = namely: the specific issues to
“he'bonsidered; the composition of the
i body conductmg it; and a.timetable,
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nnerin which the groupis managed'

LEADERS & LETTERS

ihvelving further shareholder
consultation before formal approval-cf
any changes is sought. .

It was our collective hdpe and
expectation that this rather-hasic
information would be:disclosed to
shareliolders concurrently with
publication of the agendas for the
group’s-annual general meetings on
June 28. This opportunity has been
lost. Wenow; therefore, explicitly
requést that-the difectors provide the
marlket with this minimal level of
disclosure - sufficiently in advance so
a8 to enable sharehelders to form a
well-halanced peint of view in
preparation for the meetings.

We believe there is a significant
opportunity for the group to-repair
some of the confidence that has been
lost by-conducting this process in a
mannerthatembraces openness and
candouz

We look forward to meeting the
directors in The Hague dnd in London
on June 28, and in anticipation thereof
it may he of use to.them to consider

s responses to the followling questions,

which may weli be posed at each
meeting:

@ Plsase disclose to the assembly of
shareholders the specific issues to be
considered. iix the detailed:
re-examination of Sheil’s.beard.and
governance structures. Will the isdtes
to: be-considered includesat least the
following: first, the'role and authority

of the chief executive and this person's.

formal-relationship with the group’s
beards and senior managenient;
second, the need for transparency with

':_othmg less than fundamental go_vemaﬁce -
ranges will satisfy Shell Group s__hareholders

; to management succession;
third; tHe'need for shareholder
invelvement in boardiguccession; and
fourth; the composition of the group’s
boards?

o Gould-they please tell their
sh_a.reholders who exactly will be
conducting this re-examination; how
this bedy’s independénce will be
assured-and what outside parties have
or wili be retained to assist this body?:
@ When will this budy s-findings be

reperted-to the group's boards and:to

its-sharsholders? Will the group's
sharehiolders be consulted:with réspect
to-alternative proposalsputforward
and, if'5o;.when and in'what manner
Will th cconsultation take place?
Fma]ly while we-do: not-wish: to be
preserlptlve about the most
appropriate company structure for the
Royal Butch/Shell Group (& task best”
1eft to'the boards and their professional
advisers); we do wish. to.re-emphasise -
our eligf that fundamental changes
aré-yequired in the governancé of:

‘Royal Dutch and-Shell Transport, and

that we:and other shareholders will net

‘be.satisfied by compiiance with

minimal governance standards at the
expense ofthis longer-terim objective.

Erlc nght,

Managing Director,

nght mGe Asgset: Management
New York; NY 10017; s

Ted White, ]

Director, Corporite Goveinance,
California Public Employees’
Rétirement System (Calpers),
Sacramento, CA 95814, US
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COMMENT

Shell must improve relations
with its investors

9 ollowing the precipi-
tous departures of
. i8ir Philip: Watts and

“company’s shareholders
cmays Tecall the recent ap-
-*pointment of Rex Tillerson

The board and shareholders
of -ExxonMobil will have at

Tillerscn and other candi-

~hefore & Gecision is made.

. . Shell shareholders will
: .aiso_;'have noted with inter-
est: Coea-Cola’s decisioh to
teak’ with a 100-year tradi-

: ‘for ifs next CEO to outside
candidates - seeking to

-.iness in.the world”, to quote
““Warren. Buffett.

This is'in striking contras:
to Roval Dutch/Shell, where
‘replacements. for Sir Philip,

_chaitman of Shell’s Commit
* teerof Managing Directors
(CMD);-
. Vijver; head of .explo-
ion and: production, were
“afinounced. immediately
rom within: the ranks, and.
“the’reshuffle- was portrayed.
fait- -decompli. How
-could this happen?

. Theanswer lies in the fact
. that Royal:Dutch Petroleum.
“i§ "the- dominant partner
i .the Royal DutchjShell
Group-and that the selection
{1 all” management and
supervlsery board positions
-atRoyak Dutch is controlied
:mcumbent members of
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‘Waltar, van de Vijver
from Royai Duitch/Shell; the:

o 6 :the board of ExxonMobil,

* ledist a year to evaluate Mr

dates for chief executive

“thon by extending the search-

. apboint “tHe best nlayer out
« there fér this type of busi-

and- for M van .

those boards. Managemerit
suceession Is tightly con:

trolted ‘from..within - it is

effectwely 2 “glosed shop™
‘There. , dre: other gover-
nance- related: issues of con-
cern fo Sheil’s shareholders;
but.one stands out. At bBoth
Shell Transport. and Royal
Duteh, execufive manage-

ment has been delegated by

the: bodrds to the CMD, a
committee comprising sen-
ior executives from each of
the two puablic companies. It
is perhaps not well appreci-
ated that the members of

Sir Philip Watts and. Walter
vande Vijver were replaced
immediately, The reshuffling
of managemént was
port;ayed 252 fait accompli

this committee, in particuiar
the CEOs of the mai oper-
ating divisions, do not
repert and are not formally
responsible. to. -the CMD

«chairman. This is because
the CMD is an informal

body, with no forimal execu-
tive authority; the. position
of chairman; is, therefors,
also. informal. As’a conse

“quence, Sheil’s top manage-

ment operatés.in what Shell
refers to as#a “collegidte”

fashion, with ne €EO hav-:
‘ing authority or-responsibil-

ity for rhanagement of the
group as a whole:
Taking the ana]vms a.5tep

further, the group has two;

entirely  different main
‘boards (one at each publicly
quoted company) and: sepa:
rate bodies of sharehiolders.
In effect, the group's senior
management Imust serve
two masters — sericusly
weakening managsément’s
accountability and making
it very difficuit for either of
the two boards to intervene
effectively to safe guard
shareholders” interests.

Shell's response to sugh
cliticism in the past has

bBeen to say that, in reéality,
it operates as a single com:

pany and its Boards operate-
as- a single board. Sheli.

points {o yet another. com-
miftes — the “conference” —
which ineludes the-: entire
membership of the two
boards and appears to func-
tion imternally as a group
board. However, the efficien-
cy of a board comprised of 23
individuals and its lack of
direct accouniability e
shareholders require careful
consideration.

Through these various
committees. Shell has cre-

-ated the illusion of norms

ality: a unitary board over-
seeing a unified rmanage-
ment team headed® by a
group chief ‘executive..

