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"From: Sidle, Rod RE SEPCO
Sent: 27 September 2002 05:28
To: Pay, John JR SIEP-EPB-P
Subject: Reviewed document
Importance: High ’
Sensitivity: - Confidential
'Contacts: Produced By Microsoft Exchange V6.0.5762.3
John,

This is a very interesting document. | have

thoughts in a separate text,

changes noted are a significant revision and come with out a chance to discuss this more, | am just a bit unsure just what
the best answer may be. Thus | would consider how more discussion with knowle

approach.

provided comments both within the text of the document itself and as general
I realize my comments are not as focused as they could be on a specific solution. Since the

dgeable parties could help find the best

As noted in my text, I greatly appreciate both the need for solutions and the opportunity to provide my thoughts.

Regards,
Rod

Comments

Delete Reserves General
Management Sum... EP Pv Reserve.,,
Rod Sidle

Manager, Oil and Gas Reserves
Shell Exploration & Production Company .
P. 0. Box 576, Houston, TX 77001-0576, United States of America

Tel: +1281 544 2063 Fax:
Email: rod.sidle@shelt.com

+1'281 544 2067 Other Tel: +1 281 924 1998 -. .

Internet: hitp:.//www_shell.com/eandp-en

Incoming mail is certified Virus Free, ‘
Checked by AVG anti-virus system (http://www.grisoft.com).
Version: 6.0.567 / Virus Database: 358 - Relaase Date: 24/01/2004
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Note For Discussion (with comments as shown using “track changes” by Rod

idle
EP PROVED RESERVES MANAGEMENT

The system that is used by EP for managing additions to the proved reserves inventory was last
updated in 2000 with the introduction of monthly / quarterly tracking of performance during the
year via EPMIS. This improved the predictability of the year-end result, but it did not remove
the tendency of the OUs to report last-minute changes that either had not been foreseen or
which, for various reasons, might have been suppressed in the EPMIS reporting.

This fearure of the reporting system is unlikely to be completely overcome, since most OUs do
not complete their annual review of reserves on producing assets until the final quarter of the
year. Nevertheless, further improvements to the overall management system have been identified
and are proposed below for consideration and approval where appropriate. These are elaborated

below in the following categories: .
1n ved Reserves Replacement Management
1a) Major or Unusual Reserves Changes
1b) ExCom Review V
1) Latest Estimate and “Road Map”
1d) Reserve Opponunities Catalogue

=
fiL”

Potential Reserves Exposure Caralogue
Scorecards

2) Reserves Administration System

Schedule of Authorities and Process Work Flow
Data Maoagement

Corporate Experience

Competitive Intelligence

-

BE

B e

The primary intemnal EP customer for reserves information and performance monitoring is

. ExCom. 'The management system that accompanies it must ensure that an appropriate Jevel of
control exists with respect to external disclosure of proved reserves information and that, within
the bounds set by the SEC rules and the dehvexy potential of the EP porfolio, performance is
managed to the maximum benefit of shareholder value.

Following the introduction of the Technical and Operarional Excellence (TBOE) drive within
EP, the Hydrocarbon Maturation Forum (HMF) and in panticular the Hydrocarbon Maturation
Leadership Team (HMLT) will also have key roles to play both as customers for the information -
and as instigators of activities within the overall hydrocarbon maturation process that ultimately

will yield proved reserves additions in the future, (See geneml comments at the end of the
d e E and HMF potential additional
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Proved Reserves Replacement Management

Recent years have witnessed dramatic swings in Shell’s performance on proved reserves
replacement, with poor performance lately being exacerbated by acceleration of additions
into the period 1996 - 1998. Results in that period were higher than those of any of our
main competitors. It is proposed that in furure a greater, and carlier, level of management

antention is given to this matter, ensuring that new bookings dre made in full cognisance of -

the short to medium-term performance poumnal of the pordfolio. This will be underpinned
by the following:

Major or Unusual Reserves Changes .
It has been suggested that a system be introduced by which major or unusual reserves

AL 2

changes would be nétified to the centre, for approval, in a manaer analogous to the Group '

Budget Proposal. A suggested implementation would be for the OUs to submit a pro form
notification to EPB-P, for discussion with the OU, Reserves Auditor and Regional Business
Advisers as appropriate and culminating in ExCom sanction, or otherwise, of the proposed
change. Such 2 system would certainly help to underpin the Latest Estimate for major
changes, but the following concerns are raised:

* itisnot clear how the system cou]d be enforced rehably (agree)

s many of the variances from plan that materialize at the end of the year emanate not
from major plan elements (that can be tracked easily), but from revisions o previously
registered estimates, usually made in the final quanter of the year. ( basic ree but
this can be more fully managed that cunently — see general comments on reserve
change ties to Business Plan) : '

_ » the adoption of such a system would help 1o ensure that the endorsed bookings would

indeed by made at year-end, but could not guarantee it (see 2 below). (agree)

Conscquent}y it is not clear how such 2 system would improve on the established role of
EPB-P in maintaining contact with the OUs and regularly checking on developments in each
OU's latest estmate. Thanks to the efforts of previous Hydmca:bon ‘Resource

Coordinators, it is already automatic practice in many OUs to seek the views of EPB-Pon

reserves changes that are being contemplated, with suppomng documentation being either
volunteered or provided on request.

