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Managing the EP legacy issues

Introduction
During the last 1.5 years the technical commpetence and overall integrity of the EP business
th internally and externally, most prominently through

within 8hell has been questioned bo
lowering of the production growth tarpet in August/September 2001 and dug to a deteriorating
ptoved reserves replacement ratio, Providing credible explanafions for these issues proved

As the new CEOQ of the business, which I relish and belicve passionately in, this period has
been extremely frustrating and uncomfortable, perhaps even more so with the
M‘M"}jﬂm rules following the various corporate scandals in 2001/2202.

The initial “due dilipence”
Siguificant issues emerged during the inijtia] dmﬁﬁgMML concurently with
the development of the 2002 business plan,
Obviously care was taken not to Jump to conclusions top hastingly whilst also recognising the
human element of rubbishing ev ing your pre-decessor has done (we are very good at this
within Shelll). Also, how pessimistic are buSiness plans?;

- Suddenly alot of “dirty washings were thrown into the kitchen sink”, I was literally

trying not to disappear under water (something to do with previous management
style?)

«  Past business successes, e.g. build-up of LNG business, growth in North Seca, in Oman
and in US GoM, provided confidence on fiture nbility (reflected also in high PoS for

new catries and finding upsides!) ]
- Several new countries were opening for business and created optimism in sbility to

cestablish newiécgacy positions (e.g. Saudi, Iran).

- Mature field declines w poorly understood in 1997-1999 given concurrent infill
drilling and aggressive imp ion of new technology (e.g horiz, 5) ‘

- First globalisation effort in g%mm‘mmmﬁm, Volume 1 and 2

business planning process) were a success

ra Transformation in 95/96 had left severe m in EP {loss of functional
% 7 stewardship/excellence) and would take time to correct and would eventually deliver -
bottomTine results,
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A decision was made 1o safeguard the Group’s reputation as good as possible, therehy
“blaming” underdelivery to either on “standard acceptable” factors (e.g. project delays in
Nigeria) or on external factors (oil price, market). '
The actual gaps between extérnal promises in Sept. 2001 and reality were significant and
crested the “EP in the box™ storyline internally. ; :
Primary focus has been on “self-help” activities to improve the long-term fundamentals of EP
under the Performance/Portfolio/People umbrella; _ ‘ _

- Deliver challenging 2002 production and cost targets and external commitments

- Launch global exploration to ensure focus on quality and on delivery

- Launch EP-projects to ensure global standards/excellence on projects

- Launch T&OE to re-focus on core business of technical competence, standards and

performance

- Execute bolt-on acquisitions to fill portfolio gaps with high synergy potential (e.g.
Enterprise, Rockies, Draugen)
Delivery of key new developments (Kashagan, Sakhalin, ete,)
Focus on Oman, UK and Nigeria (avoidable underperformance)
Develop comprehensive people programme (2Xp)
Move towards new operating mode] in EP

L B 1

The deeper understandin
A full understanding of the paps between extemal promises and reality is important to ensure
learning for the future, ' '
Attached provides the overall perspective which cmerged afier several uncomfortable Excom
segsions, :
Soume of the causes are very serious also ag the positive extemnal (or even intetnal) portrayal
would lead 16 3 falsé sense of security and optimism within EP and the Group whilst in
reality; ' o o -

- Portiolio weaknesses could only be hidden for so long (constraints on'reserves growth

and on development opportunities; real RRR and production growth promises were

- not compatible) T .

* = Execution weaknesses would emerge from early “hype” on exploration successes, on
technology-and on new business creation (e. £. subsequent “disappearance” of
Kudiv/Sunrise FLNG, Brasil “slowed” maturing, Iran new business).

- Lack of attention on core operatinnal business would backfirs (o.g. UK, Oman,
_ ) N ; s .

- Staff energy/motivation in EP was not high (following the required business process
appeared sometimes more important than hottomline delivery, leaders without proven
trackrecard, organisation very inward focused).

" Bottomline was that both reserves replacement and production growth were inflated:
- Aggtessive/premature yeserves bookings provided impression of higher growth rate
than realistically possible '

'~ Bottoms-up production forecasts (before adding of stratégic options) after realistic
tisk-downgrading (based on past experience on engineering optimism on project start-
upS/plateaw rate and build-ups) only gave 1-2% aai on production growth compared to
3.5% promises. -

tial . .
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Where pext?

The year 2003 provides the opportunity to be transparent about the true state of the business
and to be mble about some of the fajlures as well: .
- Underlying RRR issues (heed more than organic growth, early bookings now leading
to high unit F&D oosts and undermining credibility/competence) '
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- Underlying performance isnies {mature field declines, new reserves access challenges,

production growth and Nigeria exposure level) (need to be tbre transparent)
whilst at the same time;
- Show the robust fundamentals
¥ Legacy assets that competitors “would dia for”
¢ Conscrvative and longduring strengths (technology, staff,
geographic/political diversity of partfolio)
* Competitive factors (staff, pertfolio, capability of sweating assets)
- Show improvement arcas
* Internal synergy/productivity delivery (new operating modsl)
" Long-term reserves and ROACE
* EP delivery machine
* Leadership positions (vs. competition) and scale/materiality

The 2002 Bushiness Plan for 2003/2004 containg a significant stretch in order 1o stay as close
as possible to external commitments: TrTemm o
- -Continue underlying unit cost reduction at 3% aad ($ 300 min plus umidentified cost
savings binked) .
- Continue 3% production growth, although “watered down” (capable of'i.s.0. direct
- promise) (approx.20/80 forecast rather than 50/50 i.e. 20% chance of ‘dehivery
probably reducing further when going to 2005 onwards given genems] decline
uncertainty and high Nigeria dependence) R
- Recover to 13%+ ROACE in 2004 to get Group ROACE within range (taking credit
for above plus § 1 bin divestment at year-end ead 0.5% ROACE uplift from tax, both
in 2003/2004) - ’
- 3-year average RRR to remain sbove 100% (plan only delivers 60-80% organically).

As a canscquence there is no safety margin in external commitments and a requirement to

deliver a plan with Po§ << $0%, -
Notwithstanding the sbave, it is currently plamned to portray an wpbgst perspective of the

business, supported by a very focused high-energy improvement drive as set motion more
than a year ago. ) .

Commencing an internal “witch-hunt” with negative consequences for the Group reputation
and requiring tremendous energy that would distract from the improvement drive, is not seen
1 be productive nor beneficial for the Group in these uncertain times, i

For future reference it was however considered prudent to record the issues and provide the

context for the decision as taken,

The concerns around the “canght in the box” dilemina and stretch in the EP business plan.~ * -

have been flagged at the highest level in the company, but obviously “transmitted” in a
cafeful fashion a3 not to compromise/undermine the previous leadership. The severity and
magnitude of the EP legacy issues may therefore not hiave been firlly appreciated.
Also, a geperally excellent performance (operationally and strategically) from EP in 2002
have masked the issuss somewhet, _
. »
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EP in the Box
Understanding the thinkinglbehaviour that led to external promises made
1)EP lerdership not adequately connected with the 2) unchallenged EF ,om_n campalgn to make
[y oE3ALTACE (Includes Excom) everything look sz goodes possible (1995/2001)
! Whatweds - too remote In governance mode -fearof challenge culiure K
: and don't do : - deap understanding of O pariormance not thara (a.g Oman, - Bpgressivelpremetura ressrves bookings {fopdown instructions)
: : Nigeria) : o _ X
: . . ~ tach {At befors resuits
i asleaders - oplimism on deliveryicapaby - nmig.ﬁﬁﬂ .._d_...v.w,-ﬂymro under-resourcad), not realised
x ’ - many infliatives but lost focus on care business ] - exploration successes pumpe up {vintage yearsl)
: Why? doRveryartarmancs (a.g. T&OE) - kw8 In aspred portiolio (hot debated and not communicated
: - - o recognition of old vs new EP marginafretums including large h senior o feading to Iack of focus on NA and
: focus on MRAH to exclusion of otier {smaller but more profitable} ﬁ Mnas.m.ﬂ:gwu ord), e ¢
: ’ H opportunities and exploration gaps not addrassed :
Feesennnnanans wesnnard - danial on portiolio gaps Hm.ﬂ. North baﬁﬁg W””ﬂ.ﬁ.ﬂ”ﬂﬂ gﬂm gmmmns:m—%_ H_.AWCN mm.m“vnﬂla §=§; &

- - SP ot globalisat,no global mindset around peopia = biindspats In tarms of real competiive uwu_zo._.. within the energy B
Sresacdenaereenrsng = o control on pecph mavemant apart from LC opportunistio T =
: : i ; : E:gnansgu&?&oziiumu.%gu 2w
: Choiceswe : uman_gow or Hﬂﬂ ”_a s:% hﬁwﬁuﬂwwﬂ Mamﬁw.a aking explorers, § - 110Ping “rock in the pond® through M&A would allownaw beginning 5 $
m make as a w carbonate resarvoir modsliers) 5o they bacoms generalists " L-no “fear for opsrationel perfommance m nm.
: “.:m:mmm ment - various siaff prograsses to senior lsvel without proven track record : SE
: leam - rasource skillsfshoriages dressi rowth o
: h - historical successes providsd false senss of securlty’ wwﬁ:ﬂnouhon.ﬂm“ﬂm“q s mnn___.mhn__%hnwomm _m:_d_n m wumw.
: = e
: Eﬁw‘v 4) pre-occupfed internally with 2001 roadmap =
: = - whilst tha compstiiive environmant changed drasfically around us |
..................... {including development portfoiioa) - 5 e e I ey
reseanutiassocnennaen 1 : ) Moved towards more autonomy In OU's to drive accountabliity
! How we : created fragmented processes and aystams end large overhead siruciure
: predict react - fack of & global psrspeciive wiih Strongrole of QU scorscarcs ans over-amphasls on asset tearm:

: toexternal  : o
! events. [s & 6) improving competitors through consolidation 7) external factors that siowed down do-abifity tc
! this related to - - o cansistent vision for EP, or explicit competitive "nighe” against | get access/dealflow in MRH countries end
! Hems above? : these new competitors ~ || stowed down gas menetisation {market growth
: o - lack of knowledpa of "who we are” and overly internally focussad reduction) : .
: - however, false optimism ignored thess realities
.\u p T e T ————

¢< rv. ......... 8) foining the "dot-com hype* an growth targats

Wed¥ January 2003

¢ and on generali raising external expect
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M\From: Pay, John JR SIEP-ERB.P
Sent; 04 December 2002 17:25
To: Van De Vijver, Walter SL.MGDWV
Ce: Brass, Lorin L. SIEP-EPB
Subject: RE: Reserves “clean-up"”

The current outiook for Potential Resarves Exposure is attached.

It would be defensible to leave alt bookings intact (refer to comments on each one), with the possible excention of
Enterprise. Audits are still in progress and I intend 10 put recommenaations forward for management veterminaton once

they are complete.

Removing all items from the attached list would feduce Proved Reserves Additions for 2002 to ca. 750 million boe
(Proved RRR = 50%, including Enterprise and Kashagan). | am working on the assumption that this is not something we
want to do, but it would have the advantage of removing these issues once and for all. The timing seems opportune.

-NG, our review this year identified only two major bookings that are not yet covered by contract; Gorgon (already
covered in the attached table) plus 130 miflion boe in Brunei that rely on extension of supply ¢contracts to BLNG {beyond
2015, | believe). | think it safe to say we have "reasonable cenainty” that the latter will be committed in due course and
therefore the booking is secure.

We do have some precedence for reversing major bookings: in 1991 we debooked 430 million boe of posi-licence -
reserves in Abu Dhabi that we had booked in 1987.

"

Draft PRE
ttalogue end-2002.2

John Pay

Group Hydrocarbon Resource Coordinator

Shell International Exploration and Production B.V.

Carel van Bylandilaan 30, Postbus 663, 2501 CR The Hague, The Netherlands

Tel: 31 (70) 377 7405 Other Tel: +31 (0)6 5252 1964

> john.pay@shell.com
Internet; http://www.shell.corn/eandp-en

~~—0riginal Message--—-

From: Van De Vijver, Walter SI-MGDWYV-
Sent: 04 December 2002 17:13
To: Pay, John IR SIEP-EPB-p
Cex Brass, Lorin L SIEP-EPB

Subject: Resarves "tlean-up”

John,

We want to improve the integrity of our reserves base and achieve full compliance with SEC reporiing requirements.
As a result we are taking “hits” this year on Bonga,Ehra efc.

Based on what we know today,what will we still have left in our books by 1/1/2003 that is considered questionable by
the auditors or that we ‘

should correct this year?

Obviously we want to link with expecation reserves also.

1 know from an earlier note that you did flag some fo the legacies that were being worked out.

Easy to clarify?

1 TT 000477

[ EXHIBIT V00090634
Ve v pler {)b’f
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- Gorgon
- Ormen Lange

4 - hon-contracted LNG?
’ - Brunei?

Waller van de Vijver

EP CEO and Group Managing Director

Shell Intemational B.V,

PO Box 162, 2501 AN The Hague, The Netherlands

Tel; +3170377 7427 Fax: 2555 Other Tel: +3170377 1675
Email: Walter. W.VanDeVijvar@si.shell.com
Internet: hitp://www.shell.com

Incoming mail is certified Vitus Free.
Checked by AVG anti-virus system (http:/www.grisoft.com),
Version: 6.0.567 / Virus Database: 358 - Release Date: 24/071/2004

TT 000478
V000906835
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A Potential Reserves Exposure Catalogue (Draft end-2222 dated 4 December koo
Asset (Year booked) ( Proved Exp'n | Comment
mln boe min boe
Austraia Gorgon H 785 Booked 1n 197 in anoepasen of imrunem FID,
997 subsequendy deferred wndefinely by the downrem
(1997) Asan ctonorues and the contequemt mdutuon in
demand for ING. bt s nevitabie that 3 resowte of thy
magrutude will be developed evennuliv:
) : SNEPCD It 5 assumed thar 133 mition boe of pme.—.uli;.-—f
ovesuted proved reserves will be debooked o
31122002 (SEC Reserves Audit recommendation),
Angola Bleck 18 55 min boe proved reservat remaoved from the caraiogus
in November 2002 following successful reserves audc
Norway Omen Lange 199 186 Reserves have been partially baoked ahead of VARS and
(1999, 2000) FID, whilst it appesrs that there are issues that could
e prevent # proceeding. Desbooking will be considered
oaly when and if it becomes clear thar developmen
definitely will not proceed. FID planned in 2003 or 2004,
Enterprise 136 €3.267 | Certan elements of the pordolie may nor sagsfy
. minimum requirements for project maruriry {laaly Tempa
(aequired 2002) Rossa, Norway Skarv Arca, possibly elemens  of
KMOQ. Audits are in progress.
Netherlands, Waddenzee 26 37 Govemment-enforced  morstorium  on  Waddenzee )
fous) drilling, dut to environmental concerns, could wldirnately
(Various prevent development from proceeding. NAM fisld codes
_ MGT, NES, LWO, VHZ (VHN?)
3
! Brunei legacy 20 ca. 30 Historical reserves bookings that can no longer be
(Various) supported are inventorized and acuvely managed Itis
na expected that the remaining balance will be reduced to
2er0 over the next ™o or three yeans, in consultaton
with nationa! regulacory authorities.
Total 848 1308
Shell reserves, 31.12.2001 1100 | 31800 | Excluding AOSP
Expecuation Reserves inchude post-licence volumas,
la addftion, reserves in some OUs might be at risk if plnned production rate increases do not muteriakize.
The OUs most affected are SPDC Nigeria and Abu Dhabi  Furthermore, Ornan PDO must sustzin
current production rates throughowr the remaining ifetime of the licence 1o ensure production of the
booked proved reserves.
The SEC provides no specific guidance on rescrves disclosure for “povel” contract structures, Shell
currently bas four boakings i this category armounting 10 768 and 993 million boe proved and expectaton
reserves respecuvely at 31122001, The commas are: the Venezuela service agreement, Iran buyback
comtract, Oman Gisco and the booking of NGL reserves in connection with interests in Abu Dhabi
GASQD. '
Note: this inventory captures proved reserves bookings that are fully justified ar present but which could
come under threat of debooking i, for example, the SEC further clarifies its rules to imply that more
conservatiem should be applied by Form 20-F registrants.
| 1 _ TT 000479
©)

s V00090636
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Presentation hem: Sponsored by MGDWV
. 24 SEP 02
NOTE TO CMD

EP - Delivery through Globalisation
Date : 24 September
FROM : MGDWV
TO : CMD

In order to achieve its external promises and effectively compete against its supeumajot
rivals, Shell EP needs to accelerate the globalisation of its business. Building on a suite of
global initiatives started in Q4 2001; Technical & Opetational Excellence, Global
Exploration and HR, Major Projects and SAP, EP inteads to captute further value in the
global business through:

e Implementing the recommendations of the Cost FRI carried out in 2002, focuases
on simplified processes and intetnal synergy consolidation capture;

o Making changes to the current Operating Model to improve accountability and
enforce standardization of global processes ftom the top;

»  Accelerate actions to upprade the EP portfolio; and

e Focus on enhancing the BP Investment Case as presented to the external market.

