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Oil giant Royal Dutch/Shell Group of The Hague announced plans Thursday, Oct. 28, to merge its two operating companies under group CEO Jeroen Van der Veer, a move that could make acquisitions easier and provide a better defense against a possible takeover attempt by BP plc. 

Investors have long criticized the 100-year-old dual-ownership structure as unwieldy, lacking transparency and accountability and possibly contributing to its 20% reserves overbooking scandal, which pummeled its stock and led to the firing of three top executives and $150 million in regulatory fines. 

Those critics were rewarded Thursday, when shares of the two companies jumped on news of the move and a doubling of the group's third-quarter profits due to record-high oil prices. 

"It's long overdue," said Fadel Gheit, a longtime Shell follower at Oppenheimer & Co. in New York. "It won't solve all of their problems; they still have operating issues and a wishy-washy management. But it will streamline operations." 

Analysts said the structure would make it easier to acquire other oil companies, including possibly Anadarko Petroleum Corp., which it tried going after last year. 

"They could make a sizable acquisition, and there are lots of opportunities out there among smaller independent upstream oil companies," said Jeb Armstrong, an analyst at Argus Research Co. in New York. "Their cash position is $2.6 billion and they have really low debt, so they could lever themselves up if they need to. They certainly need to do something because they are at a disadvantage due to their proved reserves situation." 

Gheit said the move would also make Shell more difficult for BP to acquire, with Shell's incorporation in the U.K. but its headquarters in the Netherlands. 

"BP was interested in buying Shell seven years ago but instead bought Amoco, and I suggested it could be a takeover target again because of a lack of confidence in management and structure," Gheit said. "But incorporating it in the Hague for tax purposes could serve as a poison pill," since moving the company out of the Netherlands would eliminate certain tax benefits. 

Buying No. 3 Shell would vault No. 2 BP past Exxon Mobil Corp. as the largest oil and gas company in the world. And Shell buying Anadarko or another large independent such as Apache Corp. or Devon Energy Corp. would move it closer to its U.K. rival and replace some of the reserves it lost through miscalculation. 

Shell pointed to another possible reserves downgrade Thursday, admitting it was reviewing 900 million barrels of its 14.3 billion barrels of proved oil and gas reserves. 

In a research note, Merrill Lynch & Co. said it would have called the shares sharply lower on the reserves news had it not been for the merger announcement. But Prudential Equity Group LLC was more harsh. 

"We believe the unification of the two companies into one parent will have a modest positive impact on valuation but expect that this positive effect will be negated by the overhang of another negative reserve reclassification," analyst Michael Mayer wrote. 

Shell said the combination would simplify the company, making it more efficient and more accountable. 

"Today's announcement is an historic step forward for the Royal Dutch/Shell Group and has the unanimous support of the boards," chairman Aad Jacobs said. "The proposals build on the best characteristics of the group and promise significant benefits for our global business." 

Jacobs will be nonexecutive chairman until his retirement, which was already planned for 2006. 

Class-action lawyer William Lerach, who filed suit against Shell executives in June on behalf of shareholders, called the move "timid" and "inadequate." 

"They are proposing to go from a very bad, very dysfunctional corporate governance structure to a conventionally bad single corporate governance arrangement," he said. "We will study the details, but on the surface there appears to be nothing to open up the nomination and election process for independent board seats and nothing that guarantees the rights of independent board members to call meetings, have appropriate independent legal and accounting advice and to take steps to remove directors." 

Shareholders and regulators must approve the deal. The shareholder vote is set for April 22, and Shell hopes to complete the deal in May. 

Shareholders will receive shares in the new company, Royal Dutch Shell plc, on a 1-for-1 basis. The company will have its primary listing in London, a secondary listing in Amsterdam and American Depositary Receipts trading in New York. 

Shell said the merger would involve few job losses. Its downstream operations will remain in Britain, and only 200 senior positions will move from London to the Netherlands. 

Royal Dutch/Shell Group is 60% owned by Royal Dutch Petroleum Co. and 40% by Shell Transport & Trading Co. plc. Shell Transport & Trading and Royal Dutch Petroleum were both founded in the 19th century, and the Royal Dutch/Shell Group was created in 1907 to incorporate their operations worldwide. 

Royal Dutch Petroleum, Shell Transport & Trading and Royal Dutch Shell were advised on the restructuring by Julian Mylchreest, Philip Robert-Tissot, Ian Hart, David Challen and Matthew Smith at Citigroup Inc., Bud Rogers, Peter Wilson and Andrew Thompson in London at Cravath, Swaine & Moore LLP, Sjoerd Eisma and Lodewijk van den Bergh at De Brauw Blackstone Westbroek NV, Sian Westerman and Crispin Wright at N.M. Rothschild & Sons Ltd. and Nigel Boardman and Roland Turnill at Slaughter & May.

ABN Amro Bank NV's Nigel Turner, Jitesh Gadhia, Wilco Jiskoot and Diny de Jong advised Royal Dutch Petroleum, and Deutsche Bank AG's Nigel Meek, Roger Aylard, Rob Gray and Charles Wilkinson advised Shell Transport & Trading. Shearman & Sterling LLP's George Casey and Brett Carron in London and Alan Goudiss in New York advised ABN Amro.
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