" Shell has operateit like this
for decades But this. may

‘have. fostered inefficiency,

lack of'adéguate centrol and

. urelear lines of accdurntabil-

ity. Shell is now:. going

through an unprecedented:

erisis, partly attributed o a

loss. of confidence. by the

market in. its unorthodex.

governance, structures - and
4-lingering-goncern: that the
reserves. fiascog. could in
some way be related:

The -US Securltles and
Exchavee G

tlon and thzs may mtensﬂy
pressure for change ‘i the
way the. group is managed,
Meanwhlle shareholders
cawand. should, seek trans-
paréxcy in the processes
leading: to: top management
changes and‘tHie way gover-
naréetelatéd issues are
evainated. )

Shell’s management. has
reconfinmed its willingness
te listen .to shareholders’
concerns: about. governance
for the next few weeks, to
thinl about these issues and
to.anncunce changes, iIf any,
in Aprit 2005. As presented,
this process is unstructured,
opaque and conveys no
sense of urgency. It hias been
coldly received by many of
the group’s institutional
sharehoidérs,

Ensuring: that Shell has
the “*best’ player out- there”
as its'next CEO and, -equally
importdnt, that. its:leader is

given- sufficient” authority

and. responmblhty to: be
effective; are; the two most
potent: wayg for Shell’s
boards. to .craate trug value

for . shareholders over the

years:'to come.

The writer is the ‘managing
director. of ngbt Vinke
Asset Management a:$hare-
holder jn Royal Dutch




Royal Dutch Petroleum Company

Notice of Meeting - Agenda

Agenda for the General Meeting of Shareholders of Royal Dutch Petroleum Company to be
held on Monday, June 28, 2004, at 10.30 a.m. in the Circustheater, Circusstraat 4 in The

Hague.

1, Annual Report 2003.
2. Annual Accounts 2003.

Finalisation of the Balanca Sheet as at December 31, 2003, the Profit and Loss Account for the
year 2003 and the Notes to the Balance Sheet and the Profit and Loss Account,

¥
Appointment of a Managing Directar.
Appointment of a member of the Superviscry Board.

Appointment of a memiber of the Supervisory Board owjng to. retirement by rotation.

oo W

Reduction of the issued share capital with a view to canceliation of the shares acquired by the
Company in its own capital.

7. Authorisation of the Board of Management, pursuant to Article 98, Book 2 of the Netherlands
Civil Code, as the competent body to acquire shares in the capital of the Company.

The Annual Report and the Annual Accounts 2003 are available for inspection at and may be
obtained free of charge from the Company {Carel van Bylahdtfaan 30, PC Box 162, 2501 AN The.
Hague, The Netherlands, tel. +31-70-377 4540 or per email: ir-hague@shell.com) and the offices of
ABN AMROC: Bank N.V. (for inspaction: Foppingadreef 22, 1102 BS Amsterdam, The Netherlands; for
obtaining free of charge: tel. +31-76-579 9455), and Fortis Bank (Nederland) N.V. {Rokin 55, 1012
KK Amsterdam, The Netherlands). The Annual Report and the Annual Accounts 2003 are also
accessible at www.shell.com/annualreport. Copies of the nominations. pertaining to items 3 to 5 on
the agenda are available for inspection at.and may be obtained.free of charge from the Company.
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CONFIDENTIAL MEMORANDUM

A REVIEW OF CORPORATE GOVERNANCE AT ROYAL DUTCH. / SHELL
AND PROPOSALS FOR CHANGE

SCOPE

The dual-headed structure of the Royal Dutch / Shell group (the "Group™), has resulied in the
adoption of an uncommon corporate governance structure which has been in place for a
considerable time. This paper, which has been prepared in conjunction with Ashurst (London),
Nauta Dutilh (Rotterdam/Amsterdam) and Cleary Gottlieb {New York), reviews the current
governance structure of the Group and, in particular, considers the following matters:

. The dominant position of Royal Dutch within the context of its joint venture with Shell
Transport, and its implications for Sheli Transport directors and shareholders.

. The exclusive right of incumbent Royal Dutch supervisory and management beard
members (through control of the Company’'s priority shares) to nominate board
representatives at Royal Dufch and to reject nomiinations by shareholders. This
mechanism is seif-perpetuating and is inconsistent with internationally accepted principles
of good governance.

L] The apparent absence of externa! competition to fill executive vacancies at the highest
level that is perpetuated by this mechanism - with no shareholder involvement -
particularly in view of Sir Philip Watts’ retirement as Chairman of the Coimmittee of
Managing Directors within. 18 months.

[ The concept of a large multi-national guoted group being run by committee without a
group chief executive.

* The roles of chalrman and senior group executive being exercised by the same person. -~

The aim of this memorandum is to propose changes, without necessarily advocating an end to the
dual-headed structure, which would result in: (&) the appointment of a Group CEO with clearly
delineated responsibilities and accountability to the Group’s main boards, (b) the appointment of a
non-executive Group Chairman, (¢) a mcre balanced relationship between the executive and noa-
executive elements on these boards, with increased influence at Group level for the Shell
Transport directors than that which they currently enjoy, and (d) the possibility for shareholders
to participate in the nomination process with respect to the Group's divectorate without requiring
approval from the same.

These measures would bring the Royal Duich Sheil group more into line with modern generally
accepted principles of good governance relevant tc a major quoted multi-national.

IMPORTANT NOTICE

This memorandum has been prepared by Knight Vinke Institutional Partners {("KVIP") for its own use and is distributed for
information purposes only. The information relating to Royal Dutch and Shell Transport and their respective subsidiaries;
businesses and assets contained in this memorandum has not been verified. Further, this memorandum has been prepared
principally using information in the possession of KVIP and its advisers. No information has. been sought from the Group.
Accordingly, this memorandum does not purpert to provide a complete description of the rnatters to which it relates. Na
representation, warranty or undertaking, express or impiied, is or will be made in, or in reiation to, and no respensibility or
lizbility {including, without fimitation, any liability in negligence) is or will be accepted by. KVIP or by any of its connected
persons as to, or in relation to, this memdrandum or the accuracy or completeness of the information. contained within it and
any liability therefor is hereby expressiy disclaimed. In particular, but without prejudice to the generality of the foregoing, no
representation or warranty is given as to any of the opinions contained in this memorandum. Any prospective buyer of
securities of either Royal Dutch or Shell Transport is recommended to seek his own financial advice and must make his own
independent assessment of each company and the Greup as a whole,
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GROUP STRUCTURE AND GOVERNANCE
Group Structure

NV Koninklijke Nederfandsche Petroieum Maatschappii ("Royal Dutch”) and The Shell
Transport and Trading Company plc ("Shell Transport") came together in 1907. The
two top tier companies, Royal Dutch and Shell Transport, jointly own the Group and share
in its net assets on a 50:4C basis through three intermediate holding companies (the
“intermediate holding companies”™) - Sheli Petroleum NV in the Netherlands, Shell
Petrojeurmnn Company Limited in the U.K. and Shell Petroleum Inc. in the U.S. {(see
Appendix 1),

Royal Dutch and Shell Transport are entitled to 60 per cent. and 40 per cent.,
respectively, of the dividend and interest income received from Group companies. An
equalisation agreement {the "Equalisation Agreement"} between the two top tier
companiés provides that they share the burden of ali charges in the nature of income
taxes in respect of such dividends and interest income in the same proportions after
taking into account certain tax credits with respect to dividends.