Although aay one action alone will not itaprove performance in all the external metrics,
it is believed that the above will achieve the targeted $500Mln-$800Mln cost savings, 2nd
place Shell EP in a better position to balance maintaining returns from “strongholds”™
with the speed necessary to win new business in an incteasingly globalised competitive
environment.

The attached note addresscs the current weaknesses, gaps and related forward action and
should be seen in the context of 2 business that generally is sound and competitive but
cannot forego identified self help opportunitics to maximize forward value and on
leatning over the last 5 years.

MGDWV

18-09-2002

r_____________#._.-.—-#-—-—\ .
. FOIA Confidential : LONQ0520467
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Note to CMD
EP - Delivery through Globalisation
Summary

Shell EP’s competition with its peers now focuses on meeting and exceeding the market’s
expectations for cost savings, production growth, portfolio replenishment, and winning
access to new business. Transparent and material differences in these dimensions are more
critical to sustained market confidence than ever, but increasingly difficult to establish.

It has become apparent that unless the EP business leverages a truly global approach, it will
not be able to kecp up on key performance metrics let alone cutperform the competition.
Moreover, sustained simulmneous'delivety on all four of our key promises (on ROACE,
Production, Cost Reduction, Reserves Replacement) will likely not be possible.

As a consequence, EP needs to accelerate the globalisation of its business , which includes:

¢ Full implementation of PPP (People, Petformance, Portfolio) actions that are
already undetway; T&OE, Majot Projects, Global HR, SAP, Global Exploratios.

o Secking further internal synergy cotisolidation benefits ($500/MIn anaual opex
6avings as per Cost FRD) by moving to standard global processes throngh global
deliverability with transpatent top down accountability and linkage with OUs

¢ Improving the gnality of the global portiolio through a structured progtamme of
swaps and active pursuit of asset aund potentially corporate acquisitions,

® Step-change in quality and appropriateness of our IR story — setting and
managing an extemal agenda to optimise the matket impaci of our opesational
achievements and performance improvements,

* Implementing a single global EP Scorccard that much better aligns with the key
performance metrics and that is an integral part of reward mechanisms across a
much broader range of EP staff.

'The implementation of these proposals will be a significant challenge for the global EP
business. However, we are convinced that there is no altemative but to deliver on all of
them to obtain the synergies from global operations and impress on the broader stakeholder
community the setiousness of onr commitment. -

FOIA Confidential - LONO00520463
. Treatment Requested
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Context
For the supermajors, traditional advantages of lower costs or higher profitability need more

effective global leverage. Against some of the traditional perfarmance metdcs, which receive
8 lot of external profile, Shell is losing ground against these competitots (figure 1),

Figure 1
Reserve Replacement Inclaiding scquisitions Unit Firiding & Development Costs {8oe}
mddiwwhmnu( ) aynrmp
5
150 4t
100 | 3
sot 2
. 1
0 i S { . ; o ; :
BPF Exxon Shelf TFE Chavron BPF  Exxon Shell TFE Chevron
Mobir Texaco Mobil Texaco
m 1ovesa [ 1ee7-89 @ 1998200  gg 1096-2001
Sonrce; Prudertial, Jaly 2002

“To fulfil market expectations, BP Figure 2: Stuck in the box
aims to delivet against a suite of NGa
external promises. In practice,
given EP's portfolio, these criteria
can only be met for so long. EP
finds itself caught in a box, Produstion
struggling to deliver on all fronts Growth
simultaneously (figure 2),

|ty

The delivery challenges are {Unit Cost Reduction |
externally visible (portfolio funnel,
production growth, RRR, F&D unit costs) and even in the short term, EP risks enteting 2
“negative spiral” by failing to deliver against these challenging external promises. Market
confidence will only be improved with demonstrably “stmart” medium term portfolio
refreshment and/or positive trends on key indicators. We believe this requires
demonstrable commitment to running EP as a global business — we can no longer
afford the luxury and competitive disadvantage of structural and process inefficiencies
inherent in the current QU structure.

F O\A Confidential LONOD520469
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Meeting out Promises on Profitability aad Growth

The first draft of the 2002 Business Plan (figuse 3) confitms our

concermns:;

» Increasingly rapid decline it major producing areas with
diminishig infill development opportunities;

» Shortage of majornew development projects and lack of
-tnatetial exploration success to feed medinm term, gtowth. 3%
production growth is unlikely to be achieved organically on the
Shell & Enterprise combinad portfolio;

* False optimistm on the pace and penetration of MRH
oppottunities providing the EP “hubs of the furure”;

*  Project ovet-expenditures (e.g. AOSP, Nigeria, USA); and

¢ Unit operating costs not trending to meet the 3% underlying
reduction

The forward challeage for EP is both arsund portfolio refreshment
and around perfosmance improvemerit. Work is ongoing to imprave
the key metrics in our 2002 Business Plan,

‘Thete are increasing concerns around the revitalisation of “old and
tired” stronigholds that stll can and should be delivering more to the
bottom line and the perception exists that the “right people are not
in the dght place” to be adding most value ic EP.

In 2002, a number of actions centred on Shell EPs’ Performasice,
Portfolio and People are being implemented undez the title “The

Quiet Revolution” to realise these improvements. These include the
proposed evolition of the EP Operating Model.

Actions — 1: Portfolio, Performance, People (PPP) 1999-2002

With the introduction of global capital allocation, global strategy
setting and understanding of the global portfolio, EP has been
moving since 1999 progressively to 2 more global organisation and -
global operating model. In early 2002, the launch of major diives has
been specifically designed to harness the expertise of the company’s
global people resource, improve performance and high-grade the
portfolio. The focus areas include Technical and Opetational

Filed 10/10/2007 Page 11 of 60
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Figure 3 EP Plan 2002

Prodiiction in 2005
{kboe/d)
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4,800
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Excellenice, Majot Project Delivery, appointing a Head for Global Exploration, and
development of global HR and M&A processes.

Progress is being made: the Enterprise acquisition was a truly global M&A deal; there is
ongoing refreshment of the explotation prospect portfolio (GoM lesse sales, Nigeria,
Brunei); operational problems have been avercome through global leverage of knowledge;
deliberate moves are being made to take the lead in majot strategic projects (China E2W,
Sakhalin) and active relationship management of “new” partners is ongoing,

These, and the ongoing elements of the PPP action plan, ate summarised in figure 4.
In lare 2002, key areas of ExCom focus are:

* Winning the Big Bets and delivering the Big Tickets - the new business opportunities and :
major projects pre-FID that ate of global significance to the Shell Group; <

* Early negotiation of licence extensions to enhance reserve replacement;

* E-X-P, the suite of People products including Competence Based Progression, Batched
Open Resourcing and better Leadership Development.

Concentrating ofi the specific challenge of operating costs, 2 Cost FRD in 2002 has
identified potental synerpistic savings of $500min and a suite of actions (see Attachment 1
for details).

FOIA Confidential $ ON00AZ0471
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One of the specific recominendations was to rationalise the pottfolit to gain operating cost
synetgics, but this is just one part of a widet suite of actions to rejuvenate the portfolio.

Actions ~ 2: Further Portfolio Actions 2002-2003

Despite actions being taken on critical aspects of EP portfolio, performance and people, it is
unlikely that orgaric growth will be sufficient to compete effectively over the next 5 years.
Hence, further acquisitions and targeting of material new business opportuniries will be
necessary although we must be aware that these tmay negatively impact short term ROACE
(particulasly at 2 normalised $16/bbl reference price). To improve the portfalio, we plan to:

*  Commence a programmne of swaps and cash divestments of OUs/assets that are
cutrently underperforming. This will improve ROACE, reduce operating costs, generate:
cash and free up/ re-focus scitce staff resonrces:

» Bevelop and implement plans to address assets/OUs which are currently outside the P
Aspired Porifolio;

¢ Active pursuit of asset and potentially corporate acquisitions, coupled with more
aggressive chasing of new business opportunities (e.g. through leverage of very senior
management with NOC resource holdess).,

Ta ensure we tealise the full synergies identified in the Cost FRID, and realise these postfolio
actions, EP needs to move to a further level of global efficiency and effectiveness. Only by
this can EP achieve the optimisation of returns from “strongholds”, the optimal allocation
of resources, and become sufficiently nimble to win new business opportunities,

Actions ~ 3: Farther Globalisation of EP 2002-2003

The next stage in Globalising EP is through strengthening of key global processes and the
mandate for their application. In essence this is about enforcing Standardisation from the
top, Shating best practices, improving Speed of decision-making and Simplifying
organisatioral and govérmance structures,

Changes to the curtent model have been wotked by the EP Excom, and can be charactersed
by a revised, globally focused but tegionally disttibuted operating model in place by the end
of 2003 (see figute 5). :
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Figure 5 Evolving EP Operating Model

' [] =ee excom o

i ~——- = glronger mandate, Including some global services

(B

| o] xscwuw»l___
| lml!wllwllwl-lm = |

.: tmilmliwl&ﬁllml |
e ]

Reglonal Organisation (x5) Local Operations/ Asset Clusters

RBDs will assume an executive role over their respective regions. The functional governance
of the operation of the business will be strengthened by an increase in mandate of the
technical and non-techaical support ExCom directors.

The model moves away from operating units based on national boundades and o large EP
Centres in The Hague and Houston; instead we-will have a smaller pumber (say 4 to 6 in
total) of trans-national or xegional units, global Exploration and New Business Development
businesses and a significantly smaller, more governance-focused EP Centre.
The pew operating model will introduced in a phased manner , driven by firstly globalising
processes, followed by delivery vehicles ( New Business, Functions, Regions) as shown in

. figure 6.

£OIA Confidential
restment Requested  HOMN00520473




Case 3:04-cv-00374-JAP-JJH  Document 365-5  Filed 10/10/2007 Page 15 of 60

Confidential
Figure 6. Liuplementation Schedule
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The leadesship of EP will be aligned through revised scorecard metrics and wider sharing of
the overall EP performance. A new EP Global Scorecard will be in place for 2003,

The detailed implications of HR aspects for the new model will be shared with MDC in
November,

"This evolution of the EP Operating Model will have the following benefits:
* strongly enforce the application of common global processes, practices and tools for all
significant pieces of business. As a consequence, staff will be more flexibly deployable;

* demonstrate technical and operational excellence in all aspects of EP business and will be
a low underlying unit operating cost operatot, when nomnalized for portfolio mix.

* benefit from economies of scale and reduced duplication in the provision of technical and
non-technical support to core operations and new development actvities;

* achieve even greater focus and alignment on Exploration and new business development;
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* havea much reduced cotporate centre comprising; functional governance staff and 2
stoall numbier of truly global service providers. Other service provision currently centrally
supplied will be supplied regionatly.

# lines of control will be shortened and better hard-wiring of information flow will be
achieved,

¢ concentrate its portfolio in line with the EP Aspired Portfolio;

® make more effective and slective use of the premium expatriate resource and vltimately
will reduce the total numbers of expatriates.

* provide an atttactive EVP meeting the aspitations of the demographically changing EP
workforce whilst satisfying the EP business needs.

* rozingzin focus on the importance of local stakeholder engagement.

Bqually there are some tisks that must be recognised and managed:
¢ potential for disruption of core business;
* misalignment of staff within EP on the objectives of the changes;

* concem amongst JV partners and government stakeholders of our motives, and
undermining of their respective interests at the expense of optimising Shell integests

Actions ~4: Regaining Investor (and Employee) Confidence

Since ruid 2001, matket confidence in Group petformance has been weakened through
concerns over urisustainability of cost cutting, downgrading of volume growth projections,
and efféctiveness of culnaral change. More frequent direct comparisons with BP, as the
alternative British energy stock, and BxxonMobil, as the world’s largest supermajor, have
been and remain unfavourable. The relative petfofmance of EP is crucial to overall market
canfidence in the Group; hence EP must not only makz but also effectively market its step
changes in performance and portfolio improvement (see Attachment 2 — The EP
Investment Case)
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Althoughy-it is difficalt to identify actions that will situltanecusly improve EP’s position on
all of the key metrics that box us in (sée figure 7), inaction is not an-option. We need to
return to the basics of the business, which excels competitively and can credibly explain our
forward delivery metrics. Ultimately all actions should be gauged on the basis of impact on
value and, indeed, TSR rathet than merely improvement in one of four metrics.

Figure T: Summary of issues and actions
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Hence, EP proposes to proceed with:

Full implementation of PPP actions that are already underway.
Rapid implementation of the Cost FRD recommendations, including the evoludon of
the Operating Model. Changes to the overall high-level model will be effected by Q1
2003 with the cotoplete operating model becoming fully effective by 1/1/2004.

* Radical actions to improve the quality of the global portfolio

*  Focussed efforts on the EP Investment Case; to better manage our external impact.

All of this will need to be firmed up in 2 definitive roadmap for EP following the finalisation
of the 2002 Plan. Timely updates will be provided on any key changes (e.g. the new Europe
organisation).

W van de Vijver, MGDWV,
18 September 2002
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Unknown

From: Copper, Femke F SI-MGDSEC

Sent: 18 March 2003 12:19

To: Watts, Philip B SI-MGDPW, Van der Veer, Jeroen J SI-MGDJV: Skinner, Paul PD Si- . -
MGDPS; Brinded, Maicolm A SI-MGDMB ' )

Ce: Boynton, Judith G SI-FN; Ruddock, Keith KA SI-DCS; Van De Vijver, Walter SI-MGDWV

Subject: Reformatted version visit Oman 15-16 March 2003

Send on behalf of Walter van de Vijver.

Reformatted version.

