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Notes on,the Definition of Proved Reserves

,r:"·

(:" "

'.111e foundation definition is that ofthe SEC, being that "proved pil and gas reserves are the
estimated quan~ities of crude oil, natural gas, and natural gas Jiq':lids which geC!logical and,
engineering data demonstrate with reasonable certainty to be recoverable in future years from
known reserves under existing economic and operating conditions."

I
The SEC do not specify ho~ reserves are to be calculated. Other majors calculate published
reserves figures using the 'Deterministic' approach whereas Shell (alone, perhaps) uses a

,"Probabilistic" approach. " ' , ", " .
,~ "

The'deterniinistic method involves using best judgement to estimate a single reasonable value for' ,
each parameter related to reserve determination for a specific field, but restricted to field areas
considered proved by drilling. The result is a single value for proved reserves. Beyond proved
reserves, ,in undeveloped areas there are also probable and possible reserves but these need not be
calculated with the same degree of caution as proved reserves and are not published (generally).

The probabilistic method involves assigning ranges of possible values to each parameter,
including the areal extent, and a possible range of values for reserves calculated by probabiJistic
multiplication of the variables. The result is expressed as a probability curve, 110t a single value.
An expectation curve is developed which plots the confidence !evel that reserves will be greater
than the indicated volume, .The 50% confidence level plots to the expectation reserves (which is,

\

also the area under the expectation curve). To meet the SEC requirement ofreasonable certainty,
that value having an 85% chance of being exceeded is read from the expectation curve and termed
proved reserves. ' ., '"

ExPectatlonCu~

VolI"".,

.As data becomes more complete, particularly in producing fields, the deterministic estimate may
be expected to approach the Group expectation figure. The probablistic proven figure(85%}

, approaches the expectation (50%) figure towards the end ofthe field life.'

Conceptually, and broadly, the deterministic and probabilistic met~ods can be 'reconciled' as
follows:

Developed Area

Deterministic,
Proved
Reserves

Undeveloped Area

Del~rminislic

Proved
Reserves

Probable
Reserves

~rerJ, ,..J-t..1i ""t){t

Mt le dfl'{;-I~ (QYrecl.
Perkrr ff' (.(;I!Jl~.1 1,Jd '"

'~(. tor'er e. ')I'/(It.,.., h'</h "r fv
j

ill- ~e~ I f.'l'f'(;I~i4.+(O".

Reserves in a developed area are reported as proveddevelop~d and,thq;>e in an undevelope'd area
are reported as proved undeveloped. ,'~
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From': '
Sent:
To:,'
,Subject:

t' .

FROWD. D,E~ SIEP-EPS·SE
28 November 1997 14:28 .
Frowd, Davld SI~PXG:

FW: Reserves Reporting

~~~~~~~f:~]'.~ ~Pp~~T~~~~~p~I~~~II~;KcgrG~~~~~.A.1EPA,;,
SIEP, OPENMAIL; PARSLEY, A.J.'t EPB, SEPIV, OPENMAIL;Sprague, ~.M./
EPE: SIEP lONDON, OPENMAIL; ROElS, H.J.M. /EPM, SIEP, OPENMAIL
Cc: EVANS, S./ EPT-AM, SIEP RIJSWIJK. OPENMAIL; BOSTOCK, 0./; •
,EPT..AM, SIEP RIJSWIJK, OPENMAIL; WATTS, P.B./ MGDPW, Si LONDON.
PROFS; ·SMITH. J.M.·/ EPS-FX, SIEP, OPENMAIL; FROWD, D.E.I EPS~SE,

SIEP,OPENMAIL '
, Subject: ReserVes Reporting

Date: 28 November ,1997 14:51

Please find below an initial synopsis of the OU responses (no response
from Nigeria as yet) to our letter. There is promise of a significant .
reward and EPT-AM, EPS-SE will provide a paper for discussion and
decision at our 11/12 BUSCOM meeting. However, I believe it is useful
for you to have early warning of some of the issues. in. particular, I .
would suggest that John and Harry encourage SSBand PDO to be open to ,
implemel']ting any decision which would be communicated to them on 11th December.

A Greater inclusion of "commercial SFR" in reserves

There is some negative reaction to this. The rationale of the negative
reponse is that once volumes are in reserves they will not receive the
same attention or it will not be so easy tojustify appraisal/data
gathering to mature to reserves. This would appear to be more of a
mentality issue but if this perception is held by governments (BSP are
the most concerned aboufthis aspect) or joint venture partners. there

, may be real issues behind them. '

There were@isues ar~und the princi@e2t prcibabili~ticaddition
(,' only around the practIcality.

B. Use of expectation developed reserves as proven in mature fields. , "

1. There is approx 500MMboe increase due to SWitching from P85 to
expectation developed as fields mature. (Nigeria has quite a few mature
fields so I would anticipate it having a positive contribution to this
number): These figures are mainly based on 1.1.97:
Impact on NIAT (from Peter Elani) is of the order of $.1§.QJD!.n ' "
would be gained in 1997. Only a few OU submissions give NIAT data for
later years, but there1SSome indication that the difference in NIAT
in,1998 would be siin·ilar. This would contribute some 0.5% in ROACE in 1'998.

'2. Three OU - BSP, SSB, NAM • report 'a negative impact on their
cashflow and hence a reduction in field NPV. These are due to proved
reserves being the basis for depreciation for tax purpose (BSP, NAM).or
for capital allowances (8S8). The impact on SSB is pretty small, NAM is
the most significant at $10mln p.a. BSP in between,

}

,3. Two OU - BSP and POO (and probably Nigeria) ~ report a negative
, _ impact on the government relations front: time they have invested in

'bringing ~he governments round to the existing SheU system. ,~ --'- -,

i
; ,
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.,' "{ 4. Expro 'do not wani to "book" any positive changes this year because
~ of the liklihood of downgrading Brent next year when they WCluldUke to

. have offsets. . '. . . . .
. "", . .

. '
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5. Denmark figures illustrate nicely the longer term impact on NIAT and. ,
ROACE. ROACE is comparatively worse from 2000 if the reserves increases
are adopted.

6. Ne.gative reactions to the methodology have come from esp, NAM.
Expro, EPE. These. centre around "greater volatility" due to using
expectation; book-keeping rather than rear adjustments; inconsistency

. with probabilistic addition. The first two are correct; the latter is .
true far mature fields but the existing methodology is more attuned to .
immature fields and the methodOlogy for mature fields needs to be
revised. . .

7. QU'sneed to know which way we are going sooner rather than later
(5th'december for SSB; too late already for POOl.
Also if they are to go aheadthey wish to be assured that this change
has been cleared by Group auditors. EPS~SE are actioningt.he latter

Regards,
rim
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from:'
Sent:
To:
,Cc:

Subject:

Importance:
Sensitivity:

Perry, John J SOPE·OAMF "
10 April 2000 02:34 -, , - " -' ' "
Jones, Peter J SOPE-OAM; Elsenhan's,'Lynn l SOPE-OA; Waight, RoyR SOPE·OAF,
lee; Tzu-Yang TY'SOPE-OAP; Sadler, David M SOPE-OAPS; Haney, Matt MBSIPC-
OFAD; Elkins..John J SI-FSCAH; Arnot, Miles M SI·FSCAH ' ,-

,Rayong-Impairment

High
Confidential _

The complexity surrounding impairment of Rayong continues. "
, "

Impairment of Rayong needs to be reviewed at v'arious levels:
- Group accounts ' ,
- the acco'Lints of the various holding companies: SIHl which owns (and only owns) the Shell investment in' Rayong,

and SPCo which owns the shares of SIHl, " -.' " . '
the accounts of Rayong ,itself

- Each of the above is SUbject to different accounting standards for impairment:
Group accounts· American GAAP FAS121

-, SIHL, SPCO - UKaccountingstandard. FRS 11 .' _
'.. Rayong - Thai accounting standard. " ' , , " "

,'\nd the principles underlying the above are all different to'varying degrees.
(' -' ' , , -

'~ou may recalllhat at th'e beginning of this ye,ar the 1998 accounts of SIHL were published including an impairment'of
its investment in Rayong. The impairment was based on (all numbers are end 1998): ,'" ,'-
• $IHL investment (before impairment) USD 536mln,' - - , :, '

remaining shareholder equity in local accounts, of Rayong USD 380mln, equivalent to USD 243mln Shell share..
impairment of USD 293 mln (being difference 536 - 243) - _ -

The rationale for using the equity value of USD 380 mln (100% basis) was the unlikelihood of any dividends in next 20
, years and ongoing discussions with a third party which, at that time. were based on a Shell view o~ selling an int~rest
· (100% basis) for circa USD 400mln, .", _ ,,' ,

I have been discussing with London the need or othelWise to show an impairment in speo's 1999' accounts in respect·
of the investment in SIHL. Based on continuing belief that no, dividends are likely to be paid by Rayong in the next 20
years a valuation based on fair market value is considered appropriate. For this purpose we have used the maximum
fair market value quoted in the recent CMD presentation. Le, USD 200mln (100% basis), This would give rise to an
impairment in speo's accounts as follows: ' .' ,

investment vaJueUSD 303mln (net of provision already taken in 1998 accounts)
fair market value USD 128 mln (64% of USD 200mln), '
impairment of USD 175 mln '

It is proposed to include in the accounts of SPCo in 1999 an impairment of USD175mln.
An alternative of delaying,the issue of SPCo accounts (e.g. untilthere,is more clMtyon sale to a thir-d party 'and/or
impairment in Group accounts) has been examined but is not feasible, ',. '

·(:t alternative of writing down the. inve'~tme~t tq zero was rejected since any subsequent third party sale ata value
,:'::-..)ve zero would cause accounting dIfficulties. ' ," - _ '--' ,

, It is understood that the impairment will be identified in the'SPCo accounts (since it is a material item) but details of the
asset being impaired will not be shown in the accounts. Therefore, this impairment is unlikely to cause sensitivities vis
a vis lenders, PTT or Rembrandt. .
We will review impairment in the accounts of SIHL later this year, by which time the Group accounts position should be
clearer, -

Mall Haney has been fully involved with these.discussions and will' be keeping Frank informed on these deve'lopments.

· regards.
John

John Perry OAMF . General Manager, Finance MSD Business East Zone
Shell Easlern Pelroleum (Pte) Limited; 83 Clemenceau Avenue, UE Square, Singapore 239920
Tel ~5 384 8649 Fax: ~5 384 8491 Email: john,j.perry@shell,com,sg ,
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Presentation ExCom 31 st January ~OOO

Preliminary Summary of End 1999 Proved Reserves
The objective of this nOle and presenution is to infonn ExCom of the end 1999 Group Resoultes.
especially proved and proved developed reserves. prior 10 the finalisation and External Audit c1eannce of
these numbers by the 4" Februll1)' 2000. ahead of the Q4 pre,;s release. The numb<= are still being
finalised, but adjustmenlS are expected to be minor.

Summary

• The 1999 proved reserves replacement ratio is 46% for o/lINGr.. (141'" in 1998) a.nd 23% for gas
(255% in 1999). Total oillNGUGas ",placement ratio for 1999 is 37% (182% in 1998).

• Three yeM average proved reserves replace:ment ratio for 1999 is 106% for oil (146% in 1998) and
161% for gas (249% for gas), total replacement on hue basis is 126% (lS4% in 1998) (ref
attachment I). It should be noted that the implementation of the new Pell'Oleum Rcsourt:e Guidelines
during 1998 lICCOU'lled for mughly 50% of Ihe 1998 proved reserves increase.

• Including the AOSP "mining reserves- the overall proved replaeement ratio inaeases from 37'1> to
82'1> and funha inclusjon of Ihe Iran Mpseudo reserves- inaeases the n:placeIDenI ratio to 94'1>.

• Regional proved reserves replacement indicates a trend o( limited reserves replacement in the maUJre
areas of EPN and EPA from production and divestment and reserves addltioh$ in the other tWO areas
EPGand EPM.

'Ib<i:n: are a number of issues reglUliing proved reserves booking for 1999 which require endonoemem by
ExCom. The issues and reeonunendations are presented In thjs Note under "lssucs".

Changes during 1999
Summary of Prond Reserves

The ESOSC proved reserves as of 1.1.2000 (assuming reconunendatiol1$ presented are endorsed) stand at
1523 mJn rn' oillNGL (9581 mill bbll and 1647 mrd Sin' gas (10.037 mln hoe), showing a d= of
71 min rn' (449 mln bbl) and 64 mrd srn' (388 mln hoe) for oillNGL and gas respectively after taking
accoum of 1999 productionbcing 132 mln rn' (831 mIn bbl) oillNGL and 82.6 m"hrn' (503 mln hoe).
Total pmved reserves replacement ratio is 37% wHit an:placement ratio of 46% (or oil and 23% for gas.

Unit Proved Proved Change:. Proved
Reserves Reserves Rl:$<:fVe$

1.1.1999 . 1.1.2000 Rep\. Ratio
OilINGl mJ"m3 1594.8 1523.4 .71.4 46'1>
G:u nudsmJ 1711.1 1647.4 -63.7 23%

Total "'llln hoe 20.5 19.5 -1.0 37%

One new venture has booked flfSl time pmved resel'Ve$ in 1999. Kazakhstan (SaIgoJc +2 mln m3 oil) and
one veo1Ure no longer books proved reserves a.ad (-OA mln m3) as the Group has pulled OUl of the
Doba-project end 1999.

DB 017784
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Summary of Reserns by Region
The changes'in proved ro:servcs ~plit by Regiop $bOW$ that only EPG bu • $igniflClUll replacement mio
for 1999 both oillNGL and gu. As • Il'$IlIt of production and divcsimenu in !he iDatufe aR;u iD EPN and
El'A rq>lacemeot ratio i~ very lQw with~ just off$eaing !he divested JQCtVe$. EPM replacement
ratio is mo low. (Gas replacement ratio's in EPM and EPG lU'C 'distorwd' due 1(1() low producOoll).

OIl.JNGt 1_11I31 Gu ImnI sIII3)

~ rro-l Plod Ddb It£pI. """""" f'rowfId Prod lldIa Rql. lUt.
1.1999 1.2000 '1999 Jtodo 1.1999 1.2000 1999 RaIio ....

EPN 571 410 70 -97 .39'1'0 'IS 196 61 -I' m. 11"
D'M 316 301 21 .a 11.. lot 94 3 ·IS ·391" 24..
ErA 157 IS9 14 2 liS" m S44 17 ·33 -93.. 4..

£PG S44 576 22 31 244" no IU 1 ] )21" m ..
ToIaI 15'5 1523 ~ -'I 4'4 1711 164' 13 -64 13.. 31"

Breakdown of Ch.anges by Calq:ory
The d= iD both oillNGL and gas re$erVCS is the resull of Pfoduction and Divestnlenu (Sales in
Pbee) from Portfolio ManagelllCllt rceommendations, the reductions are only panly off$el by inaeans
from Discoveries &. Extensions, ImproVed Recovery. Revisions &; ReclassiflcatiOllS and Aequisitions
(Purchas"s in Place).

OilINGL Gas
[mlnmJ) (rnrd smJ)

Proved Resen'U I.U," 15'4.11 17lL!
Revisions "" Reclassific:atiOll$ 39.2 15.2

improved ReeovefY 18.7 2.2

Extensions &. [)iscov(;ries S3.7 ·38.6
P\u-chues iD Pl_ 11.9 .2-

Sales In Place --62.8 -37.3

Production 1999 .132.1 .82.6

Proved Reserves 31.12.1m 1523.4 1647.4

DB 017785
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Majo~ Chanc,"" by Cat"cory and Country

BreUdoWl'l of the major chanl:'es is as follows

E--"--o:J

Gas
Im..."m3]

Sales in Place (DivesuncnlS) -31
USA (Emt>prise&Apohe) -15
I'bilippi""" (Teu<:<» -19
~(Plains) -3

Exttnsioos & Dlscoyeries 39
Nigeria SN'EPCO (Ehn) 0
USA (Hicl<:ory. Spirit, AuC'" t.L) 9
NllI'WaY (Ormc:n Unge) 12
Denmark (HaJfdan) 2'
Niteria SPDC 7
OthcB(~ a.w.y>ia, B"'od. ouo.) 9

Improved Recovery 2

Maloysia (Lower~) 2

Otheu 0

Revisions &< Redassuacations 15
Canada (Royalties in Cash +14) 19
USA (Owu U:<e) ·7
Norway (Troll gas cooln(:\ e.a.) 13
Oman Oi;co (&til1<:lII<:lll) -\2
Olh=NET 2

OiIINGL
(onIn 1113)

Sales in Place (DiV'C$lflJenu) .03
USA (E.ntapri>e&.Apad>e) -41
Philippine< (Ta;aco) -4

Canado (Mains) -10
...

Extoo",loos & Diseov.r1... S4
Nigeria SNEf'CO CEhnI) 24

USA (ffick.,.y. Spirit, AuC...... ) 10
l'I..,..oy (Onneo Longe) 1
Denmatl< (Half<bn) 6
Nigeria SPDC 5
<::l!h= (New ~bA4,0-<.0.-) 8

Improved Recovery 19

O_nPOO 9