On balance, it is recommendcd sitmply 1o reinforce the mle of the Coordinator_(how about
e role of the OU Reserves Focal Poin? - see general comments), rather than to impose
furcher bureaucratic requirements on the OUs. It should' suffice to “formalize” the
arrangement by including in the Petroleum Resource Volume Guidelines a statement such
as: 'sz -tine prowed reseres disdosyrs s i t "d:.sdcs the

deﬂmlﬁrmmm armoﬁxrmhrmma!dm:getopmd
vesenss estimates, myst be raised and disossed vith the Group Hyrrocirbon Resoures Coordirator as far
a5 possible in ackuree of the tended disdose date 50 as to allow for adequate review ard support of EP
raragerrent arel, if recessary, the Reserus Awcitor”

Y
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‘Action: EPB-P to reinforce contacts with OU Reserves Focal Points and senior
development engincers on reserves maturation matters. Arrangements are 1o be in place to
ensure that cover would be provided in the event of prolonged absence (e.. by involving
T&OE hydrocarbon resource maturation staff in the regular consultation of OUs). .

1b) ExCom Review

In addition to the existing reviews which take place in January each year (ar which point itis

generally 100 late to marerially influence the result of the previous year) and at other times ad
hox, formal reviews will be introduced during the reporting year itself. These will provide

ExCom with the opportunity to guide the end result for the year (within the margins that

can be accommodared by the SEC rules) and to identify actions required to control either
under-performance or unnecessary new bookings,

January: EPB presents for approval the final results for the previous year (this review
is already part of the established system and no changes are proposed),

July: EPB will present:

*  The current Latest Estimate and “Road Map” (see 1¢ below)
* The outook for the plan period (based on Capital Allocation)
*  The Reserves Opporrunities Catalogue (see 1d below)

* The Potential Reserves Exposure Catalogue (see le below)

*  Recommended Actions '

ExCom will review the outlook for the year with reference to the aspired
performance target (or target range). ExCom will endorse or otherwise
amend the Recommended Actions, implementation of which will generally
need to be secured via the RBDs and new business development teams.

November:  Similar format to the July review, but with increased erﬁphasis on targeting a
specific end-year result or range of results. The review will yield:

*  An endorsed list of major year-end reserves additions

* An endorsed list of major reserves de-bookings to be made (with
reference to the Potential Reserves Exposire Catalogue, see 1e below)

* To the extent that the portfolio will allow (i.e. generally in the more
buoyant years), a clear and endorsed list of projects or potential
bookings thar can be used as a “float” with which to control the year--

“end result. EPB-P will direct OUs 1o include or exclude these from
their final submissions as required.)

! Projects falling into this category will generally be those that are between VAR3 and FID, since for
these there is latitude in the interpretation of the SEC rules on whether or not they should be
disclosed. There may be other cases that could also be used i the float: these will be brought to
ExCom attention as they are identified. Examples mighr include exploiting uncermainry in the proved
reserves associated with licence extension, or gas sales volumes that are covered by the various shades
of cerainty leading up 1o the final signing of a sales contract. '
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» (Clear direction on the minimum and maximum levels of reserves
replacement thar are to be targeted. !

= Agreed actions required of OUs and EPB and EPF in preparation for
the year-end reporting of reserves data.

Approval of the extemal auditors for such an approach will be required, in support of which
it is noted that'most, if not all, major competitors appear to have similar processes in place.
For example: Enterprise routinely reviewed reserves replacement in November or December
each year; it is understood that BP plans to book Angola Block 18 reserves in 2002 only “if
required” (final project sanction will be in 2003); Texaco used to complete the process that
was its equivalent of the OU reserves report in earty December each year. (Competitor
Uenge \ 14 anages the

gence on L xxo u_g, L A\D LACOONS On A¢ra; L

Iid

reviewed and * ved” by E nt. To accommodate this work, EM “clos
eir reserve books” on December § {using estimate e dugts

dara)) These practices, together with the very stable performance history of ExxonMobil, -

suggest that competitors exploit the interpretive margin of the SEC rules and equip

themselves with data early enough in the process to enable them to control the final result.

A schematic of the proposed system, compared with the current system, is as follows:

Current Proposed
| | | l
OU Latest Estimates J | QU Latest Estimates ]
|
ExCom Review
Clear direction on target end-year result”

Float jtems to manage end-resuk

No formal process in place to manage

end-result _
OU engagement on which additions to
make and which to carry forward.
OU engagement with respect to
r OU reserves report ] l OU reserves report j

Lierative process, using float to manage
_ - resubs

T

1 Itis suggested that clear justification would be required for “accepting” performance below 100%
reserves replacement in any given year. 140% reserves replacement is generally accepted to be
consistent with Shell’s current 3% aa.. production growth rasger. Consequently it would be prudent

' 1o constrain reserves additions to this figure (when circumstances allow) and to assist performance in

i future years by carrying forward as much as possible of the surplus.