Colleagues,

* I'had an useful two-day visit to Oman with the objective to carry out another "healthcheck” on PDO and 1o meet relevant
staff/stakehoiders. .
Below is a brief summary of my visit, key highlights:

Rej
O
&

-
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PDO is making progress under the leadership of John Malcolm but still has a long way to go to restore
organisational capacity and to have robust technical development/recovery plans.

Atmosphere with the variety of government stakeholders remain lense given the extent of issues (PDO
production, government LNG train (GTP), lack of transparency, reward scheme and license extension, ethane
extraction to develop downstream industry). Shell "is expected” to demonstrate long-term Tommitment to Oman ™
by making concessians on return structure and scale whilst understanding they need Shell's assistance and need
to progress GTP and license extension discussions. License exlension discussions expected to stant after

- completion of current GTP digcussions.

Current production is some 730,000 b/d and is still sliding downwards with some signs that attention to core
processes are helping.

Focus on 2003/2004 production is resulting in potential budget overruns (opex 20 % and capex 10 %) which need
to dealt with urgently,

The new SAP system is somehow not delivering the tight controls on annuat budgets (more biased towards
contract controls and not aligned with accauntability coding for annual budgets?!) and this could become the next
exposure if not dealt with head-on (also links to learning that need to be worked through the various OU's).

Scale of operations is growing, already have 30 drilling rigs and 15 hoists operating whilst needing to get ready for
next wave of activity linked to additional water injection to re-build production volumes. The, conventional delivery
model used for the well engineering/well services activity is not sustainable and will require novel outsourcing
models.

Link of development funding to reserves growth is not very transparent {acceleration activities dominate?),need to
get back to tight management on dtilling sequences supplemented with continuous demonstration of increased
capital efficiency (incl. $/ft, étc.). This year we need to pro-actively focus on key development plans to justify year-
end reserves bookings.

Waterflood studies (largely delivered through external support from John Darley's technology organisations) are
progressing to plan but will need to be transiated in executing plans with clear focus on prioritised activities
{biased towards North Oman and towards extensions rather than new floods initially) and simpie implementation
plans with minimal interfaces and maximal ownership by the asset teams. Waterfloods should be possible at good
VIR's and low UTC's ' :

($ 3-5/bl). - :

Several "big ticket* items are starting to mature (Harweel! cluster in South Oman, Mukhaizna development, Qarn
Alam thermal development), we will need to start deciding how well some of these will compete for funding and
how we want to ensure delivery with using relevant parts of our new global operating model. We now have some
2.2 billion oil-in-place in thé Harweel cluster and notwithstanding the challenging nature of the deep sour
gas/crude and the need for miscible floods to ensure high recovery, we need to get this developed asap.
Exploration is getting steeply on the creaming curve on the oil side (only material scope appears to be in'Harweel
area) but also needs to find new material gas given the very strong appetite of the government to develop their
downistream business locally (aluminum smelters, cracker, elc.) to stimulate employment, Overall MSV left is
some 750 MMbo and 7 Tcf of gas (100 %) with staffwork ongoing to better define scope and forward strategy by
early 2004. . _ : :

1
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- Asselintegrity is gelting more attention {mainly corrosion and sand refated) but is still not adequately coordinated
across the company. Pro-active operationdl ifanagement is needed with support "sy$tems” to reduce deferments.

: - Resourcing the business is still very difficult notwithstanding progress made. Better packaging and pre-planning is
needed to gel Shell staff through the employment committee whilst nurturing the new wave of high-caliber Omani
staff. Local study center has to be the answer to get more of the work being done at location (such as in Syria
etc ).

- Tremendous workscope for the support activity provaded for Government Gas (we have service agreement énly, -
no production/reserves) given the expansion plans and operational pressures (new train, OLNG 1/2 de-
botttenecking supplies, ethane extraction, mercury removal, liquid yields/heating value).

- Take-up of new technology remains very good.

- Briefly connected with MD and with Train 3 (GTP) negotiation team. A lot of tension and frustration all around
given some of the non-standard processes.

- To allow commitment whilst details still had to be worked at a later stage (e.g. shipping, upsude sharing, offtake
details).

Government

- Met Macki (Minister of National Economy/Finance) and the new under-secretary of MOG (ministry of Oil and Gas),
oil minister was on leave.
- Positive impression about the under-secretary, will help our intetfaces all-round. Wanted to work with Shelt and
was awaiting "instructions” to start license discussions {team to be named soon)
- Macki:
N ..o Friendlydiscussion . - .
o He carefully "planted™ questions around “outsourcing® some fields/activities and about out progress on
Mukhaizna (competing offer by Oxy with government). He did not wanted to have the discussion on
license extension notwithstanding references to HM audience by Phil.
o Highly interested in general progress in PDO.

Extensive friendly discussion about situation in Middle East arid potential implications.

o Very concemed about pushback from PDO on do-ability of ethane extraction to allow Dow plus others to
develop downstream business. This project was flagged to Mark Moody-Stuart during his recent visit and
has already being "sold” by Macki to MM as feasible and hence strongly supported by HM. Linked to OOC
but worked behind the scene and with low-key input from PDO’s government gas support team. This will
require active management also as the project links directly to reserves availability in the country with
GTP commitments and overall gas heating values. We do not want underdeliver on gas as well as on oill

o

Kind regards,

Femke Copper

Deputy Secretary to MGODWV

Shell Intemational B.V.

Postbus 162, 2501 AN Den Haag, Nederland

Tel: 431 (0)70 377 2626 Fax: 4400
Email: Femke.Copper@shell.com
Internet: http://iwww.shell.com

Incoming mail is certified Virus Free.
Checked by AVG anti-virus system (http/www.grisoft com).
Version: 6.0.567 / Virus Database: 358 - Release Date: 24/01/2004
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22 JuL 2003

Note for Discussion

EP RESERVES OUTLOOK

The attached note provides an update of the proved reserves additions and reserves
replacement ratio (RRR) for the year to date and the latest estimate (LE) for end year

position. You will appreciate that there remain significant uncertainties on the full year
RRR

In summary, the LE for 2003 is an organic RRR of 72% and a headline RRR (including
A&D) of 59%. Both numbers exclude the 45% Minority Interest (M) in Sakhalin.
Adding back MI would .increase the above numbers by 22%. A further 8% is being
targeted from the Athabasca Oil Sands Project.

There are a number of sensitivities remaining, which also have been highlighted in the

note.

The issue of RRR is receiving a very high level of attention, Given the external profile we
should not disclose the very confidential information contained in the note.

MGDWV, 17/07/2003
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Note for Discussion
Reserves Qutlook

This note sumimarizes the Latest Estimate (L.E)) for reserves additions in 2003 and the
outlook for the plan period (2004 — 2008). Uncertainties in the 2003 L.E. in 2003 are
discussed, together with the opportunities that have been identified for improving
performance. The latest Potential Reserves Exposure Catalogue is also presented for
consideration.

2003 RRR Latest Estimate

‘The Latest Estitmate for proved reserves replacément ratio (RRR) in 2003 is as follows:

Proved RRR 2003 Minority Interests

Liquids : Gas ¢ Total Included Excluded
Total 1% £9%
Total excluding Divestments 99% T1%
Organic (L. excluding Acquisition and Divestment) 18% : 184%: 94% 26% 1 142%: 2%

In reviewing the year-end proved reserves disclosures, the market will focus on the
Organic RRR (94%). Tt is possible that analysts will ignore the major contribution from
the Sakhalin Minority Interests and so the corresponding figutes (72% Organic RRR)
should also be highlighted when describing performance. The breakdown of the LE.
excluding Minority Interests is illustrated below, with further detail in Appendix A.
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In addition, Shell Canada expects to increase proved reserves for the Athabasca OU Sands
Project by 120 million bbl (93 million bbl excluding Minority Interests). These resource do not
qualify as petroleum reserves uader the SEC rules, but theit inclusion would add 8% RRR (6%
RRR ex-MI) to the figures listed above.
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Key observations on the 2003 RRR L.E. are;

® Osrganic RRR in 2001 and 2002 was 52% and 50% respectively. The business faces a
severe continuing challenge to meet the target of 100% Organic RRR in 2003,
especially when the effect of the Sakhalin 45% Minonity Interest is excluded.

* Following several years of healthy liquids (Oil & NGL) RRR performance and poor
gas performance, the situation for 2003 is reversed. Including the 2003 L.E. figures,
the 3-year average organic RRR (ex-MI) will be some 53% for liquids, 61% for gas
and 56% overall (5-yr averages are 84%, 62% and 77% tespectively).

¢ Firm divestments will reduce teserves by some 280 million boe, offset by firm
acquisitions of some 80 million boe (please réfer to Appendix A for A&D details),
This will draw the total RRR performance in 2003 below 60% (ex-MI), or further if
additional divestments ate secured in the remainder of the year.

Uncertainties in the 2003 Latest Estimate

* The 2003 L.E. provides a total of 1038 million boe organic proved reserves additions
(excluding Minority Interests), of which approximately 590 mln boe can be
considered firm at this stage. Key elements in the L.E. that are not yet firm are:

140 min boe  Sakhalin, negotiations for sales contracts scheduled to reach
binding Heads of Agreement by end-2003.

*50 mln boe Groningen field review: long-term recovery: study in progress.

67mlnboe  Ormen Lange, FID expected in Q4 2003, possible slippage to
2004.

¢ The Plan included resetves bookings for the China West to East pipeline project.
This has been temoved from the L.E. following concerns about progtess towards
PSC agreement (now reflected as an upside).

¢ Furthermore the Plan included a significant portion of notional gains for T&OE
activities and other unspecified gains. The main focus for T&OE in tetms of
reserves is on the water flood theme that has the potential to add significant resetves
in the medium to long-term as the underlying investment opportunitics are matured
and funded. The short-term gains that wete included in the plan for 2003 related
mainly to the anticipated outcome of Realize the Limit and Volumes to Value
reviews — any such gains are absotbed into the individual Asset Holders Latest
Estimates as the year progresses.
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Opportunities to Improve 2003 Performance

Appendix B provides the cutrent reserves Oppottunities Catalogue. Specifically for 2003
the following main observations can be made:

* FID on West Salym (licence issues permitting) would enable some 180 mln boe
proved reserves additions, increased slightly if Upper Salym re-entry is included.
Long-term average organic RRR would be improved if this booking could be secured
in 2003 and any Heartlands-related activity deferred until 2004 (see below).

¢ A review of SPDC Nigeria ptoved reserves is ongoing. It appears that a significant
portion of the oil portfolio lacks the necessary level of technical and commercial
maturity. Plans are being developed to ensure that these exposures ate addressed
over the short term (with a target of full compliance by 1.1.2005), but nevertheless in
the L.E. it is assumed that up to 220 million bbl of oil reserves will need to be
debooked in 2003. The debooking would be offset by planned gas additions (mainly
for NLNG Trains 4 and 5), leaving SPDC effectively neutral in the LE. An upside
exists if the oil debookings could be avoided— work is ongoing to determine the
feasibility of this (e.g. through the definition of plans to underpin the entite portfolio
within the next one or two years). A reserves audit will take place in August.

* A review of Oman (PDO) proved teserves is in progtess and a reserves audit is
planned for later in the year. It is expected that these reviews will conclude that the
cutrent ptoved resetves are somewhat aggtessive, but any pressure to debook should
be offset by the securing of rights to a licence extension beyond 2012, At this stage it
is assumed that the net effect will be close to zero, although a net increase in reserves
pursuant to licence extension is a possibility.

* A poll of the regions and asset holders was recently conducted to identify additional
shott-term organic opportunities. This yielded only some 60 — 90 million boe that
realistically can be delivered in 2003, mainly through repriotitization of work
schedules to accelerate bookings planned for 2004. These gains are being worked
and are seen as undetpinning the “unspecified” elements of the plan and current L.E.
Following a similar exercise last year, it is now cleat that the existing portfolio is
finely tuned on reserves and there are vety few remaining opportunities to inctease
bookings at a higher rate than is already planned. Focus will nevertheless be
maintained to ensure that bookings continue to be maximized within the latitude of
the SEC regulations. The introduction of region reserves challenge sessions in Q3
will help in this respect.

® The effect of planned divestments (Marlowe) could be offset if Heartlands were to
be secured in 2003 (approximately 425 million boe acquired, although securing the
deal in 2003 would reduce organic reserves additions for Salym by half — sce above).
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Potential Reserves Exposute Catalogue

The Potential Reserves Exposure Catalogue has been updated (Appendix C). Of the
Group’s 19350 million boe proved reserves, some 1040 million boe (5%) is currently
considered to be potentially at tisk. The inventory was significantly reduced since the
end of 2002 due to the divestment of KMOC. However, this was more than offset by
the addition of 300 million boe with respect to the “Lowest Known Hydrocatbon”
(LKH) issue that has been raised by the SEC. This issue atose recently as part of the
SEC’s enquiry into the industty’s reserves booking practices, which was been in progress
since October 2002. The SEC proposes an intetpretation of the LKH rule that is
significantly more restrictive than is commonly applied in the industry and this alternative
interpretation is currently being challenged by Shell.

Gorgon remains the largest single potential exposure (560 million boe).
At this stage, no action in relation to entties in the Catalogue is recommended.

It should be noted that the total potential exposure listed in Appendix C is broadly offset
by the potential to include gas fuel and flare volumes in external reserves disclosures.
There is no specific guidance from the SEC on the inclusion or otherwise of these
volumes. Shell’s practice has evolved from the principle that reserves disclosures should
teflect volumes that will eventually be sold. BP appears to apply the same prnciple.

Conversely, ExxonMobil and ConocoPhillips. openly include fuel and flare in their
resetves disclosures, whilst statements in the reports of TotalFinaElf and ChevronTexaco
imply that they also do. Therefore a change to Shell’s disclosure practice could be
justified on the grounds of ensuring alignment with (most of) our major competitors.
The potential addition has yet to be precisely quantified, but it is expected to be in the
order of 1 billion boe and therefore on a scale that would make its inclusion an attractive
option to offset any action that is taken with tespect to the Potential Resetves Exposure
Catalogue as a whole.
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Outlook for 2004 — 2008

The following overview of reserves additions is based on the Capital Allocation data set
that is being used currently to prepare the 2003 Business Plan. As such, it is consistent
with Group guidance on short to medium-term capital and exploration expenditure
constraints. It includes dilution of Sakhalin to 51% Shell equity, but excludes the
corresponding Minority Interest share of reserves.

§000 T
Proved Reserves Additions, million boe

2000 -

100% RRA ;

1000 4

2004 2006 - 2006 2007 2008 2004-2008 avg

B Capax Firm Capex Discretionary W ERA Firm Notional

The outlook is fundamentally unchanged from the 2002 Business Plan, with 2004
remaining very weak. Whilst in principle it appears possible to achieve 100%-+ RRR in
the later plan period years, many of the gains rely on delivery of plan elements that at this
stage are only notionally defined (including a large contribution from reserves that have
yet to be discoveted).

