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Ms. and Mr. Chairmen, ladies and gentlemen,

The 10th European gas conference is the last before we abandon this century. Moving into a
new millennium, invites reflection on past events as well as future possibilities. We are about
to let behind us a century that started with the shots in Sarajevo and ended with the tragedy of
Kosovo.
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I think you remember most of the events on this chart. I also think that we, with the wisdom
of hindsight, would say that they were all predictable. But if we are fair to ourselves we have
to admit that even though each of them was part of a larger pattern, few were clearly
predicted. They were surprises that changed our world in some fundamental way.

The political pattern changed from the threat and stability which characterised the cold war,
to today's less predictable pattern of no threat but unstability.

Throughout this period an accelerating development of technology has been with us. The IT
development is a main exponent which has changed the world. It has changed the way we
work by facilitating tremendously the transfer of information and knowledge. It has changed
our daily life. I think it is a sign of our times when school children in California via the
Internet are in daily contact with children in Kosovo. Even in times of war the IT
development has brought us closer.

The energy markets have gone through turmoil. The oil price development never ceases to
surprise us. As soon as a consensus has been formed, it moves in some direction opposite of
what we expect.

I believe that as producers we should be prepared to meet a future with declining rather than
increasing prices in real terms.

Even though the world has gone through dramatic and violent changes, the physical supply of
natural gas to the European market has never been seriously disrupted. None of the nightmare
scenarios have come to fruition. The security of supply issue will always be with us.
However, I believe that it's political aspect might be less important in the future. With
continued low energy prices I believe we will face (as much) economical challenges rather
than political when it comes to security of long term supply.



What ever forces come to power in the energy rich parts of the world, they will always need
funds to finance their programs and initiatives.

Norway entered the gas market as a participant almost 3 decades ago. This gives me the
opportunity to make some comments about what happened the last 25 years and to reflect
over future opportunities and challenges.

I want to outline some aspects that I believe are important for the evolution of current and
future natural gas trade. I will focus my reflections on three topics :

* Demand /supply / prices - -
* Innovation
* Geopolitical environment.

I Demand, supply and price

Looking at world gas reserves one conclusion can immediately be drawn: Natural gas
reserves are abundant in any foreseeable energy scenario. There is enough gas to meet the
demand. At current levels, the lifetime of global reserves is approximately 60 years. Global
gas reserves will not run out soon. The issue for our industry is, however not only a matter of
available supply and market demand, but rather if and how supply and demand could be
matched.

Development of RIP ratio
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While the global Reserves to Production ratio has been increasing, the ratio for the United
States has been stable or slightly decreasing. Over the last 15 years, the same is true for
Europe as a total, while for the UK there has been a significant decrease.

At the commercial level, these statistics are underpinned by the fact that all major new gas
supply projects are found further from the market. The Nigerian LNG project, Norway's
Asgard project, the Trinidad LNG scheme and the Yamal-Europe project are such examples.



OECD-Europe* - Primary energy
consumption
The development of gas
consumption (Ifitoe)
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In the past 50 years of the European energy industry, natural gas has been an ever growing
source of primary energy.

Indigenous production has been stable. The Netherlands and the UK have been important
reserve assets. Increased demand growth has been covered by growing imports from Russia,
Algeria and Norway.

Big infrastructure developments implied long lead time, high contract volumes to realise the
economies of scale, and high risks both to the producer and the consumer.

Nevertheless producers have been able to develop and replace production. Through the
contractual mechanisms for sharing risks and opportunities, the industry has been able to
supply the markets. Remaining reserves in most of the export countries are stable or
growing.

Development of the OECD market in Europe was originally driven by the indigenous gas
discoveries. Competitive pricing was guaranteed through the market value principle and
economic growth supported a stable demand development.

Reserve base and contracted
deliveries of natural gas
Europe



Reserves reasonably close to the markets and a gas industry able to take long term investment
decisions contributed to the European integration. The physical integration is impressive, and
extends beyond the border region between Europe and Asia in the east, to Ireland in the west.
From the African continent in the south to the Norwegian Sea in the North.

The Norwegian transport system have and will continue to contribute to this integration.

Norwegian natural gas
transportation system

During the two years since the last conference, Norway has:
* nearly completed Europipe II,
* nearly completed the Asgard transport system,
* started deliveries from Norfra,
* started to supply gas to the Czech republic,
* entered into an agreement for supply to Poland ,
* sold winter volumes into the British market through the Interconnector via Zeebrugge.

Let me comment on the agreement entered into with POGC (Polish Oil and Gas Company)
last week.

The agreement is a contract with an annual volume of 500 million standard cubic meters. It
has an initial duration of 5 years. It is the first step in developing a business relationship in an
important market.