e 4 A

FOIA Confidential
- Traatment Requested

m

V09331 128 PAY 0765

- T




Case 3:04-cv-00374-JAP-JJH  Document 447-6  Filed 10/15/2007 Page 7 of 23

"

e o e A o A e o T Rl kil i e S S S A DS L5 T 0 417 S Mg 8 S et B ey g B g bl

CONFIDENTIAL

|jzxoom Review and final ad;mms—l [-?xcom Review aod final adjustments |

[ FulProvedResevesRepor | [ Fimal Proved Reserves Report |

Action: EPB-P 1o prepare material for the first ExCom review in November 2002. EPB-P

to develop a procedure for ensuring consistency berween ExCom decisions and year-end

OU reserves reports, with early engagement of OUs that might be required to assist in the
" management of the results (L. through the inclusion or otherwise of certain bookings).
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ic)  Latest Estimate and “Road Map”

EPB-P currently compiles the monthly Latest Estimate data provided by the OUs via
EPMIS (although, in general, OUs do not significantly update their Latest Estimates in the
montbs between quarter closing). This system, together with the dialogue between EPB-P
and the OUs that goes with it, provides an adequate means of tracking progress made
against plan on major reserves additions.

The reserves “Road Map” was introduced in 2002 to better quantify the uncertainties in the
Latest Estimate data - specifically the potential impact of opportunities that are not yet
incorporated in the LE and those elements of the LE that are under threat. As the year
progresses the LE should be definable with increasing cerainty and consequently the “Road
Map” will become decreasingly significant, The current 2002 Latest Estimate and major
“Road Map” items are summarized in Appendix C

Starting with 2003, the Larest Estimate will be defined and tracked with reference to specific
major’ elements in' the plan, giving an increased level of trinsparency and resolution
compared with the current system that is focussed on overall OU figures. This will be done
by EPB-P in consultation with the relevant OUs, but without additional formal reporting
requirements from the OUs (see also 1a).

1d) Reserve Oppommxncs Catalogue

EPB-P will maintain an inventory of opportunities for significant new reserves additions that
may be realizable in the short to medium term (current year plus two) ._(This js a potentially
gmblemmc proposal, depending on the work required to_deliver the “realizable” addiions.

If this js just 10 _have E agree with_additions nor vet ved from completed

technical and operational (like drilling) wor this is fine. If this potential requires not yet
done worlt to be completed (technical mgies, operational work exggutign, etc.), then jt is
of

how resources needed wi mobilized to acco [hJS in 2 give

time?) This will help to focus amention towards corrective action that is required to
underpin current and plan year performance. The catalogué will be presented periodically to
ExCom for review (see 1b)

Input will be solicited at Jeast quarterly from the RBDs, OUs, and from the T&OE, new
business development and the Hydrocarbon Maturation Leadership teams.

Action: EPB-P to consohdate the iritial draft of the catalogue in time for the November
2002 ExCom review proposed under (1b). A working draft is included as Appendnc A

" 1) Potential Reserves Exposure Catalogue

EPB-P will maintain an inventory of all proved reserves that could be under threat of
debooking in the event of failure to execute projects or failure of projects to deliver as
expected. 'This will promote transparency on these issues and will be reviewed at least
annually by ExCom (see 1b). Particularly in times of surplus reserves additions potential,
pre-emptive action may be taken to remove the potential exposure from the inventory.

6 — V00331130 PAY 0767
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The catalogue will be maintained in close consultation with the Reserves Auditor and the
OUs as required. Each item will be reviewed at least once per year by EPB and the HMLT,
recommended actions being put forward for ExCom consideration (see 1b).

al Jogical bur mia have le: i inte ith ou;
external audj ould ask j ch about ¢ ihood_of
booked project reg_l;,:@' ing reserve estimates, then it by definition does not meet the reasonable
i ard and should be de immedjately f roved. i

a the s volumes in this cate cannot_exceed x% Ve,

Action: EPB-P to consolidate the initial draft of the cmloguc in-time for the November
2002 ExCom review proposed vinder (1b). A working draft is included as Appendix B.

) Scorecards
When reviewing the end-2001 OU reserves reports, the Group Reserves Auditor observed:

“The widespread sse of reseries targets in score cars affocting weniable pay is seen to affect the objetivity of
staff ine some QUs when proposing reserus additiors. Reseres coondination staff in E PB-P have been alent
to this and hane suaessfilly et the dhallenges with ubich they were fued  Howewer, a shifi i score cand
emphasis fromreseres booking to suaessflly meeting project malestones is recmrrended *

It is also observed that, under certain circumstances, OUs can in effect be penalized for
accelerating reserves bookings from one year into the preceding year. The penalty arises if
the scorecard ranges for both years are left unchanged: the benefit to the OU in the year that
the reserves are booked can be severely curtailed (particularly if the OU was already close to
the range maximurm), whilst at the same time a below target score for the following year is
almost guaranteed. Under such circumstances there is lide incentive for the OU w
volunteer to book reserves earlier than planned. The situation can be remedied if the
Scorecard ranges are reset, bur this introduces ari unwelcome precedent and can also' -
promote a lack of objectivity. The situation could be exacerbated by the introduction of
more central control of overall EP performance on reserves replacement, as proposed in
(1b) above.