The firm elements of the plan (ie. excluding the Notiopal tranche illustrated above)
deliver approximately some 72% RRR over the plan period, a significant improvement
over the 2002 business plan (58% 2003 — 2007) due largely to the retention of a higher
equity interest in Sakhalin (40% was previously assumed) and through the inclusion of
Qatar SMDS in the “Discretionary” tranche. The major Capex-funded contributors are:

Project Equity Categoty Year Proved Reserves Additions
Sakhalin 51% Capex Firm 2004 - 2007 1040 million boe
Qatar SMDS T0% Discretonary 2005 690
Rockies (Pinedale) 50% Discretionary 2004 — 2008 00
Kashagan 20% Discretionary 2005 190
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Erud June 2003
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Appendix B: Reserves Opportunities Catalogue (July 2003)

Project Shell Equity FID PRA! RRR? Note
Licence Extensions (expiry year)

Abu Dhabi ADCO (oil) (2014) 9.5% 2010 820 55%

Abu Dhabi GASCO (NGL) (2008) 15% 2005 100 7%  In Base Case
Venezuela (2013) 100% 2004 400 25% 3
Denmark (2012) 46% 2005 100 % 4
Malaysia (2012+) Various 2012+ 920 %

Syria (2014) 64% 2004 10 1%

Oman PDO (2012) 3% 2004 0 0% §

Brunei (2003) 50% 2003 0 0% s

Big Tickets and Strategic Options
Rigked (unisked in parentheses) proved reserves additions 2003 - 2008

Development

Sakhalin 51% ex-MI 2003 1420 (1420) 95%

Pinedale 50% 2004+ 280 (280) 20%

Salym 50% 2003 210 (270) 20%

Bonga incremental 53% 2004/5 240 (270) 15%

Kashagan 20% 2003/6 190 (190) 10%

Gulf of Mexico Various Various 160  (160) 10%

Doro FLNG 33% 2006 139 (350) 10%

Sunse 2% 2005 127 (300) 9%

Exploration and Appraisal (cut-off at 150 min boe risked proved reserves additions potential)

Gulf of Mexico — all prospects Various 780 (1980) 50%

USA Coalbed methane 100% 214 (430) 15%

Kazakhstan 20 - 60% 193 (485) 10%

Brazil Various 364 (1430) 25%

Nigeria SNEPCO Vadous 233 (1170) 15%

UK Various 200 (880) 15%

New Business / Strategic Options:

SURE 100% 2008 911 (2980) 60% ?
Qatar SMDS 0% 2005 690 (1150) 45%

Russia Heartlands 50% 2003 425 (425) 30% A&D
Iran SMDS 5% 2005 396 (1070) 25%

Russia Zapolyarnoye Neocomian 50% 2005 380 (1090) 25%

Libya all opportunities 30 - 100% 337 (3390 20%

Iraq Halfayah farm-in 55% 2005 253 (1010) 15% A&D
Abu Dhabi Whale 14% 2003 210 (420) 15% A&D
Iran LNG 50% 2004/7 176 (780) 10%

1raq Bin-Urnr farm-in 20% 2005 146 (580) 10% A&D
Kuwait OSA 50% 2004 103 (410) 1% organic? #
Venezuela LNG 30% 2006 94 (240) %

Approximate Proved Reserves Additions, million boe, Shell share

Apptoximate contribution to Proved Reserves Replacement Ratio if all the resetves quoted were
booked in a single year.

Several opportunities exist to expand and extend cusrent business in Venezuela, with a potential
reserves impact over time of some 2.4 bln boe. The estimate reflected here corresponds approximately
to extension of the existing service agreement beyond 2012,

Not under Shell control: negotiation to be conducted exclusively by Concessionaires (A.P. Moller).
Within —licence reserves may contain exposures. Substantial post-licence reserves potential exists, but
this will depend on the pace of project maturation, At this stage it is assumed that extension will lead to
no immediate net additional reserves booking.

Reserves already booked assuming that BSP’s tights to two 15-year licence extensions will be exercised.
Any reserves upside would be in relation to the negotiation of further extensions beyond the 30-year
window, but this may be offset by potential equity reduction in the frst two 15-year extensions.

May not qualify for conventional petroleum reserves disclosure — treat similar to AOSP project.
Cash-based Service Agreement with little exposure to oil price. Resexves bookings rights need to be
confirmed.
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Appendix C: Potential Resetves Exposuse Catalogue (July 2003)
Revisions since end-2002 ate shown as either strueletheeugh or underlined

Asset (Year booked) Proved Exp’n Comment
min hoe min boe
Australia Gorgon 557 785 Booked in 1997 in anticipaton of imminent FID,
(1997) subsequently deferred indefinitely by the downtum in
Asian cconomies and the consequent reduction in
demand for LNG. It is inevitable that a resource of this
magnitude will be developed cventually,. 2003 CA
Norway Ormen Lange 109 186 Reserves wete partially booked ahead of VAR) and FID,
(1999, 2000) whilst it appears that there are issues that could prevent it
’ proceeding.  De-booking will be considered only when
and if it becomes clear that development definitely will
not proceed. FID.js planoed in Q4 2003,
Italy Tempa Rossa 25 34 Phase 1 reserves were retained at 31.12.2002 on the
(acquircd 2002, Enterprisc) assx.:mpt.}on that tht'a project will reach FID imminently.
) If FID> is not certain to be mken by end 2004, reserves
should be debooked at 31.12.2003. Discussions are
. ith_the Iali hogt ™ A
H ﬂ " g ) 3 H
Russia KMOC 400 4300 Aasecinted pany—ito—data—to--anditr-retain—TRyder
£ oaatt-I Wy (25 M ) ry
{acquired 2002, Enterprise) Q e A i
of—the-KMOC—portfelio—ate—understond—notwto-be
Latad. ith d-d 1 " + s " -
with-spproved-develef t-projecty-and-mny
2003.
Netherdands, Waddenzee 26 37 Government-enforced  moratorivm  on  Waddenzee
(Various) drilling, due to environmental concerns, could ultimately
prevent development from proceeding. NAM field codes
MGT, NES, LWOQ, VHZ (VHN?)
Brunei legacy 20 ca. 30 Historical reserves bookings that can no loager be
(Vagious) supported are inventorized and actively managed. It is
expected that the remaining balance will be reduced to
zero by end-2004, in consultation with national regulatory
authonties.
Pending: SEC Enaui +300 0 E £ SEC ; . 1 K
Hyd bon (LKHD i i
Total 1037 1072
Shell reserves, 31.12.2002 19347 32848 Excluding AQSP

Page 28 of 60

Expectation Resetves include post-licence volumes.
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In addition, the following threats are presented by ongoing production constraints or by tightening of the
SEC rules (or Shell's interpretation thereof):

Asset Proved Exp’n Comment
min boe mln boe

Production constraints:

Oman PDO | up to 450 Up to half of PDO' within licence proved reserves of
907 mln boe relies on delivery of major new development
projects to combat dedline of production from existing
assets. Securing rights to post-2012 production would
alleviate any potential exposure.

Abu Dhabi | up to 117 OPEC quota constraint. Exposure calculation is based
on the assumption that actual 2002 production rate will
continue throughout the remaining lifetime of the licence
(to 2014).

Nigeria SPDC | up-te-600 Effeetof-OPEG~quotprior-to-Jicenec-expiry—in—2019
Resolved in ] 2003; enforceable siol "
. . Jer Nieerian |

Technical and Commescial Maturity:

Nigegia SPDC 20 Potentall 14 lack of audit wrail and /
. f ity: plan_in ol id
. ;
booki haps in 2005
PSC entitlement: Exposure created by the use of Reference Price (¥16/bbl) instead of year-end price ($28.66/bbl).
Any exposure would be offset partially by an increase in reserves at higher oil price due to extension of the economic
lifetime of fields in tax/royalty concessions. Inclusion of tax paid on behalf of Shell by NOCs would also help to offset

any exposure,
Oman Gisco 98
Iran 48
. Malaysia 47
Russia (Sakhalin Holding) 23
Sytia 23
Nigeda (SNEPCO) 21
Egypt 17
Kazakhstan 10
Philippines 6
Bangladesh 2

Total, PSC 296

“Novel Contracts”: for information only: no potential exposure, although there may be a requirement in future to
disclose separately and / or clarify the bockings in external disclosures.

Venezuela Risk QSA 222 358
Omman GISCO 186 186

Iran buy-back 97 97

Brazil Meduza OSA 28 28
Total, Novel Contracts 533 669

Expectation Reserves include post-licence volumes.
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Note for Information

Group Audit Commmcc Bncﬁng on Reserves Accounting Gmdelmcs and
. Procedures

A

" Please find anached the Note for Information on Gmup Audit Commirtee Boefing on Reserves.
Accounting Guidelines and Procedures - S

- Itis the intention to present this to the GAC in October next,

In the mean ume we will get to the bottom of the “Fuel and Flare” issue. It appears that RD/ST&T -
are the only companics reducing theit proved reserves by approximarely 3% to reflect own use and .

MGDWYV, 28/08/2003 - *
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Note for Infofmiatishi

Group Audit Comminee Bricfing on Reserves Accounting Gmdclmes and
Proc:durcs

This pote summarizes (1) EP’s response to the reserves accounting recommendations in
the Group Reserves Auditor’s 2002 report, and (2) changes that have been made to the
reserves accounting guidelines. In addition it (3) deseribes the status of correspondence
with the Securiies and Exchange Commission (SEC) on marters relating to proved
reserves disclosures and (4) discusses areas of potential concern over Shell’s (and,
geaerally, industry's) interpretation of the SEC regulations.

The Sarbanes-Oxley Act of 2002 provides for an increased level of corporate
accountability for compliance with the applicable disclosure regulations of the SEC." In
response to this, it is dpproprate that intemal procedires covezing all aspects of the
. Group’s financial disclosurés are reviewed and that measures are in place for ensuring
continued comphmce in-future. Items (1) and in partcular (2) of this Note describe
measures that have been introduced in relation to proved reserves disclosures. They
enhance the level of corpomtc control of the reserves accounting process, providing
further assurance to EP and Group mnmgcment of compliance with the applicable
regulations. As such, they are designed to zmpmve the transparency and consistency of
the Group’s external disclosures and to ensure that ptoccdux:s are in place to rcgulaxly
review compliance in furure. -

" An overview of the current cotporatc comxols on proved reserves accounting can be
found in Atachment 1. S '

L Group Reserves Auditor’s 2002 Report -

In his review of the Group's proved reserves at 31 December 2002, the Group

-Reserves Anditor made eight recommendations for the improvement of reserves .
accounting pguidelines and procedures. All eight recommendations have been
accepted by the EP Executive and have been nnp]cmcmcd. Please refer 1o
Antachment 2 for detail, the main pomts of which h may be summarized as follows:

* Reserves bookings for major projects will be lmked to Final Investment Decision
(FID} or other public demonstration of commitment to proceed with the project.
In addition the guideliries have been revised to require that, as a tinimum, gas
reserves that rely on the creation of access to market (e.g- LNG) must be
underpinned by binding Heads of Agreement for sales contracts.

* . Regional reserves chaﬂmge sessions will be introduced, starting in 2003, with the
. objective of endorsing or otherwise challenging material provcd reserves changes
that are proposed by the Asset Holdcrs
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2. Petroleum Resource Volume Guidelines and Administration Procedure

The internal guidelines for proved reserves reporting are reviewed annually to ensure
continuing complisnce with the SEC seguladons. In the 2003 edition (EP 2003-1100,
' cm:rcntly in d.raﬁmg) the followmg key revisions have been made:

] Major pro;ecm mggcx for reserves bookmgs see (1) above.
* Gas sales contracts: see also (1) above.

*  “New contracts”: the criteria for booking reserves in relanon 10 new contract

' structures (i.e. those that are pot waditional tax / royalty licences or Production

. Sharing Contracts) have been clarified. The change will bring the guidelines into,

line with acrual practice as documented in the 1996 Group Audxt Review of
reserves d;sclosu.res for Venezuela and Oman GISCO '

* No changes to the guxdehncs have been made in relation to matters that are
currently the subject of com:spondence with thc SEC (plusc refer to (3) below).

The full inventory of documents that desctibe and / ot contro] procedurcs for proved
reserves estimation and disclosure is as fol]ows

EP 2003-1100  “Petroleum Resource . ‘Volume ' Guidelines: Resource
‘ Classification and Value Realisation”: updated mnually 2003
edition in draft for publication in Sepl:cmbe.r

This describes the petroleum resource volume classification system and
the rules and guidelines that are to be followed in the csnmanon of all
such volumu, including proved reserves.

EP 2003-1101 - “Petroleum - resource volumes ‘submission requirements for
internal and external reporting”: updated annually: 2003 edition
in draft fot publication in Octobex )
This descobes the manner and format in which petroleum resource
volumes, and 'in particular changes 1o said volumes, are ‘to be repom:d
annually by all Asset Holdess. :

EP2003-1002  “Guide for the Administration of Proved ‘Reserves and
Production for External Disclosuse”: updatcd when required:

~ 2003 edition jssued in July 2003.

This deseribes the controls that are in place to assure the accuracy of the
external proved reserves disclosures md their compliance with SEC rulcs

- EP 2003-1102 is an update to0 a'sitnilar document that was ﬁrst pubhshcd in 1986 and,

“which was revised in 1996. The key change that has been incorporated in the 2003
update i the introduction of 2 “Reserves Committee” to provide further assurance on
the quality and integrity of the- Group s extetnal proved reserves disclosures.
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The Reserves Commirtee consists of the following permanent members:

* EP Chief Financial Offices (EPF)

* EP Corporate Support Ditector (EPS)

* . EP Director Shell Technology (EPT).

* EP Hydrocarbon Resource Coordinator (EPS-P)
¢ SI Depury Group Controller (FCG)

Is addition, the Group Reserves Auditor attends the Rescrvcs Commmcc in an
advisory role.

" The Reserves Committee rcports to the EP Chief Executive Officer and the othcr
members of the EP Executive on all procedural marters concerning the disclosure of
proved reserves. In this context, its duties inelude, but are not limited to: '

*» To undmtand, challenge and nlumate.ly to authogize on behalf of the EP Chxef
Executive Officer the proved reserves figures that are disclosed cxtemnlly,
together with any r.xplamﬂon thereof that is to be published.

* At least annuzl]y, to review mte.mal procedutes (as' descabed in EP 2003-1102)
~ and the Perroleun Resource Volume Guidelines (EP 2003-1100) with 2 view to
‘ dctcmumng the need for revision and to direct such revisiops where necessary..

* To coordmate :eh:vam correspondence with the United States Securities and '
Exchange Commission onibehalf of the Group Controller.