omen (Sald1aJin, All...... Brunei) 10

Rfvisions &< Redassifications 39
Nigeria SPDC (Shallow Olfsbon:) +18

OnwoPOO +12
Gabon +5
Canada +6
Olh= NET -2

IPurcllaseS ID' Place (AcqUlSltlOIl) ·1__l_1~·_._1 I~ h, Place (Ar;qulsluonl
Nigeria SP~ (EAlEJA) 11

hnpactAOSP and Inn

The proved oiVNGL and gas r<:s"""cs exclude the Canadian OilSands ADSP - 95 m1n m.3 proved
(600 miD bbl) as thes<: und<:f SEC rules ue c1usified as "minning ~servesri (volumes ue incl. minority
interest). Also c>;clude are the Iranian "Pseudo Reserves" Sor()(>shINowroct - 24 mIJI m.3 (150 mln bbl
Shell shue) as proved I'e5CfVCS booking is currently still v<:fY sensitive in Iran. Note thc 100'1> project
="""es volumes illlran are 950 mln bbl (151 mln m3).

. Ahhough the externally reponed proved oillNGL and gas reserves will not include AOSP '"Minwg
Re5<:fVes" nOf the Iran wPseudo Res<:I"VeSh the overall hydnx:;uilon~repl~mellt perfOfJllalK:e is
bw<:r ...,presented if these volumes are-included resulting in a ~placement ratio of 94%.

Initial RepL Ratio Repl Ratio Rep!. Ratio Rep!. lUtio
Submission P~ved E>;cI. AM> InclAOSP lnel. AOSP

excladj. Reserves kllm
OillNGL 11% 46<Jo 84% 118% 136%

Gas 3\ 'I> 23% 68% 23% 23%
Total 56% 37'10 78'10 82'10 94%

The initially submitted reserves prior to the proposed adjusunent gave a n:placemwt ntio of 56'10: after
adjustments but excluding Acquisitions and Divcstmel>ts the replacement ratio is 78%.

3 I
DB 017786
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froYed DeYdoped R~rYes

Th~ proved developed ~es as of J. UOOO SWld llt 795 mln m) oillNGL and 175 mrd SIn' las.
showing an increase of 15 tnln m' wi 2 mrd sm' (Of oilINGL .nd p$'aftct tUinglCXOUDl of 1999
production. !>roved developed replacemenl ratios ate 1Il'J> (or oillngl and 103'1> for Gas (1084 IOIaI
boe).
The proved developed =mres replacement .-alio (or 1999 indieaw:f that producDon as well as divesuocl
deVeloped reserves Wl:re replaced. Lu-ge contributions wae ~de by from lnIlSfcr o( tmdevcloped
tesa'Ves to developed rt=rveS in Qoada (Sable profl:ct sun-up). OIlWl Oiseo (produc:tion start-up).
Malaysia (Compression InstallatiOlJ F23). USA lUld me.

Issues

j
;
i

j
i
i
1
I
1
i-:,...,e

~"",o.u*'iLiif •• e..................... ,.,..............................

,......

The following issues nud ClIdors~mc:ntfrom lhe ExCom before finalising the 1999 proved res:.:tVes:

Nigeria~- Ebra Discovuy
In their initial submission SNEPCO have booked the 1999 Ehn di$OOvery (made by Euonf as
c:onunacial SfR andnOl as reserva. Up 10 the t1ovembo:r 1999 lIlOIltbIy n:poniDl. (MISCOM) by
SN"EPCO indiea\l:d booking of Eltra \<OIuRle$ as proved 1't$eSVe$ for 1.1_2000. EJn voIumc:$, however.
wer-e excluded from the 1.1_2000 proved n:serves lIS Euon indi~mid~ 1999 tMt dley _Id
nOl. include \be volumes in \beis' proyed resetves and did IlOI pruent SNm'CO Witb • pldbninal)'
deVelopment plan. Subsequent clWIwge has indicaled lbat voluuw are wtficleody Jara:e an4. sulfil::lent
IeChnlul work has been dOl1e in HoustolllD sUpPO!t proved =er"leS booking (Of 1.1..2000. h is ~or
fl:COlJJIllended 10 advi$C SNEPCO 10 book Ehra proved reserves for 1.1.2000 0(24.0 IDIa SII3 oil Shell
PSC entitlemetll.
Booking of me Ebra discovet)' is al$O importalll in view oflhe e:xtellW Unit Finding Colt (UFC) wbicb is

............._ Ilasecl .011 proved n:sefVCS

addilicHu aDd' explomion
apetldlime discJosal
Psetimilwy figures indicate
an . 1999. eq>1odti<nl
eXjJeMiJure. of 1081 mln

.US$ foe Group c:ol1Jp3Qies...
Based .OQ the Group
company proved addi\ion$
fom "dilcoveries &.
~" the UFC"99
W(IU1d be 1.71 SIb excludlnt
and . 2..0 SIb ineluding IlIc
Ehn discovery.

NigtrlIISPDC
Nigeria SP'DC Jw $ublllitted BQ~ iD proved J"Cl:etVe$ of 80 mIn m3 proved ttserves - this is
believe4 to be too optimistic in vi""" of the WfI'elIt lit'ellC:e expiry of 3Cf" JUuc: 2019 fOr .. Onshore
(MOt1) and Shallow Of&bore~ by 30" November 200lt
Ulldel' \be alternative fulldinC arrancemePI for EAlfJA Shell sbaic of~ iPeRUe for tbesl: fields
from 3O'J, 10 71.14" and me licence has been extended 10 3$0 million ba=ls cumulative prodt.leOOn. Net
lC:3ult o( lbese c:haules is In~ in proved (CSICl'VeS in the ShaDow Oft'shon: of J() mln m3
(139 mln bbl). It is recommended 10 boot these iQCfemellw volumes.

The Onshore Ucena: expire$ mid -2019 &lid it is~ to freeze the ambon: ptoved RSefVes at
the 1.1.1999 level 10 prevent polntiallatge proved~ tcductiOQ in tutulc, if \be planned growth
dlleJ: nol or only partly materiali$Cs. This means IlOI bool: !he 50 mln m3 oil proved reR:rVes addition for

fzQlm bJ>ved filial updale,do<;Ex{;em Pm ~ til\al
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1.1.2000 as ~Ubmilledby SPOC. As a co~uenc;e plOv..:! onshore oil n:serves in SPDC will d~line with
cumulative production in fumre yean: until such Iimc that ~ignificant growth in oil production volumes ­
has been establi~bedor a licence ~ltnsion has be<:D ~l:Curcd.

Abu Dhabi

Abu Dhabi proved oil Tl'$erves have hiswrically been booIced on an e;<epected growth scenario which still
has not materialised under OPEC coosuaints. As a =ult of the Abo Dbabi licence ~piJy early 2014
reservcs have ID be de-booked with deferral of the e;<epecu:d production increase. Jt is recommended to
differentiate between an eqleCled (50/SO) forecast and a proved (9QfIO)~ when estimating proved
rcscrve~. An initial gap of two years delay in growth for 1_ 1.1000 requir-ct l de-booking of 6.5 mln tn3.

Canada

The Group Resource 'Guidelines pn:uribe in line with SEC rules that 'Royalties in Kind' should be
excluded from the reserves but that 'Royalties in Ctsh' should be: included in the resavcs. Historieally
Canada proved teserves have been included net of all royalties, directly Crom the SbdJ Canada AnnD~
Repon data. Eaily 1999 it became clear that only oil royalties in Canada~ due in Kind and dw Gas
royaltics ate due in Cash. For 1.1.2000 resetVcs gM royalties have been included in the se reserves ­
addition of 13.8 ...m-I':!.'JUm3. With the divCSllllC1l1 of the Plains properties all oil fid<h'have been
divC5ted and Royalties in Kind are no longer applicable.

AustJ;"alia

Australia SDA bave indioued that WAPET have re.evaluated the Gorgon reserves which has lead to a
20% increue in recovenble volumes. In view of the limited rnJt(\cer. lvaibbiUry .and already large
uncommitted ptoved gas reserve~ cauied by SDA based on future Walket expcctatioM it blCl been
proposed and agre..:! with SDA and EPA nOI to include the additional 10 mr4 $1113 for 1.1.2000. Booking
of the additional volume in fUlUre ~ $ubjcct to further ItUlJ'ket developmeotand capwre.

Proved Gas volumes io AuSU'1l1ia bave been a point of challenge by the exlNll8l Auditors (KPMGlPWC)
for the lastl;Wo years -already and incremental booking at pt'l:$enl would be bard to suPP<>"'

USA
Shell Oil up to 1998 reponed its fmmcial perfnrmance externally separately from the: Group, which
included proved reservcs based on Shell DU's iDlJUDaI reserves Guidelines. The Shell Oil definition of
proved reservcs includes 'own use' gas in the proved gas reserves.

Following the Globalisation in 1999 and dNegimation of Shell Oil from the SEC Shell Oil no longer
individually pnblishcs its results and reserv«. The Group'~ definition of proved reserves CJtplicidy
excludes 'own use' gas form the reserves. To align reporting across the Group it is prop<»ed that SheD Oil
reserves for 1.1.2000 are reported excluding 'own use' gas in line with the Group GuidcliDe!l. nm te$ults
in a reduction of 6.5 mnJ sm3 venus the number submined by Shell Oil (.1.9Ih for Shell Oil, .75~ for
Aml and -7'h for AllUra).

The issue has been discussed with the Group Reserves Auditor and Group External AuditoJS who eoofum
that both interpretations are defendable under SEC roles bUI a1~o acknowledge that tqlOrting eoD$istency
acro~~ the Group is a moDg consideration. ;

Excluding own Ul:e gas from the USA reserves :also aligns with the new gu defmitioll propo$ed for 2000
HGu Production Available for Sales (fmm own Reserves)~which also excIudl:$ own Ilse and O&red gas
volumes.

It should be noted Shell Oil prefer nol to adjust reserves and have ~ubmitted 1.1.2000prov~gu JUd'YCS
including 'own use' gas.

E;Com Proved final updale.dt:!fB)(CBm_~"ed fillal
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Srrietlv Ccn(jdpuial

1be lOal of me: above tt:Cot1llIlQIdluions in~ of elwIge~ to the originally submilU:d ptoved ~es
by the Group VenlU"'~ is as follo",s:

• SO.O mlnm'

... 30,Omlnm)

f'mvt4 R<:seryp
... 24,0 OIl» m) ,

'6-~ miD rn)
ToQJ: • 2.5 m1Jl m)

OIL

• lncll$ion of Nigtri~SNEPCO1999 Ehra di$covery ('woo' block)
• lncn:asc NiJ:cria-SPOC SlWlo'" Offshlne Reu:rvCl' (fAIEAJ)~ &om

altcnoative furiding~l (77~ shale) and Licence exlCllSioa post Nov-2008
(mu of 350 MMb)

• Limit Nigen.-SPDC OnshaR (MOD) 10 cum:nlly booted proYed resetYe$ minus
1999 production Idlecting doobling of prodllCtion to 1.400 bid by 2010 OQly with
licenc;e ~piry in 1uo-2019; Reduction fOJ1ll SPOC submissiOll of

• Reduce Abu Dhllbi proved~ based on two Y~ delay pt"Odutrlon n.a-­
and IiccD«. e:q>iry in Ju-2014

,)
-',,:'

-6.5 mrdsm'

,O.Omrdsm'

... 13.' mal il!J'
Tow... 1.3 mrd srn'

GAS

• Exclude USA 'own use' ps in Iiue with Group Reserves Guidelines
• AUSlr.Wll SDA, inause. in Gotgon voluJnC$ are DQt included as PriJva1 n:.servc:s due:'

l<:> ps matkd limitations (l9.1 nud sm'incn.ue from 86.1 to 105.8 DUd sm1
• Include Canada pi royalty in cash in liDe with Oronp Resetves Guidelines

Discoveries 1999
Two NVOs and si~ OUs have reported a IOW of 59 succeufol~ MUs COl" 1998 VUSlJ$

60 dry wells (nou: Shell Oil lIIId Shell Canada $Wistics ale not yet c:ompleIe). Total Group 4we OQequlry
basis (ie. incl.uding canied Govem_ take in PSC countries) of~ di*=OvemJ .bydtocarboa~
vo111J1)C is 136 mln m' oillNGL (857 mln bbl) and 67 mrd srn' gas (411 mJu boe). • c:ombillcd tDllI1 of
1,268 inln b<>e.. '

TheJe are seven large oil finds one each In Nigeria-SNEPCO~ 746 mI. hoe). Demll.lIdc (lWfdq 491
mln hoe) and 0""", (Ghafoerll5 mIn bbl). plus !WO ad> in AlutTali2-Woodside (V"UIClml61 mln bbl and
Enfield 72 mill bbl) and An&obl (f1auDll 117 mln boe and P1utonia 2f.J mln boe).

A ~rthef seven gas fields. wen: discovClCl1 one in Egypt (Obaiycd-Soulh" 74 mbI hoe). fWO in Mabysia
(1CamallSu East UplhroWll 62. f23..SW 23 miD hoe). Australia SDA (Geryoo and 0rdJnls) ud NOfWllY
(Omlen tange Soulh 125 mln hoe). The large deepwater gas di$COvery in Nigaia SNEPCO (Doro) under
CUIttlll COlllDetual _ does not pvc SbeU any enull~

Total exploration expendilWe fo.- 1999 is cunencJy estimated at USS 1222 JlJ1n~ ia :Ill lnlCnul
unit resource finding eoJt or 1.02 SIb for tbe discoven:d expt:eWloo~vol_of 1268lDhl~
If,di!cov~ fC$(>U!tts fono ~plQndon In 1999 IlK limited to sbe1l dwe cxpecwioIl AlStrVCS booked
for U.2000 of 60mln m3 oillrlcJ (377 inIn bbl) and 19.4 mrd sm3 (118= bot). UlQl ol495 mID boe
this results In .. unil fC!tcnC$ finding cost of 2.60 SIb.

, ,
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Srrictly Confidemial

Historic Replacement Ratio's

Proved Replacement Ratio's (Group)
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Key Proved Reserves Messages

- '99 Proved OiVNGL and Gas Replacement Ratio 37%
- Lowallerthree'~high

- Challenge 10 CLlITlI1'01lc:ate "xlemaJly
• UPSi<Ie AOsP _ ...... & ,,~diYes1menls

- Unblocking Nigeria is Key
~ Produc1ioroPerl~ and Proved R"selVes additions

- 2000 Scorecard
- SPDC Irnpac::l on proved re_s laryel equates io a 20% loss (t£ 62%)

• BP'gg 2000-2004 Proved Res;l!tVes
- 25-'" addilions proml$edby SPDC are uolilwly 10 malarialis..
Need to fe$olve reporting of Innovative Contracts
- Booking Pseudo Rese.....s "Buy-backs"
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er-~ 999 Changes to Proved OiUNGL Reserve:"--
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e i
--.... Proved OiVNGl Reserves Issues

• Nigeria SPNEPQ - Deepwater
_ Book 1999 EhIa di!;covel)' (Exlton tJIod()

Nigeria SPDC - Shallow Offshore
_ Book EAlEJA AIIemalive FundingIFlO

Nigeiia SPDC • Onshore
_ 00 oot book proposed lner..lI$e MOO

LimII plateau PfO"lId fQl'eCa$l uplo '.400 bid

Uco"cuxplry~ J\.nIl2019 -

• Abu Dhabl
_ Reduce pl'O\Ied rtl$el'lll$

Delay grPWl/'> scenario by 2 years
\..icence elq'i1Y Jan 2014

+24.0

.. 30.0

-50.0

• 6.$

• 2.5 mln m3

i

~
i,
\
i

i
i
i
I

I
!

®I--~ Proved Gas Reserves Issues

O#lM''''--

• Canada
_ \nc;IUde Gll5 Royalties W\ cash

In line ..UIl Group Guidelines

Australia' .
_ 00 no! book Increase Gotgon (20%)

Increase market lal<e-.up

• USA .'
_ ~ (MIfI use gas volumeli

in Iinl! ",tI\ GI'Q\4I Guidelines
ShefI Oi • 1.9 %

Nu. ·75 %
A/lUfa • 7 %

.. 13.8

.. 0.0

• 1.8

• ".1
;;.....M_

6.5

Total + 7..3 mrd sm3
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~~~_~" -:-=-_~~p-,---@!...........~'( n.. ""...,.,...
Nigeria $PDC • Proved Forecast