It is recommended to remove Proved Reserves Additions from the OU scorecards with

effect from 2003. In its place, higher weighting should be applied to milestones that are

related 10 project delivery and in particular to those that can have reserves additions

associated with them (i.e. VAR3, VAR4, FID and, if appropriate, confirmation of improved

recovery performance). A mechanism should be found by which accelerated delivery of
* milestones will lead to a net benefit to the OU concerned in recognition of its achievernent.

Reserves Replacement Ratio should remain on the EP Global Scorecard, and possibly those
of the RBDs. There should be clear definition and understanding of the target with respect
to “organic” additions and changes made through Acquisition and Divestment activities.”
Removing this measure from OU scorecards might weaken the incentive of OUs 1o seek

7 ﬁ V00331131
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positive reserves revision, however this might as effectively be addressed in the long term by
actions to promote awareness of the issue generally within the EP population.

Action: EPB 1o propose detailed plans for OU Scorecards as part of the ongoing review of
the scorecard system. EPB-P, in consultation with the Hydrocarbon Maruration Leadership
Team, to define and implement a long-term action plan for promoting awareness of issues

. relating 1o the disclosure of proved reserves.

about influence of reserve . staff jectivi i t th
$co f attention o erve additio haslonbce acréavct

4
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Reserves Administration System

The system for administering year-end reserves reporting is tried and tested and no
significant changes are considered to be necessary other than to include the processes

described in (1) above. The documentation describing the system has not been updated -
since 19% and in the meantime numerous workflow and organizational- changes have -

occurred. EPB-P will update and reissue the documentation in due course. .

It is swessed that, whilst Latest Estimates may be ptepugd as the ycar'progresses and
investment decisions may be taken that will have an effect on the year-end results, no

(MAJOR?) reserves changes can be considered “booked” until the annual submission, -

: rvzwew, audxt and appwval cy\‘k is cowlﬂﬂmwm

2a)

fu lope investment activity, For le, 2 well is drille fra mb1 le

once lo evaluar roved reserves are documented. and en com lenon
costs can be ca -~ but if th ed res have before th
completion_costs ate incurred (or at least if booked in the same month). If now booking is
only annually, we would have to_delay completions to the following year to be capexed.
Another example is onshore tight formation drilling (Pinedale, Antrim) where we book
p_i'oved reserves offsetting each new well thus allowing this neighboring location 10 be drilled

capex. Active drilling programs in Pinedale would use much more x_if thes
ﬁghbmmg develooments cannot be JM for pmved rgggges except a.year Iarcr One
possible solution i j val,
It seems this d ent is focuse ea-smcd ch / addidons rather than individual

well sized changes. With a size lixmt on such ExCom annual approval required changes, the
smaller items (most individual wells or completion zones) could still be booked as SEPCo
now does)

Schedule of Authorities and Process Work Flow

The current schedule of authorities in relation to proved reserves disclosure is included as
Appendix D. This summarizes the approval process comrnencing with the preparation of
data within the OUs, compilation and review by EPB-P and the Group Reserves Auditor,
through to final sign-off by EPB, EPF and the extemal auditors. It is considered that no
changes to the schedule are required. '

Appendix E details the flow of work and information in preparing proved reserves
information for external disclosure, together with the revisions that would be necessary to
implement the recommendations of section (1) above.

Action: EPB-P to reissue the finalized schedule of authorities and process documentation
after approval by EPB and EPF, by the end of 2002,
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2b) Data fVIanagemcnt

At present Shell has no consolidated database containing historical information of proved

reserves and other resource categories. ‘The information is available, but generally
! distribured between a variety of Excel files and unlities that only a few staff know how 1o
. navigate, .

The current system of collecting information from the OUs via Excel spreadsheets works
well, is understood by the OUs and offers great flexibility in evolving requirements from one
year to the next, Consequently no changes to that system are proposed.

However, it is proposed to improve the systems for storing and retrieving historical data. It
is currendy envisaged that the existing information will be collected in a series of Oracle
“tables, updared anniually, stored centrally and accessible to a wide selection of users by their
" method of choice (e.g. Business Objects or Microsoft Access).

.Action: EPB-P 10 develop a prototype database-in consultation with EPB data management
experts, populated with all the data that is currently stored electronically by EPB-P, ready for
migration to Oracle by the end of 2003.

3) Corporate Experience

Due 1o the relatively small number of individuals that have been working actively on the
administration of reserves in the centre, and in particular on the development of Shell’s
Petroleum Resource Volume Guidelines, there is a relatively short and incomplete corporate

memory on this marter._(comments on Shell corporate experience in general comments) l

Action: EPB-P to create and maintain reference ‘documentation (file note). of the
development of Shell’s reserves reporting guidelines over time. Version 1 by 31 December
2002.