* To mamta.m ati interface wnh the extcxna] Gxoup Auchtoxs '

* To momtcr acton taken by Reg:ons/As.set Holders or by the EP organization as
a whole in response to G:bup Réserves Auditor recommendations and to inform e s
the external Group Audxtors accoxdmgly

B i S ST SR,

® To assist in the resolution  of dmgreemcnts between authorizers of proved
reserves at different levels in the EP orgamznnon

Purdxe:more, EP 20031102 prov:dcs for the inwroduction of annual regional reserves
challenges sessions, in which 'the materal proposed cha.ngcs to proved reserves
volumes will be reviewed in advmce of ycar-end for compliance with the Group’
gmdclmcs : '
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3. SEC Enquiry

In October 2002, the SEC began an enquiry ifitc ptactices surrounding the disclosure
~of proved reserves in the Gulf of Mexico. The enquiry was conducted through
comrespondence with individual comipanies and it appears to have encompassed
virtually all companies owning subsurface assets in the Gulf of Mexico. The initial
- focus was on the booking of pmvedl reserves in the absence of a producton flow test, |

Correspondence is still ongoing and, in :: total of tl’our rounds to date, the SEC has
broadened the scope of its enquiry beyond the Gulf of Mexico and has introduced
‘several additional areas of focus. The four most important issues are:

(2) Production Flow Test .
 The initial focus of the enquiry was on the following SEC rule:
“Reserwoirs are considered proved if economic p_mducfbib’y i .rappbmd by either acual production or
conclusive formation teit, " ' : ' '
The SEC indicated its view that a full production flow test is requixcd in order to roeet
. the “conclusive formation test” criterion. It is understood that the overwhelming
' response from the industry (including Shell) was to seject this interpreration, citing the
fact that core, log, ‘pressure and fluid sample data, properly calibrated with teference
. to analogue reservoirs, has been viewed widely as meeting the “conclusive formaton
test” criterion for many years now. The SEC appears to have partially accepted this
view: in a trecent web bulletin it icknowledgcd the use of analogue data, although
commenting that the analogue reservoir must be within the same field, This is sall &
more strict interpretation than is applied in the industry, where reference is commonly
-.ade to similar reservoirs in other nearby fields,

(b) Tﬁ.ggcr for proved resexves booking

The SEC requested comments on its views concerning the type of criteda that it
expects to see in relation to demonstation of commitment (“reasonable certainty”) to
.proceed with a development project. These criteria included:

“the approved application for the serting of 2 plarform...", and

for reserves that would be developed by sub-sea tie back: “evideace of flow hine construction or
- platform modification...” - o ' } ]
In a previous round of correspondence Shell had already advised the SEC, in broad
(tetms, of the crteda that are used internally for establishing the existence of
“reasonable cerrainty” that a development will proceed. These criteria, which are
understood to be broadly comparable with those adopted by other companies in the
industry, are substantially less stringent than the SEC appesrs to require. Shell
responded to the SEC with the view that “such o strict interpresation would £ substantially
beyond the inient of the proved reserves definitions regarding ‘reasonable artainty”. To date no
further comment on this issue has been received from the SEC.
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(c) Reserves entitlements for Production Sbaﬁhg Contracis (PSCs)

The SEC expressed its view that FAS 19! tequires reserves entitlement for PSCs to be
disclosed separately (i.¢. as a separate line item) from other reserves. After review of
FAS 19, supported by reference to external legal counsel (Cravath, Swain and Moore),
Shell’s Jong-standing view was confirmed: FAS 19 does not provide any xequuemcnrs
for the separate disclosure of reserves that would extend to include PSCs. This view
was communicated to the SEC, with no résponse yct having been recmvcd

Informal discussion with industry colleagues suggtsts that (1) the SEC did not
communicate its views to all companies that have PSCs in their portfolios (raising the
unfortunate’ possibility that the SEC’s views are being communicated selectively and
10t universally to the industry) and (2) Shell’s interpretation of FAS 19 appears 1o be
~shaged by at least two major competitors. In addition to the latter point, it is observed
that none of Shell’s major competitors discloses PSC reserves separately.

(d) Lowest Known Hydrocarbon (LKH)

Rccendy‘ the SEC has indicated to Shell its view that the Lowest Known Hydrocarbon
" (LKH) as defined by drilling (and logging) must constrain the part of any reservoir ‘
- for which proved reserves are booked. This view scems to run against the original
FASB definition, which stipulates the above condition only “ini the. absence of
information on fluid contacts”, Hence it runs contrary to Shell’s (and the industry’s) '
established practice of interpreting “infonnation on fluid contacts” to include indirect
observations such a5 pressure-depth cross plots and, in some cases, 3D smsmxc dam

I the SEC were to insist on the adoption of its revised j interpretation, an cxposu.rc of
some 300 min boe in Shell's 2002 _proved reserves disclosure would be created,
equating to approxxmatc.ly 1.5% of Shell’s total proved reserves. This exposure would
erode over time as further drilling md production pcrfox:mnnce informaton is -
gathered on the subject reservoirs. ’

As with the PSC issue (see (c) above), ‘it appears that the SEC’s views on this marter
have been communicated selectively and not universally to all regiswants. It is
understood that the SEC has advised at least one major competitor that it has
concluded its correspondence with them and that the LKH issue was not raised
 during the course of its concspondcncc with that company. It is also known that
while correspondence continues with another, this issue has not yet been raised with
them. In both cases it is understood that the companies would share Shell's
reservations concc.mmg the SEC’s mtc.rpretzhon

-~

‘Shell has challenged the SEC’s interpretation of the LKH criterion, on the grounds
that it is not in line with either (1) the spiat or intent of the SEC rules, (2) the views of
the SEC’s own staff members, as publisbed previously or (3) long-standing,
established iudustry practice. Recemly Shell saff visited the SEC offices in

' United States Financial Accounting Standards Boaxd (FASB), Smemam of Finanaa) Accounung
Sundards number 19 (FAS 19)
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o

considerable interest in Shell's views (for the purpose of leamning, not enforcement)

Washington DC with the objective of reinforcing these points. The SEC expressed I W US"O
but did not conccde any ground on the interpretaton of jts rules.

As follow-up, Shell is preparing to contribute to an industry-wide challenge of the
" SEC's interpretation through such means as consultation berween the SEC and the
+ Society of Petroleum Engincers’ (SPE) Reserves Committee (on which Shell has one
-member) and through 2 workshop betwéen the SEC and industry that is organized in

- October each year by the Society of Petroleum Evaluation Engineers (SPEE).

4. Possible areas of ﬁon-compliancc with SEC regulations

' On several key points the SEC regulations on proved reserves are vague or are not
-explicit, leaving room for interpretation and a consequent risk that some practices
right be deemed to be against the spirit und intent of the regulations if subjected to .

. external scrutiny. The problem of interpretation is not unique to Shell ~ it is clear that
many registrants expeience similar problems in determining (1) whether « oght to
disclose reserves exists, undet certain circumstances, and (2) the basis upon which
reserves should be estimated.  Evidence for this comes from the many interpretive
responses that have been provided to industry questions by the SEC suff and fxom

+ discussions at the SPEE workshoPs (see (3) abovc) :

The main areas of potental concern at p:cscnt are summanzed below, with the
current potential réserves e:.posu.tes being listed in Attachment 3:

* Trigger for booking rescrves:
" See 3(b) above. ‘The move towards booking reserves for major projects at FID
should bring Shell into line with industry practce, although some exposure will -
remain pcndmg FID on pto;ccts for which reserves have already been booked

s Definition of the “proved area™;
The extent to which the reservoit has been “proved up” away from well control
- Is.subject to interpreration outside the United States or in any siruation where the .
* concept of a “legal well spacing” does not apply. Shell’s practices aze believed to
be broadly consistent with the rest of industy. See also 3(d) above.

s Production Sharing Coantract (PSC) entitlement:
Sbell reports reserves oo the basis of economic cnttlement, 2s opbosed to
working interest share, in line with industry practice and SEC preference.
However, Shell uses its intemal oil and gas reference prices in this caleulation,
ratber than the year-end price preferred by the SEC. At least one major
competitor is known to take a similar approach. This practice could be deemed
to overstate reserves at times of high actual oil price, but the effects are offset by
a comesponding understatement of reserves in tax/royalty concessions,
Furthermore, unlike some competitors, Shell does not currendy include reserves
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in some PSCs in xelauon 10 tax that is paid on its be.ha]f by the Nnnom] Ol

Company. :

* Non-wraditional contracts: : .
Over the last few yeirs Shell has taken interests in novel contract structures for
which the SEC regulations provide little, if any, direct guidance on how reserves
entitlements should be treated. In the interests of informing the investor in 2
meaningful way, honouring the spict and intent of the SEC regulations, reserves
are caleulated and disclosed malogbus to the economic eatilement method that
is used for PSCs. Competitors are understood to adopt similar approaches.

'»  Royaltes;
Outside the US, the SEC :cgu.lmons pe:xmt net production (and reserves) to be
disclosed inclusive of royalty “if more approprate” than exclusive of royalty.
“This is interpreted to miean that royalty taken in kind must be excluded, but
royalty taken in cash may be included. Practice is believed to be aligned with
compemors, but 00 hard details of competitor practices in gcnenl are available.

. Post-hccnce entitlements: i

Shell discloses reserves beyond the cument term of licences and concessions
when (1) an agreement for extension or renewal is in place or (2) the :eguhtory
authonities have 2 track record of granting renewals or extensions “as a matter of
course” (the latter condition being supported by SEC gmdmcc) In some cases.
consideration may be given to recognizing post-licence reserves when the
licensee has a legally enforceable right to extension. or renewal. The recent
problems experiented by BP in booking teserves in Russia may relate to a lack of
“reasonable certainty” cohceming licence éittcnsion, and the situation for Shell’s
intended teserves disclosuires in Russia is currently under review.

Mhich, if not all, of the potexitial cicpogurc arising from interpretation of the factors
listed above is offset by Shell’s pmctii:e of not disclosing reserves in relation to’ gas
production that is consumed on site as fuel or (incidental) flaring and venting. Shell’s
approich seems to have been based on interpretation of the original SEC regulations,
introduced in Accounnng Series Release number 257, dated December 1978. This
- stipulated’ the requirement to disclose (1) proved reserves and (2) production “as
" s0ld”. Shell took the view that the “as 'sold” condition applies both to the production
and reserves figures (the latter being the sum of the former for future years). In fact
. these two issues seem to be viewed separately by the SEC, and it is expected that
reserves are disclosed “as produced”, whereas production “as sold” must be disclo;cd
in addition for compadson. A review of compedtor practces indicates that most
include fuel and (possibly) at least some flare gas in their reserves disclosures (with the
notable possible exception of BP), and a further review is in progress to examine the
 irdplications of changing Shell’s reporting pmcuc:

Lomy
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Technical Management

EP Hydrocasbon Resoucce
Coordinator

Group Reserves Aunditor

Reserves Conuninu_:
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Reserves Accounting: Overview

" An overview of respoasibilities for controlling the antiual proved reserves disclosures is
presented below, in approiumately the correct chxonologxcal sequence:

Prepare estimates based on Group Guidelines (EP 2003-1100).

© Assists asset teams in preparing estimates and collates: information for

submission to EP Hydrocarbon Resource Coordinator

Senior tethnical experts in Region verify complance of annual pmved
.remvcs changes with Group Giudehn:t ‘

Autherize esnmates 2 havmg bccn prepucd in :omplnncc \mh Gtoup
Guidelines.

" Collares information submitted by chiunl / Assct Holders, t:hnﬁes and

challenges where necessary, prepares information in comect format for )
r.xtcmnl disclosure.

In conjunction  with Gmup"Extemgl Anditors, . reviews  information

submitted by Regions / Asset Holders, cladifies and challenges where
ecessary, vedfies comrect transcription of information for external
disclosuze by EP Hydmcubon Resource Coordinator.

Reviews information to be c:temauy disclosed, clarifies and c.haﬂeng::
where necessary, and ultmately endorses (EPF and EPS, who also provide »
Letter of: Comfon to the- Group Extermal Auditors certifying that the
disclosures comply with the applicable SEC regulations)..

In support of this annual process ate the followmg additional control :md review

responsibilities:

Group Reserves Auditor

Reszrves Committee

EP Hydmc-ubon Resource

Coordinator

" Asser Holder / Regional

Technical Management

Asset Holder / Regional

Reserves Focal Points

The ﬂnancial aspects

Pegiodic audirs of Asset Holder reserves ncto\mung pmcedu:es, vesifying
that same are compliant with Group Guidelines., :

Annual review of Group Gmdeh.nes for continuing compliance with SEC
tegulations and FASB disclosure requirements, taking into accownt (any)
new SEC guidance, Group Reserves Auditor rccornmmdanom md isgues

. atising from recent disclosures.

. Updates Group Guidelines whese and when necessary in aceordance with

Reserves Committee direction, Disserninates same o' Asset Holders.

.Ensures that procedures in place loeally for proved reserves estimation are
in accordance with Group Guidelines.

Disseminate. Group Guidelines locally, support management in assuring that
appropiate procedures are in place, support asset teams in prepanagon of

proved resérves estimates.

of external reserves disclosures (notably the agreement of

production figures with disclosed sales volumes and the information used in preparing
the Standardized Measure of Discounted Cash Flow) are sub)cct to sirnilar approvals by
Asset Holder / Region Finance Mamgemem.
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Reserves; 2002 Group Reserves Auditor Report

This note summarizes the actions that have been taken or that are planned in response to
the reserves accounting recommendations made by the Group Reserves Auditor in his
report on the Group’s proved reserves disclosures as at the end of 2002.

In summary, all' the récouuncndations of the Group Reserves Auditor have been
accepted and action has been uken. The specific recommendations aze reproduced
‘below, with action summarized in each case. '

1. Maintain the present mgtlamr n.;gardmg the mnlzmud bookmg qf Proved reserves volumes with poor.
Justification, as highlighted in [the Group Reserves Auditor’s] report . and re-consider the booking of
t/)m volumes as appmpnale

Action: The procedure for administesing proved reserves information for external
«disclosure has been updated and is documented in report EP 2003-1102: “Guide for
the Administration of Excternal Disclosure of Proved Reserves and Production” in Line with
changes to the EP Proved Reserves Management procedure that were introduced in
2002 (the previous update was made in 1996). . The principal revision has been to
establish a Reserves Committee which will report to the EP Executive. It will
oversee the integrity of all aspects of the extemal proved reserves disclosures and
the procedures by which they are adrmmstcred

ngﬂmce and the mtcgnry of reserves bookmgs will be maintained and furthcr
improved by the establishment of the Reserves Committee and by acdons taken -
with respect to other recommendations (e.g. 2 and 4 below). The EP Hydrocarbon
Resource Co-ordinator (“HRC™) will continue to rnaintain a Potental Reserves
Exposure Catalogue, first compiled in 2002, snd bring this forward for consideration
by the Reserves Corrmuttec at least thcc pcx year (in Ju)y and Octobcr)

2. Consider a further tightening of éonditions under which Jirst-time kooking of major project reserves
can be allowed by Group reserves guidelines.  The prime condition should be a clear pubke
commitment by the Group thar development will be undertaken. This eould be FID, but alto a
Declaration’ of Commerciality if the latter is sufficiently binding. '

. Action: The recommendation is accepted. The puidelines for the estimation and
reporting of proved reserves are updated mnually The 2003 editon (EP 2003-
1100: “Petrolenm Resourse Volume Guidelines: Resosree Classification and Value Realisation™)
is currendy being drafted for publication in September 2003. It will include a
modification of -the ¢riteda for booking reserves for all major projects (not only
"ﬁ:st-nmc bookmgs”) in line with this recommcndaucm
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3. Maintain and, if necessary, increase EP ExCam'.r attention to the prestrvation of the integrity of
. QU reserves bookings in IIJ: ﬁgbt of the palmlml threat mmmtmg from reserves addition targets in
Score cardy,

Action: The potential threat from scorecard targets is well understood and was
taken ‘into account when changes to the EP Proved Reserves Management.
procedure were considered in 2002. As well as the vigilance of the EP Hydrocarbon
Resource Coordination function and the attention of EP Exécutive members to the
figures disclosed, further controls have been introduced througb the introduction of
regional reserves challenge séssions (see (4) below) and through the establishment of
a Reserves Committee (see (1) above). The Reserves Commintee includes three EP
Executive members and it has the duty to authorize the proved reserves figures for
external disclosure and to assist in the resolution of disputes within the EP
organizaton conceming proved reserves estmates, Disputes related to score card :
items would fall into the lnttc: category Please refer to EP 2003-1102 for f\.u'l:hc.r
mfonmuon :

4, Cormd:r a tightening of the controf on reserves changes by intro:;'lydng regional veserves audit teams

* which are to carry out annwal reserves audits with QUs and -which bau the po:.wr lo approve / :
: dua/!aw QU proposed reserves changes.