~~~} ~~~~
BP'99 • SPDC Reserves Management

• SEC ReserVes Audit - August 1999
_ HIdll highIIghllld !he issue 0/ ptovedr_ lorec.ut
_ ProvW olllcnr;:Qt _ cIoubIIng 01 SPOC pIOducllon I8wI$

_ 11 pruwlh does noc llIll\erlalise.sigrifoc:anl rislI 01 cle-bookIr'll~'-, _ I'flmgIlicll~ lIld8nSlOI'I beyI>rd 2019 WCllAd mlllga\llluue.

SPDC BP'99 resource plan repeatedly challenged
_ Not taken up bY SPOC allhe tme
_ Issue odr fully reeognixed at end 1999
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ARPR versus Nov'99 Monthly lE
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l\\i7i).\ Most confidential I EXCOM 1999 Proved Reserves"i:7 31st January 2000

Abu Dhabi Oil Production
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EPEXCOM

Minutes of meeting held 31st January 2000

1. Minutes and Highlights

• EP Procurement "table" distributed to Excom who committed themselves to use it
when visiting aus as a reference to review progress being made in implementing EP
Procurement strategies.

• Exwm on 7lb Febru.aty. ...;deocooference confirmed; no Highlights.

• SBW~PLF~a! 2000: ~~jfiKG-M.@'RJe.~p,.~!~..i!\?lfJ' Inc. to help
pTl::panng lOgIstics (when fon:nat finilly agi-ud). l._~. -

• Shell Capital financing proposals to third parties in EP and GP sectors: Gardy to
contact Tremor to ensure EP and GP are made aware of such financing proposals /
b r; ehan~ili(f~'fl""":"'"~Mll~":-:<"""'}"Mf!<th ...: __ >-: th Sb UClor . ~LO.¥.~"!.'f'R~u.f.!W.es--lO:JiSU(; CO-crUlil<'--UOD at e next e .

CapitalBo -

• Valle MorOOo: Rothermund to review impact of sudden increase in water production
and latest status of reserves.

• Brazil: Rothermund to review leamings from the unsuccessful joint SbeW Enterprise
farm.in bid for exploration block BC20.

• Nigeria:
.." .. .country review. in April to be confinnedbyRothermnnd, .. - .. - -_.- _-.-. -"-'-'" .

value for money audit to be closely monitored by RothennundfGardy.

• "Stress Management" project teaIIl to discuss with Rothe...mund •'. .
• Reminder: agenda iteins for EXcom need to be fuial on Thursday 9.00 (the Hagw:

time) preceding Excom and prNeading to be submitted by Doon latest. .

2. Technology PortfoUoNalue M3Jlagement
Support given to move forward with proposed .. pilots". However review with
Nigeria the most effective way forward in the light ofother priorities (production in
particular),
Proper balance between short term deliveries and medium term strategies is critical,
Review possibilities to use Business to Technology maps as a Potential "entry
ticket" in new or existing ventures (Iran),
Prepare a presentation focused on short term deliveries to be included in the March
cost workshop,
Progress to be reviewed at Excom in April and at May EPLF.

3. Sustainable Development
Megat/(Manp)to prepare a strawman on Vision ("Weave", "Infuse") and the way forwmd
within EP: review at Excom in April in anticipation ofdiscussion and release at May

EPLF.

PBW0003870
CONFrDENTIAL
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4. Allegro
~ Recommendation reviewed and way forward agreed,
• Achilles: should the ongoing merger not get FTe approval. what are the

alternatives ?: review at 7'Jl February Excom,
~ Ulysses recommendation to be reassessed in the light of their balance sheet,
• Brass to send out a note for information OD "financials" iropact of potential deals to

be reviewed at 7'Jl February Excom.

Cairn~VAR to be conducted. Megat to redraft the note re the way forward.

5. Preliminary Snnunary of end 1~9 proved reserves

• Brass/{Gardy) in liaison with de Vries to review with Scbroders bow to deal with
AQSP!Itan reserves.

• Proposed revisions in reserves supported except for.
AbuDhabi: no change
Gas in USA: "own use" still to be included.
Brass/(platenkamp) to provide an analysis of exploration expenditure, discovered
expectation volume and unit resource finding cost for sector, USA and WOUSA

by 7"" February.

6. New Nigeria MOU
·Rothennun d· to review-possibility-to get·new MOU'Va!id for- more than 3.yeatS {up ·to·5- ,.._. ---.

. year.:) or at least get some insurance whereby this MOD would remain valid UD.til a new
One W!?uld be put ID.plate.· . . . -

1.' Arge.ntina NtuquenE:tj:lloration proposal re$lIbmisslon-
Proposal to be reviewed as part offue overall EXPEX 2000LE at 21st February Excom.

8. Request for manda.te to negotiate asset Sl'I'ap with USX!Maratboll
Strategic support confumed. Need to be on lbe driving seat with a "good" share (but not
the 55% option). Any swap alternative should be based on the respective value/risk of the

assets to be swapped.
Megatl(Tambo~er) to redraft the request for mandate accordingly.

9. EP and Group Strategy process
Way forward to be decided at I" February Excom(s) Strategy Woricsbop.

10. New gas Volnmes Definition "Gas production available For Sll1e"

Supported.

] 1.1D$llraD~;:~t"41,¥.:e~-"';"",~~-tt$;<~;,Ii.. i'..'-4•.",.,;...;';:\'~'~'.'.-, <l"-' '\ _.

Supported. Gardy'ffff>feiJ'"€~UbU;' fo'r< ilifo'iinaFio~- 6l)l;ilUifrllhc6 co\I-eIing,~t~~e f6r'rn.·r~ .t/
12. e-Business: Current status and nen steps
Commitment to deliver Commerce One deal implementation to be developed by Gardyf_
(Henderson). Additional specific opportunities (lntegrated Planning, EP industIyported,
E-surplus, EP Expertise) on bold for the time being.

PBW0003871
CONFIDENTIAL
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...

13. Future of Noordwijkerbout Learning Centre

Warren to tell (3(Jlden Tulip that current tenns are off and alternative terms and conditions
are expected by April. In the l)leantime Wanen to come back v.-ith terms and con'ditions of
alternative solutions in the light of Global! EP Open University requirements.

14. Learning and Development co-operation with BP-AlllOC:O

Supported.

15. Travel- Servke expectations :and measurement
Supported.. Metrics to be in place dwing Ql 2000.

16. Oil Opportunity in Algeria
Support given'to gomiD""aataroom tofrOdout if there is a huswess case, Brass to dedicate

required resomees.

18. EP Procurement conference
Supported

19. Economics of tu on Group Loans
--- -- -.' -_. -··Supported."· , ,. _ -- - _ --.-----.

20. Project Scr~ningcriteria.
Brass to prePare a note for discussion on the rationale for proposed changes in Gas PSV's
and power evaluation and screening criteria: review al21" February Excom.

J

21. Technology Implementation FRD follow np plan
Supported.

22. Realising The LimIt • $tams
Supported.. Concern expressed about getting resources.

23. Fint Assignees - status
Supported. Opportunities to be identified with GP.

24. Sbell Technology EP - Mandate to Negotiate a joint venture
Supported. Scope will have to be specifically defined

25. SheU Technology EP • Mllndate to Engage external financial partners
Supported. Warren to send the supporting strategy Dote to Brass.

26. Plans talk to staff in 2000
Supported.

H. Financial Analyst Expectation re EP Business

Supported.
PBW0003872
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/ 28. Stakebolder Engagement in the EP Business

Supported.

.. 4lIIIl\

J
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COMMITTEE OF MANAGING biRECfORS

MINUTES OF THE MEETING HELD IN THE HAGUE. ,. .,.., -:.

ON TU~SDAY, 11 SEYfEMBER 2001' _

Present

In attendance:

1. MINUTES

PBWatls

Jvan der Veer

HJMRoels_ ­

PDSkirmer

W van de Vijver

SMGHodge

SA Fish

Chairman

Secretary

The Minutes of CMD Meeting No. 2493 were approved, as amended.

2. ciIINA EAst-WEST PIPEUNFjGAZPROM

Din Megal. rim Warren, Peter de Wit and Dominique Gardy entered the

meeting.