- 4) Competitive Intelligence

Effores will be redoubled to seck intelligence on the actual practice of competitors in
disclosing proved reserves. ‘This is lkely to take the form of informal, off-the-record
-discussions by OU engineers and managers working on common projects with competitors.
The current technical staff pool will be polled for recent experience, particularly where this .
has been gained by engineers working directly for competitors in recent years. The initial
objective will be to understand the pracuces of competitors, before taking a view on whether
there is a case for modifying Shell’s interpretation of the SEC mles

- (This_seems innocent enough and I know it is offered w;th ull intent of rriaunn
thin the legal Lm_g of all all regulatory gggmgms, but as is stands DOW it $eerms 1o sugpes

ur 55 10 eformance is 1 ers “get_away with” do i

elves, . I would cenainly coll is data b effort 1o “broaden” Shell®

current interpretation would_be based on appropriate mgthgc_i._s of open diglogue with the

SEC or those who can help clarify their rules (like external auditors or reserve determination
consulting companies) while also working to increase industry (thus SECQ) awareness of new
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lationship to help direcr gradual chanees i i interpretatio; appropriate_‘win-

wins matching legal intent with business practicaliry,

" Action: EPB to develop a network of contacts, bearing iri mind the sensitivities inherent to
the issue. Target to include status reports in ExCom reviews (see 1b above) and to propose
actions at other times as required.
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Appendix A: Reserves Opportunities Catalogue -

Project FID PRA! RRR? Note

Licence Extensions:

Nigeria SPDC 530 35% )

Ormuan PDO ' 500 35% .

Malaysia 450 0%

Abu Dhabi - 370 25%

Denmark ) 80 5% s

Norway . . n 5%

Venczuela 40 3%

Syria 10 1%

Brunei : 0 0% ¢

T&OE .

“Quick wins” : . . o150 10% 7

Big Tickets and Strategic Options .

Quota increass, Nigeria o . [+] 0% ) L]
* Remin Sakhalin consolidated and/or more aggressive booking 600 40%- i

Abu Dhabi Whale ’ 2003 550 35% AsD

Venezuela Cretaceous 2003 410 25% .

Kuwait O5A 2003 400 25% organic?0

Cerral Asia Cygnet 3003 220 15%  AKD, dead?

Russia Salym success case 2003 120 8% organic?

Iran Azadegan fanmrin 2003 110 7% AXD

Russia Zapolyarnoye Neocomian 2004 760 50%

Libya Gas (Block 6 devt.) 2004 440 30%

Iran Bangestan 004 300 0%

Qanar SMDS$ 2004 300 20% AaD

Venezuela LING 2004 250 15%

Saudi Arabia CV1 2004 70 5%

Ranked out of the Base Plan 2002 :

Nigeria SNEPOD Bonga SW 2003 70 5%

China Changbei Upstream 2003 55 4%

Australia Sunrise 2004 340 20%

Norway Ormen Lange 2004 © 160 10%

! Approximate Proved Reserves Additions, million boe, unrisked,

*  Approximate cotribution to Proved Reserves Replacement Ratio in the year of reserves booking,
assuring annual production of 1500 million boe total for EP, OA basis.

} Any new reserves bookings will need to be justified with reference to production growth targets, see

~ also (8) below. Figure from 1.1.2002 ARPR: recent RBA advice suggests figure could be 600 MMboe.

¢ Based on the currently reported post-licence Expectation Reserves (550 million boe). Reserves to be

. booked when there is certainty that a deal will occur with no risk of detailed negotiations de-railing it.

* Not under Sbell controk: negotiation to be conducted exchusively by Concessionaires (AP Motler). -

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

7 A more detailed inventory will be developed. :

! A quota increase is necessary in any case 10 enable production to grow and thereby enable the currently
booked Proved Reserves to be realized. No new within-licence reserves will be booked ntil clear
evidence is available that the required higher production rate can be achieved and sustained,

*  Bookings should in principle keep pace with *reasonably certain” market development and preferably

with actual LNG sales contract fixtures. i
10 Cash-based Service Agreement with little or no exposure to ol price. Consequently ik might not be
possible to book reserves. :
' { . .
- N V00331136 ' ;
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Appendix B

Appendix B: Potential Reserves Exposure Catalogue

Assct (Year.booked) Reserves | Comment (reason not to de-book)
atrisk -
MMboe
Austalia Gorgon (1997) 560 Booked in 1997 in anticipation of immi FID, subsequently
- | deferred indefinitcly by the downturn in Asian economies and the
consequens reduction m demand for ING. It is inevitable thar a
resource of this magnivuds will be developed eventually.
SNEPQO Bonga [FO 128 [FOs (In-Field Opporunities) largely consist of unpenewated
(1998, 2000) reservairs that would not qualify for inchusion in the Proved Area for
’ reserves under the recentdy clanfied SEC rules. They are retained
pending the completion of appraisal, largely as part of the ongoing
development of other Bonga reservoirs.  Appraisal w date has
genenlly confirmed the presence of hydrocarbons in these rescrvoirs
. as expected. .
SNEPQOO Bonga Main (1998) | upto210 | Reserves rely on the successful implementation of water flood in
) reservoirs that have no, or at best tenuous, local supporting
SNEPCO Erba (1995) up o 123 analogues. As such, the incremental recovery associated with water
SNEPQO Abo (1997) wp 025 | flood would not qualify for inclusion under the recendy clasified SEC
' rakes, However, given that the bookings have been made, they
Angola Block 18 (2000) 9P 1035 | oud be revined in the inventory pending acquisidon of accual
Reserves potentially at sisk peformance daa.
;“;“:;’fhef’::::“:i’m ;‘;’Yb‘ “The Bonga Main booking was quesied by the SEC (along with many
: others) in its routine review and challenge of the 31.12.1998 Form
20-F submission. Although the challenge was not pressed strongly by
| the SEG, it was not specifically dispured.
| Norway Ormen Lange 109 | Reserves have been parially booked ahead of VARI and FID, whilst |.
(1999, 2000) 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.
Netherlands, Waddenzee 25 Govemnment-enforced moratorium on Waddenzee dnlling, due to
o) environmental concemns, could ulimately preveat development from
? proceeding, .
Brunei legacy 20 Histotical reserves bookings that can no longer be supported are
(Various) inventonized and actively managed, with a view to cushioning the
irpact of their de-booking, It is expocted that the remaining balance
will be reduced to zero over the noxt two or three yeass, in
consultation with national regulatory authorities,
Total 840- 1260 | The total proved reserves balance at 1.1.2002 was 19100 MMboe.