Action: chibnal reserves challenge sessions are to be introduced cotmncncing in
2003. They will take place in September or October each year, this timing being
selected on the basis that it is sufficiently late in ‘the year to allow a meaningful
consideration of the proved reserves changes for the year, whilst being eatly enough
to allow such consideration to take place in advance of discussions with partness, co-

_ venturess and host government representatives. .

The challenge session in each region will be attended by senior technical
- professionals drawn from the region. They will review material proposed changes
for compliance with the Petroleum Resource Volume Guidelines and, hence, with
the SEC rules. In principle, each session will be attended cither by the EP
Hydrocarbon Rcsouxc_c' Coordinator or the Group Reserves Auditor and by a
representative’ of another region (to promote the adopdon of common standards
globally). The sessions will ensure an appropuiate level of peer review of the
‘proposed changes. This may result in the proposed changes being withdrawn,
deferred, modified, considered sound or referred to EP management for’
determination. The outcome of the sessions, including recommendations and any
matters requiring consideradon by EP management, will be reviewed subsequenly
by the Reserves Committee (see (1) above). ‘ :

For 2003, whilst the EP organization is sdll in 2 wansition phase, it is possible that
* ¢hallenge sessions' will be beld in only three of the five regions (EPE, EPA and-
EPW), with the other two commencing in 2004 (EPM and EPG).
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- 5. Recvaluate the offt of using PSV/ oil prices instead of end.year ail prices on PSC and otber
© reserves bookings af regular (bi- or Ini-yearsy) intervals,

Comment: T'hxs recorbmendation stems from the SEC requirement that proved
reserves be evaluated with refecence to conditions applicable as at the date of the
estimate, i.e. 31 December each year. This includes product prices. In fact provcd
_xeserves are calculated using l:he prevailing Group refercnce price.

For PSCs, resesves entitlement is inversely propomoml to ol and gas pnce, whilstin
tax/royalty licences there is a positive (or neutral) correlation. Consequently the
_effects of changes in oil and pas price on rescrves for these rwo types of conmact
oppose each other, tending to Limit the degree to which EP’s total proved reserves
bgure is' dependent on product price. That being the case, it is convenient to

" evaluate proved reserves at a single set of reference pzicc conditions that can be
linked readily to assumptions that ate made for the purpose of business planning.
Indeed, it is viewed as highly desirable to maintain such a link, sinee the use of wo
different price assumptions, and heace two different "pmvcd reserves” estimates,
could lead to confusion and hence erosion of the integrity of the external proved

reserves disclosures. There' are also logiética] reasons related to the process of .
estimating reserves which make it highly desirable (and even necessary) to determine
reference oil and gas prices well in advance of the end of the yeat. ‘

"For PSCs the difference between resetves cntitlement at the reference prce -
co:npucd with the yeu-end price is coilected evcry year ‘as pm of the reserves
- reporting exercise. -

Capturing reliable and cbrr:np:e}icnsivc data on the con35ponaing effects for
mx/royahy licences is ssgmﬁcamly more dafﬁcu.lt and tme-consuming. It was last
artempred in 2000, and it"1s "planned “to” Tepeat the exercise in 2003, Tr-annual
frequency appears to stike 2 good balance between the effort expended and the
need to periodically check that the two effects on teserves are broadly equal and

: oppos:tc ' -

Only in the event that 2 material d.iécrepmcy arises berween the total reserves
bookable according to the rcfcrcnce pncc assumption, compared with acrual year-
end pricing, would a change to tbc current repomng practice be consxdered

Action: The recomirnendation will be nnplcmemed at three-yearly intervals, the next
to occur when the 31.12.2003 teserves estimates are filed by the Asset Holders.
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- 6. "Eniure that OUs, in particular PDO and SPDC, prepare proper composite production ﬁrm.rr.r
(builr kp from reakistic individual field forecasts, both med and Expeciation) demonstrating the
rasonable certainty thél Pmud reserves can be pma'.md wathin current licence durations. The
‘annal forecast rates should not exceed those presented as the Base Plan in the latest Business Plan,

Action: This marter is being addressed with the companies mentioned, both of
which will be subjected to audit by the Group Reserves Auditor. in 2003. The 2003
edition of the Petroleum’ Resource Volume Guidelines (EP 2003- 1100) will stress .
. this point.

7. Challenge OUs with regard. ‘o their submissions qf estimates of amounts br which med restrves
Jboul'd fise if there were no Itmm dnralxan eonsiraints.

Commem: Extexm.l disclosures of proved reserves must respect the constraints
:.tnposcd by Licence durations and therefore the estimates of “post-licence” reserves
do not influence Shell’s external disclosures. Nevertheless, this inforimation is of use

-~ not only for determining the reward associated with licence extension or renewal, .
but also in judging the teasonableness of the overall proved reserves esimate in
relation to the expectation reserves estimate. In the 31,12.2002 reserves submission, .
several OUs reflected substantial changes to their estimates of post-licence reserves
compared with the prcvmus year, pxompung this comment from the Group
Reserves Auditor.

Action: This matter has been addressed with the OUs concerned and, with relagively
minor exceptons, the estimates repistered.at 31.12.2002 have been confirmed as
comectly reflecting the QUs' cutrent views. The 2003 edition of the Petroleum -
Resource Volume Guidelines (EP 2003-1100) will stress the importance of ensuring
accuracy in this mfonmuon and wn.l] clanfy thc mt.cnnon bch.md capturing the data.’

RER PRI

8. Include guidelines with mpe:l {o appropriate methods q/’ proved and Expedatmn Jorecasting in the
next edition of the Group reserves guidelines.

Action: The 2003 edition of the Petroleum Resource Volumc Gmdchnes (EP 2003~
* 1100) will include appropraté g\ndmce '
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Appendix C: Potential Reserves Exposure Catalogue (July 2003)

Asser (Year booked) Bloved Exp'n | Commihl
Aunnlia Gorgon 557 785 | Booked in 1997 in snticipation of imminent FID,
1997 . bsequendy deferted indefinitely by the downmum in

Asian economies and the comsequemt reducton in
»| demand for LNG, It is inevitable that a resource of this
magnitude will be developed evennually.

Norway Otmen Lange ] e Reserves were partially booked shead of VAR and FID,
(1999, 2000) ‘ g : ' { whilst it appears duat there are issues that could prevent it

proceeding,  De-booking will be considered only when
and if it becomes clear that development definitcly will
not proceed, FID is planned in Q4 2003.

ltaly Tempa Rossa 25 M Phase 1 reserves were retained ar 31122002 on the |

i : | assumption that the project will reach FID imminendy.
If FID is hot cenain to be aken by end 2004, reserves
should be debooked at 3.122003. Discussions sre
angoing with the Jtalian suthoritics and it is curventy
“viewed as “cerfain” that FID will occur in 2004.

(acquired 2002, Enterprise)

Netherlands, Waddenzee % | W Go forced tum - on - Waddenzee
| (Vasious) : - drilling, due o environmental concems, could ulimately
- | prevent development from praceeding. NAM field codes
| MGT, NES, LWO, VHZ (VHN?)
- Brunei legacy ‘ 0 .30 | Histonical reserves bookings that can no longer be

supparved are inventorized and sctively managed. It is

(Vasious) - ; . . .
. expected that the remaining balance will be reduced o
' 2e50 by end-2004, in consultation with national regulatory
. suthoritics. ’
.Pmding'. SEC Enquiry 2300 0 ° | Esposure if SEC interpretation of Lowest Known
. ) Hydrocarbon (LKH) is used,
Towal. .. . ... 1037 |- w712 . )
Shell reserves, 31.12.2002 19347 32548 Excluding Athabasca Oil Sands Project (AQSP)

_ Expectation Reserves include post-licence volumnes,
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In additon, the following threats are pn:swted by ongoing production constraints or by tightening of the
SEC rules (or Shell's mt:rprcuﬁob thereol) . '

bR
Asset . Proved Exp'n Comment
| min boe min boe

Production constraints:

Oman PDO | up 10 450 ' Up 10 half of PDQ's within licence proved reserves of
*| 907 min boe relies on delivery of major new development
projects to combat decline of production from existing
aspets. Securing nights to post-2012 production would
allevisic any potential exposure, ,

Aby Dhabi | up 1o 117 OPEC quou constrmint. Exposure calcuiation is based
e on the assumption that acrual 2002 producton rate will
continue thloughoul the rem.-unm.g lifetime of the kicence

(10 2014). . ; . ' '
| T | T 1 md (* fal M y
Nigeria SPDC | . ca220 Polcnm.lly exposcd due 10 lack of audit wail and / or
ion of ity: plan in place to address
prior to rece ement of new reserves
bookmgs, perhaps in 2005.

PSC entitlement: Exposure crested bv the vse of Reference Price (316/bbl) insiead of yeas-end price ($28.66/bbl).
Any exposure would be offset pamially by ap increase in reserves at higher oil price due 10 extension of the economic
Gifetime of fields in ux/mvalry concessions. Inclusion of tax paid on behalf of Shell by NOCs would also help to offser
any exposure.

Oman Gisco |~ 98 °
Iran 48 . : I
Malaysia 4
Russia (Sakhalin Holding) 2
" Syria 2
Nigeria (SNEPCO) 3|
: © Egypt 17
Kazakhstan 10
s " Philippines |~
Bangiadesh 2

" Towl, PSC | 296

| “Novel Conuaci™ for information only: nu potendal exposure, although there may be 2 requirement in furure to
disclose separately and / or clarify the bookmgs in extemal disclosures. '

* Venezud Risk OsA| 358
Oman G15CO 186 186 . ' . !
Inn buy-back | 97 9 : ) ‘

Brazil Merluza QOSA 28 - 28"

Total, Novel Contracts 533 669

Expectation Reserves include post-licence volurnes.
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From:
Sent: /

To: (
Subject:

Phi,

Reference our discussion

The issue of LKH is not just a US issue (perhaps you were \

Van De Vyver, Walter Si- MGDWY \
09 November 2003 11:17

Walls, Philip B SI-MGDPW
FW: LKH

reserves on monday 3/11.plegse find allached the summary on LKH.
plying something there?).
ur reserves issues and N

1 am becoming sick andﬁlred about lying about the extent o
the downward revisions that need 1o be dore because of farfloo aggressive/optimistic booklngs

in the past ,aside from tF

Regards,
Waller

embarrassment of having booked reserves prematurely.

..... Original Message——

From: Bell, John J SIEP-EPS
Sent: 06 November 2003 11:20
‘To: Van De Vijver, Walter SI-MGDWV
ce Pay, John JR SIEP-EPS-P; Coopmian, Frank F SIEP-EPF
Subject: LKH
& ]

LKH Slide.ppt

(Compressed)
Walter,

You asked for details of our exposure to the LKH issue. The attached is from John Pay. Happy to discuss further if
needed.

John will join the EPLF tomorrow to help facilitate the discussion on the acceleration of reserves bbokings. He will sil
in the GRoup with the RTDs and EPT to assist in assessing ideas and providing data.

John.
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Unknown
From: : Coopman, Frank F SIEP-EPF
Sent: : 24 November 2003 06:50
To; Lau, David DNP SIEP-EPF-CT
Cc: ) . Bouchla, Souli C SIEP-EPS-D
Subject: : FW: 2003 RRR Review
imponance: High . .
We need a telcon today..........(you , me)

—-—0riginal Message— : )
‘From:’ Van De Vijver, Walter SI-MGDWV

Sent: 23 November 2003 15:50

B : Pay, John JR SIEP-EPS-P .
Ce: Bell, John ) SIEP-EPS; Coopman, Frank F SIEP-EPF
Subject: RE: 2003 RRR Review .
Importance: - High
John,

I want to have a proper EP view before Conference (3/12/03) how we should manage reserves going forward,
| would prefer to re-state our 1/1/03 reserves and de-book all-reraining legacies to allow for a clean start
as of 1/1/03 with a healthy organic reserves replacement for 2003 and later years, better reflecting the true
health of our business. . : :
This would imply de-bookings on Oman,Nigeria plus perhaps some of the other items that are unlikely will be
finally matured in 04/05 (ie Waddenzee,Gorgon,...). S ) ) :

- This is a very sensitive issue particularly when we will look at the arguments for doing so:

- stricter SEC guidelines (but could this lead to a fall-out from the SEC?)
- linkage with our reputattion to be conservative? . _ : :
- are their sound technical arguments that would not make us look technical incompetent
and would not hamper the outlook for EP? C o .
| have asked Frank to work the disclosure/SEC issues, . :
| still find it amazing to compare the 99 and the 03 audit write-ups for Nigeria and for Oman.We better categorise the
differences - : L :
to have a logical explanation, . : :
! trust there are also exposures wrt previously recelved reserves bonus fees.

Regards,
Walter
~—QOriginal Message-—— -
From: Pay, John IR SIEP-EPS-P
Sent; . 17 November 2003 13:16 .
To: 'Van De Vijver, Walter SI-MGDWV . . : K E
Cc: -Bell, John ) SIEP-EPS; Coopman, Frank F SIEP-EPF; Darley, John ) SIEP-EPT; Percival, Tain IDR SIEP-EPT-OE-HL

-Subject:  RE: 2003 RRR Review
The latest reports are (PDO bn!y draft at this-stagé): Both "Unsatisfactory™
<< File: SPDCO3-Rept.doc (Compressed) >> << File: PDO03-Covnt.doc (Compressed) »>

The previous ones, both from 1999, are as follows: "Satisfactory” and "Good" respectively, although comments were
made in both cases about the (lack of) audit trail in support of the disclosed figures:

<< File: SPDCovnt.doc (Compréséec_!) »> << Filé: OmnCovnt.doc (Compressed) >>

The audits were conducted with reference to the 1998 and 2002 editions of the Petroleum Resource Volume
Guidelines. In 1998 the criteria for project technical and commercial maturity were somewhat more relaxed than
--:now. Whereas now reserves should in principle be post-FID (major projects) or at least post-VAR-3 (lesser projects),
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in 1998 the criteria were as indicated below. Key points that now are subject to much more stringent interpretation
are highlighted in red. The increased stringency stems both from SEC guidance and from the desire to ensure that

reserves bookings are lied more clossly to investment decisions. Furthermore, the 1998 guidelines continued to -
endorse the use of probabilistic (p85) proved reserves estimates. The emphasis is now on deterministic lechniques
which tend to yield lower estimates in immature fields, . :

1998: Technical and Commercial Maturity

valumes should be classified as SFR. SFR nceds an activity (e.g. exploration appraisal, field trial, gas market development, etc) .
to achieve technical maturity and commercial viability, Secondary technical and commercial distinc_tions {between proved and
unproved techniques SFR and between commercial and non-commetcial SFR) further identify resource volumes at various
stages in the life cycle. - ' ‘ B o

Project Basis . .