Tim Warren presented a report on recent developments relating, infer alfR-, to

the Shell bid and the question of financing support to Gazprom.

In light of these developments, he explained, the proposal is to: .

(1) - .establish a Shell-led consortium of 16% Shell/16% ExxonMo]:)il/16%

Gazprom/l% Hong Kong Orlna Gas to negotiate a full 49% participation

in the pipeline and associated upstream PSCs;

24561M
•. FOIA Confidential
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(2) should either ExxonMobiJ or Gazprom be ~willing, to participate; ~'::

consider Petronas as an alternative participant; and '

(3) to agree anappropriatetim~arnewjthPetToChiria. '

The Coinmittee expresse(!'considerableconcern over a number of aspects,t~the "

proposal including 'the q~eStlon 'of reputation management; the' 'cOst of,

fu:umcing,. the issue of Board approval, and the ability of Gazprom, to,deliver on

its promises. In particular, the COlllIIlittee:

(1) queried the cost of the $1 bIn guarantee and the basis for the'risked

exposure of $70 mIni

(2) , emphasised the need to, obtain real value from Gazvrom for any

financing support;

(3) sought the assurance that the Group was not already coll'llllitted (in termS

of the protocol with Gazprom);

(4) expressed a desire for a smaller interest in the pipeline; and

(5) ,acknowledged that introducing Sakhalin would complicate matters but ,

recognised thiS could be raised in the discussions.

In sum., the Committee accept~d there would be some ,co~t to entering into
China but that any such, cost should be in return for concrete projec~

supported with enforceable security instruments. It recognised that Shell may

have to walk away,hom the proposal at the risk of disappointing both the

Chiflese and the Gazprom alliance.

,Copy ofMinute to: W van de Vijver; LCook.

3. NICHE ACQUISITIONS

.'

(

•

Dominique Gardy, Lorin Brass•.}udy Boynton and Aidan McJ<ay ,entered the.

:meeting. (

Aidan McJ<ay presented a further report on EP Niche Acquisitions. He

identified five posmble targets and compared their various duuacteristics,

valuati~ns, their impact on the EP bUsiness and the likely 'competition for Such
targets. The targets were ranked in terms of their' strategiC' fit, development

and growth opportunities and Synergy value. It is proposed to' continue with

24561 M
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further staff work to eristirepreparations are in a "deal ready" shite by' end
. .

December.

.' '. The principal aspects of"the report were:

(i) . Mega mergers have gi~en both HP and ExxonMobil greatly m~eased'
s~ale and additional positions in both old EP and new EP.

(2) , Shell EP has a high decline in "old" business and there is an indication

that some "new" business will not produce major returns for some time.

(3) There is a desire to reinvest in EP (which has been respon$.ble for

delivering 60% of Group cash since 1975).

(4) Certain"old BP" targets may never really become"cheap"•

The Committee thanked the presenters for an excellent presentation and, the. "

very thorough staff work that had gone into, it. The Committee made the

following conunents:
. .

(1) All acquisition ProP9sals shotild make clear the assumed forward curve

(hard numbers per year) for oil and gas in the presentations and pre­

rea~gmaterials.

)

.~~'

(2),

(3)

(4)

The size of these acquisitions is critical; each one will have a large impact

even on overall Group performance. A dear statement on impacts on EP

and Group earnings at different prices is required. An assessment of the

impact (as options) of the acquisitions against the Base EP plan would be

helpful

An assessment of the EP and GP aspired portfolio is' required to .

determine the gaps and the fit of each of the targets. An analysis of each

targer5 !!hort term and Iongwterm opportunities is required.

lllE~reis uncertainty about appropriate energy-prices ~d a clear view on ,

this is required. All the relevant market metrics at L/M/H prices would

be heIpftil..

(5) An assessment of share price~ agcrinsi EBlTDA would be helpful, as

would an assessment of goodwill effects.

(5) It is becoming very clear that a material shift to gas is going to be difficult

for a company of Shell's size even through acquisition.

(6) It is critical to maintain confidentiality on these targets.

3'24561M
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" lbe Committee thank~d the presenters for an excdlen.t presentati~n and the

very th~rough pr~aratorywork a~d' req~ired'that'dUrlngOctober notes be
pr~pare~ co~taining the evaluationcrlteriaand thenecessary',co~ditio~f~r·
launch?ng acquisition efforts. Theseshould be discussed before the Corilmitt~

in time for the review at the October Conference.

0Jpy ofMinute to: W van de Vijver..

4. EP ANALYSTS PRESENTATION
(

. Dominique Gardy, Lorin Brass, Judy Boynton imd Malcolm Brinded entered

the meeting.

WaIter van de Vijver presented the proposed storyline for the EP presentations

to analysts on 19/20 Septeinber.'

The Committeeagieed to revise the production growth rate to 3% a.aj for the

period 20Q0...2005. The Committee acknowledged, however, that this growth
rate should be communicated with "appropriate caveats"..

In ~erms of the proposed messages, the Coffimittee suggested that the

statement .,productivity improvement from global value delivery drives"

would not be dear to analysts.'. The Committee suggested alSo that the

messages include "rQbust profitability with downside resilience".
", .

Copy OfMinute to: none.

5. YABUCOA REFINER);"

.t"
~

-
Evert Henkes enteied .tPe meeting; Rein Willems joined by videoconference.

Evert Herlkes presented a propOsal to make a $123:~ bid (or the 85 kbd Sun '
refinery at Yabpcoa, Puerto' Rico. ' The proposed bid price comprises $20 mln

for the acquisition of the fixed refining and logistics assets, $50 mln for working (

, capital, $30 mln forprojects to align the refinery to Shell's desiied operating

mode and $23 mIn for projec~ to improve HSE perfonnance and to comple~

site re-instrumentation.

The Committee expressed its support for the proposal.

, 24561M FOIA Confidential 1
Treatment Requested
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. The Conun:ittee noted that the $5' mlri per anniJin,ne~tive' impact oil the .OP

sCorecardwouidbe resolved betWeen Chenuc;Us" and OP. The COlnrrdttee .

rioted also that the proposal did n~t containanana1ysi~of~OACE impaq and .,

requested that the same be included in ltihire propc>sals'ior all businesses.
, . ,

Copy ofMinute to: J'van der Veer, EHenkes, M Warwick.

PROJECT "NEWMARKET"

Tiro Warren, Peter Duncan and Peter dE; Wit entered the meeting.

Tint Warren presente.d' arepOrt on the \rarious OpSons avallabie to EP/GP

following the rejection of the tevisedmergei ptoposal for WoodsidePetroleum.

As regards the current position, Woodside have been advised that SheU is
, .

concerned by the fact that it has nO'c0t:\trol and limited influence over major

inve~bnents, it is unable to gairi acce~ 'to full value from all investine:nts and is

exposed to what it regards as WoodSide's' value-cioding activities. Woodside,

by' contrast, believes it is in a stro~g position to remain indepen~entand wishes

to retain the current status quo. BHP sees' this as an opportunity to increase the

sc<,lle of its petroleum business,'extract s}rnergies and to increase its operating
capability. ., . -.

,
-'

Two (mutually exclUsive) paths lor moving forward are proposed: .

(1) enhanditgSheU'sCUl'tent position with a view to gaining control of

Woodside at an appropriate time thereafter; or

(2)' exiting Woodsid~ (throuih faCilitating a BHPP/Woodside merger).

The Conunittee considered the, merits, of ea~ option. The Committee noted .

that option 1.(enhanced status quo/gain control) provides some improvexnent

in the short term bu~ will be,~cult to achieve in the IOng~ term.. Option 2

,(~t) is, achievable in the short-term although gives rise to a number of

uncertainties that require resolu~onbeforehand.

The Conunittee supported the proposal to triaintain "par~el paths" for the
time being focusing on enhancing the current status quo as well as exiting.

In relation to the exit option, the Co~ttee suggested that eIJorts Shernld be

directed at determining preCisely'what Shell's requirements are but leaVing the

24561M , FOIA Confidential
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. remainder pf the. work.on the proposal.to BJ-IPP: The Conunitt~ suggested

a).so that an eJtit f~r other assets rather than cash would ~preferable.. - - _. '..

Copy ofM~nutt; to: W v~ de Vijver.

AUSTRALIA COUNTRY REVIEW

.' .
Peter· Duncan, Peter de Wit, Tiro Warren and Campbell Grant entered the

meeting.

Peter Dunean presented the Australia Country Review. His review fOcused on

identifying. the principiil, 'issues confronting Shell iD the coming years,

presenting a realistic view of the outlook [or Shell businesses and presenting

certain recommendations regarding the company's operations..

•
The key challenges .lacing Sh~ Australia over the next decade include

prospering~ the "great game of gas", the Woodside relationship,' an overhang

of local and. regional. refining capacity that is leading to hyper~mpetition

partkularlyin retail gasoline and chasing opportunities in energy retailing.

Shell has $2.3 bin of' capital employed' in 'AtistraHa. Shell Development

Australia (SDA) 'has some $1.13 bin in capitai employed imd th~ Oil Products

business has $1.18 bln in capital employed. SONs assets are piimarUy[~

on the North West Shelf and Timor Sea but include also the GP/Shell

Consumer int~rests in EdgeCap and .~. The OP buSh-tess is'~derpinned
byrCflneries in Sydney and Geelong, 21 .tenriinals and about 1,400 service

stations.

The recent performance of the two businesses has I>een very different with SDA

returning a record result in 2000 of $724 mln (ROACE 60%), while the OP

business :lost $30 mln <RC?ACE -3%). Latest estimates [or 2001 iJ;idicate EP/GP

returning $708 mln (ROA~68%) and OP retuming,$43 mln (ROACE 3%).

The presenter then discussed the' key businesS strategies'for both the

.EP/GP/Consumer and OP buSinesses before tur;rrlng to the outlook for each of

these busineSses. He concluded with some remarks concerning HSE· and

Human Resources issues.

ASked by' the Committee about the lik~ood of the sUccess o[ the Sunrise

Floatulg LNG proposaL. and the reaction of the press thereto, the pr~enter

replied that there~ctionhad been negative and th~t the Comp~y:was engaged

in briefing the press in order to change ·opinion.' Peter de Wit added that the

lONOO()30988
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ING business will double in th~ next '15 ' years' and Shell, was not weD

pot>itioned in Australia because of high costS iniliat cOUntrY. Fi~ting lNG, if
successM, v:.ould transfo;m this PQ~ition, resUttuig in the lo~estc~st'gas iIt the

'region. Shell will m~st likely have to accept other parlieS'inio the'venhire. He
, ,

further commented that only 20% of the field is located in~tTimor territory,

, , and so the tax issue is less important than for say PhiUips, ~hose interests lie

100% in East Timor territory.