A market which is located in our geographical proximity.

A market which will offer opportunities in the future.

As the companies Statoil, Total, Elf, Saga and Hydro on behalf of me sellers and Polish Oil
and Gas Company on part of the buyers entered into this agreement, the Norwegian and the
Polish prime ministers signed a declaration of intent.

Both parties have expressed the wish to increase volumes and extend the duration of the
agreement with the aim of establishing the basis for a direct pipeline from Norway to Poland.



II Innovation

Let me now turn to innovation. I would like to draw your attention to some of the
technological developments which have influenced and will influence the supply of gas to the
market.

1) In the context of transportation I would like to emphasise the evolution in pipe laying
onshore and offshore that we have experienced.

The extensive pipelines constructed by the Former Soviet Union from Arctic production
areas, through tundra and mountains to the market are truly remarkable. It is not obvious to
me, that these mega projects could have been realised without the underpinning of strong
producer and buyer relationships through long term sales contracts. But they were constructed
and have strongly contributed to the industry that we see today.
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Large bore Pipelines - NCS
Development of Unit price

Offshore, new technology and new ways of executing projects have made it possible for us to
cut cost by 40-50 percent and thereby bring more remotely located reserves to the market.

2) The Asgard Field Development is an illustration of how innovation contributes to stretch
technological limits. Asgard is a major step as it adds a new province to the Norwegian gas
portfolio.



The Asgard development has during the past weeks been the subject of considerable debate in
this country. A debate that has had a number of consequences. I will not reiterate that debate
nor will I dwell on the consequences. I will however, bring your attention to some aspects of
this giant project.

A number of efforts and initiatives have been made to develop the Haltenbanken area.
Getting it off the ground demanded a non traditional approach. It took courage, as it was
clear to all participants that it would involve significant economic risk. The partners Mobil,
Total, Saga, AGIP, Fortum, Hydro and Statoil were willing to take the risk.

First step in the process was to create a common unit, to unitise the three fields Sm0rbukk,
Sm0rbukk South and Midgaard. This effort shaped the required alignment of interest among
the partners.

Ambitious targets were set for the project development. Asgard did confront us with a
number of challenges.

The number one challenge was the distance to the market, a total of 1365 km. Some 685 km
of pipeline was required to bring the gas from the fields to the Karst0 plant for processing
and re-export.

The reservoir is very complicated with a number of faults and very low permeabilities.

The field is developed with three floating units in 330 meters of water. A storage vessel, a
production ship for liquids and a floating production unit for gas. 56 wells penetrating 3
different reservoirs from 2300 to almost 5000 meters below the seabed are connected to the
floaters. High reservoir pressures and very high contents of CO2 and hydrogen sulphide in the
gas require special precautions during design and operations.

Troll / Asgard milestones
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Asgard, represents the new generation of offshore technology. The targets were ambitious and
the risks considerable. As an example, the lead time from decision to production is drastically
reduced compared to previous projects. Asgard as compared to the Troll development
illustrates that clearly.



Costs are higher than we expected them to be at the start. Nevertheless, the project is
profitable and on a unit cost basis it belongs to the best projects we have.

It is my firm belief that the centre also will serve as a basis for further developments in the
area.

3) LNG technology has experienced the benefits of cost reductions by economy of scale
through an increase of liquefaction trains. In our efforts to develop the Sn0hvit fields, we
have taken advantage of and I think contributed to this trend.

We have also found cost effective solutions on the production side with floating units and
transportation of unprocessed well streams over long distances to shore. We are continuing to
increase the robustness and reduce the risks in order to create a basis for an investment
decision.

4) Fuel cell Technology. Allow me to take the approach of a methanol producer. We observe
that a certain breakthrough in fuel cell technology and production cost has been achieved over
that last few years. The automobile industry is conducting multi billion dollar fuel cell R&D
programs and methanol is viewed as a quite suitable carrier of hydrogen by the same industry.
Zero emission cars are mandated in California as of 2003 and a fuel cell car will comply to
that effect.

A possible future mass production to the transportation sector will pave the way for applying
the technology also in the heat and power market. In my opinion, this is a development that
the gas industry should monitor closely. The pace of development might advance faster than
we think.

5) Energy conservation potential is in my opinion still high. Electronically based energy
conservation programs will probably show that recent efficiency improvements are only the
first step in a series of stages. Energy consumption per unit of application will be reduced
leading to substantially lower emissions.

6 )Innovation is not limited to technology. New methods and technique emerge also in the
commercial part of the business.