Technical and commercial maturity reflécts the status of rémaining uncertainties in the assessment of the optimal development
project and its associated recovery. A projéct is any proposed or notional modification of the wells, the production facilities
and/or the production policy, aimed at changing the company's sales product forecast, It can also be a modification of the
company’s share in a venture (purchase/ sales-in-place, unitisation, new terms). The genetic term 'project’ is also used to describe
a group of (sometimes alternative) projects, each with a certain chance of realisation, depending on the results of further data
gathering. In that case, the project NPV is feplaced by the Expected Monetary Value (or EMV, see Appendix 6).

. Technically Mature : S _
For a project to be technically mature, information on the resource volume, including its level of unccnaixity, is such that an
optimal project can be defined with an auditable praject de'velopmcnt plan, based on a resource and development scenario
description, with d:illing/cngineering cost estimates, a production fore¢ast and economics, T he plan may be notional or it may
be an analdgy of other projects based on similar resources. However, there shiould be a reasonahle expeciation that a firn
-development plan can be matured with time. Projects do not have to have a compleied development plan, '

Commercially Mature _ :

- A commercially mature project is commercially viable over a sufficiently large portion of the range of possible scenarios that

© reflect the remaining resqurcéf'uni:crt_ajnti;:s.- The definition of what constitutes, "a sufficiently latge portion" may vary from case
to case and could for example require the project NPV for the fow Teseivés scenario to be positive for appropriate commercisl
criteria. It is also likely to inclade an assessment of the capital exposure in case of project failure due to adverse resource
realisations. The selected range of sceparios should be documented and auditable. -

. A scenario is commercially viable if the NPV is expected to be positive under the applicable terms and conditions for the
acreage and for the current advised Group reference criteria for commerciality (Reférence 9). ‘

A project is economically viable if the expected NPV under the applicable terms and conditions for the acreage exceeds the
separately advised Group project screening criteria or if the Project has already been approved by sharcholders, Projects
generally have to -demonstmtc economic viability in order to obtain investment approval. Howevet, economis viability or formal
project approval is not réquired fora project to be congidered commercially mature. Reserves may be booked before project
approval is sought, ' L ' o B

. John Pay o
Group Hydrocarbon Resource Coordinator .
Shell Interational Exploration and Production B.V.
Shell Exploration & Production International Centre

Kessler Park 1, 2288 GS, .

" PO Box 60, 2280 AB, . s ~ ) . o .
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CONFIDENTIAL _
o o - . 2008 Rod ™
-\ From: Anton A. Barendregt Group Reserves Auditor, SIEP - EPF - GRA

14

/

To: Frank Coopman Chief Financial Officer, SIEP - EPF . \‘_‘
John Bell " Corporate Support Director, SIEP — EPS i

ol rporate Support Director, SIE _ CLA_Q. ?!’D\Qet

Managing Director, SPDC , ‘

NOTE — 30 Sept 2003

Chris Finlayson

Copy: Mark Comer Development Director, SPDC
Steve Ratcliffe Business Director, SPDC
Cees Uijlenhoed Finance Director, .SPDC
Petroleum Engineering Manager, SPDC
Head, Reservoir Engineering, SPDC
SIEP ~ EPS-P: Hans Bakker, John Pay ‘ _
Technical Director, Europe & Africa Region, SEPLI-EPG
" Finance Director, Europe & Africa Region, SEPI - ERG
. Ken Marnoch " Internal Auditor EP, SI-FSAR, The Hague
s Han van Delden Partner, KPMG Accountants NV (2x)
C J _ Brian Puffer PriceWaterhouseCoopers

Promise Egele
John Hoppe
{circulation)
Tom van Leenen
Martin ten Brink

'PROVED RESERVES PROCESS AUDIT - SPDC (NIGERIA), 18-19 Sept 2003

? | have audited the processes underlying the Proved Reserves submissions of SPDC for the year 2002 and the

‘ current measures undertaken by SPDC to introduce improvements in these processes. The reserves -
submissions present the SPDC contribution to the Group's externally reported Proved and Proved Developed
Reserves and associated changes as at 31 December 2002. ' ‘ ’ _ ’
Total Group share Proved Reserves booked by SPDC at the end of 2002 were 404 min m3 of OI+NGL and 85
bin sm3 of gas. This represents some 16% of total Group share Proved Reserves on an oil-equivalent basis.
Proved reserves replacement ratios for SPDC over 2002 were -6% for oi+NGL and -55% for gas. .

! The last previous SEC proved reserves. audit for SPDC was carried out in 1999. - This current audit is a partial
' audit of reserves reporting processes only (in The Hague), replacing a full audit, which has been deferred to 2004.
The audit took the form of presentations and detailed discussions about the reserves reporting process with a

small selection of SPDC staff. . ] _

. . The audit found that SPDC's portfolio of proved oil reserves estimates appears far less mature than during the
last (1999) reserves audil. One important reason for this is that the Group guidelines for Proved reserves have

~, been tightened considerably with respect to the need for properly defined FDPs and the passing of either VAR3 or
((,,-5 FID hurdles. It was also found that SPDC’s annhual proved oil reserves submissions during the years 1999-2002
" have been ‘managed’ as a total sum only, without taking heed.of the underlying individual field estimates. o

SPDC have realised these shortcomings and have taken steps to set up a full inventory of cil project forecasts
and reserves with the ultimate aim of obtaining complete consistency between the reserves data base, Capital
Allocation / Business Plan volumes and end-yéar reserves submissions, By-end this year it should be possible to

have a good overview of the maturity of the project portfolio, in terms of development hurdles passed or to be
passed, Under the present circumstances there can be no doubt that the portiolio of proved oil reserves per
1.1.2003 has been overstated due to insufficient maturity.in the underlying future projects. The precise correction
that will be needed per 1,1.2004 will depend on further evaluations to be undertaken by SPDC during the
remainder of 2003. ' : '
The audit finding is therefore that the présent status of SPDC's proved ol reserves is unsatisfactory. Efforls are
underway to address this situation. Proved gas reserves at 1.1.2003 appeared insufficiently founded on firm
contracts but this will now be correcied with the commitment 1o a fourth and a fifth LNG train. . :

W'must be realised that the scope for increasing SPDC proved oil reserves beyond p}esent. (inflated) levels is
probably limited. The reason is that many projects will not be required until the next decade. It seems tnlikely
that these projects will be matured. in the next few years (VAR3 or FID), which means that proved reserves for
these cannot yet be booked. :

. Asummary of the findings and observations is inciuded in Attachment 1.

B

Attachmments 1, 2, 3
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Attachment 1
PROVED RESERVES PROCESS AUDIT - SPDC, 18-19 Sept 2003

MAIN OBSERVATIONS

1. SPDC's portfolio of proved off reserves estimates appears far less mature than during the last (1999).
" reserves audit. The two main reasons for this are: ' : ’

- The Group guidelines for Proved reserves have been tightened considerably with respect to the need for
properly defined FDPs and the passing of either VAR3 or FID hurdles, - _
- SPDC's annual proved oil reserves submissions during the years 1999-2002 have been ‘managed’ largely
by keeping the sum of oil and condensate recoveries constant and by presenting declining reserves through .

subtraction of annual production only, without taking heed of the underlying individual field estimates,
The latter approach did also not take sufficient account of the fact that realised offtake rates during 1999-2002

remained wall below thase originally plan
future planned rates (up to a doubling of offtake over a period of some 5-7 years) proved unrealistic due to

investment level restrictions. With the perceived end-of-licence in 2019 this meant that considerable volumes
of proved reserves would be produced after that date and thus became unbookable. This was not reflected in

the reported estimates. ]
ntegrity of SPDC’s proved reserves submissions.

This approach would have amounted to a serious loss of i
e realisation by SPDC during 2002 that Nigerian law

However, the integrity loss was reduced significantly by th : 1
does provide for a right to extend production licences and that such extensions have been granted withoyt

any serious hindrances in the past. Thus, any shortfalls in current or future production levels would nolonger
have any effect on producible volumes within-licence, and therefore not on bookable proved reserves. :

However, the above does not.imply that all of SPDC's currently (1.1.2003) reported reserves are sound.

2. Todate, SPDC have maintained three separate sources of proved reserves estimates:
- The annual reserves submissions (‘managed’ separately, as described above),
- The ARPR reserves volumes da'ta_ base, built up from individual reservoir estimates, )
- The annual Capital Allocation / Business Plan (‘CA/BP’) submissions, which provide production forecasts

and proved and expectation reserves estimates for developed fields and future projects.
Consistency between these three sources has been incomplete at best

reserves submissions, i
Tecently been taken to bring the three in closer alignment,

istance by SIEP EPT-OE-VAS) has been to link the inventories éf

servoir data through a large combined spreadsheet. The
gineering field tedms, not from the ARFR, whose

3. The approach taken by SPDC (with ass
CA/BP project data with individual re
reservoir data was obtained directly trom the Petroleumn En
current volumes are seen as loss reliable in many cases.

“This Spreadsheet was enhanced by the addition of a set of criteria checks

technical maturity of each of the reservoirs plus the
estimates. These checks relate 8.0. to the appraisal status and general knowle

A number of the criteria checks coin
accordance with the most recent’ (2003) Reserves guidelines. These are

ty of 3D seismic (one of the spreadsheet criteria) is not strictly a necessary

ltis noted that the évailébili
likely that fields without modem seismic will have

condition for booking proved reserves. However, it Is un
Passed recent VAR2/3 reviews and/or FID.

The insertion of two additional criteria would be useful. There éhould be a check to indicate whether the .
proved volumes are conslstent with ‘known’ fiuid Jevels {from logs and/or pressures) as this is one of the key
requirements for proved reserves (‘proved area’). In addition, the inclusion of the intended year of start of

“PDCO3-Reptdoc o waoums
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development wouid allow a better assessment of the imminence (or otherwise) of the various development'
activities. The insertion of both criteria into the spreadsbeet is recommendaed. -

The incomplete alignment between CA/BP and individual field forecasts and plans implies that not all
fields and reservoirs carrying reserves arg taken up into the CA/BP, nor are all CA/BP forecasts tied into
specific fields. Both of these ‘orpharied’ forecasts and reserves are at present included into the spreadsheet.
itis possible that they may overlap to some extent and that their addition is not strictly valid. in any event,
both groups should be eliminated from the spreadsheet (and indeed from the CA/BP data). SPDC have
recognised this and are aiming towards full alignment between CA/BP and reserves data in the course of
2004. This is fully supported. :

There are some obvious redundancies in the spreadsheet’s criteria. This provides scope for automatic
checking for consistency of the various entries. Examples are; -

- Brown-field developments must have developed reserves / production in the same field,

- New field developments must have no developed reserves énd zero production,

- Productivity is always proven if cumulative production is >0, etc. _ )
Use should be made of these redundancies to enhance the quality and robustness of the spreadsheet entries.

To provide better insight into the maturity of SPDC’s proved oil reserves portiolio It is suggested that, following
completion and validation of all spreadsheet entries, a distinction Is made into seven categories of proved

oil reserves: _ ’
-A Proper proved developed reserves ‘ . . .
B Proved developed reserves in reservoirs without properly defined ‘proved areas’

C Proper proved undeveloped reserves

D Reservoirs / projects that are likely to pass VARS/FID in the next 2 years

E Reservoirs / projects that are likely to pass VARS/FID between 2 and 5 years from now, |

F Reservoirs / projects that are fikely to pass VARS/FID more than 5 years from now,

G Reservoirs / projects that fall into none of the above and hence are completely immature.

lt is possible that a slightly different set of reserves categories may be more descriptive of the portfolio’s
maturity spectrum. This should be discussed between SPDC and SIEP EPS-P when the spreadsheet data
set is complete (early Decemnber?). The proved (and expectation) oil reserves volumes for each of the
categories should be reported in a table format similar to that presented in the lower half of Attachment 2. i

With a few exceptions for the more mature fields, the proved reservoir and field reseives are largely based on
probabilistic volumetric estimates. Although the ratio between proved and expectation reserves should

show an increasing irend with fisld maturity (i.e. with the ratio between cumulative production and expectation
ultimate recovery), this trend is not apparent in the current field data, see Attachments 3;1-3.4. In particular it

is noted that:
- P/E ratios for developed oil reserves are generally lower than for undeveloped oil reserves (the reverse Is

expecled) and they do rarely show an increasing trend with field maturity, .
' - The P/E ratios for undeveloped gas reserves are ciose to 1 in many figlds, including some immature ones:

- this cannot give a proper reflection of remaining uncertainties. )
itis suggested that piots as presented in Att. 3 are used to verily the appropriateness of proved vs.
expectation estimates. ' :

During the presentations it was mentioned by SPDC that a large amount-of the reservoir/project proved oil
reserves showed voluimes beJow 2 MMstb per reservoir (100%). - Their combined volume was said to
amount to sorne 30-50%. of total proved oil reserves. The reason for this could not be made clear during the-
audit. SPDC should investigate whether this is due to inappropriate conservatism in the estimates, to genuine
end-of-life maturity (‘scraping the barref} or to the small size of the many (>3000) reservoirs. The subject .
should be addressed durl_ng the 2004 Proved Reserves Audit. B

SPDC’s gas reserves are in principle based on committed volumes to date. A gas strategy is in place.
Booked reserves volumes at 1.1.2003 included contracted volumes for NLNG trains 1-3 (all now operating), a
42 bin sm3 aflowance for the DomGas-East project and a small (notional) allowance of 4 bin sm3 for the
Waest Atrica Gas Pipelineg (all volumes Shell share). The latter two projects’ volumes have not been secured
by contract yet and are at this stage uncertain. These will be reduced / debooked per 1.1.2004. On the other
hand, volumes for NLNG trains 4 and 5 have now beén secured and these will allow an increase of. some 54
bin sm3 in proved reserves, while a modest commitment for the DomGas West project will atlow booking of
16 bin sm3 of gas. The netincrease by 1.1.2004 could be some-30 bin sm3 Shell share. The precise status
of contractual commitments for all these volumes was not discussed in detall during this audit-and this should

be addressed more fully during the 2004 audit.

As for further future gas reserves volume bookings, there is the potential problem that future NLLNG sales
may be more on a spotmarket basis rather than a firm long term gas sales contract. This brings the NLNG
marketing closer io that of a mature gas market, similar to land based.markets in the USA and Europe: '
Present reserves guidelines still require firm sales commitments for LNG gas reserves volumes,-although gas
volumes into existing (mature) gas markets can be booked without such commitments. iis suggested that

-
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the next {Sept 2003) guidelines should be revised in such a manner that ‘existing markets' are defined more .

precisely and may include mature LLING markets.

11. SPDC’s condensate reserves (associated with non-associated gas {(NAG) production, have been ‘managed"
in conjunction with the ofl reserves, i.e. their combined volume was made lo increase with the annual liquids
production, without a specific link to actual field volumes. This kept condensate/LNG reserves artificially low
and the link with actual field volumes should be re-established. SPDC condensate reserves should therefore
be based fully on foreseen (and committed) NAG fisld gas sales and should be administered fully separately

from the oif reserves.