'1Il re1ati~ to a question ori Group reputation, the presente~ replied that 5h~'S
reputation is not very high; Some ten years ago it would h'ave achieved a 20%

positive .rating; today its reputation probably receives a 10% rating. The'

decline in reputation is probably attributable to high pump prices (particUlarly

in the face of globalisation) and Woodside.

Asked by the Committee about the Gorgon field and ~e stranded gas position,

Tim Warren replied that one would expect the Gorgon field to be t:!'e next field

to be developed through North West Shelf, but the'compan}'~with Chevron's

support" would need to convince BP of this (as the latter hope to develop

Tangguh). The joint venture structure is currently quite complicated, thus

eroding value, and one objective is to simplify this. '

Asked by the Committee about whether Chinese oil companies such as

CNOOC could become irlvolved in order to provide a market, Peter de Wit

replied that this was a possibility, most likely using gas from Gorgon.

The Committee thanked the presenter for the review and expressed its special
appreciation for his loyal service to the Group over the past 35 yearS.

Copy a/Minute to: none.

8; ,EQUlLON GULF OF MEXlCOPIPEUNES

Mark Williams entered the meeting; Rob Routs, Gus Noojm. Raoul Restucci

and John Hollowell joined by videoconference.

Rob Routs and John: HolloweD presented an 'overview of Equilon'sGuH of

Mexico (GoM) transportation business as well as a proposal to participate in 8.

significant pipeline play related to BP's deepwater developmentS in the

Southern Green Canyon area.

The presenters explained that Equilon has built an extensive' network of

transportation asSets in theGOM over the past 40 years. ,It has leveraged that

, .,

I

, I
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pqsition to attract both affiliate' aTId non-affiliate volumes and has grown the '

busU;ess to Mestimated $120 mInin2001. lhe challenge aheac(iS fQ~ EqUuon '

, _to continue to grow thiS busiri~s: The presenters then set ouUn some detail

~e proposed pipeline play. '

The, Cciminittee expressed its directiorial support' for ,'the proposed' way

'forward. h reqUested that the' i:api~ investment proposal, when submitted"

,'should place the proposal within the conteXt of the business' overall strategy ,

and the opportunities that may arise from gainingfull control of the oil and gas

. pifleJine system_ ,

,COpy oJMinute to: P Skinner:

9. PREPARATION FOR 17/18 SEPTEMBER

Malcolm Blinded, Roxanne Decyk and Judy Boynton entered the meeting.

The Conlmittee considered the proposed agenda for the Business Options

discussions on 17/18 September.

CopY ofMinute to: none.

10. PROJEcr "NIKEn

Waiter van de Vijver reported ~at the Oll-'going discussions with Bridas have

been widened to include BP also.

Copy ofMinute to: none.

11. ANGOLA BLOCK 34

(

;. )_.
<;" .

~

~: : ,

,Waiter van de Vijver reported that Shell Exploration and Production Angola

RV. ha.s entered into a production sharing contract with Angola's national oil (

company, Sonangol, in Block;W offshore Angola.

eupyofMinute to: none.
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14.

. .

Harry Roe)sr~P?rted'that he had' ~et )Villi.the mayor of shan~ai and the

Director General of METI.

Co/YofMinute to: none.

PROJECT "POPEYE~'

Hllrry Roels reported that the GP CEO had met with £reSident IGm of Kogas.

Copy ofMinute to: none.

SHELL eAPITAL·

Harry Roels reported that the. business would senerate a. sizeable profit on a.

recent loan transaction. .hi terms of the transaction, Shell Capital loaned

monies to a coal bed methane company, Mannix, in return for certain t:oralty. .
rights. Mannix had recently been acquired bY Williams who now' wish ~ buy .
out Shell Capital's rights. . .

Copy ofMinute. IQ: none.

. :.)
e::(' 15. TRADE RANGER

Harry Roels reported that following the recent technical. disappointments,·

. Trade Ranger's financial position was noHooking' partiCularly healthy..Trade

Ranger members, how€Vitr, wer~ commi~d to~~~~e venture. ~en
was looking to see whether there was an. opportunity to acq,me a greater.

interest in the venture.

Copy ofMinute IQ: none.

16. PROJECT "SPECTRUM"

LONOOO30991 .
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Paul Skinner reported that the FTC had published its Consent Order relating to
. the Olevron/Texaco merger which provideS; inter alia, fodhe establishment of

the trust mechanism. Shell has issued a press release in response indicating its

acceptance of this ·outcome. Shell received thereafter another approach from ­

Te:itaco's o.au:man s~eldng further discussions with Shell. Shell has set out

clear terms and conditions whiCh would· form the basis of :the meeting

including a value range and the acceptance of the terms of the draft MoD.

Texaco have accepted these t~.

Copy o/Minute to: none~

(

17. NAMIBIA-FATALm

Paul Skinner reported, with regret, a road accident that resulted in five third

party fatalities. The accident occurred on 2 September when 1lI passenger

vehide with seven occupants collided with a road tanker. The accident is being

investigated.

CopY ofMinute to: PSkinner.

18. NOTES FOR INFORMATJON/DISCUSSJON

The following matters were before the Committee as Notes for Information/

Discussion:

ITEMS FOR DiSCUSSION

Forthcoming Itexnsfof CMD and Conference·

. Carbon Constrained-Future FRD

LONOOO30992

24561 M
FOIA Confidential
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From:
Sent:
To:
.Subject:

fyi

Bell, John J SIEP-EPB-P
20 January 200219:15
Van Oriel, Peter P SIEP·EPB·P; Wharton, Mark M SIEP·EPB-P
FW: Proved reserves addition from Groningen

-----Original Message----~

From: Van De Vijver, WaIter SI-MGDWV
Sent: 18 January 2002 09:40
To: Bell, John J SIEP-EPB-P; Gardy, Dominique D SlEP-EPr
Subject: FW: Proved reserves addition from Groningen

·'fyi
~~---Ori9inal Message----­
From: Bouman, MGJ NAM-ELG
Sent: 17 January 2002 13:57
To: Sprague, Bob RM SI~SEPI-EPN; Van De Vijver, WaIter SI~MGDWV

Subject: Proved reserves addition from Groningen

From: M.G.J. (Hans) Bouman, NAM-ELG, Hoogezand
Te1: +31 (0) 592 ,- 363276 gsm: 06 201 35 448 fax: +31 (OJ 592 - 36
4330
Internet: m.g.j.bouman@nam.nl

Hello Bob/WaIter

It is my pleasure to announce that today it has been formally approved
by all parties that Groningen will add a cool 22 mrd m3 proved reserves
(Shell share) to the pot.

We dD this from the goodness of our heart, it was not in the scorecard'

It only materialised due to the relentless pushing of Remco Aalbers who
knows about these things.

I hope this will help your scorecards.

Greetings from the north

Hans

EXHIBIT

iu,r:;£.,tUttJ -!I

OB 07591

V00120427
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From:
Sent:
To:

Subject:

Warren, Tim T.
22 January 2002 22:08
FROST, OAVIO O.B.; ALLMAN-WARD, PATRICK P. ISEPI/EPA-X; CLIFF, J./SEPI/EPA;
Jager, Robert R.J. ISEPI/EPA; Kerr, BRAD B ISEPltEPA; SUNMONU. MUTJU M.OA ISEPI
tEPA; TAUECCHIO, P.G. ISEPI tEPA; Martin Ten Brink (E-mail)
FW: Reserves Replacement Ratio 3 yr rolling average

3yr rollin avg status
2H·200...

Gents,

Just to emphasise how important 2002 reserves bookings will be.
1998 has long gone and we now need a repeat.

Regards,

'rim

;> -----Original Message----­
;> From, NAUTA, JAAP J.
;> Sent, 21 January 2002 18,34
;> To: Brass, Lorin L.L.; Cook, Linda Z.; Darley, John J.;
> DUbnicki, Carol
> C.; Gardy, D.; Megat, Zaharuddin Z.; Sprague, Robert M.; VanDevijver,
> WaIter W.; WARD, BRIAN B.J.; Warren, Tim T.
> Cc: Bell, John J.; Bichsel, Matthias M. /777264; Wood, Andy A.
> Subject; Reserves Replacement Ratio 3 yr rolling average
;>

;>

;> Linda, Carol, Gents,
;>

;> In response to a question raised in Excom today please find
;> attached graphs showing 3 year rolling average RRR for three cases.
;>

> In line with Excom steer we will proceed on the basis that;
> - Bonge main is not de-booked.
;> - NLNG train 4 & 5 are booked in 2002
.>
;> This is reflec~ed in Graph 3 (2001 RRR 80% including Athabasca )

> Regards,
;>

> Jaap Nauta
>
>
>

",!

... ~..

FOIA Confidential
Treatment Requested

DB 07592

V00120428



.

Proved Replacement Ratio's (Group) 1/3

Including Bonga main de-booking
NLNG Train 4/5 in 2002
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NOTE FOR DISCUSSION

Subject: Review of 2002 and 2003 Reserves Replacement

Date:

FROM:

TO:

Excorn,

7th November 2002

EPB,EPG

ExCom

The attached note swnmarizes the current outlook for reserves replacement in 2002 and

2003. Its objective is to stimulate discussion and management detennination of
bookings and debookings that are being contemplated for the 2002 yeat~end reserves

disclosure to the SEC. Summary presentation material is also attached.

LOrin

In support of the above, an additional note on SNEPCO is attached, addressing issues

raised by the recent audit of SEC Proved Reserves.

Brian

EXHIBIT

WALla! -JJ-
FOIA Confidential
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Note for Discussion

Confidential

I
I
I

I,
I
I
I

Review of 2002 and 2003 Reserves Replacement

The purpose of this note is to advise ExCom of the current outlook for pr6ved reserves

replacement in 2002 / 2003 and to obtain management determinatipn of certain reserves

additions and debookings that are being contemplated for 2002.

The latest estimate for organic proved reserves additions in 2002 is 659 million boe"'§l
Reserves Replacement Ratio, RRR). Including the effects of A&D (principally Enterprise) this

increases to 1759 million boexD9oz;}. Significant downward pressure is exerted on these figures

by ~ecent SNEPCO audit rmding that reserves there may be overstated by 133 million bot:. A

similar volume of Enterprise reserves may also be at risk, subject to the findings of ongoing

audits (Italy Tempa Rossa and Norway Skarv Area). "Consequendy the 2002 RRR could be as _
low as 29% excluding A8cD, or 101% including A&D. Offsetting upward pressure is limited.