Deregulation processes induce new working patterns. Transaction models are evolving.
Trading techniques and paper markets emerge. Today, long term take or pay contracts cohabit
with short term contracts and the development will continue.

HI Geopolitical environment

Geopolitics is important in any energy business. In particular in natural gas trade, since the
infrastructure ties the producers closely to the consumers, some times across several borders.



Energy policy has traditionally been governed by national authorities. The end of the world
war II and the following political division of Europe gave impetus to very different political
and economic integration processes on the two sides of the Iron curtain.

Through this period a concern about the issue of security of supply developed. Energy was
conceived to be used as a tool in the struggle between the two political systems. In the 90's ,
the picture has shifted.
Paradoxically, today we do perceive the world to be a much safer place in spite of the fact
that the number of political conflicts are increasing. Areas that we perceived to be
homogenous are disintegrating and an element of unpredictability has emerged.

We have experienced an intensified effort to reinforce co-operation in the enlarged Europe.
The European Union, The Partnership for Peace initiative, OSCE, the WTO, the European
Energy Charter are some of those which contribute to a new framework for international trade
and co-operation.

The industry, also ours, has acted accordingly. Today we find BP/Amoco, Shell and
Exxon/Mobil not only upstream and downstream within the OECD-Europe, but also actively
pursuing opportunities in Algeria, Russia and Central Asia.

Shell is positioned to take a position in Gazprom in which Ruhrgas has acquired a stake.
Gazprom is involved in several of the markets downstream. The political map is changing
and so is the commercial.

V Forecasts

A Nobel price laureate in physics once stated that forecasts are, by definition, of little value,
they assume that no new ideas will be generated from the time of the forecast and throughout
the period it is expected to predict.

But since the title of my speech requires some views of the future, I will take the risk and
leave it to coming gas conferences to judge.

As I see it, the starting point is threefold:

• Even after a remarkable development reserves are still plentiful.Production has almost
doubled over the last 20 years. Proven reserves have grown by a factor of 2 and now
rank along oil in terms of energy content.

• Natural gas has gained a position as a "preferredfuel" for the future. One would
expect the value of it's environmental properties to be increasing.

• The infrastructure development has taken place within a framework of long term
contracts.



The key issue for the future is not supply availability or lack of forces driving the demand.
The key issue is how to bridge the economic gap between reserves and the burner tip.

Why is this likely to be different in the future from what it has been!

First of all, the reserve growth has taken place in geographical locations quite far from the
areas of big demand. Most of the reserves are located in Russia, the Caspian area and in the
Middle East. The historical development was based on resources in or close to the market.

Secondly, the energy industry look at a future with lower price expectations than in the past.

Thirdly, a competitive environment puts pressure on energy prices. Requirements for
liberalisation and deregulations with the objective of bringing prices down accelerate. The
concept of security of supply has been outpaced by competition and transparency. The
requirements from the consumer will increase.

My fourth point is that politics have changed not only the maps, but also the risks embedded
in bringing gas over long distances and across several borders.

And finally, the growing concern for the environment.

Let me try to comment some of these factors from a. producer's point of view.

Price: Will the price of oil continue to influence the future gas price?

Decoupling is experienced in the United States. But I can hardly foresee a future where over
time, gas is allowed by the market to stay significantly above the price of it's alternatives. On
the other hand, I can imagine a future where gas can stay below due to gas to gas competition.
My point is, that there seems to be a natural ceiling. The floor is determined by the supply
made availible by the producers.

The environment: Will we see the environmental benefits reflected in the value and the
price of gas?

The politicians hold the key to an environmental premium for gas by taxation. How much
contribution the producer can hope for in this arena is anybody's guess. Finance ministers
have in the past demonstrated an affinity for domestic budget revenues, rather than providing
the players throughout the chain with environmental incentives. I hope that we will
experience some significant effects of the Kyoto Protocol.

Deregulation: What will be the effect of the Gas Directive?

Deregulation implies that efficiency potential in developed infrastructure, including the
Norwegian gas machine, will be exploited. This is the objective of deregulation - to increase
efficiency and capacity utilisation and to reduce the price to the consumer.

The players in the value chain review their existing portfolios and positions. New behaviours
emerge and new positions are taken. We have observed this in the US and the UK markets.
EU's Gas Directive points out the same direction for Continental Europe.



Exploitation of new reserves: What are the main challenges?

New grass root projects will be demanding in an environment of moderate price expectations.
I could also add the local political uncertainties now unfolding along some of the routes from
the big reserves to the major markets.

It could even be argued that the political and commercial risk today is higher than was the
case 15 years ago. On the other hand, increased upstream and downstream integration should,
over time, facilitate financing and risk sharing between the players.