~12. The Nigerian authorities are now vigorously pursuing a ‘flares out’ policy, to be reached by 2008. This
-‘means that Associated Gas Gathering (‘(AGG’) plans must be in place for each of the major processing
centres and their associated fields, and that implementation must be assured by 2008 belore the assoclated
(and hence reserves) can be accepted as proved. SPDC have rightly included this
criterion into thelr spreadsheet. Current improved modelling runs (and field 9as measurements) indicate that
‘GOR trends may rise more slowly than originally thought. In addition, there are continuing dslays in the on-
stream dates of new oll projects. Thera js said to be sufficient NAG capacity in initial years 1o take up the

shortfall. .
13. In summary, the way forward for SPDC’s oil, condensate and gas reserves booking per 1.1.2004 is

suggested to be as follows:
- Proved gas reserves can be booked as perplan, i.e. for NLNG trains 1-5 and appropriate, committed .

" volumes for domestic gas, : : .
- Proved condensate reserves should be evaluated in line with foreseen NAG sales and should be

SPDC’s evaluation of the maturity spectrum of their portfolio by early December, At the least, all volumes in
- category G (fully immature or undefined, see 6 above) and probably those in category F (Jong termn projects)

will need to be removed from the proved reserves portfolio.

14. A fundamental consideration is that the Reserves / Production ('R/P’) ratio for SPDC’s proved reserves
submission par 1.1.2003 is 11 years for developed reserves and 22 years for undeveloped reserves. Both
these ratios are considerably in excess of the Group average, which are 6 and 7 years respectively. To some !
extent this reflects the present constraints to SPDC’s current and future offtake rates, However, italso -
suggests that the scope for a further Increase in SPDC’s proved reserves s rather tenuous. Many of _ .
the presently foreseen developments are not required until well into the next decade, even at a favourable . )
Uupturn in offtake levels (an increase from 0.8 MMb/d to 1.4 MMb/d in 100% SPDC offtake levels is assumed .
by 2008). Also, some projects need to be delayed because they require ullage in presently fully utilised
facilities. This means that Investment decisions (VAR3/4's and FID's) for these projects are not iikely to be
taken in the near future and hence, that proved reserves for these activities cannot properly be booked at this

_ Recommendations , .
1. Verify and complete all entries in the SPDC reserves/ pfojects spreadsheet such that-a proper scan of the
maturity of the reserves portfolio can be made. :

2. Add(and complete) two additional maturity criteria to the spreadsheet:
* - Confirmation that proved reserves are consistent with *known’ fluid levels (logs and/or pressures)

- The intended year of start of development. - ) .
3. Use should be made of data redundancies to verify and enhance the quality and robustness of the
spreadsheét entries, " ’

4.  Theproved and expectation oil reserves volumes for each of the seven suggest}ad (or somewhat moditied)
reserves categories should be reported In a table format similar to that presented in the lower half of

Attachment 2, - ) _ :
5. SPDC condensate reserves should be based on foreseen (and committed) NAG field gas sales and should
be administered fully separately from the oil reserves.

8. Proved oil reserves per 1.1.2004 should-exciude ail volumes in category G {fully immature or undefined,
See 6 above) and probably those in category F (long term projects). This should be reviewed jointly with

SIEP EPS-P, -
7. Plots as presented in Att. 3 should be used to verify the appropriateness of proved vs. expectation
© estimates, : , _ i ;
' P .
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8. The 2004 audit should specifically look at:
- The status of the maturity of future projects in SPDC's portfoho and the eﬂecl that this wlll have on

bookable proved reserves, -
- The reason why small (<2 MMbl) reservoir reserves volumes occur in a large’ ma)orny of cases,

- The precise status of gas contractual sales commitments,
- The reasons for the low Proved/Expectation reserves ratios in many fields (Att 3).
These issues are already covered by the general Reserves Audit Terms of Reference, but in the case of
SPDC reserves they require pamcular attennon

9. The (Sept 2003) Group reserves guidelines should be revised in such a manner that exvstmg markets’ are
defined more precisely and may mclude mature LNG markels (action: SIEP EPS- P) '

~e
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ATTACHMENT 2 - SPDC - SPREADSHEET CRITERIA FOR PROVED OIL RESERVES

Criterion (as included In SPDC's Proved Devd Proved Undev'd Resvs Comment ' . i
integrated reserves spreadsheet) Resvs ’
' Prov 1'Proved | Prov | Reswr | Reswr Resvr Im-
Resvs | area’ | Resvs OK OK OK mature 3
OK not OK OK resvrs :
FiD FiD FID and .
) . S 2y 2-5 yr =5 yr | projects
3D Seismic available? . .
OWC defined? :
No Proved volumes below LKH or + X + 4 + +
OWC from pressuras ? ) ) _j
Productivity proven? + + + +
Proparly appraised? ) + X + | + + R
Near / far from existing Infrastructure? Not relevant if VIR QK7
AGG plans defined? + + + + + + * |Needed for afl post-ares out
: ) @ {2008) reserves
Communlly disturbance nom-critical? + +
-{ Facllities not vandalised? + .+ + m
. | VAR2 passed recently? . : + + + | 4 ;.
VARS passed (if brown-field)? ] + o
FID passed {if new fieid)? ] +
Project executed / executing? : + + :
In production now (or shortly)? + + i .
VIR / economics OK? : + + + + Only used for ‘Unplanned’ at
) " n {Present-should be insered for
all undeveloped reserves! -
-Volume < 2 MMstb ( 100%)? i - + + + Crude screening ohly — should be
d replaced by VIFVeconomics-
- chack .
Intendad year of project's start of 2005 | 2006- | 22010
execution - ‘ | 2009 e
.| CA/BP "Developed’ + + . X X X X Prov Dev must be in CABP.
: 1 r | 'Developed . '
| CA/BP 'Base’ X X + + + X Prov Undev must be in ‘Base’ if
CA/BP ‘Options’ X X " X X . pre-2010, otherwisa in ‘Options’
[CA/BP Unplanned? X X X X X | x All proved reserves projects must
’ - : be in CA/BP! . §
CA/BP ‘Not known'? X X X X X X All CA/BP projects must be [
' *known' - .
inlRalics = Criteria not yet in spreadsheet!

+ Necessary criterion (must b Yes')
blank: Not needed
x Not allowed {must be 'No")

SPDC Group share oil reserves volumes (MMstb) as per data base Sept 2003

| Proved % of Proved %of |Proved % of
Dev’d booked | Undev'd booked | Total * booked
Res\_rs " resvs Resvs  resvs | Resvs resyvs

In CA/BP, fulfilling proved reserves 377 44% 125 7% 502 20%
requirements ’
In CA/BP, not tulfiling requirements 319 37% 1325 79% 1644 65%

| In CA/BP, ‘Unknown’ reservoirs 178 21% 198 12% - 376 15%

Not in CA/BP, ‘known’ reservoirs (‘Unplanned’) 590 35% 590 23%
Total In data base ' 874 102% 2238 134% 3112 123%
_Total actually booked 1.1.2003 854 100% 1670 100% | 2524 ~1p0%

Nete: ‘Unknown” and ‘Unplanned” volumes may overlap — addition js not strictly valldi

N
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Attachment 3.1

SPDC . OIL DEVELOPED PROVED / EXPECTATION RESERVES 1.1.2003
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Attachment 3.2

-
’ ) SPDC - CONDENSATE DEVELOPED PROVED ¢ EXPECTATION RESERVES 1.1._2003

P/E Resvs Ratlo

Cp/ExpUR

SPDC - CONDENSATE UNDEVELOPED PROVED / EXPECTATION RESERVES 1.1.2003
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;‘ "DRAFT NOTE - 3 Nov 2003 - : CONFIDENTIAL
From: Anton A. Barendregt Group Reserves Auditor, SIEP — EPF - GRA
To: Frank Coopman Chief Financial Officer, SIEP — EPF
John Bell Corporate Support Director, SIEP - EPS
John Maicolm . MD, PDO |
Andy Wood General Manager, Shell Representative Office, Oman’
Copy: Abdulla Lamki : Deputy Managing Director, PDO
Stuart Clayton _ Head, Economics, Technology & Planning,” PDO
Stuart Evans ' '
Fatima Kharusi Finance Director, PDO
Guy Jansens Controller, 'PDO
Lynda Armstrong Exploration Director, PDO
(circulation) SIEP ~ EPS-P: Hans Bakker, John Pay
Andrew Vaughan Technical Director, SEPI ~ EPM
René Zwanepol . Finance Director, SEPI - EPM
Ken Marnoch Internal Auditor EP, SI-FSAR, The Hague
Han van Delden Partner, KPMG Accountants NV
Brian Puffer PriceWaterhouseCoopers

" SEC PROVED RESERVES AUDIT - PDO (OMAN), 25-28 Oct 2003

I have audited the Proved Reserves submissions of Petroleum Development Oman (PDO) for'the.-year 2002 and the . .- -
processes that were followed in their preparation. These submissions present the PRO-cantribution to the Group's:
~ externally reported Proved and Proved Developed Reserves and their associated changes as-at:31 December 2002. -

. Total Group share Proved Reseryves bogked by PDQ at the end of 2002 were 144.min:m3 of oil: * This represents. ;. -
someé 5% of total Group share Proved Reserves on an oul-equwa\ent basis. Proved reserves replacement ratio for
PDO over 2002 was —19%. - :

The last previous SEC proved reserves audit for PDO was carried out in 1999. This current audit verified the PDO
procedures against those laid down in the "Petroleum’ Resource Volume Guidelines, SIEP 2002-1100/1101" (based,
inter alia, on FASB Statement 69). It included a verifi ca!ion of the technical and commercial maturity of the reported
reserves, a verification that margins of uncertainty were appropriate, that Group share and net sales volumes had
. been calculated correctly and that reported reserves changes were classified correctly. It also included a verification
-that the annual production (sales) submission through the Finance system was consistent with the reserves
submission. The audit took the form of detailed discussions about the reserves reparting process with PDO staff.
Emphasis was placed on the procedures and methods followed and less on detailed individual field estimates.

The audit found that PDO’s Group share proved develbped reserves are largely reasonable, but that the proved total
reserves are currently overstated by some 40%. The.reason for this was partly the progressive tightening of Group
reserves guidelines (following SEC guidance), but more fundamentally that proved reserves had not been reviewed
and reduced ip the light of recent downturns in oil production rates. The technical maturity of the projects associated
with proved undeveloped reserves had also been eroded through lack of medium- to long-term field development
planning work. PDOQ have recognised this and have embarked on an aggressive study programme to address the
maturation of these projects. A foreseen extension to the current production licence agreement with the
Government during 2004 may provide some relief from the necessary de-booking of the overstated volumes.

The audit recommendation is that the present erroneous volumes be continued unchanged per 1.1.2004 (reduced
by 2004 productmn) but that a properly based portfolio of proved reserves should be submitted by 1.1.2005. The
overall opinion on the state of PDO’s 1.1.2003 Proved Reserves submission, taking account of the audit’s findings
(see Attachment 3), is unsatisfactory. Improvements have been set in motion.

A summary of the findings and observations is included in the Attachments.

A.A. Barendregt Attachments 1,2, 3
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_ _ Attachment 1
SEC PROVED RESERVES AUDIT - PDO and GISCO 25-28 Oct 2003
MAIN OBSERVATIONS

1. PDO are the operator in a land-based concession in the Oman interior. Shareholders in PDO are the Oman
Govermnment (60%) and the ‘private shareholders’ (Shell, BP and Partex). Shell holds 85% of the private
shareholders’ share of 40% and has thus title to 34% of the PDO produced crude. PDO are free to use .
produced gas for own use andfor re-injection where needed, but the Oman Gavernment has exclusive title to
the exported gas. -Hence, no gas reserves are camied by PDO. The current production licence started in 1967
and ends on 24th June 2012.

A separate agreement has been concluded between Shell, Total and Partex with the Oman Government
regarding processing and further export of the associated and non-associated gas produced from PDO fields.
This gas plant has been funded jointly between the co-venturers and the Oman Government and in recognition
of this funding each of the co-venturers receives an annual fee, which is translated back into entittement
volumes for gas and NGL. This operation, administered by GISCO, is not addressed in this audit report.

PDO projects are in principle approved by the PDO board, The Group Capital Allocation systern has little
influence on these decisions. The verbal statement was made that many of the latest projects might not have
passed the stringent Group criteria. Previous UTC levels were at some $4/bl, but these have risen in recent
years and the current outlook is that these may rise further to levels up to $10/bi.

2. PDO production levels have climbed gradually from 200 Mb/d in the early 1970’s to a plateau of 850 Mb/d in
the Iate 1990's. A relatively steep decline has set in since 2000 and current production is at some 700 Mb/d.
The fundamental reason for the decline is the progressing maturity of the many producing fields, as evidenced
by increasing water cuts and, to a lesser extent, increasing GORs. The first signs of field decline had been .
countered by an aggressive drilling campaign, including many horizontal wells, which has helped to maintain the'
earlier plateau production lével. Decling, "or at least production at lower levels, has:now been accepted by PDO
(and the shareholders) as.inevitable; although furtheér.development options are still:pursued vigorously.:

CAt thé requesl of the Oman Government PD e_!commmed a team from SIER:ERTto; carry. out:a
" comprehensive review of the STOIPs and réserves of the PDO operated fields (the-STONP and Reserves
. : Review Team, or.RSST). - This review:-was:in the final stages: of completion duringthe-audit. Preliminary:

" ‘conclusions by the RSST were:that PDO's:STONP estimates could largely be confirmed and that cufrent ™ b -oif
reserves estimates were generally in line with field perfformance, with the exception of Yibal, Marmul and Qarn
Alam. Expectation reserves in these fields were concluded fo be overstated by some 100 MMstb out of a totai
expectation reserves base of some 730 MMstb as at 1.1.2003. The RSST also noted that the great majority of
the projects associated with the undeveloped reserves were not properly defined (i.e. passed VAR3) and that
some were notional to very notional.

The auditor is indebted to the RSST for sharing their preliminary conclusions with him. The review was found to
be highly opportune and it provided a firm basis for the audit's findings.
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3. The characteristics of the PDO fields tend to be complex in nature. The predominant reservoirs in the
northern part of the concession are the Natih and Shuaiba carbonates, which are generally tight and which
show varying degrees of fracturing. The predominant reservoirs in the South are the Haima and Al Khlata
sandstones. The latter is of glacial origin and has been deposited onto the heavily scoured and eroded Haima
sands. It tends to be highly heterogeneous, showing poor to excellent permeabilities.

The oil in these reservoirs varies from medium-light to heavy quality, with generally low GORs. Coupled with
generally poor aquifer activity, this means that reservoir energy tends to be low and that pressure maintenance
methods of recovery have to be applied. Water injection is used most widely, but gas injection under gas-oi!
gravity drainage has been implemented successfully in the steeply dipping Fahud field. Steam and polymer
injection have been tried with varying success in the Marmul field in the South, A steam injection pilot has been
in progress for several years in the heavily fractured Qam Alam field and a field wide application is now
planned. Injection of gas alternated by water (WAG) is seen as a possible further recovery mechanism.
Horizontal wells have been used quite successfully and these have led to significantly improved field rates and,
in many cases, improved recoveries.

However, the heterogeneous nature of both the carbonates and the sandstones make good sweep efficiencies

. achallenging target. The current average recovery factor is some 23% and major fields like Fahud and Natih
have recovery factors in this range. The best recoveries are in the 40-50% range (Yibal, Rima, Saih Nihaida).
The aspiration by the Oman Government and by PDQ is to raise the target recoveries to the latter level for all
fields. This will require extraction of the oil from the less permeable portions of the reservoirs, which is
counteracted by the many bypass routes (higher permeable ‘thief zones’ or fractures) that surround these
tighter portions.
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