In addition, reserves in some OUs would be at risk if planned production rate increases do not materialize.
‘The OUs thus affected are SPDC Nigeria and Abu Dhabi. For illustration, if production were to remain
constant year-on-year, instead of growing as planned, the reserves that would be placed at risk each year
would be some 70 MMboe and 15 MMboe ia each case. Flrthermore, Oman PDO nmst sustain current
production rates throughour the remaining lifetime of the licence to ensure production of the booked

proved reserves.

The SEC provides no specific guidance on reserves dm-:losxm: for novel or “innovative® contract
structures. Shell currendy has four bookings in this category: the Venemiela service agreement, Iran buy-
back contract, Omaa Gisco and the booking of NGL reserves in condection with interests in Abu Dhabi

GASQO.
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i
End-August 2002 Latest Estimats, Proved Resatves Addiions ¢
Million 806 Froved Reserves Additions | Resrves RepRcemeni Rabo)
T 11 Plan L Dars Pt % LE %
Xaznkhstan [ of G Y + Armon kL e 1y
USA May Marto? Dipmtwe, G wberat 39 145 5 [ X ] 10.3
Bruneé &7 [ [ ar 4y
Conada ' 0 50 35 36
Niperta (SNEPCO) Bongs SW challenge 10 resth VAR in 2002 ne 7] -7 82 s :
Black 18 FID T Risked pending chck with SEC Adles » 45 17 23 A2 v
UK [ . ] 3 % N 4 28 .
[Donmak ! 24 E-] B 1.7 23 4
[Venezuels Het 8 ga; Flon Bours wis adveriantly mwined from EP wia ‘ 25 25 18 )
Nothestandy. 30 i) » 2.4 15 :
Syria 13 15 ? o9 S :
Egypt 1 " (3] 0.8 :
. 7 7 oS 05
Pakistan Bahdra-3 wett resum(t). Query Plan figure. w0 E) +5 (%] 64 '
(Austrata (SDA) o L) 4 0.0 23 :
Bl (FCE) H 3 02 02
Argonting k] 3 02 02
Gormany Changad / delared dtifing programme 1T, 2 o5 12 02
Thatand Reuction pending sompletion of stidies Q304 4 1 3 0y 00
Australa (WPL) : : [ [ 00 0.0
Russiy Dnconsofdafon defered L] ” 45
USA {Ass Comp) Aers Included In USALE 4 - 03
[ " Changied / reduced sctivity level 4 -+ (%]
Brazg 854 delerred . 4 4% 20
tOman (FDO) Pro p 1] Y 7 -8 54
Namibls Kuts appratsal . 125 -128 LX 4
Bak {Pacten) -3 -3 <2
N H -8 15 0.5 0.3
Oman {GISCO) Virtual PSV 7PSC et 23 23 1,7
ian P5V effect 28 -2B 20
Mat PSV/PSC eflact, Tigs Papanimanftamind, (3575t Jntmpnt N -39 -70 22 -2.8
New Zealand Poholure 4 -59 54 s 3.8
Tolal Organic Toe T54 -2 £
P Intludes ExCam adjusiment i 1400 -1
ALD E
Adjust totsl RRR &0 far tor effect of ALD production 24
ENTERPRISE (KMOC@AG%) KMOC = 131 min boo 1144 1144 wny
NOway Drauvgen 1 L) 2.2
USA " Rockies 27 14 18
TOPCO NZ » [ s
UK Goldaneye .7 ? 05
DR Cango (Zare) -7 B -12
New Zealand Portfolio ratonakzation + ransler i YOPCO N2 A9 49 «3.3
iran Farm out -5% -51 A5
Totat ALD 1499 1408 3
Yot Organic + ALD e 1”4 1058 5 178
Production Orpanic + ALD RLTE I 1% ] L]
‘*slubol: Optians
Whaky : 154 154 0%
Narnitia Gas (FLNG) rementat 145 448 02
Libya gas ] -8 83
Vanezueds figh of .86 R &0
AIOC notiona! " -0 57
L oye Block 47 il 23 15
{sphanson ” e [
{Albekmola notonst 13 BE] 08
"1OU projects .2 H 04
Totn} Sirategic Options 801 -0 42
Grand Tow "7 1954 as7 L] 126
[Production Grend Total Uty um S0
End-August 2002 - Major Rosd Map tems
Milion o . Proved Reserves Adaitiens Resarvis Rapizcament Rxtio
. ’ %
T5isf LE Provad Rezerves Adoltions 54 126
Totst LE Production T
1
i [bownside: e .
. Enlstprize Corrid, Tempa Rotse, Skimy Ares debacking BT 425
SNEPCO - Bonga SW 1aBs ko pass VARY 49 3.3
! Upsite: . . .
Enteiprize Shalt guidelines implemestalion upskle 50 L2
' Whate Pral ascired in 2002; 50% Shed shar, unmisked- 450 e
¢ OBt S0x k-] 22
! .
i Range Minkmum B 110
R . Mestmurh 1632
1
' .
I N .
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CONFIDENTIAL Appendix D
Appendix D: Proved Reserves Schedule of Authorities
Based on EP 86-0725, updated 1996 and 2002, )
Title of document : Responsible  Responsible  Final
, " ,Approval submissio
Preparation ' n for use to
Proved Reserves Replacement Target Serring EPB-P, ExCom EPBP .
‘ ' : ExCom
Reserves Audit Reports GRA EPB,RBD
and OU
Resource Management and Reporting Guidelines
3) Process, responsibilities, definitions, requirements  EPB-P, GRA  EPB (00)
b) Technical methodologies -+ EPB/EPT EPT’ ou
c)Matters rélating to proved and proveddeveloped  GRA,EPB-P  EPB SI-FOGB
reserves estimating procedures and OU
Annual reserves return from ou. ouU OUTM/ GRA,
Technical, * FM EPB-P
) Finance ‘
Audit trail in support of anmual reserves retwn from  OUSenior ~ OUPE OU'T™M
ou. RE Mapager
Standardized Measure Repon
- OU annual submission ouU OUTM/ EPB-P,
Technical, M GRA
Finance
- Group submission to SEC Form 20-F EPB-P,GRA EPB,EPF . SLFOGB
Preliminary repott on year-end proved reserves o~ EPB-P EPB ExCom
ExCom
Reserves Auvditor Report GRA . Vatious
Proved reserves “Leter of Comfon” to external GRA EPB, EPF Group
Group Auditors. Auditors
Report to EP ExCom on year-end proved reserves  GRA ExCom via
. IR EPB
Statement of crude ofl and patuial gas reserves for ~ EPB-F,GRA EPB,EPF  SLEOGB
inthision in Annual Report submission to the US
Securities and Exchange Commission (Form 20-F)
and other Parent Company publicly disclosed
reports.
- V00331139
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Appendix E -