Details are provided in Appendix A.

These figures compare with an EP plan for 2002 of 56% organic RRR (98% with Strategic

Options, none of which is likely to be delivered this year). The principal reasons for

underperformance are a delay in the maturation of Bonga SW (90 million boe), disappointing

appraisal results in Narnlbia (125 million boe). PSC / PSV effects in Malaysia, Iran and Oman

GISCO (100 million boe) and a variety of other unforeseen negative revisions. These have been

offset by the Enterprise acquisition (1140 million boe. subject to audit) and acceleration of

Kashagan booking pursuant to the Declaration of Commerciality (380 million boe. to be ratified

by the Group Reserves Auditor, onceS~ documentation has been received).

Planned organic proved reserves additions for 2003 are 867 million boe (56% RRR), this being

heavily reliant on the delivery of Sakhalin, China W2E and Pinedale reserves additions. The total

would rise to 1021 million boe (66%) if euttendy defined Option projects mature (principally

.Qunen I angr). Considerable uncertainty applies to these figures and at this stage actual organic

performance could nmge between 40 and 100% depending mainly on the degree of success in

maturing (and funding) option projects and on the approach taken to the booking of Sakhalin
reserves. Sakhalin offen; further flexibility to offset downward pressure on reserves replacement

for 2003, subject to success in fuming up LNG markets and to eonsideration of the planned

dilution of our interests in the venture.

Additional potential sources of reserves additions have been identified via T&OE (100 million

boe) and Strategic Options (some 500 million boe, risked), none of which are currendy funded in
the plan.

fOIA confidential
Treatment Requested
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Confidential

The Reserves Opportunities Catalogue has been reviewed and updated (Appendix B). No items

are considered to be deliverable during 2002, although several hold pottntial for 2003 and the

following new items are being progressed at present

SPDC licence extensions: Nigerian legislation, supponed by precedence, OOay allow

automatic licence renewal rights to be chimed and incorporated in SEC reserves filings.

rTu-paid p.§..Cs: it may be possible to include production and reserves in recognition of taX

LPaid on behalf of Shell by National Oil Companies.

The Potential Reserves Exposure Catalogue has been reviewed and updated (Appendix q. No

debookings are considered to be necessary at this stage, apart from SNEPCO reserves (see

below), pursumt to the 2002 SEC Proved Reserves audit. The same audit supported the proved

reserves associated with waterflood in Bonga and Erha, which consequently have been removed

from the inventory. Certain elements of the Enterprise portfolio are potentially at risk and have

been added to the inventory pending ongoing audit.

Proposal

_ Enterprise should be portrayed externally as a fundamental contributor to the Group's

reserves growth for 2002.

- Possible major de-bookings:

SNEPCO
New Zealand Pohokura

Malaysia PSC effect

Iran PSV effect
Thailand WF projects

Oman (GISCO) PSV effect

- possible major bookings:

Kashagan
Angola Block 18 (mcremental)

USA Brotus Phase 1

-133 million hoe: sec separate Note for Infoanation.

-55 million boe~ technical revision oE=..:~: .....(...4.,~
.39 million boe: lower eost., lower entitlement

-28 million boe
-27 million hoe: uneconomic

-23 million boe

.380 million boe: justification in preparation

45 million hoe: audit planned, November 2002
39 million boe: SEPCo internal audit in progress

,

FO/A Confidential
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Appendix k 2002 Proved Reserves Additions Latest Estimate
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CONFIDENTIAL AppendixB

Appendix B: Reserves Opportunities Catalogue (November 2002)

PlD PRA' RRRz Note

Uco:nco: Extensions:

Nigerill SPDC (mostly c::.p.iting in 2019) 530 35%
Oman PDO (2012) 500 35%
MlI1aym (various YelIJ$) 450 30%
Abu Dhabi (2014) 370 25%
Denm:ttk (2012) 80 5%
Norway (various yars) 70 5%
Venezuda (2013) 40 3%
Syria (2009 ~ 2014) 10 1%
Bmnti (2003) 0 0%

Big Tickets and SU2tegic Options

Quota in=c:, Nigeria 0 0%
ktain Sllkhalin eonsolidated amiIor moa :.ggressive bookiog 600 40%
YCOQldJ Creuu:eous 2003 410 25% -

KuwaitOSA 2003 400 25% otganic?'
ltan AzAdcgan f:ttm-in 2003 110 7% A&D
R\Usia Zapolyamoye Neocornian 2004 760 50"10
Libya ens (Block 6 d~) 2004 440 30%
lrlUl BahgesWl 2004 300 20%
QlIwSMDS 2004 300 20% A&D
~ne:rud2LNG ,,\ 2004 250 15%
Saudi Anbia CVl 2004 70 5%

'V

Olhera V
T&OE: 2OO~tentill1additions 100 7% 10-

"'\ ... Tu-plIidPsCs (2003, in definition) >40 >3% \I

..
1t<mked out of the Base Plan 2002I' Ni~aSNEPCO Bonga SW 2003 70 5%.< China Changbei Up&tn:atn 2003 SS 4%

'f'l1 b: Australia 5unriso: 2004 340 20%

OptiODl and Strategic Options. 2003

NotWlly Ortnm Langs 2003? 160 10%
Thisdt:(riskcd) 2003 300 20"/.
Abu Dhabi Whll1e (risked) 2003 150 10"/. AID-
Russia Salym (mkcd) 2003 60 4% organic?

Approximate Proved Reserves Additions, million boe, unrisked. -
1 Apptoximate contribution to Proved Reserves Replacement Ratio in· the yeat of reserves booking,

assuming annual production of 1500 million hoe total for EP. OA basis.
3 Ongoing work suggests thar SPDC might be able to claim automatic rights to production beyond

licence expiry. If confirmed, this could be the key to lifting the reserves booking moratorium, with new
bookings being tied to PlOs in future years. Reserves booking impact to be investigated.

,. Ba.sed on the (urrendy reported post-licence Expectation Reserves (550 million hoe). Reserves to be
booked when there is certainty that a deal will occur with DO risk of ~eaillednegotiations de-railing it.
Not under Shell control: negotiation to be condue:ted exclusively by ConccSsionaires (A.P. Moller).

, Reserves aJrudy booked assuming that BSP's rights to two 15-year licence cxtensions will be cxercised.
Any reserves upside would be in relation to the negotiation of further extenSions beyond the 3o.-year
window, but this may be offset by potential equity reduction in the first two 15-year extensions.

7 A quota increase is necessary in any case to enable production to grow and thereby enable the currendy
booked Proved Reserves to be realized.

• Bookings should in prinCiple keep pace with "reasonably certain" market developmcnt and preferabJy
with actual LNG sales conttact fixtures.
Cash-based Service Agreement with little exposure to oil price. Reserves bookings might not be
possible.

10 Nominally 25 million hoe from Wllterflood projects, 25 million hoe from the T&OE Opportunities
Catalogue and 50 million hoe from V2V reviews.

11 Under investigation: in some PSCs tax is paid by the NOC on behalf of cOnttactor (i.e. Shell)_ It may
be possible to claim production and hence reserves in recognition of this.

FOIA Confidential
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Appendix C: Potential Reserves Exposure Catalogue (November 2002)

Asset (Ye.., booked) Reserves· Comment

mlnooe

Austt:Wa Gorgon (1991)

SNEPCO

560 Booked in 1997 in snuopadon of imminent FID, subsequently

defened indefinitely by the dowtnurn· in Asian economies and the

consequent reduction in demsnd for LNG. It is inevit2ble that a

resolUCe of this magnitude will be developed eventual1y.

It is \lssurn~ that.,.Ul million hoe of potentially oventllred resuves

wil1 be debooked at 31.122002 (SEC Reserves .Audit

recommendation).

Angola Block 18 (2000) up to 55

Rcutves potentially at risk

estimated prorisionally to be
75% of the current inventory.

Reserves tely on the successful implemaltation of wa~et flood in

reservoin that hIve limited local supportiog analogues. Nevertheless,

lJDaIogy with the Girassol 6eldis invoked. Audit is planned before
the end of 2002. . ..

Similar bookings by SNEPCO were considered acceptable during •

2002 fe$ttVes audil, being supported by e:neDSive reference to analogy·
(although predominantly not with local reservoin).

Norway OMen Lmge

(1999, 2000)

EnterpriS<'

Netherlands, Waddcm:ee

(?)

Bmnei legacy

(Vuious)

Total

109

136

25

20

905

Reserves have been partiaI1y booked lIhad of VAID md FID, whilst
~ that then: are issues that could privent it procmlip&a De­

booking will be considered only when md if it becomes dear that

development definitely will. not proceed. FID planned in 2003 or

2004.

Certain elemmts of the ponfolio may not sldsfy .rnuwnum
tequirc:mentll for project maturity (ltlliy Tempa Ross... Norway Skarv

Atea, possibly elements ofKMoq. Auditsllte in progress.

Govemment..cnfoteed moratorium on WlJddcnzee dtiJling.due to

c:m>ironmental concems, could ultimatdy prevent development from

proceeding.

Historical reserves bookings that (:lUJ no longer be supported an:

inventorized &Dd actively managed. It is expeeted that the remaining
balance will be m:lueed to :l;UO over the next two or three years, in

consultlloon with national regulatory authorities.

The total proved reserves balance at t.t.2002 was 19100 MMboe.

o

~
addition, reserves in some OUs would be at risk if planned production rate increases do not materiali%c.

The OUs thus affected are SPDC Nigeria and Abu Dhabi. Furthermore. Oman PDO must 5Ust2in cuaent
prod~ction rates throughout the remaining lifetirrte of the licence to ensure production of the booked
proved reseIVes.

L-The SEC provides no specific guidance on resetvt;S disclosure for "novd" conttact structures. Shell
currendy has four bookings in this category: the Venezuda service agreement, Iran buy-back contract,
Oman Giseo and the booking of NGL reserves in connection with interests in Abu Dhabi GASCO.