Governance structure

Royal Dutch and Shell Transpcrt do not engage in operationai activities; they derive
substantially all of their income from their “investments” in the numerous companies
comprising the group. As such, they are pure hoiding companies, with Royal Duich
controlling a majority of both the share capital and the board seats within each of the
intermediate holding companies and Shell Transport holding a mincrity. As of today,
Royal Dutch controls 6 of the 9 board seats at each of Shell Petroleurn NV and Shel
Petroleum Cempany Limited (See Appendix 1). Royal Dutch’s control over the board of
Shell Petroleum Inc. is not apparent - perhaps for tax reasons — but is assumed
effectively to follow the model of the other two intermediate holding companies.?

As a consequence, the Shell Transport beard appears to have little direct conirod ovér the
affairs of the Group from a strictly formal perspective, other than as may be permitted
under the Equalisation Agreement. The Equalisation Agreement covers matters such as
the distribution of board seats. at the intermediate holding company level, dividend rights
and the like. The strongest right appears t¢ be a veto right over “the disposal or transfer
of any shares in any company coming wholly or partly within the circle of the Royal Dutch
Shell Group”.

The Royal Dutch/ Shell group describes itself as “a decentralised, diversified group of
companies” and it is mentioned that “each Shell company has wide freedom of action”
{Statement of General Business Principles). Furthermore, “the management of each
Cperating Company is responsible for the performance and iong term viabiiity of #s own
pperations” (Form 20-F). It appears, therefore, that substantial power and autonomy is
given to the CEOs of the four main globally organised Operating Companies, with each
such company having its own finance, business development, technology and/or
personnel functions.

It is of significance to note that the current CEOQ’s of these four businesses (Exploration &
Production, Gas & Power, Qil Products and Chemicals) each come from the Royal Dutch

side. In fact, they are the four members of the Royal Dutch Management Board (see

betow).

Sheli Petroleumn Inc, a Delaware corporation, is owned by Royal Dutch and Shelf Transport but its dividend income
from Shell Qil fows directly to-Shell Pétroleum NV before being divided amongst the two parent companiés.

-2 -
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Given that Royal Dutch and Shell Transport have different executive and supervisory/non-
executive directors on their respective boards, the potential exists for conflicting views to
be held by the two boards. To aileviate such concerns, the boards have established joint
committees to assist with their respective governance responsibilities (see Joiné
Commitiees below) and a ‘senior’ executive committee to deal with management on a
group-wide basis (see section 2: Group-wide Management below). It shouid be noted,
however, that none of these committees is vested with formal powers, their rclés being
fimited for the most part simply te advising and informing the Group’s boards.

Rovyal Dutch Board

Royal Dutch is managed by a Beard of Managers comprising four managing directors and
a Supervisory Board made up of eight members including two former managing directors
(see Appendix 2). Each year one member of the Supervisory Beard comes up for re-
election.

Appointments to the Board. of Managers and the Supervisory Board are made by the Royal
Dutch sharefiolders from twe persons nominated by the holders of priority shares in the
company. Shargholders may not appeoint any persen who has not been nominated by the
holders of pricrity shares. Shareholders representing 1 per ¢ent. or more of the share
capital may propose a person for nomination by the priority shareholders, but the priority
shareholders are not bound to accept such a proposal and may reject it.

Royal Duich has issued 1,500 priority shares, of which six are held by each Managing
Director and member of the Supérvisory Board (i.e., by tweive individuals In tctal) and
the rest is held by a foundation constituted under Dutch law (the "Foundation"). The
beard of the Foundation consists of the same twelve directors {of whom six are current or
former managing directors and six are “ouiside” directors) and decides how the priority
shares held by the Foundation wili be voted.

No person may cast more than six votes, so the Foundation appears to have what
amaounts to a “casting vote” as between the managing directors, on the one hand, and the
“outside” directors on the other. According to Art, 7 of the Foundation’s By-Laws,
“resolutions of the Board [of the Foundation] shall be passed by an absolute majarity of
the votes cast. Pursuant to rules to be laid down by the Board, this provision may be
departed from in the event of an equality of votes in a poli” (emphasis added). Neither the
identity of the Foundation’s chairman nor the deadlock resolution provisions adopted by
the Board of the Foundation appear anywhere in the public domain. In the absence of
transparency, one is led to assume that this is a seif-perpetuating mechanism designed to
shield the “ciub” of past and present Royal Dutch managing directors from interference in
matters concerning succession in the boardroom -- net cnly from ‘the Royal Dutch
shareholders, but possibly from the Supervisory Board as well,

The mechanism of binding nominations for the appointment of direéctors is very common
in Dutch corporate governance but its implementation falis inte three distinct categories:

(a) The most archaic group
Rovyal Dutch, Akzo Nobel and Unilever ail have an archaic "grandfathered” right of
binding nomination which prevents shareholders frem cverriding any nomination
put forward by the board and/or from nominating their cwn candidate(s). This
right 'was formally "grandfathered” {i.e., confirmed by the Dutch authorities) in
1928 and again in 1971, but in the latter case, it was menticned that the right
would not last in perpetuity and that the Dutch Council for Economic Affairs had
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the right to investigate and advise upon ifs cessation. No such investigation has
yet taken place.

{b) The system pre- 1 January 2004
Most Dutch fisted NV's have a system of binding nominations whereby a 2/3
majority of sharehoiders {of those present at the meeting, representing more
than 50% of the total issued share capital} may override the nominations put
forward by the board and appoint another director (art. 2:133 Dutch Civii Code:
Shelfl has grandfathered rights and thus is exemipted from this shareholder right).