On this background, my view is that incremental volumes from traditional production basins
with established transportation infrastructure will have to cover the near-to-medium term
demand.

As an illustration of what might come in Europe let me point at the US market. It has
demonstrated growth on the basis of a continued low Reserve/Production ratio of 10 or
below for more than 20 years.
Canadian imports have assisted but to a smaller degree than increased domestic production
from traditional basins. Increased focus on exploration for gas and technology, have played
important roles.

The producers have demonstrated in the past that technology is responsive to changes in price
expectations. As a matter of fact, both high and low prices are drivers for technological
developments. When prices are high, we tend to stretch the technology to exploit more exotic
acreage. When prices are low we apply technology to reduce costs and lead times.

In the North Sea, technology will help exploiting resources in deeper waters at costs
significantly lower Chan today. The Asgard complex can be a future bridge head for reaching
deeper waters within reasonable distances from established infrastructure.

The general feature, I believe, is that we are moving into a future with smaller margins. Not
only upstream but throughout the chain. Such trends will require new behaviours among the
players.

We will see increasing integration in two dimensions.

One across businesses with gas and electricity joining forces to exploit synergies. This has
started with electricity companies at the forefront. We are moving from a century of gas and
electricity industries into a future of energy business

The other force of integration takes place along the gas chain. Distributors have moved
upstream. Some producers have tested the water downstream, with mixed results.

The gas industry is not unique. Similar developments take place in other sectors. The driving
forces are lower margins, more demanding customers and new market opportunities.



The role of the industry will be to provide product packages and services for the ultimate
convenience of the end user. The end user, whether industrial or domestic, will become
increasingly more informed and demanding. And the market as a whole will be increasingly
more competitive.

This is where I see the most significant change from the way we do our business today. We
will have to more actively than in the past manage our portfolios from a risk and value
creation point of view.

We must learn to adapt to more demanding customers. We will have to equip ourselves with
the skills and system capabilities that are required to serve such customers. And we have to
prepare our organisations for more extensive integrations, co-operation and partnerships
along the value chain and across business. We have to learn to think Energy and Customer
Satisfaction.

Allow me ""to add a few words about the Norwegian gas industry in this context.

Norway, as a gas producer and exporter is well positioned from a geographical and an infra
structural point of view. But also we need to further exploit capacity utilisation and cost
efficiency. The way Norway has organised it's oil and gas business in the past has, in my
opinion, been quite successful. However, I am not convinced that our current scheme is the
best also for the future.

The state has several roles in our gas business:

- The role of resource manager
- The role of tax collector
- The role of concession awarder
- The role of regulator
- The role of a direct commercial participant
- The role of single owner of Statoil

To balance all these aspects in an efficient way is demanding and will be even more so in the
future market conditions.

The total gas portfolio held by the State as owner of Statotl and as a direct participant is, no
doubt, a high value portfolio of upstream assets, also when measured against those held by
major players.

The downstream positions held by Statoil, is on the other hand close to insignificant, when
seen in proportion to the total, Statoil and direct-state upstream portfolio.

From a risk management aspect, it is my view that an owner, state or private, must consider if
the existing position is sufficiently robust and has a competitive value creation potential in a
future market characterised by change.

In this perspective, I think there is a need for a review and a long term strategy of the State's
future commercial positions.



Such strategy must also ensure that strong Norwegian companies can actively participate in
the further evolution of the markets and emerge as professional and competitive energy
companies. In this context, I believe that a thorough evaluation of the future balance between
ownership in production and downstream market positions, between the State's direct
participation and that of the commercial companies is required.

I am pleased that we have started a debate about these issues. I do not have all the answers,
but I am convinced that our current way, our current organisation can be improved and must
be improved if we as a nation and as commercial players in Norway shall remain competitive
and create value for the owners and society also in the future.

V Final Remarks

In summary let me conclude with the following observations:

• The European gas industry is moving into the next century after a remarkable
development with extensive infrastructure and solid trade patterns established.

• The future will bring new challenges. The market will be more transparent and
more competitive.

• Cost efficiency and capacity utilisation of existing infrastructure will be key
factors in order to exploit production at competitive costs.

• Big reserves are availible, although at more remote locations which call for
strong commercial players and strong relations between the producers and the
distributors if new big supply projects shall be lifted.

• Norway has gained a competitive position, but new measures will be needed in
order to ensure a competitive position for the commercial companies also in
the future.

The shape of our gas business has continuously developed and will carry on doing so driven
by market change. That is the way it has been and the way it should be.

Therefore, as an answer to the question in the title of my speech: Will there be business as
usual? I would say:

Business as usual will never be a winning strategy in a world of change.

Thank you for your attention!