Note: this inventory Cllptures reserves bookings that ate fully justified at present but which could come

under threat of debooking, for example, mguld the SEC further clarify its mles to imply that mors.­

conservatism should be applied by Form 2O-P registrants.
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Note for Infonnation

Confidential

Changes to Proved Reserves Additions

SNEPCO. Nigeria, November 2002

Proved Reserves Additions, million boe, Shell share

Plan 116 Bonga SW (92 mln boe) plus Erhll Deep aDd Erha South E&A

Previous LE (end-Aug) 49 Bonga SW discounted, possible delay to VAR 3

Current LE 0 Bonga SW ddeted, VAR 3 deferred.

All potential E&A gains zeroed.

Proposed end-year position -133 De-booking pursuant to 2002 SEC ReservesA~

Total impact on BP RRR ·16.9% Rehtive to Plan

None of the activities incorporated in the SNEPCO plan for reserves additions in 2002 will

materialize during the year. Futthennore, a recent SEC Proved Reserves Audit of SNEPCO

found that proved reserves were overstated by 133 million hoe at 31.122001:

(m mln boe SS) 31.12.2001 31.12.2002 2002 Delta
Abo 33.4 28.9 -4.5 Apply Proved Area concept
Bonga Oil/NGL: 366.2 290.4 -75.8 } P~oved Area &

Gas: 42.8 16.9 -25.9 } revised ~ecovery facto"
Erha 165.9 139.4 -26.5 Erha-3 and Ptoved Area c- '&~..
Total 608 475 . -133

In Bonga, the revisions are due to the exclusion of reserves in unpenettated reservoirs \
(the so-called In Fidd Opportunities, or IFOs), this being despite an increase in recovery

that is now projected from the proved IIIas (FOP Revision 5).

The revision in Erha reflects the results of the Erha-3 appraisal well (which removed

significant in-place volumes from the model of the· eastern fault block), and from the

exclusion of reserves in an as-yet unpenetr2ted central fault block.

lbe bulk of these teSer\I"es were firSt booked in 1998 and 1999. Since then, Shell has introduced

a revised interpretation of the SEC roles on the disclosure of tJroved reserves. nus is explained

on the following tJage.
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Clarification of SEC Rules

Confidential
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The SEC/FASB definition of proved reserves is, and always has been, strictly deterministic,

being based on recovery from the so-called "Proved Area": the area of each reservoir that has

been proved by drilling. Ths area is limited laterally by reuonable certainty over production

continuity, and hence it generally StopS ar faults that could be sealing. It is limited vertically by
the limits of hydrocarbons seen in wells, unless contactS outside this range can be inferred from

pressure data acquired from the hydrocarbon and water legs of the same reservoir. In

undeveloped or immature fields, the reporting of proved reserves for unpenetnted reservoirs is

not consistent with the SEC rules.

Before the SEC introduced its roles in 1977, Shell had developed a probabilistic approach to

describe uncertainty in reserves. Thereafter, unri11998, Shell continued to use its prohabilistic

approach, equating the 85% cumuhtiYe probability level to the "reasonable certainty" required by
the SEC's rules. This could lead to the inclusion of reserves horn outside the Proved Area,
insofar as these areas were included in the probabilistic range. Also, in the case of Bonga. it lead

to the inclusion of reserves from reservoirs that had not yet been penetrated (the IFOs).

Shell's probabilistic approach generally resulted in the over-reporting of proved reserves in
immature fields, but this was (more than) offset by cia-reporting in mature fi s. In 1998, in
order. to correct the latter andcutb excessive depreciation charge~, Shell guidelines were

changed and brought more into linc with the deterministic approach of SEC. Apfiro:rimately
1,200 million boe proved reserves were added to the inventory s II resul 1 ,..
The Shell guidelines for immature fields were not finally updated until 2002, spurred by the

isSliance in 2000 and 2001 of guidance fro~ the SEC which confirmed that their deterministic

limiting criteria (1.e. the proved area) must be honoured even if probabilistic estimation

techniques are used.

~ (WOrk is ongoing to try and establish whether Shell is conseJ:V3ttve or otherwise in its approach to

the disclosure of proved reserves compued with competitors.

Opportunities will continue to be sought to engage the SEC in dialogue concerning· modetn

industry practices.. The main aim is to encourage the SEC to recognize technologica.i advances

that enable registrants to build confidence in "reasonably certain» recovery estimates without

incurring the appraisal costs that are required to establish proved reserves according to the SEC's
eurtent rules.
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From:
To:
CC:

BCC:
Sent Date:
Received Date:
Subject:
Attachments:

Sarah,

Warren, Tim SAL-CMAN
Bell, Sarah SDA-OE/21
Stouthamer, Christiaan SDA-FP/4; Crabtree, Paul SDA-OE/2; Spong,
Penny SDA-DCN/7; GX SDA Leadership Team

2002-12-1522:45:24.000
2002-12-1522:45:27.000
RE: Annual Reserves Reporting Assumptions

Happy with your proposed approach.

Regards,

Tim

EXHIBIT

£lA"1£,1)-J3

-----Original Message----­
From: Bell, Sarah SDA-OE/21
Sent: Friday, 13 December 2002 4:15 PM
To: GX SDA Leadership Team
Cc: Stouthamer, Christiaan SDA-FP/4; Crabtree, Paul SDA-OE/2; Spong, Penny SDA-DCN/7
Subject: Annual Reserves Reporting Assumptions

Tim, David, Wim Hein, Dave, Helen,

In order to smoothen SDA's Annual Reserves Reporting process I have attached a list of
assumptions and recommenqed reserves management issues and would appreciate any comments
before 20th December (report submission date is 15th January). The three main discussion points are
as follows (refer to attached note for more details):-

1. Direct Gas - Gorgon to remain as reserves, as advised by the Group Reserves Coordinator, even
though there is some debate as to whether it satisfies updated stricter guidelines for proved reserves
bookings. There remains a small possibility that Waiter Van de Vijver might decide to take the hit on
Group reserves replacement ratios this year and de-book Gorgon. For the NWS it is recommended to
incorporate technical revisions to Tidepole, Echo Yodel and Sculptor - which results in no change to
gas ultimate recovery and a small increase in condensate ultimate recovery, (2002 production will
result in a decrease in remaining reserves for both). The final technical status of NWS gas reserves
will be available from Woodside next week.

2. Direct Oil - Recommended to balance NWS oil ultimate recovery increase with Laminaria ultimate
recovery decrease - both have been peer reviewed and are technically justified (shell share ultimate
recovery neutral). Excellent production in 2002 will result in a significant decrease to remaining direct
oil reserves.

3. Indirect Oil - Recommended not to de-book Vincent volumes and classify Enfield 2002 'sHther­
block' discovery as scope for recovery as opposed to Woodsides anticipated reserves booking (on
the basis that there is no clear evidence to de-book Vincent at this stage, however we do not want to
increase exposure to the total VincentlEnfield/Laverde project prior to FID by increasing volumes).
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If you have any comments on the attached it would be much appreciated. If you would like to discuss
in further detail please let me know

Regards, Sarah

« File: ARPR 1.1.2003 assumptions v2.doc (Compressed) »
Sarah Bell
Reservoir Engineer
Shell Development (Australia) Proprietary Limited
QV1 Building, 250 St Georges Terrace, Perth WA 6000, Australia

Tel: +61 892134607
Email: sarah.bell@shell.com.au
Internet: http://www.shell.com.au
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Tel +61 3 88234070
Fax: +61 388234084
Email: helen.morgner@shell.com
Internet <http://www_shelteom,aJP

----.Qriginal Message---·
From: Papaspiropoulos, Anlonius A SOA-DPA
Sent: Monday, January 12, 2004 1:42 PM
To: Morgner, Heten LSAL-MV; McKenzie, lan E SAL-ADP; Poofe, Catherine M SAL-ARE; Simpson, John PSAL-ARG; Cannon,
Annette CSAL-ARV/l

Cc: Harben, Anlta SDA-DPAl; Pe!ides, sara L SDA-BSG; Freeman, Karyn SEPl-EPA-S-E; OlittleborOUlj1, Marlt L SDA-OCG;
McLaughlin, John J SOA-OCG/2; Youngs, Charles SOA-FP/42; Oll'lstie, DiMd ASDA-FP; Crabtree, Paul T SDA-EPT; 8eIl, Sarah
SDA-OE/2l; Gunner, Chris SDA-OC; William;, Sylvia RsrG-GPHX; Corrigan, Andy A SI-PXXM

Subject: Recategorisation of Reserves
Importance: High

Colleagues

David Chrislie (as acting COO) chaired a meeting this morning in which the folloWing (below) was
discussed:

I have spoken to Nigel Wilson a110.15 this morning, merely to refer him to Andy Corrigan in
Media Relations, in London. I have referred other callers to Andy over the weekend (London
Financial Times Australian stringer on Friday night, and John Phaceous at the West Australian
yesterday afternoon). Gorgon, and Shell's commitment to it, is obviously the issue everyone
wants to discuss.

I received a message at 9.30am from a Peter King (Department of Industry, Tourism, Resources
in Canberra) and pursuant 10 Tim's directives would ask that one of you contact him.

1have referred Nicky Todd at MP (Brisbane) to Andy and to you, Helen, because she says Tim
is talking to the media (quoting a Reuters interview this morning).

I am attempting to obtain Q&A's from London, but I am not confident that these will be
forthcoming.

In the interim, I have been instructed to draft our own Q&A's which may prove worthwhile when
answering any questions in a reactive context.

Andy's contact details are:

Andy Corrigan
Group Media Relations
Shell International Limited
Shell Centre, London SE1 lNA, United Kingdom

Tel: +44 (0) 20 7934 5963 Fax: 5252 Other Tel: Mobile: 07786 661 733
Emall: Andy.Corrigan@shell.com
Internet: http://www.shell.com
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Tim's instructions:

Document 666 10 riled 10/10/2007 Pag8 43 of 43

• All queries OTHER THAN govt and JV partners should be directed to London (AMy
Corrigan)

• All queries, including those directed to London to be channelled via DPA and logged and
sent 10 him

• GovtlJV queries - WA queries to be channelled Ilia Mark and Antonius

• Federal queries to be channelled via Melbourne EA & Tim

• David Christie and Paul will be back-ups
• NO lIolunteering/proactive engagement· reactille response to queries only

Messages:

• This is a recategorisation, it does not change the molecules 'in the ground
• It does nol change our minds on the commerciality of Gorgon project
• It does not in any way change our commitment to the project, we remain fully committed

to Gorgon

Main reason for the change - Shell's internal guidelines have become more restrictive over time,
nothing to do with SEC compliance

Briefing to staff

• staff to notify DPA of any meetings planned with gOllt, JV partners over the rest of this
week

• NOT to be proactive in sharing above messages
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