() Companies applying the New Corporate Governance Code (Tabaksblat) as from 1
January 2004
The new Dutch Corporate Governance Code contains a best practice rule (IV.1.1)
stating that an absoclute majority (50% pius one vote) of shareholders present
may override any binding nomination and that such sharehoiders need only
represent more than 1/3 of the issued capital. If this proportion of the share
capital is not reépresented at the meeting, but an absolute majority of the votes
cast is in favour of overriding the binding nomination, a new meeting may be
convened at which the resolution may be passed by an absclute majority of the
votes cast, regardless of the proportion of capital represented at the meeting.
The Dutch Cede operates with the "apply or explain® principle. In the next few
menths, it will become clear which Dutch listed companies will comply with this
best practice rule and which wiil explain why they have decided not to comply
(and thus proceed as in (b} above).

In conclusion, the "grandfathered" rights granted to Royal Dutch in respect of binding
neminations mean that the Board of Management and Supervisory Board effectively have
unfettered power with regard {o the appointment of their members. This is inconsistent
with modern corporate governance principies and contrary to recent developments in
putch corporate best practice. )

It should be noted, however, that “Roval Dutch aims tc be at the forefront of
internationally recognised best governance practice” (2002 Annual Report, emphasis
added). As such, Royal Dutch should be prepared to go beyond local best practice o
facilitate the nomination of directors by significant shareholders. In this context, it would
be logical for the Company to remcve the right of jts priority shareholders to rejéct
nominations by holders of 1 per cent. or more of its ordinary share capital and this wouid
place it at.the forefront of best governance practice in many of the largest capitai markets
in which the Group cperates -- including the U.K. and the U.S.

Sheil Transport Board
The Shell Transport board (the "Shell Board™) comprises two managing directors and
nine non-executive directors, of which seven are considered by the Shell Board to be

independent {see Appendix 2).

Accordingly, the structure of the Shell Board observes the UWUK's Combined Code of

Corporate Governance (the "Code™) provisions that at least half the board, excluding the

Chairman, should comprise non-executive directors determined by the board to be
independent. Also, in accordance with the Code, the Shell Board has nominated a senior
non-executive director.

The articles of association of Shell Transport require that ali directors should be subject to
re-alection at intervals of not more than three vears and all directors must vacate office at
the age of 70, which is in compliance with the Code.
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Non-executive directors are appointed to the Shell Board in consultation with the Sheil
Transport Nomination Committee and appointments are ratified by sharehoiders at the
next annual general meeting after such appcintment. The Nomination Committee is
comprised of the whole Shell Board and the Chairman of the Board acts as the Chairman
of the Nomination Committee. The Nomination Committee reviews ail potential
appointments before the candidate is approached and new appointments can only be
made by the Shell Board after a recommendation from the Nomination Cemmittee. This
ensures that all directors can participate in the nomination process and that the
Committee is constituted with a majority of independent non-executive directors.

The appeintment of executive directors to the Sheil Board is considered in tandem with
proposals for appeintment of individuals to the position of Group Managing Director and,
wheré appropriate, the Sheall Board either co-apts the parson concerned as a director or, if
timing allows, recommends the person to the shareholders for election at the next annual
general meeting. Proposals for the nemination of an individual to the position of Group
Managing Director are reserved to a joint committee comprised of representatives from
both the Royal Dutch Supervisory Board and the Shell Transport Board -- the
Remuneration and Succession Review -Committee (“Remco”) (see below 1.5 Joint
Committees). Unlike -al Royal Dutch, shareholders have the opportunily to nominate
directors for election te the Shell Board provided that they can speak for five per cent, or
more of the share capital (jointly or on their own), but there is no certainty that a director
so elected will be appointed to the position of Group Managing Director since this is
Remco’s prerogative.

The Shell Board has acknowledged in its 2002 Annual Report and Accounts. that the
Chairman of Shell Transport is currently also the most senior executive director of the
Group, which conflicts with the Code principle that there should be a clear division of
responsibilities at the head of the company. It is argued that the existence of the
Committee of Managing Directors ensures that no one individual has unfettered powers of
decision and therefore that the spirit of the principle set out in the Code. is compliad with.

However, due tc the informal naturé and constituticn of the Committee, if could be
argued that its existence does nct, in and of itself, solve the problem since the
Committee’s legitimacy, when viewad from the outside, is far from clear (see 2.1 below).

Joint Committees

Roval Duich and Shell Transport have formed a number of joint Committees to assist with
the discharge of their respective governance responsibilities. Of relevance to the
provisions of the Code are the Group Audit Committee (to monitor and repert on financial
and risk matters) and the Remuneration and Succession Review Committee (to make
recommendations on remuneration and succession of Group Managing Directors; the
exact powers conferred on this committee, beyond those reiating to Group Managing
Directors, are not clear frcm publicly available documents).

Each of these Committees is composed of six members, in each case three of whom. are
appointed by the Shell Board from amongst its independent members and three by the
Supervisory Board of Royal Dutch from amongst its members. The requirement for such
joint Committees raises the following governance issues for Shell Transport under the
Code, each of which have been disclosed in s 2002 Annual Report and Accounts:

(a) the board committees dealing with audit and remuneration matters are joint
committees of the Supervisory Board of Royal Dutch and the Board of Shell
Transport with the chairmanship aiternating between the two. This means that
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the chairman of these committees will sometimes be a nominee of Royai Dutch
and as such will not be able to attend the AGM. Ia these circumstances a Shel!
Transport member of the committee will deal with any appropriate questions at
the AGM;

(b) the Remuneration and Siccession Review Committee comprises six non-
executive Directors including two former Group Managing Directors - one UK and
one Dutch. The Boards have considered it helpful, given the caompiexity of the
Managing Directors' salary structure in relation to other Group executives, for the
Committee to include former Managing Directors, although theoretically the
former Managing Directors are not “independent”; and

{c) the Remuneration and Succession Review Committee, as a joint committee of two
independent Boards, Is not able formally to “determine” the remuneration
package of individual directors {who are not emiployees of Royal Dutch or Shell
Transport). It makes recommendations to the Boards of Royal Dutch and Shell
Transport which, if thought fit, pass the proposals on to the employing companies
concerned for implementation.