Appendix E: Schematic of Reporting Procedure: f’mved Reserves

Action party -

ExCom
December, previous year

OUs, EPB-P
Monthly

EPB-P, GRA
September, October

EPB-P
October

ExCom, EPB
July, November

EPB-P to OUk via RBDs
November

EPB-P, OUs
December

Continued on the following page

Patt 1: Prior to the end of the Reporting Year

Activity

Establish target Proved Reserves
Additions and rarger range for
the reporring year
!

Maintain Latest Estimate of
Proved Reserves Additions and
SFR Maturation during the

reportiog year
Update Petroleum Resource
Volune Guidelines (reports
EP yyyy-1100 and EP yyyy-1101)
|
Distribute pre-populated
Reserves Reporting Workbools
w OUs

Cornments

Via EPMIS. Report to ExCom
monthly.

Distributed t0,al OUs dusing the
reporting year by EPB

ExCom to review outlook for the
reporting year and to direct bookings
strategy (within the bounds of the SEC
rules) with a view 1o managing the end
result,

Advise on major bookings o be
accelerated or deferred and debookings
to be made,

New activities that are proposed are shown in shaded boxes.

A detailed timetable is prepared annually by EPB-P in consulation prepared annually by EPB-P in
consultation with ST-PXX (External Affairs), SI-FOG (Group Reporting) and SIEP-EPF,

GRA: Group Reserves Auditor
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Part 2: After the end of the Reporting Year
Contiued from the previous page
OUs and RBDs ' Nouification of reserves Reserves Reporting Workbooks placed
January, weeks 1 & 2 (SEPCo : : - on EPB global server or e mailed
vid is carly | EPB-P.
CERES match required)
| ,
EPB-P, GRA . Clarify and challenge OU Verify that changes reported for the
January weeks 2 & 3 submissions as required year ca be supported.
EPB-P, OUs Inclusion / exchision of *float”
January week 3 bookings to manage year-end result
EPBP
" Jamary weeks 3 84 external auditors for review
. [ ‘ :
EPB-P, GRA. FOGB Agree final production data Production reported in the Reserves
January week 4 Reporting Workbook must be
consistent with Ceres reporting.
i
EPB-P, EPB " Preliminary report and Note for Discussion plus presentation.
January week 4 presentation to ExCom Last opportunity for ExCom to
) influence the final result
I
GRA, External Auditors Agree final proved reserves for
End of January external disclosure
: i
GRA, EPB-P Present final reserves to EPB, Declaration of satisfaction with the
Eud of Japuary EPF figures to be reported at year-end for
proved and proved developed reserves.
EPB & EPF sign "Letter of Comfort” .
1 external auditors, sent via SI-FOGB
[ .
EPB-P, GRA Reserves Meeting Report and Presentation of proved
End of Jamuary reserves information to external
audirors and Group Contoller (FOGB).
_ 1 ‘
KPMG. Confirmation to PWC from Letter to Group External Auditors,
End of January  KPMG
1. : .
EPB-P,EFB , Final report to ExCom and Note for Information plus preseatation
Early February CMD on year-end proved if required.
) reserves
‘ l '
EPBP Paremt Company Annual Report Reserves figures passed to SI-FOGB.
Eady February Including copy of initialled schedules
from External Auditors. :
|
!
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EPB-P,EPB _ EP Reserves and Scope For Reference m;;ort descnbing changes in
End of May 1 Recovery Group Hydrocarbon Resources during
: . the reporring year.
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General Comments from Rod Sidle on “EP Proved Reserves Management”
topics