GROUP-WIDE MANAGEMENT

The link between the respective tep tier parent companies is provided by a committee,
known as the “Committee of Managing Directors”, and by a working group, known as the

“Conference”,

The Committee of Managing Directors

The Committee of Managing Directors is .comprised of four managing directors from the
Roval Dutch Management Board and two from the Shelt Board (such propeortionat split
being. indirectly provided for in the Equalisation Agreemerit as the Committee of Managing
Directors mirrors the constitution of the Presidium of Shell Petroieum NV which, it is
stipulated in the Equalisation Agreement, must be made up of Royal Dutch
representatives and Shell Transport representatives in the ratio 2:1). The members of
the Committee of Managing Directors are known as the "Group Managing Directors”.

The role of the Committee of Managing Directors is described by the Group as being that
of considering and developing "objectives and long-term plans of the Group”, vet neither
its status nor its responsibilitias are set cut in the articles of either of the parent
companies. Furthermore, nc reference is made to such Committee in the trade register
extracts of either Royal Dutch or Shell Petroleum NV. As a result, it is unclear what its
powers anhd responsibilities in fact are, and the extent to which it infiuences and controls
policy and decision-making of the Group.

The only cenclusicn. which can be reached is that it is an internal arrangement of function,
which is opaque to shareholders and the tegitimacy of which is neither confirmed nor
expiained in the by-laws cf the Group parent companies.

The Conference

Meetings of the Conference comprise some or all of the directors of Shell Transpart and
members of the Management and Supervisory Boards of Royal Dutch, together with senior
executives from the operaticnal companies of the Group. However, it is not clear which
such executives or non-executives attend ezach meeting and whether or not attendees are
selected from time to time, The purpose cof the Conference is stated in the 2002 Annual
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Report and Accounis as being to “receive information from Group Managing Directors
about major developments within the Group and to discuss reviews and reports on the
business and plans of the Group". In particular, the Conference apparently reviews and
discusses, amongst other things:

. the strategic direction of the businesses of the Group;

. the business plans of both the individual businesses and of the Royal Dutch/Shell
Group of Companies as a whole;

. major or strategic projects and significant capital items;

. the quarterly and annual financial results of the Group;

. reports of the Group Audit Committes;

. annual or periodic reviews of Group companies’ activities within significant
countries or regions; and

. governance, business risks and internal control of the Group.

Again,. even though the list of responsibilities set out above are key management issues
refating to the Group, neither the status nor the responsibilities of the Conference are set
out in the articles of either of the parent companies and no reference is made to it in the
trade register extracts of either Reyal Dutch cr Shell Petroleurn NV

Ong would commonly expect such important issues to be dealt with by a board of
directors, the conduct and constitution of which is regulated in a company's constitution
and open to public {or, at least shareholders) review, rather than by a guarded and
opaque committee.

DRAWBACKS OF THE EXISTING GOVERNANCE STRUCTURE
Management by Committee

It would seem that, as a result of the Committee of Managing Directors / Conference
structare, management of Group-wide policy and strategy is effectively conducted by
committee.

Under the UK Combined Code, the delegation of certain board powers to committees for
the purposes of, for instance, overseeing audit regulation and setling executive
remuneration, are key tenets of the principles of best practice. However, these
committees are reguired to be comprised of independent non-executive directors. In the
case of the Committee of Managing Directors, all its members are executive directors and
therefore the cohcept of independent review of its actions is compietely by-passed,
making it difficult to see how its existence can be considered in line with governance best
practice. The Group may argue that the independent controi is provided by the
Conference, where both independent directors of Shell Transport and members of the
Roval Dutch Supervisory Board are invited to attend. However, without any formal
guidelines covering the conduct and powers of the Conference, it is impossibie to say
whether it offers any effective independent check on the operations of the Committee of
Managing Directors. This in itself is contrary to overriding principies of good corporate
governance, such as the requirement for formal and transparent management structures
and- clarity of divisions of responsibility.

The cencept of graup-wide strategy being confrolled by a small committee of executive
directors from two distinctly separate beards, under the apparent review of a seamingly
more independently represented forum (in the shape of the Conference), is highly unusual
in the context of UK and Dutch listed companies. It raises the question of upon what
basis the directors of each of Royal Dutch and Shell Transport can consider the delegation
of such powers to be in the best interests of their respective companies.
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Method of appointment to the Royal Dutch Board/ Management Succession

Another issue arises when one considers the process of succession to these ‘super-
committees’. The Remuneration and Successicn Review Committee (see above) reviews
and endorses candidates for appointment to the position of Group Managing Director.
When considered with the power of the Roval Dutch priority shareholders and the Shell
Transport Nomination Committee, it becomes clear that succéssion to senior group
executive posts is very much internally driven and controlied. As a result, there is very
little direct shareholder influence on the constitution of these governing bodies and no
clear lines of accountability to their members.

This is particularly relevant in the context of Sir Philip Watts’ retirement within the next 18
months and the likelihood that his successor will be appointed by virtue of tradition from
the Reyal Dutch Board of Managers -- the appointment (traditionally) alternating between
Royal Dutch and Shell Transport. As mentioned, there is a lack of shareholder inptt in the
nomination process to the Board of Managers and Supervisory Board of Royal Dufch due
to the archaic "grandfathered” binding nomination rights enshrined in the articles. This
rasuits in no influence for the sharehoiders on nominations to the varicus joint
Committees, including the Committee of Managing Directors, other than indirectly through
participation as a shareholder in Shell Transport.

We are of the view that vacancies for the most senior executive positions within a
rultinational group such as Royal Dutch Shell - in particular to the position of Group CEQ
- should be open to the very best possible candidates, both internal and external, and
that the selection process needs to be as transparent as possible.

Conflict at top tier Board level

The Boards of the two top tier companies are comprised of two different groups of
executive and non-executive/superviscry board directors, Each Board is bound to
consider the separate Interests of their respective companies and their own shareholders.
This can obviously result in conflict at the top tier level which can be detrimental to the
Group as a whole, The Conference, which attempis to alleviate this probiem, is too farge a
body to be effective in case of true need and, as discussad above, is lacking in legitimacy.

Transparency of Group decision-making body

The present decisjon-making body at a Group level takes the form of the Committee of
Managing Directors, which is an internally appointed body, lacking in transparency and
accountability and with no defined lines of succession. Fundamental decisions regarding
overall strategy and direction of the Group are seemingly taken without review from any
independent body or representative in the absence of any defined powers or specific

Direct accountability of Chief Executives

The distributicn of executives across the two top tier companies and the Committee of
Managing Directors, dilutes and blurs lines of accountability to the Group's divisional chief
executives in respect of performance and management of the Group. The amalgamation
of the roles of Chairman and Chief Executive at Shell Transport blurs the individual
responsibilities of the two roles.
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UNILEVER AS A PRECEDENT

By way of compariscn, set out beiow is a brief summary of the situation at Unilever, also
a dual-headed group, which has recently announced a radical reform of its antiquated
governance structures.

Unilever NV and Unilever Pic, the top tier companies of the Uniiever Group, have operated
under a dual-headed structure since 1929, The two top tier companies operate together
as one company, with identical boards of executive directors, therefore avoiding the
danger of the two boards moving in separate directions as can gccur where the top tier
company boards are different.

The identical composition of the two boards is ensured. because the NV's articles of
association grant to the holders of ordinary shares numbered 1 to. 2,400 inclusive the
right to draw up a binding nocmination list for the appointment of directors by the generai
meeting of shareholders, and because the Pic's articles of asscciation provide that no
persons shall be eligible to be elected as directors except such persons as shall have been
nominated by the holders of the company's deferred stock. NV Elma, a group company of
NV and United Holdings Limited, a group company of Plc, each hold 50 per cent. of the
ordinary shares numbered & to 2,400 in NV and 50 per cent. of the deferred stock in Plc.
These two group companies, therefore, together draw up the nomination lists for the
election of directors and only the perscns nominated by them may be elected.

Each top tier company of the Unilever Group has adviscry directors appointed by their
respective boards. Although not required under the articles of association, the advisory
directors appointed by each board tend to be the same. They are the principal external
presence in Unilever's goverpance. Although they are not able to vote at beard meetings
they have a supervisory rofe and are members of the various joint committees such as the
executiver committee, audit committee, corporate risk committee and the nomination
commitiee.

Included in the announcement of the Unilever Group's annual results published on 12
February 2004, was the foliowing statement which outlines the group's response to
developments in corporate governance regulation in its main reporting countries:

"The most important change is @ move to a unitary board for both parent companies,
Unilever N.V. and Unilever Pic. Qur current Advisory Directors will be proposed as Non-
Executive Diractors, ensuring that both Boards will be identical in composition and will be
comprised of a majority of independent Diractors. All Directors will stand for election each
vear. This governance structure will further enhance transparency and will be, at all
times, subject to shareholder choice.”

The result will be to introduce an independent elément to hoth boards and shows a
willingness to provide more effective sharehoider participation in the appointment of
directors. This sets an appropriate precedent for cther multi-national quoted companies
and highlights a welcome shift in approach with respect to issues of governance best
practice and shareholder participation.

PROPOSALS FOR CHANGE

it is stated in the Royal Dutch and Shell Trahspert 2002 Annual Reports and Accounts
that they "aim to be at the forefront of internationally recognised best governance
practice”, The recent statement by Unilever referred to above shows that other similarly
structured multi-nationals have recognised the need continually toc update and réfine their
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governance structures to enhance transparency and shareholder influence. With this in
mind, the following proposals for change could be raised with the boards of Royal Dutch
and Shell Transport with a view to improving the Group’s corpeorate governance structure
and increasing the ability of its sharechoiders to influence its managéement, whilst
maintaining the present dual-headed corporate structure.

Appointment of Group CEO and non-executive Group Chairman

It Is proposed that two individuals be appointed to the boards of both Royal Dutch and
Sheli Transport, functioning, respectively, as Group Chief Executive and non-executive
Group Chairman, The CEQ. position needs tc be at the top of an unambiguous chain of
command, with clearly delineated responsibilities and accountability to the Group's
boards. Finding a world-class CEQ to step into Sir Philip Watts’ shoes will necessarily
invoive both an internal and an external search, and if clarity is not achieved in this
respect, the best candidates are unlikely to be interested. Responsibility for considering
and developing objectives and long-term plans for the Group should pass to the boards of
the top tier parent companies.

Reorganisation of the Committee of Managing Directors

The Committee of Managing Directors should be reorganised to functien in much the same
way as the “executive committee™ of other similar sized multi-national groups. With
unified boards (see below), the raison détre of the Committee of Managing Directors as a
means of arbitrating between the interests of each board no longer applies.

Unification of the top tier Boards by symmetrical appointment

The appointment of the same executive and non-executive directors {including
independents} to each of the Royal Dutch and Shell Transport Boards, thereby effectively
appointing a de facto Group board, wculd ensure clarity of responsibility and
accountability at the top tier level and minimise inefficiencies and conflicts. It would also
give the Shell Transport non-executive directors more of a say in the way the Group is
managed.

Modification of Royal Dutch Shareholder Rights/ Adoption of Tabaksblat Rules

Royal Dutch should be bound to accept nominations for board appointments put forward
by shareholdars holding one per cent. or more of its issued share capital and,
furthermore, shoulid ahide by the Tabaksblat rules concerning binding nominations.

BENEFITS OF THE CHANGES PROPOSED
Appointment of Group CEQ and non-executive Group Chairman

It has been argued in the past that the unorthodox corporate governance structures in
place at Royal Dutch and Shell Transport have worked successfully for decades, sc why
change them? The circumstances today are scmewhat different: the recent reclassification
of reserves has cast significant doubt on the Groups reputation for conservatism; its
reserve replacement track record appears to have fallen behind that of its peers; its stock
price is near its 5-year low; and the Group faces class action iawsuits and investigation by
the SEC. It may bé hard to demonstrate strict cause and effect with respect to the past
booking of reserves - but a more orthodox corporate governance structure combined with

-10 -
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an internal and external search for a world-class Group CEC should set the scene for
regaining the market’s confidence and a re-rating of the Royal Dutch and Shell Transport
shares.

Reorganisation of the Committee of Managing Directors

The recrganisation of the Committee of Managing Directors along the lines of an
“axecutive committee” reporting directly to the CEQ would aliow key decisions regarding
the Group to be centralised and to be subject to review and input by
indeperndent/supervisory directers, thereby better reflecting generally accepted rules of
best governance. It would also bring greater transparency to the management of the
Group, improving lines of accountability and efficiency and returning management power
to bodies that are directly answerable o the shareholders.