The above referenced document appropriately recognizes the need to "manage” ‘
the critical EP business metric, Proved Reserves. However there are more !
dimensions to the altematives for this management than are discussed. The ;
_ processes noted focus on EPB-P and ExComm interactions, which are quite -
important, but do not consider that OU interests in and experience with managing
proved reserves is also worth discussing. For example, consider the following:

»  T&OE, specifically the Discipline Leads for Reservoir Engineering and the
Hydrocarbon Maturation Forum, have a strong interest in proper reserves :
management and (based on comments at the 26 Sept Global RE DL !
Leadership Team Workshop) agreed to work (along with the Group HC ;
Resource Coord.) on improvements the reserve booking process.

¢  Certain OU's already have Proved Reserve Management practices that
could be shared and potentially adapted in developing the Group practices.

{Certainly SEPCo has reserve booking and management practices we would
be very willing to share.)

+  OU Reserve Focal Points have not recently (ever?) met to discuss reserve

~management issues - yet other business management groups do this

annually, such as with CAF and Exploration Forum. Such sessions could
include sharing Group-wide issues and local “best practices” to better define
how an effective OU level management coulid be done. This then reduces
(but not eliminate) the extent of the central management needed to achieve

* common goals. Clearly some elements of management are more effective
done locally while others require corporate level control. One topic to address
would be to clarify the role of the OU Reserves Focal Point — this now ranges
from a (largely) full-time Reserves Manager to a part-time Coordinator.
Responsibilities start at the minimum of proper data capture and reporting for
the ARPR (at year end) up to year round tracking, reporting and :
“encouragement” to staff for complete, accurate and timely reporting of
proved reserve additions/changes. This more active case also involves
consultation to provide both case-by-case guidance on booking issues as well
as annual training on proved reserve (and other HC Resource Volume)
definitions and bookmg rules.

. Other thoughts:

«  Control of “low quality” proved reserves often requires active enforcement of
booking rules by a frequent (at least near year end) audit of reserve bookings
before they are accepted. We are the only major EP company that | know
that only audits on a 4+ year basis, and then looking backward (so the errors
are already reported). Should there be local/regional auditors to supplement

. the GRA? (This could also provide capacity to audit other than SEC volumes,
further improving the quality and consistency of Sheli resource volumes.) It
will be interesting to hear the comments that come from Anton’s presentation
at the Stavanger SPE ATW.
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Any staff interpretation that ExCom may unhappily view technically valid
downward reserve revisions will only worsen the problem, Ample experience
has shown these leads to significant initial underbooking so staff can avoid at
all cost any possible later reductions. If the even unterided message that
senior management will negatively react to negative reserve changes is
conveyed, this will undermine the true intent of accurate reserves, accepting
that both positive and negative changes will occur with the inherently ‘
uncertainty of reserve booking.

e  Other options (as used by SEPCo in similar past situations) mclude

accepting a large negative bacoking but recognizing the change in pieces over
2-3 years while further studies are being done.

s - Currently technology development focused on needs for. more proved
reserve booking is limited (non-existent outside SEPCo?). Attive
‘consideration for technologies that both allow more proved and fully meet
SEC standards are a good approach to help Shell differentiate themselves
from others. (Example of success — SEPCo funded development of the
technique that qualifies seismic to be used in defining the downdip water
contact for the proved area determination.)

»  While | agree additional documentation would be very valuable, we should

also consider other ways to capture our knowledge. Our corporate

experience with proved reserves determination is present but perhaps not all
in the Centre. Likely this request for comment also went to Stuart Evans and

Wim Swinkels. In SEPCo, we have Lyle Henderson, my predecessor as

SEPCo Reserves Auditor. The point is simply we do have such corporate -

knowledge but we do not currently have a process to access this as needed

(other than by email from the Resource Coordinator). If a better capture of

this corporate knowledge is warranted, then perhaps an “ad hoc” reserves

knowledge group should be formed to help assure this knowledge is

_accessed when needed. This would help me greatly as | sit on the SPE

Reserves Committee and could use this group as a source and sounding

board for new ideas of importance to Shell.

Thanks! — My comments above are intended to offer thoughts to consider - not
as criticisms of our current practices. | am sure they are not a perfect, final
answer, but | hope these thoughts (and those from others) along with contmumg
dialogue can lead us there,

The opportunity to share these thoughts is appreciated...........Rod -
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