Unification of the top tier Boards by symmetrical appointment

The effective unification of the top tier boards would remove the need for any unifying
management commitiee and return ultimate group-wide management contro! to the top
tier company boards where non-executive, and particularly independent non-executive,
directors will be able to contribute to and supervise Group-wide décision-making. A
unitary board weould aiso make it easier to highlight and enhance the rele of the Group's
chief executive, whilst ensuring that the decision-making process is reviewed by an
independent body of directors. In addition, the preposed changes would bring
sharehelder influence closer to the Group executive, especially if coupled with changes to
the director nomination procedure as outlined below

An instructive example is that of Reed Elsevier, which itseif was formed from a merger
between UK and Duich companies - the removal of its four-person management
committee in 1999, in favour of a unified command led to greatly improved performance,

In order to implement and maintain a unitary board structure, an arrangement similar to
the appointment structure adopted by Unilever couid be used {except that non-executives
would be appointed directly onto the main boards rather than constituting an Advisory
Board), as follows:

. shareholders of Royal Dutch to appeint 60% of executives and non-executives of
Royai Butch ("A directors");

® remaining 40% of executives and non-executives of Royal Dutch are appoeinted
{by shareholders of Royal Dutch) upon the (binding) nomination of the priority
shares, which are held by a foundation of which the board always nominates the
persons appeointed by the sharehclders of Shell Transport ("B directors™);

L] shareholders of Shell Transport appoint 40% of executives and non-executives of
Shell Transport {the "B directors"}; and

. rernaining 0% of executives and non-executives of Shell Transport to be

appointed by a subsidiary of Shell Transport holding deferred shares in Shell
Transpert and instructed to veote in favour of the same persons as the A directors.

- 31 -




6.4

" Knight Vinke Insiitutional Pariners

Modification of Royal Dutch Shareholder Rights/ Adoption of Tabaksblat Rules

The articles of association of Royal Dutch currently allow sharehoiders (acting individually
or in concert) holding 1 per cent. or more of the share capital to propose nominations for
appointment to the Board., However, the pricrity shareholders are not bound to accept
suych proposals and may, at their scle discretion, disregard them when proposing
nominations to be voted on by the shareholders in general meaeting. Abolition of the right
for the priority shareholders to disregard nominaticns duly proposed by shareholders and
replacing it with an obligation for the priority sharehoiders to nominate such persons
would ensure sharehclder participation in the lines of succession 1o the Royal Dutch
Board.

The mechanism of binding nomination rights needs to be brought into line with modern-
day governance principles and should at the very ieast follow best practice in the
Netherlands. Although most Dutch listed NVs currently permit shareholders to reject the
board’s nominations (and to appoint their own nominees) by a two thirds majority of the
shareholders present at the general meeting (provided they represent 50% cf the share
capital), this system is considered to be unworkable in the ambit of large listed companies
with wide shareholder bases, such as Royal Dutch. The new Dutch Cerporate Governance
Code contains a best practice ruie (IV.1.1) stating that an absojute majority (50% plus
cne vote) of shareholders present may override any binding nomination and that such
shareholders need only represent more than 1/3 of the issued capital. This is the
minimum standard which Royal Dutch should be setting for itself.

New York
24 February, 2004
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APPENDIX 2

ROYAL DUTCH/ SHELL CORPORATE GOVERNANCE

TOP TIER
COMPANIES

Board of Managers
Jeroen van der Veer (President)
Walter van de Vijver (CEQ)
Matcolm Brinded
Rob Routs

Supervisory Board
Aad Jacobs (Chairman)
Wim Kok
Jonkheer Aarnout Louden
Prof Hubert Mark!
Prof Joachim Milberg.
Lawrence Ricciardl

Maarten van den Bergh {former Executive)
Henny de Ruiter {former Executive)

Board of Directors
Sir Philip Watts (Chairman & Managing Director)
Judy Boynton (CFQ)

Sir Mark Moody-Stuart (Mon Exéc & former Chair)
Teymour Alireza {Non Exec)

Sir Pater Burt (Ind MNon Exec)

Dr Eileen Buttle (Ind Non Exec)
Luis Giusti {Ind Non Exec)
Mary Henderson (Ind Non Exec)
Sir Peter Job (Ind Non Exec)

Sir John Kerr {Ind Non Exec)
Lord Oxburgh (Ind Senior Non Exec)

Committee of Managing Directors
Sir Philip Watts (Chairman)

Jeroen van der Veer {Vice Chalrman and CEQ Chemicals)
Walter van de Vijver {(MD and CEQ Production & Exploratien }
Judy Boynton (MD and CFO)

Maicotm Brinded (MD and CEO Gas & Power)

Rob Routs (MD and CEO Qil Products)

INTERMEDIATE
TIER
COMPANIES

Board of Directors

Beard of Directors
Sir Philip Watts (Presidium})
Jeroen van der Veer (Presidium)
Walter van de Vijver (Presidium)
Judy Boynton {Presidium)
Maicolm Brinded (Presidium)
Rob Routs {Presidium)

Henny de Ruiter
Sir Mark Moody Stuart
Maarten van den Bergh

Board of Directors
Sir Philic Watis
Jercen van der Veer
Walter van de Vijver
Judy Boynton
Malcolm Brinded
Rob Routs.

Henny de Ruiter
Sir Mark Moody Stuart
Maarten van den Bergh

Robert F Daniel
Vitma S Martinez
Lynn Elsenhans
Curtis R Frasier
Steven L Miiler
Gordon R Sullivan
‘M Fran Keeth
Raoul Restucci
Sir Philip Watts’

OPERATING:

TIER

Non US Operating Companies

US Operating
Companies
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Royal Dutch Shell Internal Review
of Governance Related Issues:
the Need for a More Transparent
and Structured Approach

Notes for a Meeting with Messrs.
Aad Jacobs and Jeroen van der Veer
May 2004



- The Royal Dutch Shell Group and
Corporate Governance

» Royal Dutch Shell's Boards are each “committed to
upholding the highest standards of integrity and
transparency in their governance of the Company”.

« They also each aim “to be at the forefront of
internationally recognised best governance practice”.

Royal Dutch and Shell Transport Annual Reports 2002

2



Royal Dutch and Shell Transport
Special Arrangements

“The framework within which the Boards operate is
conditioned to some extent by Royal Dutch’s unique
relationship with Shell Transport, and this results in
some special arrangements which may not be
appropriate in other companies”.

The Group’s main justification is that these have existed
for decades and have served shareholders well.



Public Company Governance —
Typical Building Blocks

Executive Committee

r

| Chief Executive

!

Board of Directors

l

Shareholders

Senior Management reports to
the Chief Executive

The CEO is accountable and
reports to the Board

The Board is accountable and
has a fiduciary duty to the
Shareholders



Structures - Royal Dutch Shell

CMD/ Divisional & Functional
Top _Executives

Chairman of CMD

2 v 2

RD ST&T
Conference Board Board

oK I

Shareholders

In Red: Informal Bodies/ Positions

It would appear that the Group’s
most senior executives do not
report formally to the Chairman of
the CMD.

It is not clear to whom the
Chairman of the CMD reports and
to whom he is truly accountable.

The Conference as an entity is not
directly accountable to
shareholders and yet appears to
have appropriated the Boards’
main functions.

Shareholders are not able
unilaterally to nominate directors to
the RD Board in case of under-
performance

Nominating to the ST&T Board is
of limited effect (given ST&T's
limited control).



Shareholder Concerns

* Royal Dutch Shell's governance structures are
unorthodox and have survived unchallenged mainly due
to lack of serious crises in the past.

» The “reserves débacle” is blamed on one or two “bad
?pples”. According to the Company, the system is not at
ault.

Whether or not this is true, the market’s confidence has
been shaken badly and this issue needs to be addressed
with sensitivity.




Shareholder Concerns

* We and other shareholders believe that Royal Dutch
Shell’s “special arrangements” may have fostered
management inefficiency and unclear lines of
accountability.

* We also believe that they may act as a deterrent to the
emergence of strong leadership in the future and the
creation of shareholder value,



Listening and Thinking Process

“We need to think hard about group structure. | think we have to get into some serious
conversations with our shareholders and see what they have to say. But this is not a
commitment to do anything.” Sir Philip Watts

5th March

“Shell will remain in listening mode until its annual meetings on 23rd April. After that, there

will be a thinking phase and it would be natural for the Company to address these issues at
its 2005 annual meeting.” Jeroen van der Veer

18th March

“Shell is considering the views of investors in respect of overall governance of the Group,
including the composition and operation of the parent and holding company boards...The
outcome of this review will be made public in good time to enable the process to be
concluded at the AGMs in 2005.” Jeroen van der Veer

19th April

“In light of today’s [Davis Polk] report, the Boards have decided to accelerate the review. A
working party has started and is empowered to take external financial, Iegal and tax advice
and is exploring all possibilities for improving governance and structure.”

“An update on its progress and an expected timetable for its conclusions will be given at
this year's AGM on June 28, 2004.” Jeroen van der Veer



Royal Dutch Shell’s response - actions

The Group also points to certain actions which it has taken:
— Divisional CFOs now to report to the Group CFO

— Non-Executive Chairman at Shell Transport

Although these steps are appropriate, a far more radical
transformation is required.




The "Black Box” Approach

Thinking Phase

We’ll give you

Listening Phase our conclusions

* The process is;'opaque and leaves the market with great
uncertainty for several months.

* Itis unstructured — the objectives to be achieved are not
announced clearly in advance and there is no
mechanism for external monitoring.
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What Do Shareholders Want?

Announced

The establishment of a board-level committee comprised of non-
executives from Royal Dutch and Shell Transport to undertake a
rigorous and wide-ranging re-examination of the Group’s “special
arrangements” and more generally the way the Group is managed.

Publication in advance of the terms of reference of this committee —
with precisely stated objectives, the names of the participants, an
agreed timetable and regular feedback to the market.

Access by the committee to independent financial and legal Yes
advisers.

Express provision for regular consultation with representatives of the
Group’s long-term shareholders during the committee’s process.

Publication of the committee’s conclusions and recommendations. Yes




What Shareholders are Not Seeking

« We are not seeking to be prescriptive about the structure
which achieves our common objectives. i.e.,

— we are not necessarily seeking a merger of RD and ST&T.

— we are not necessarily seeking an Anglo-Saxon style combined
executive and non-executive board.

- We are also not seeking blind compliance with the
Tabaksblat or Combined Codes.
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Terms of Reference - Objectives

As part of its terms of reference the Committee should
(at the very least) address the following:

— The role and authority of the chief executive
— Management succession
— Board succession

— The composition of the Group’s boards

13



Role and Authority of the CEO

The role of the CMD is described as being that of considering and
developing “objectives and long-term plans of the Group” yet neither
its status nor its responsibilities are set out in the articles of either
parent company nor in the trade register extracts of Royal Dutch or
Shell Petroleum NV. Its powers and responsibilities are unclear to
the outside world.

The Chairman of the CMD - often presented as a Group CEO —
appears to have no formal powers or responsibilities.

The absence of a true Group CEO with clearly delineated authority

and overall responsibility for management of the Group is of great
concern to shareholders.
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Management Succession

+  We believe that there should be a transparent board-level process,
including external searches, shareholder consultation and a suitable

evaluation period, to address management vacancies at the highest
executive level.

« Competition is one of the key Business Principles by which the
Royal Dutch Shell Group conducts its affairs; it is important that this
also be seen to apply to the selection of the Group’s most senior
executives.

. Recent.and- forthcoming management changes need to reflect this.
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Board Succession

There is a lack of mechanisms for meaningful shareholder

involvement in the selection of the Group’s directors, including the
CEO.

In particular, the rights of Royal Dutch’s priority shareholders need
to be re-examined, both in light of best practice and as a practical
matter.

We believe that the Group does not need protections of this nature

and, given its aspirations, should be prepared to accept nominations
from 1% shareholders as a matter of principle.
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Composition of the Group’s Boards

The fact that the Group’s two main boards are composed of different
individuals makes it difficult for any Group CEO to know where his
allegiance and accountability truly lie.

Reed Elsevier — also a complex, Anglo-Dutch Group — resolved this
issue by making its two Boards identical.

No solution is ideal, but the Conference, which is both too large and
unaccountable directly to shareholders, has clearly demonstrated its
limitations.

Ideally, the Group CEO should be accountable to a unified Group

Board, headed by a non-executive chairman. The composition of
this Board could reflect the 60/40 split of assets.
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Conclusion

Royal Dutch Shell is going through an unprecedented crisis of confidence
related to the reclassification of ifs reserves. Its reputation for integrity and
conservatism have been badly dented.

With the regulators focusing on what happened in the past, the Group’s long
term shareholders need (and want) to look to a better future.

Governance changes are a vital part of this forward-looking exercise and
Royal Dutch Shell needs to go beyond minimum standards imposed by
regulators to restore the market’s confidence. A radical transformation is
required.

The “Black Box” approach goes against the grain of what shareholders are
seeking — and is inconsistent with the high governance standards to which
the Group aspires.

A more transparent, structured approach to the Group's transformation is a
necessary part of this process.
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